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FINANCIAL MARKETS IN THE GAMBIA, 1981·91 

EXECtmVE SUMMARY AND OVERVIEW 

Formal and informal financial markets in The Gambia are made up of many 
segments. Banks, cooperatives, village savings and credit associations, non-governmental 
organizations, private traders, suppliers, and microentrepreneurs all operate as 
intermediary/agents in The Gambia and are investigated in varying degrees of detail in this 
study. Each is important in providing some financial services to husinesses or households. 
Both quantitative and qualitative data were collected and analyzed on the activities of these 
financial agents. The major questions addressed are the magnitudes of these financial 
activities, the nature of the financial services offered, the markets in which they operate, the 
clientele served, the terms and conditions of their financial services, and the efficiency of 
their financial operations. Of particular interest here is documentation of the performance 
of these agents and identifying factors that have shaped their performance in the past 
decade. How has the liberalization of financial markets and the introouction of a treasury 
bill market altered the composition of assets in the banking industry? What implications 
emerge from this restructuring of the banking sector? Fina:ly, what alternative networks of 
financial intermediaries and agents currently operate in rural financial markets and what is 
their potential for supplying financial services to rural Gambia? 

1. The Formal Financial System 

The formal banking system in The Gambia is reviewed in the first chapter. At the 
same time, we analyze how monetary policy has conditioned the performance of this system 
by changing the structure of interest rates and reallocating assets between loan and non-loan 
activity. The trends in total credit balances and the shifting roles of public and private 
sector credit activity are also documented. Term lending and interest ratt: controversies are 
also explored along with the financial perfomlance of the banking industry. 

The principal findings of this chapter can be summarized in five major areas: (1) the 
predominant changes in the pattern of financial balances in the past decade; (2) the high 
social costs of institutional failures growing out of an unstable market structure for banking 
in 'The Gambia; (3) the impact of the stabilization and privatization drives on financial 
deepening and financial intennediation; (4) the issue of savings mobilization; and (5) the 
collapse of rural finance and the implications of this urban bias for future donor 
development policy. 
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A Decadal Patterns 

Dramatic changes occurred in financial markets in the past decade as the overall 
financial market shrank dramatically over this period. This was largely due to the rapid 
decline of lending in the country's largest bank, the Gambia Commercial and Development 
Bank (GCDB). The remaining private commercial banks experienced approximately a one
third decline in their outstanding balances in real terms over this period. There was also 
a shift from public to private sector banking and from long to much shorter term lending. 
In the early 198Os, a supply leading financial development strate&y predominated and 
created a preponderance of public sector credit flows in the formal financial markets of that 
time. By the early 19905, public sector loans through the GeDa and its downstream 
network had largely disappeared, and private commercial bank lending emerged as the only 
viable financial intermediaries functioning in the country. 

Agricultural lending; collapsed from its predominant role of 30 to 35 percent of total 
lending in the early 1980s to 7 to 8 percent by the earay 19905. In contrast, loans for trading 
enterprises rose from around 20 percent to about 30 percent of total outstanding balances 
within the smaller scale financial market of the early 19905. The decline of agricultural 
lending was directly associated with the decline of the GCDB and the failure of the supply 
leading financial development strategy. 

In recent years, large interest rate margins have emerged in Gambian financial 
markets along with high rates of return on assets and equity by financial institutions. With 
the liberalization of financial markets freeing interest rates, a wide margin emerged between 
average loan and deposit rates creating one of the widest gross interest rate margins in 
Africa (19 points). Among other thmgs, this increased the profitability of banking and 
attracted a number of international banks to apply for charters in The Gambia. At the 
same time, these wide margins created a high loan rate milieu that snme allege discouraged 
investment lending. Hypotheses are tested on the determination of interest rat~ in The 
Gambia and associated implications explored. 

B. Market Structure and Institutional Instability 

Bank instability and institutional failure stands out as the second major issue in The 
Gambia's financial markets. Four banks failed in the past 10 years and a fifth is under 
litigation. Only two banks have passed through the past 10 years free of financial problems. 
Oearly, the bank charter review proces:; of the Central Bank and its supervisory functions 
could be strengthened to reduce this market instability. 

The failure of the Agricultural Development Bank (ADB) and the Gambia 
Commercial and Development Bank (GCDB) were costly to Gambian society in two ways. 
First, the defaults and frequent write-offs during the decade have been substantial. While 
low income beneficiaries comprised some of this failed portfolio, nevertheless, a relatively 
small number of borrowers with substantjalloan size obligations also made up an imporLant 
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part of this defaulted portfolio, thereby contributing to a regressive distribution of income 
and wealth in the country through these defaults. Second, to clean up the books of the 
GCDB, the Gambian government has been forced to issue approximately 80 million dalasis 
of treasury bills to induce an international bank to take over the deposit obligations of the 
GCDB in 1992. In addition to handsomely benefiting the new bankers, this action imposed 
future burdens for Gambian taxpayers. 

When the income distribution implications of these transfers are added to the income 
distribution implications of a negative real rate of interest environment for savers for most 
of the past decade, one has to conclude that the net impact of the formal financial markets 
in The Gambia was to generate a regressive distribution of income in the country. 

The impact of the Economic Recovery Program (and ensuing structural reforms) on 
financial markets has been dramatic and constitutes another important issue in financial 
market development. Reforms liberated interest rates and caused a reduced demand for 
loans. Institutional reforms to reduce subsidies and the fiscal deficit reduced lending to 
perennially heavy borrowers such as the Gambia Produce Marketing Board (GPMB) and 
the Gambia Cooperative Union (GCU) further scaling back the loan market. Both these 
reforms were legitimate and long overdue and, in the process, reduced the loan IlUUket to 
a size more commensurate with a solvent clientele. 

C. Impact of Stabilization and Financial liberalization 

Stabilization measures to control the inflationary impact of donor grants and loans, 
however, have caused a crowding out effect in the asset portfolio of banks. The attractive 
interest rates negotiated to induce banks to purchase risk free T-bi!ls has reduced their 
willingness to pursue borrowers. Loans account for only 25 percent while T-bills represent 
around 42 percent of total assets for the private commercial banks operating in The Gambia 
in the early 1990s. Thus, financial liberalization and economic stabilization have not 
promoted financial deepening; crowding out has reduced tile scale of financial intermedia
tion through the loan market. However, one must recognize that the size of the loan market 
was exaggerated in the early eighties. Much of the volume of outstanding balances at that 
time were implicit grants that later became defaults. In short, the financial market of the 
late 1980s and early 1990s more accurately reflects the tru~ size of a solvent loan market. 
Still, the crowding out effect discussed above is a real concern. It represents a continuing 
process reducing the scale of the private sector Joan market in The Gambia. This process 
could be ameliorated by drawing more on domestic taxes rather than foreign donor grants 
to cover budget deficits and introducing more competition in the T-bill market. 

D. Lack of Incentives for Savings 

Another problem of financial development during this period was the weak incentives 
for savings mobilization. To the extent that loan markets remain limited, there will be little 
incentive for banks to encourage savings mobilization. Savers have been penalized with 
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negative real rates of interest for most of the past 10 years and savers in rural areas have 
been largely excluded from formal financial services altogether. Some savers reported losses 
due to the failure of the ADB and the savings cooperatives of the GCU in the late 1980s. 

E. Urban Bias in Banking 

Finally, an extreme urban bias became apparent in financial markets by the early 
19905. Agricultural lending has declined precipitously; the major rural bank had 
disappeared as an active lender; the agricultural linkages to the banking sector through the 
Gambia Cooperative Union (GeU) have been substantially reduced through downscaling. 
Finally, the natural heirs to the financial system, the private commercial banks, have no 
extensive branch network in rural areas to service rural depositor-savers, nor any direct 
agricultural loan portfolio. 

Restructuring the banking system and liberalizing financial markets have produced 
a much smaller, leaner, and more resilient system dominated by private commercial banks. 
While this is in many ways a necessary and inevitable step toward sound banking in The 
Gambia, this change does very little to help rural Gambia. Private commercial banks 
located in Banjul cannot be e;q>ected to supply rural Gambians with financial services except 
as a wholesaler working through other agents. 

The challt"nge facing Garebian authorities now is to expand and broaden financial 
intermediation beyond the mere transfer of private deposits into government securities. 
More attention must be given to promoting the institutional innovations and strengthening 
the supervision and regulatory functions necessary to broaden the market for financial 
services. In this regard, non-governmental organizations (NGOs) are a possible option. 
NGOs have begun to fill the vacuum in rural areas created by the disappearance of formal 
finance. The degree to which NGDs can satisfactorily fill this vacuum and supply these 
servites is an open question, explored in some detail in the rest of the repart. 

2. The Non Governmental Organizations (NGOs) 

A. The Setting 

The second chapter documents the financial activities of non-governmental organiza
tions (NGDs), especially in rural areas. The large number of NGOs with diverse operating 
policies and financial technologies has created confusion in rural financial markets. At the 
same time, uncertainty permeates the discussion of appropriate coordination and regulatory 
measures required to shape the growth of these institutions as fledgling financial 
intermediaries in rural Gambia. Chapter Two explores these issues at length. 
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The Central Bank of The Gambia (CBG) is the appropriate institution to regulate 
and monitor financial institutions in The Gambia. Although the CBG has the power to 
regulate the NGOs, current prudential regulations have been formulated more for banks 
than for client-owned institutions without an equity b~. The laissez-faire approach to 
NGOs has resulted in negative externalities in financial markets and increased the potential 
)ong-run social costs of institutional failure. In the past, the inconsequential role of the 
NGOs as financial intermediaries led to a lack of interest by the CBG toward regulating 
these small and scattered organizations. Since the NGOs are becoming increasingly active 
in financial markets and since their share of lending in financial markets has become more 
significant, it is time to reconsider this position. 

B. Regulatory Issues 

The Agricultural Credit Unit (ACU) of the Central Bank does conduct regular 
dialogues with NGOs to explain ami promulgate its policies on interest rates, linking loans 
to savings and encouraging coordination among the various NGOs. This has been a 
valuable service, however, recently the ACU has taken actions that go beyond the role of 
regulator and counselor by designing and promoting a number of local level associations. 
While one can sympathize with the ACU's concern to help these fledgling associations start 
out on the right track, it has to avoid pushing this role in the future. Designing and assisting 
in the promotion of local level savings and credit associations is clearly an inappropriate role 
for a regulatory unit to be engaged in. This activity would create a conflict of interest. The 
regulator is \!xpected to act impartially and objectively in its :'"~gulatory responsibility. It 
would be contradictory to expect a regulator to act impartially in its reguJatory action 
concerning an association it has been partially responsible for having created in the first 
place. It would appear that the Ccn~ral Bank has recently reviewed these initiatives and has 
correctly resisted any further moves in this direction. 

On the other hand, TANGO (the Association of Non-Government Organizations) 
along with parent NGOs should have a comparative advantage in carrying out the 
developmental role that is currently needed to promote local level client owned savings and 
credit associations. At the same time, TANGO could eventually function as a second level 
federation, as a lobby for NGOs, and as a forum for discussing problems and lessons learned 
through diverse NGO financial programs. TANGO should not be a regulator. To ask 
TANGO to regulate NGOs (as distinct from training, technical assistance, and information 
dissemination) is, in effect, allowing regulatees (those who are regulated) to be the 
regulator. The conflict of interest inherent in letting TANGO serve as a regulator is 
obvious. Therefore, while the CBG should perform the role of regulator, TANGO or a 
comparable institution should assume the developmental responsibilities mentioned above. 
It is clear that TANGO is not currently equipped with a st.c.'\ff (in number or in training) to 
carry out these comprehensive responsibilities adequately. It would be helpful if donor 
agencies would commit themselves to a more serious effort to strengthen the staff of 
TANGO to carry out these service functions. Chapter Two concludes with a detailed set 
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of recommendations for regulatolY criteria for the CBG and operational guidelines for 
NGOs·in The Gambia. 

3. 1be Gambian Cooperative Union (GeU) 

Chapter Three summarizes the recent histolY of the multipurpose Gambia 
Cooperative Union (GeU). Particular attention is paid to its performance in input supplies, 
lending and savings mobilization since its reorganization in 1988. It's strengths and 
weaknesses are identified. 

A Implicit Strengths 

The GCU has undergone several changes since its reorganization in 1988 and the 
results have been noteworthy. On the one hand, it has an established widespread marketing 
network in the counlry, has instituted tighter 10aQ qualification criteria, has reduced its staff 
and has charged market rates on loans made in the receDt liberalized environment. Its spe
cialization in output, input and financial markets has produced som~ comparative advan
tages to allow it to record a better perfonnance in some areas over I~mpetitors such as the 
Gambian Produce Marketing Board (GPMB), the FAO fertilizer distribution network, and 
the NGOs. On the other hand, with its continuing loan recovery problems, its reliance on 
subsidies in the fonn of intercst·free Agricultural Development Program n (ADP) loans, 
and the challenge of continued subsidized competition in groundnut marketing from 
Senegal, it is not clear that it can become a viable and self·sustaining source of financial 
services. 

Its long experience as an output buyer combined with an established infrastructure 
in transport and manpower are the strong points of the GCTl. Furthermore, access to exter
nal funds from the local banks aids its output marketing operations because it can imple
ment marketing strategies which pay farmers in cash with a minimum of delays and with low 
transaction costs. The large number of local multi-village Cooperative Produce Marketing 
Societies (CPMSs) create a large network with a wide geographic coverage that also miti
gat~s the covariance risks of crop failure. Indeed, these strengths helped the GCU to retain 
its position as the major domestic buyer of groundnuts in 1992 relative to Gambian traders 
and the GPMB, a rather unusual year for Gambian output mar~:ets. However, the GCU 
could not compete with the subsi!!ized Senegalese traders due to large groundnut price 
differentials and this fact undoubtedly contributed to some of its loan recovery problems. 

The GCU's ability to provide access to high quality inputs is facilitated by its large 
retail network, transport and other facilities, such as storage depots and access to interest 
free loans from the World Bank~:j ADP n revolving fund. In 1992, these factors helped 
reduce its fixed costs so it could supply inputs at a lower price than its major competitor, 
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the FAO. Furthermore, its recent entry into import markets allowed it to import fertilizer 
from Senegal and offer competitive input prices to its clientele. 

More strict credit discipline has been introduced under its new credit program. The 
number of CPMSs and village branches, that qualified for the credit program by repaying 
more than 95 percent of their overdues, has increased. The village committees formed 
under the Village Responsibility System (VRS) have been active in borrower screening, loar. 
disbursement and enforcing contracts. As a result, the loan recovery rates have been high 
in years with good weather and less Senegalese intervention in groundnut markets. The 
charging of market interest rates to CPMSs and to farm borrowers oomrare favorably to 
those charged by the F AO and NGOs engaged in fertilizer loans. 

B. Problem Areas and Weaknesses 

In spite of thes~ strengths, the GCU has several weaknesses and problems. For 
example, the absence of crop diversification increases the covariance risks inherent in 
concentrating its activities in groundnuts; therefore, it is more vulnerable to weather and 
other risks than it would be if it had more diversified activities. Also, its sales of seed, 
fertilizer and other inputs are weakened by a heavy dependence on foreign suppliers, 
especially for fertilizer. It may not be remunerative to reduce foreign dependency by 
building fertilizer production or mixing plants in The Gambia; bowever, it should be possible 
to develop seed multiplication units to engage in research and multiplication of quality 
seeds. 

The credit activities of the GCU were the primary focus of this study and they reveal 
several problems. While the number of CPMSs and village branches that qualified for the 
credit program increased over the past four years, their geographic distribution has been 
skewed and this affects access to lOaDS by members in less politically influential areas. 
There are problems in enforcing loan contracts due to droughts and intense competition for 
groundnuts from Senegal, along with limited emphasis (in collateral and borrower education. 
The GCU has not developed risk reducing mechanisms, such ?s crop and enterprise 
diversification and collateral substitutes other than output-tied contracts. Therefore, while 
recovery rates were high during the one good year after the 1988 reorganization, they have 
been relatively low h the two successive years. Although the loans consist of in-kind and 
cash components, they are supplied only for production, storage or processing purposes 
without considering the fungible nature of credit. Furthermore, the cash component is 
uniform across all borrowers regardless of risk or the area or crops cultivated. 

The serious constraint that the GCU has faced in its supply of funds for lending has 
required it to ration its loans. But the criteria used to ration loans among new and old 
CPMSs have been ambiguous and it is not clear how loans are rationed among individual 
borrowers. In other words, it is not clear if the GCU has successfully adopted a "learning 
by doing" technique in supplying loans to old and new clients whereby repaying borrowers 
get new and larger loans while those with poor repayment receive no loans or only small 
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loans. The emphasis on groundnuts bas rationed access to women clients that traditionally 
engage in growing food crops. To ease its resource problem, the GCU has in~tiated a 
deposit program to improve local participation in OCU's activities. Awareness is being 
created among farmers regarding the mobilization of deposits, but the GCU has yet to 
develop attractive operational procedures to mobilize deposits. The current program that 
offers only an eight percent annual inter~st rate for fixed deposits and zero percent for 
current accounts is not an attractive program for savers. Whereas it may not be possible 
for the GCU to offer higher rates than this with its current risky portfolios and trends in 
loan recovery rates, it could emphasize nonprice services including assured loans for savers. 

These problems of operating losses and poor loan recovery pose a serious problem 
for the survivability of the credit program of the GCU. H these problems are not resolved, 
the ADP n fund will be exhausted. There will be no balances left to revolve into new loans. 
This will force the acu to modify its operations, limit its scope, and perhaps drop its 
lending operations entirely. This would likely further erode its support among fanners. 

Our scope of work was limited to GCU financial activities so we could not undertake 
a comprehensive review of its operations. It appears, however, that the GCU has a serious 
income problem. The audited financial statements of the GCU during the 1979/80 to the 
1989/90 period reveal that losses were reported in 9 out of 11 years. The cumulative total 
losses were 043,181,000 compared to 04,110,800 in cumulative profits (10 percent of the 
total losses). Therefore, it must be the case that an important factor explaining the GCU's 
cash flow problems and its need to ration loans to CPMSs and farmers is its continuous 
losses. This factor plus the loan recovery problem means that the GeU simply does not 
have the resources to service the loan demand for its members. This problem has at least 
two important implications. The first is that farmers and ePMSs are likely to stop repaying 
loans if they ronclude they will be rationed out of new ones or will receive much smaller 
loans than desired. This may be an important factor explaining the decline that ha~ 
occurred in loan recovery. The second is that the savings mobilized from members will be 
lost as they ar~ channeled into paying GCU operating costs. Given the limited opportunities 
to save in rural areas, it would be logical to recommend that the oeu use its network to 
aggressively mobilize deposits. With its operating losses, however, that would not be a 
prudent recommendation because of a possible loss of savings. 

The OCU has recently made an effort to become a viable and efficient operation in 
the post reorganization period, but it has not been able to overcome certain obstacles. Two 
major problem areas are subsidized foreign competition and drought. In the post 
reorganization period, the GCU competed well against several domestic agents, (NGOs, the 
GPI~B and the FAD), but has been unable to overrome drought related production 
problems and aggressive subsidized competition from Senegal. Put differently. if there 
would have been no reorganization, the old GeU would likely have collapsed much earlier 
in the face of these adverse conditions. 
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C. Recommendations 

Given the various output buyers and input suppliers that sell on credit, and the 
·unviability ofseveral CPMSs, the GCU should consider scaling down its operations, reducing 
its overhead expenses, and limiting itself to a smaller number of well-functioning CPMSs 
and village branches. This downscaling implies that all nonperforming CPMSs out of the 
present 54 CPMSs would be closed. Otherwise, with declining ADP funds, the GCU will 
be forced to supply ever smaller sized loans with declining purchasing power, thereby 
reducing the value of its loan services. This would very likely negatively affect the incentives 
for good repayment from early qualifiers who, in effect, might fe~l they are not being 
properly rewarded for being the best CPMSs in the network. 'The nondiscretionary 
expansion of the CrMS network based only on the 95 perrent recovery rule has in recent 
years brought in weaker CPMSs from the pre 1988/89 period who took three or four years 
to payoff their pre-1988 debts, and thereby penalized early qualifiers through a reduced 
volume of lending from 1988 onwards. This has introduced moral hazard into the system. 
The criteria to select the CPMSs that remain with the GCU should, therefore, be based on: 
(i) the ability of the CPMS to recover at least 95 per~nt of its current loans made after 
reorganization for at least two years; (li) the CPMS capability to purchase groundnuts from 
the QCU at least to some break-even level; and, (iii) the capacity to mobilize deposits. 

To survive, the GCU must develop a reserve fund during good years to be drawn 
upon in the event that high Senegalese prices and/or poor harvests are encountered again. 
It is unfortunate this had not been done earlier. The GCU lleeds some assurance of access 
to groundnuts if it is to be able to compete and ensure the recovery of its fertilizer loans. 
Otherwise, with porous borders and informal trading arrangements, it is not possible to 
prevent cross-border trade between The Gambia and Senegal. The 1991/92 situation is 
evidence of this. The large ground nut cross-border sales into Senegal could have been 
prevented if the GCU or the GPMB would have offered higher prices to compete with the 
Senegalese through drawing down a previously built up reserve fund. While the 
GCU/GPMB need not necessarily exactly meet the Senegalese prices to compete due to 
transport cost differences and uncertainties in the timeliness of Senegale~e payment 
practices, the price differential in 1991/92 almost reached 50 percent. As a result, although 
the farmers were not affected, the GCU suffered because of low output purchases. 
Furthermore, loan recovery rates were estimated to be 53 percent, lower than in previous 
years since the input-credit operations are linked t? output marketing to ensure loan 
repayment. In short, the GCU lost its comparative advantage to enforce loan contracts tied 
to output marketing. 

H the GCU accepts the challenge of launching a savings mobilization program to 
improve the GCU's internal funding position, it should adopt the following practices. While 
linking savings proportionately to loans received by members is not required, it should be 
mandatory for farmer members to save with the GCU. The GCU should, however, pay 
positive real interest rates on the deposits held as fixed deposits irrespective of the amounts 
deposited. The village branches and the CPMSs should be given authority to use the funds 
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held at their levels, although the GCU should monitor and supervise them. The village 
branches and the CPMSs, especially those that are unqualified for the credit program, might 
use these funds to buy fertilizer from the GCU on a cash basis to sell to their members. 
The GCU should also explore ways to attract non-member deposits, including NGOs and 
women, to expand its pool of funds. In the absence of formal bank branches in the rural 
areas, the GCU could consider repositioning itself to operate as an alternative formal 
financial interm.ediary. 

While the GCU must continue to tighten its internal operations and bear the 
consequences of its mistakes, it is obvious that it faces serious external challenges over 
which it has little control. There is no level playing field among institutions operating in 
various markets in The Gambia. In particular, the GCU cannot be expected to compete on 
an uneven playing field caused by policies in neighboring countries over which it has no 
control. Although the GCU has received subsidies, especially interest-free ADP II funds, 
and enjoys an infrastructure and a network of CMPSs that gives it some advantages, it is 
faced by subsidized competition from the NGOs and the FAO fertilizer program in the 
input and credit markets and Senegalp,se traders from the output market side. Not only 
does this affect the volume af GCU's marketing operations, but it also has a spillover effect 
in reducing the recovery rate on mput loans by weakening its contract enforcement 
mechanism through its marketing role. It cannot continue as a financial institution if it 
cannot enforce its loan contracts. Although it's performance is problematic in spite of 
recent reforms, it would be premature to try to decide now whether or not it is appropriate 
to close the GCU or provide it with additional government or donor support. It would be 
preferable to monitor its performance for another two or three years until the ADP funds 
are exhausted. In the meantime, ways need to be explored to address the issue of groundnut 
pricing between The Gambia and Senegal. IfThe Gambia is to pursue a market economy, 
donor pressure should be exerted on Senegal to encourage it to also follow competitive and 
unsubsidized pricing policies. 

4. The FAO Agricultural Input Omce (AlO) Supply System 

The FAO in collaboration with the Agricultural Input Office (AlO) of the Ministry 
of Agriculture has developed an extensive role in fertilizer importation and distribution. 
This is evaluated in Chapter Four. Its role in facilitating privatization of the distribution 
network is reviewed along with its attempt to introduce a loan program through its private 
dealer network. The FAO has played an extensive role in developing fertilizer sales. It is 
anticipated that the F AO project that has supported this work will end as part of the 
privatization process for the fertilizer sector. H that happens, it is important to consider the 
policy options that may exist for the government. Two scenarios are considered in our 
evaluation. Scenario one represents a rapid shift to a completely privatized sector. The 
second scenario represents more of a gradual reduction in the intensive role that the F AO/ 
AlO have played, but assumes that the MOA (Ministry of Agriculture) will continue some 
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level of support to the private sector agents involved in the sector. The selection of which 
scenario to pursue depends on governmental decisions about: 1) how much of the fertilizer 
trade it will leave to the private sector; 2) what capability the GCU has and/or will develop 
in supplying inputs to farmers; and 3) the investment the government will make in 
supporting public sector involvement in some aspect of the fertilizer sector. The nature and 
extent of future donor involvement, especially the FAO,will undoubtedly shape these 
decisions. 

A The First Scenario 

The objective of scenario one is to get the FAO/AIO out of fertilizer importation 
and distribution as soon ~..:; ~".,sible, and attempt to accelerate full privatization of the 
sector. No assumptions are made about the nature of the primary agents that will evolve 
in the sector. They could be cooperative; they could be private. It only assumes that the 
governmental agencies do not hr.lve a comparative advantage in the fertilizer trade. There 
are three primary comJhlnents to this scenario. 

First, the current balance of the revolving fund might be converted into a Guarantee 
Fund perhaps located and managed by one of the local commercial banks to encourage 
hanks to make loans to private traders who would be expected to move into fertilizer 
marketing. Strong efforts will be made to collect the balances due by the PDs. However, 
this may not be very successful if the PDs Jearn that there is no assurance that they will get 
new fertilizer stocks if under this scenario they pay their current obligations. Therefore, the 
government and/or the donors should review the possibility of augmenting the size of the 
Fund if, as reported, the revolving fund balance is small. The donors might want to support 
a project to absorb a specific portion of the potential losses of the guarantee fund. 

1be Fund would be used by the domestic bank to guarantee loans made to any agent 
(GCU, PDs, private groundnut traders, NGOs) that operates in the fertilizer sector: 
importer, wholesaler, retailer. Any commercial bank in The Gambia that agree to the terms 
and conditions of the Fund could receive guarantees for the loans made. The objective of 
the Fund would be to accelerate the learning process of the domestic banks by reducing 
their risk of lending to these borrowers. The expectation is that because of the guarantees 
banks will use their existing resources (discussed in Chapter I) to make some fertilizer loans 
that otherwise they would not make because of their risk perceptions. The guarantee should 
also encourage banks to charge a lower risk premium in their loan rates for the fertilizer 
loans made. 

Specific terms and conditions would need to be established for us~ of the Fund, 
including the percentage of guarantee cover, procedures to access the guarantee fund, the 
standards that guaranteed loans must meet, and a fee structure designed to make the Fund 
self-sufficient. An Advisory Committee to the Bank could be created including representa
tives of the banks, traders, MOA, and donors, if they provided funds and shared the risk. 

xiii 



Farm loans could be guaranteed but because of the limited bank branch network in 
the country, it is not expected that many farmers would incur the transaction costs of trying 
to get a loan. Rather it is expected that by lending for the working capital requirements of 
agents in the marketing channel this liquidity will pass down the channel so that retailers 
will be encouraged to seH fertilizer to farmers on credit. The retailers are located close 
enough to the farmers so they have a better chance than banks to successfully screen 
farmers and determine creditworthiness. Obviously, retailers will have to learn to do a 
better job of lending than has been done by many of the PDs to date. 

This scenario does not contemplate an ongoing role by AlO in developing and main
taining the PDs and the PDA, because there is no certain!'} that any of the agents (private 
dealers or cooperatives) that will expand into the fertilizer trade will choose to use any of 
the PDs to form part of their retail network. The fertilizer importers and wholesalers will 
each need to develop their own markets. They may decide to do business with some of the 
better PDs or start from scratch with their own agents. They may decide to accept the risk 
of continuing the consignment approach, or reduce their risks by choo~ing to sell fertilizer 
on credit to those dealers they determine are most creditworthy. 

Since this scenario assumes that the AlO will not actually handle input stocks in the 
future, the current fertilizer inventory should be auctioned off along with any equipment that 
might have been acquired for this program. The bookkeeping accounts will need to be 
evaluated for each PO, an attempt will need to be made to collect delinquent payments, and 
a detenninabun made to write-off uncollectible debts. Any substantial inventories with PDs 
should either be paid for or returned to AIO depots for sale. 

There are several activities that the Department of Agriculture should continue to 
implement and some of them could be logically supported by the FAO and/or other donors. 
First, strong programs are needed to acquire and test seed varieties, measure fertilizer yield 
response, and evaluate optimum rates and types of fertilizer application. This inform2.tion 
should be disseminated to farmers to help them with their fertilizer U:iC. It should also be 
disseminated to the dealers so that they can augment the extension function by transmitting 
information to their farmer customers. Second, it may be useful to implement business 
development programs for private dealers in the fertilizer sectors. These programs could 
disseminate information about the FAO/AIO experience in importing and distributing 
fertilizer. They could also teach the basic ruiliments of business management (accounting, 
finance, etc.) to small sale finns. 

There are several implications with this scenario. There may be temporary 
disruptions in fertilizer supplies as the current distribution system is replaced by the new 
privatized one. Fertilizer prices and interest rates for fertilizer loans will rise as the 
remaining subsidies are eliminated. Some of the current PDs will no longer be involved in 
fertilizer retailing. The losses that have occurred in operating the current program, which 
are currently difficult to observe, will become transparent when the size of the remaining 
revolving fund is known. 
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B. The Second Scenario 

The objective of a possible second scenario is to privatize. parts of the fertilizer sector 
but leave a more active role for an appropriate entity in the Ministry of Agriculture (MOA). 
The guarantee fund is created in the same way ai proposed in scenario one but there may 
be a possibility for some remnants of the PDN to receive guaranteed loans in addition to 
the other agents already identified. 

This part of the sccnaril) is most problematic. The fundamental issue is whether or 
not the Department of Agricultural Services will decide to more fully integrate the AIO into 
its operations and provide it with adequate staff and resources once the FAO project ends. 
A!; described above, the AlO currently seems to be largely a donor-funded appendage that 
i~ not fully integrated into the Department. The Department must also decidt" if it wants 
to support the PDN as currently designed, in which fertilizer is supplied on consignment, or 
if it wants to convert the PDs into truly private dealers who will buy and sell inputs 
according to their market opportunities. The former implies that the AlO would continue 
to bear the risk of acquiting and distributing inputs. The latter alternative would transfer 
much of this risk to the private sector. J.f;t chooses the latter alternative, the AlO will have 
to maintain a capacity to store and trar sport inputs and distribute them to a strengthened 
PDN. The PDs, however, would be df'!wjf)ped to operate as viable, independent retailers 
that could acquire inputs from any SOHn;e. Presumably, the AlO would ar.quire inputs 
through traditional lender operations. Resources would need to be acquir~d to pay for the 
fertilizer stocks and thl! operational costs of the office, either through budged allocations or 
donor funds. The AIO would need to develop a capacity to undertake all the tasks now 
done by the FAO personnel. 

Regardless of which scenario is chosen, the importation and distribution system for 
fertilizer will have to undergo substantial changes. Privatization implies that the private 
sector will have to play a more significant role, and will have to be renumerated for the 
resources used and the risks faced. This implies higher fertilizer prices in the future. As 
will be argued in Chapters vn and VIII, there are some reasons for optimism about the 
futur~ role of the private sector. There are, however, serious problems that must be 
addressed before a completely self-sufficient privatized system will emerge. 

s. The VISACAs 

Chapter Five documents the performance of the Village Savings and Credit 
Associations (VISACAs) in the Sapu region. These associations are affiliated in part with 
the Ministry of Agriculture and the Jahally Pacharr Rice Project in this region. They are 
further assisted by a Resident Advisor supported through a French NGO (Centre Interna
tional de Dcveloppement et de Recherche, CIDR) in cooperation with the Kreditanstalt fur 
Wiederaufbau (KFW) of Germany. Important organizational and operational technologies 
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are highlighted in analyzing the functioning of these associations which successfully supply 
a range of financial services. l'bte unique form of donor intervention is dis<.-ussed and the 
prospects for new directions for the future are outlined. 

Local savings mobilization was the single most important feature behind the 
VISACAs success from its inception in 1988. This feature quickly established the legitimacy 
of these young associations. It meant that villagers controlled their own association, guaran
teed their autonomy in decision making and introduced a moral authority for responsible 
loan administration and loan recovery of their own funds. These locally mobilized funds 
created the environment for local village assemblies to meet and discuss such questions as 
the composition and responsibilities of the management committees, interest rate policies, 
and savings instruments. The results of these efforts are clear as all VISACAs have 
recorded loan recovery rates between 92 and 97 percent and as a group earned an annual 
rate of return of 26 percent on their loan portfolio:;. 

Six important operational features have shaped the positive performance of the 
VISACAs since their inception. First, the depositors were paid positive real rates of interest 
on their savings and borrowers have paid positive rates on their loans. Moreover, the 
effective interest rates are higher than those earned and paid in the formal financial markets 
of The Gambia in Banjul. 'Ibis is an important lesson underscoring the fact that rural 
borrowers in fact can and will pay 20 to 30 percent interest rates on 6 month bans (based 
on 40 to 60 percent annualized rates). On the savings side. depositors in the VISACAs earn 
substantially more on their savings than do depositors in formal banks. Six month deposits 
(the most commonly held deposit instrument) earn either 10 or 15 percent interest (based 
on annualized deposit rates of 20 to 30 percent). Banks at best pay 12 to 14 percent 
annualized interest on time deposits. 

Second, VISACA loans are not targeted. Since outside money played no initial role 
in the funding base for on-lending, villages had tbe autonomy to decide whether loans 
should be targeted in any way or remain untargeted with management committees servicing 
loan requests on a first come, first serve basis. They decided on the latter course of action 
with positive results in the end as a diversified loan portfolio contributed to high loan 
recovery rates. 

, Third, short-term loans of six months or less have predominated in the VISACAs. 
Just a few loans beyond 9 months have been made. Among other things, this implies that 
trading activity, artisan activities and handicrafts, and other non-agricultural activities will 
necessarily have to play an important role in any village banking initiative. These activities 
generate value added in therr own right, are more suited to shorter term finance and can 
cover the interest rate charges with their earnings. Nevertheless, some farming loans are 
made, especially to the rice irrigated farmers who benefit from a two harvest season. More 
importantly, farm families are involved in many of the off-farm and non-farm activities 
mentioned above and clearly benefit from VISACA loans. Forcing targeted loans into what 
are misleadingly called "productive" activities is a misplaced and counterproductive effort 
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often pushed by donors. It is refreshing tit> see the VISACAs have not been subject to thi~ 
form of donor intervention. 

Fourth, the VISACAs have managed their assets arld liabilities intelligently by 
carefully matching the term structure of loans and deposits to meet liquidity demand. This 
is an extremely important lesson that should be followed by all village based savings and 
loan initiatives. These organizations must lCalibrate the cash flow derived from their loan 
repayment schedules to meet the term Gchedule of deposit withdrawals. Among other 
things, this implies that severai' deposit instruments should be offered so that several loan 
term maturities can be offered to meet loan demnnd. The VISACAs have shown that a 
safety cushion should also be programmed into this term matching to allow fot the fact that 
some loans may be repaid with delays. Hence, loan maturities are typically issued for 
slightly shorter terms (usually by about one month) than the deposit term obligation 
suppartingthem. 

The fifth operational feature that comes out of the VISACA experience is the impor
tant role of collateral. Farm equipment and livestock were the typical forms of collateral 
pledged by borrowers. Management committees take these pledges responsibly and will 
take possession of the collateral of seriously delinquent borrowers. The important lesson 
here is that the credibility of local enforcement of collateral obligations will only work when 
loans are based on local savings and when local officials support these actions as ethical and 
proper. It would appear that the threat of taking collateral is sufficiently credible in the 
VISACA villages to encourage r<!sponsibll! loan repayment behavior. The sixth feature is 
the self management approach followed in all the VlSACAs. This successful experience has 
proven that with proper training and promotion activities, villagers can be given substantial 
if not full responsibility for managing their own finances. 

An important lesson of program design in the VISACA experience is to appreciate 
the logic of a two stage sequence of donor involvement in promoting local savings and credit 
associations. In the first stage, donor support was focused on promotion, technical 
assistance, and training, with a long term resident advisor working closely with the 
VISACAs. No external funding was provided for on-lending. The objective was to promote 
properly remunerated local savings deposits as the exclusive base for on-lending, thereby 
ensuring local identity and local control and autonomy in decision making, both of which 
are essential ingredients for promoting responsible loan recovery. 

The second stage, some three to four years later, involved some donor funding that 
was used for on-lending through the vehicle of 9 month or 1 year deposits. This expands 
the base for on-lending beyond the limits set by the local deposit base. More importantly, 
it extends term transformation into longer term loans than would b~ possible from local 
deposits. The lending activity that grows out of this action is untargeted anc! therefore 
blends into the generalized practices used for other loans. An important caveat to this 
second stage is to limit the volume of outside fund!ng for on-lending to a small portion of 
total lending. Otherwise, the image of local identity, local control and, most importantly, 
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local deposits could become jeopardized as a donor virus contaminates the portfolio with 
an entitlement or dole psychology. 

6. ; 1be Indigenous Business Advisory Services (IBAS) 

A. The mAS Program 

The sixth chapter documents and evaluates the performance of mAS in promoting 
microentrepreneurs in The Gambia. In particular, its role as an intermediary of loan 
selVices is reviewed critically. The IBAS microenterprise program of the mid to late 1980's 
recorded substantial defaults. As of June 1991,44 percent of the total portfolio comprised 
of two donor and one government funding sources were in default. Factoring this finding 
into a risk premium which in tum was incorporated into total lending costs concludes that 
the program could only have broken even if it had charged interest rates as high as 92 
percent to make up for the default losses Ot conversely, it could only break even at present 
interest rates on loans with a default of no more than 4 percent of its portfolio. These 
dramatic results highlight the severe financial shortcomings of the program and underscore 
the fact that the interest rates charged in the programs were mere token gestures at pricing 
loans to cover default losses. Hwe subtract the government program from our risk premium 
calculations, the remaining two donor programs together would have to charge 66 percent 
to break even (i.e. covering default and operating costs). Such a program can only function 
through sustained subsidies from donors or the government since loan recoveries are 
insufficient to mainiain the revolving funds behind the program, or cover the costs incurred 
in selVicing the program. Not surprisingly, high arrears were associated with large, long 
term loans as comp~ed to other loan characteristics. 

Recent attempts at program reforms were undertaken to improve program 
performance. mAS has assumed complete responsibility for loan recovery, a function 
previously carried out under a guarantee program by the former GCDB. Political 
intervention in the allocation of !unds have allegedly been lessened. Collateral in the form 
of a guarantor's bank account is pl~~~mably able to be assessed in the event of default. 
However, interest rates (14 percent) are still substantially below market rates (e.g. 20-26 
percent), risk-prone longer terms loans are still emphasized, and administrative costs of the 
program are still covered by subsidies issued through the govC':mment's budget. It is unlikely 
that the program couid even cover its costs with such a low interest rate (14 ptTcent) even 
if the default problem is reduced substantially. In addition to raising its intere'it rates to 
market levels, mAS should also be granted greater administrative autonomy thw its current 
status confers. Its management should be given the power to hire, promote, or discharge 
employees outside conventional civil service regulations. This could create a leaner and 
higher quality human capital base to introduce stricter portfolio management criteria. 

One strategy to reduce default would be to introduCl! a loan tracking information 
system. This approach quickly identifies shortfalls in installment repayments over amounts 
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due for long term ~oans and then correlates this with loan properties and borrower 
characteristics. This contributes to risk management in two ways. First, one could 
immediately address the problem of default early in the history of the lmm and immediately 
confront borrowers before any delinquent habits have been locked in place by inerti.a. 
Second, management could easily geHerate valuable information on the aggregate profile 
of loan arrears by borrower and loan type. nus could create a risk/return profile by 
borrower type and business characteristics that could be used by loan officers evaluating new 
loan proposals. Such a system would allow IBAS to engage in more efficient risk manage
ment, thereby lowering its default losses and prolonging the life of ,ts revolving funds. 

The government should detennine whether the program is at lc!ast cost effective, i.e. 
whether it is economizing in the most efficient manner the budgeted resources per loan 
issued and recovered and secondly, whether there are a sufficient number of deserving non
delinquent beneficiaries to justify the bl\dgetary costs involved. In short, authorities would 
have to estimate the opportunity cost of using public monies in this fashion rather than in 
some alternative use, recognizing that there is a substantial default problem in this loan 
program. 

A controversial issue itll the current mAS program is the fact that a large majority 
of the borrowers are one-tiIne only clients. While there are no explicit restrictions limiting 
borrowers to one loan, ooly a handful of entrepreneurs have received two loans in the 
current portfolio. IBAS authorities try to reach as large a number of microentrepreneurs 
as possible. They should be more iilterested in inculcating good loan habits over time and 
training their borrowers to manage financial flows in a sustained fashion with a more slowly 
growing clientele. The "one-shot" philosophy can develop a "tum-key" flavor in that the goal 
is to quickly allow the microentrepreneurs to buy some investment goods and then abruptly 
tum them loose to get on with business of production without any further access to finance 
from the program. This philosophy overlooks the equally important role that financial 
services should play in the process of modernizing small scale manufacturing activities. 
Once investment loans have been issued to a responsible borrower and her or his equipment 
is in place, smaller working capital loans could play a useful role in allowing 
microentrepreneurs to generate a higher stream of retained earnings for future investment 

Another weakness of this one shot approach is the impact it has on loan recovery. 
H a borrower does not gain a reward of continuing access to financial services through 
repaying his/her loan, then there is little incentive to do so. One suspects this may have 
played a role in the high arrears of the earlier programs described in this chapter. Given 
the fact that poor loan recovery quickly erodes a revolving fund, thereby hastening the end 
of the loan program, it would be in the interest of mAS authorities to build more tangible 
incentives for loan repayment into their current program by permitting follow-up working 
capital loans to previous borrowers in good standing. In the end, IBAS would be servicing 
a smaller number of clients, but the program would be servicing these clients over a longer 
period of time with more sustained financial services (for those responsible borrowers 
repaying their loans) thereby graduating them into more secure business growth in the 
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future. At the same time, the revolving fund would Dot be eroded through negative 
incentives creating poor loan recovery. In addition, mAS gains additional valuable 
information on the borrowers performance that can allow it to screen its clientele more 
efficiently for future loan services. In conclusion, we reconur.cnd that mAS continue 
~orking with the remaining volume of the revolving fund at their disposal to implement the 
above suggestions for a trial period of one to two years. In the meantime, no new funding 
for credit should be permitted until results can be determined from these new program 
guidelines. 

B. The OSU Microenterprise Survey 

Finally, a random sample survey carried by the OSU team in Greater Banjul 
underscored many revealing operational characteristics and financial channels servicing 
micro and small scale entrepreneurs in the Gambia. One hundred and fifty three 
entrepreneurs were interviewed divided equally into four key subsectors: bakeries, metal 
workshops, tailors, and tie and dye producers. Most were owner-operated with an average 
of 5 employees and a modest physical asset base of D 128,727. A majority of these small 
scale operators were working for someone else before launching their OWl) business. Most 
were illiterate (59 percent) with an average age of 38 years and were members of fairly 
large households (10 members on average). Seventy percent were men and about 30 
percent women entrepreneurs. Further, there was a distinct gender pmfile with female 
entrepreneurs accounting for a majority of the tailoring establishments and tie-dye 
operations unlike male operators who were predominant as bak~i'S and metal workers. 

A substantial majority of these entrepreneurs launched their businesses with personal 
savings rather than with external loans. The single exception to this rule was the subset of 
modern bakers who received off-shore fmancing for their equipment. All owner-operators 
drew heavily on retained earnings for their working capital. Next in order of priority was 
infonnal borrowing from family and friends. In third rank were advances from customers. 
These stood out in tailoring enterprises and metal workshops. Last in rank order was 
suppliers credit and formal loans. The former was most visible in the bakeries subsector 
and the later in the mcdem bakeries subsector. This descending rank order of funding 
sources follows the pecking order theory common to businesses in developed countries in 
which the safest source of finance (that does not jeopardize the entrepreneur's ownership 
control over her Ihis business), retaine(1 earnings, is used first, followed by various external 
sources in descending order of increased risk to the entrepreneur's control over her Ihis 
business. 

All operators used both formal and informal savings instruments with formal bank 
savings accounts standing out for the relatively modem bakeries and tailoring subsectors and 
informal group savings or moneykeeper services used by the other more traditional 
subsectors. Women entrepreneurs more commonly operated through group savings vehicles 
(Osusus) while traditional male operators used moneykeepers. 
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Given the meager presence of formal loans through mAS or through banks in this 
random sample of small scale operators, large expensive microenterprise programs can only 
hope to reach a very small subset of these producers. Therefore~ it is all the more impor
tant to keep in mind that these producers can only be reached by more broad based macro
economic and trade policies. lbey are all universally impacted by any government regula
tions or policies that affect their costs or revenues such as tariffs. taxes, registration fees, 
access to foreign exchange, price controls, etc. Generally speaking the more open and liber
alized the economy, the better the econom!c environment for microentrepreneurs. In con
ClUsion, the ree;ent iiberalization of the Gambian economy has produced a more positi'/e 
environment for such smaU scale operators. It is to be hoped that such policies continue 
and the transaction costs of registration and licensing be held at a minimum for these 
operations. 

7. Commodity and Financial}1ows Through the Fertilizer Sector 

This chapter examined the evolution of the fertilizer sector in The Gambia from the 
early 1970s up to the present. Two points stand out in this analysis: fertilizer consumption 
increased dramatically up to the mid 1980s, then stagmlted; and the marketing channels have 
become more complex and diverse. Although the private sector has played a more promi
nent role in recent years, the ~ountry is a long way from having a reliable self-sustaining pri
vatized fertilizer sector that provides regular acc{'!ss to a large number of farme.rs. It is 
difficult to forecast or proscribe the future configJration of the sector given the large 
number of developments that are taking place in restructuring groundnut processing and 
marketing; in restructuring and strengthening the GCU (see Chapter ill), in the rapid 
expansion of the NGOs (see Chapter II), in restructuring the FAO dealer network (see 
Chapter IV), and in the efforts of the gov~rnment and the donors to create a more vibrant 
private sector. 

A more prominent role for the private sector is not likely to develop because of the 
implementation of some governmental plan or program for fertilizer. Rather it is likely to 
occur through trial and error by private businessmen attempting to make a profit in an 
uncertain environment. The government and donors need to identify the few strategic 
actions they can take to facilitate the process of change, then step bqck and monitor 
developments. There appear to be four sets of activities that can be undertaken to facilitate 
privatization of the fertilizer sector. They are identified and briefly described below. 

" Make a clear commitment to get the government, donors and NGOs out of the 
business of importing and distributing fertilizer. Private entrepreneurs will not undertake 
risky and expensive investments if they think they might be destroyed by the unexpected 
dumping of cheap fertilbr..er into the market as can occur when a well-intentioned donor 
panics because of supposed inadequate supplies or high prices. Occasional shortages and 
high prices are to be expected as a privatized fertilizer sector works out the wrinkles in 
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imporlation and distribution. The private sector is likely to "sit on the sidelines" until it is 
certain of the commitment to privatize the sector. So far, the entrepreneurs are not yet 
convin~d enough to risk investing large amounts of their own capital. 

• Improve the yield response of important crops. The uncertainties surrounding yield 
~esponse need to be clarified. If, as appears to be the case, yield response is low for many 
crops, then the problems need to be identified and solved. In a regime with reduced 
fertilizer subsidies, a necessary condition for fertilizer use is iliat the yield response must be 
hi~l en(lugh to compensate for production and marketing risks. This is a logical task for 
donQrs to undertake because they have ready access to foreign scientists and research 
centers with the expertise to deal with the problem. 

• Improve product pricing and access to markets. This is a large topic and is beyond 
the scope of this study. Suffice to say that completion of the reforms of the groundnut sec
tor and any other action that improves access to markets and the prices received by farmers 
will stimulate fertilizer demand and improve the conditions for privatized fertilizer trade. 

• Stimulate domestic lending to the fertilb..er sector with a guarantee fund for fertilizer 
loans. The analysis presented in Chapter I demonstrated that there are substantial resources 
in the domestic banks to finance the fertilizer sector. As the private demand for fertilizer 
loans begin;,; to expand, however, the learning process that the domestic banks will have to 
go through in serving this sector may be accelerated by a guarantee fund that reduces the 
risk to the bank of incurring a loss due to a bad fertilizer loan. The liquidity of the banks 
eHminates the justification for donor funds for on-lending but foreign resources could play 
a strategic role in sharing the risk and expense of operating the guarantee and thereby 
reduce the financial constraints that private sector firms may face. 

8. The Food Cammodlty Traders: Possible Agents for FertUizer Marketing 

The eighth and final chapter focuses on the nature of the informal financial 
arrangements servicing the food commodity sector in The Gambia and the marketing 
channels through which they operate. In short, the analysis provides information about both 
the importation and distribut:()n of these commodities, and the financial aiTangements that 
facilitate this trade. It underscores important lessons about how the system operates and 
allows us to speculate about how these traders may respond to the possibility of becoming 
more actively involved in the privatization of the fertilizer sector. 

With the liberalized market environment in The Gambia, in which private trading 
has become more dynamic, food commodities, and especially flour and rice, are being 
imported and sold in large quantities and apparently at competitive prices. The existence 
of multiple agents at each level of the marketing channel contributes to competition. Part 
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of the dynamism and efficiency is due to the large reexport trade which allows these traders 
to achieve large scale operations. 

The financial contracts associated with the flow of commodities seem to be working 
fairly efficiently and the prices and interest rates for financial services are reasonably 
competitive. Offshore banks and suppliers credit provide most of the liquidity in the system 
because of the lethargic response of the domestic banking system. H the large importers 
could not access offshore funds, they would be faced with paying higher costs from domestic 
banks, while small and medium size firms without proven records of loan repayment would 
probably find it difficult to obtain loans at all. 

The large private traders have accumulated experience and knowledge over time in 
their trading activities. They have market contacts, storage and transportation facilities, 
km1"-,ledge about international trading, and established relations with offshore financial 
institutions. As noted in Chapter VII, two firms have been involved with fertilizer imports 
for the F AO. Given that the govemmt!nt and donors are trying to privatize the marketing 
of agricultural imports, especially fertilizer, a logical question is whether or not and lmder 
what conditions the traders of food commodities would expand into fertilizer. Several'mings 
learned in the course of this study allow us to speculate about the possibilities of this 
occurring. 

There are important differences and similarities between food commodities and 
fertilizer that affect the private sector response to the fertilizer sector in The Gambia. They 
can be grouped into possibilities for a) scale economies, b) scope economies, and c) access 
to finance. 

A Scale Economies 

The food commodity trade operates on a fairly large scale but there are several limits 
to the scale of operations in the fertilizer sector. 

• The total volume of domestic fertilizer demand is much smaller than for food 
commodities, as discussed in Chapter VII. 

• The production cycle for crops for which fertilizer would be used is much longer than 
the shorter-term consumption cycle for food commodities, so there is a slower turnover of 
inventory. Therefore, sellers have fewer contacts with buyers and have less opportunity to 
monitor their businesses. 

• There is great uncertainty about reexport demand for fertilizer. Fertilizer has been 
imported into The Gambia from Senegal. It is unclear what conditiollS would be required 
in neighboring countries for The Gambia to serve as an entrepot for regional fertilizer 
imports. 
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• The amounts of food aid entering The Gambia with potential distortionary effects 
on prices is fairly small. However, the subsidized role of the government and donors has 
been very large in the fertilizer sector; therefore, the possibility of their future involvement 
creates considerable uncertainty for private traders who would be unable to complete 
against a subsidized public sector distribution channel. 

• The demard for food commodities that are important staples in TIle Gambia diet is 
likely to be quit!, inelastic. As a result, consumption is probably fairly stable, even when 
prices change. On the other hand, manure may be a fairly good substitute for chemical 
fertilizer or farmers may simply not use fertilizer if the price rises too much. Therefore, the 
quantity of fertilizer demand (i.e. sales) may become quite volatile in a privatized market 
if prices fluctuate widely as may occur in the international market, in which The Gambia 
is clearly a price taker. 

These five factors suggest that private traders will find it difficult to achieve scale 
economies in the fertilizer trade and this will make them cautious about investing in it, 
especially if they expect that there may be several agents competing for a small market. 

B. Scope Economies 

If food traders decide to enter the fertilizer trade, there are four factors that suggest 
they might achieve scope economies. 

• The dealers could probably use many of their existing transportation and warehousing 
facilities for fertilizer if they have sufficient capacity, or even reduce their food trade if 
profits were sufficient to justify using more facilities for fertilizer. 

• The trade linkages established between importers, wholesalers, and retailers in the 
food trade may be used for the fertilizer business. Retailers in villages and towns are 
accustomed to selling a variety of products and they may find it profitable to handle 
fertilizer and acquire it from the same channels as their food commodities. 

• The large scale importers may be able to use their recognized creditworthiness with 
offshore financial institutions to acquire needed letters of credit and working capital for the 
fertilizer trade. 

• The food traders with multiproduct businesses have the flexibility of shifting among 
commodity lines and therefore may be able to make a profit and survive better in a dynamic 
market than a undiversified, single produce a fertilizer business. 

C. Financing the business 

Food traders have established ways to finance their businesses which appear to be 
reliable and reasonably priced. There are several differences with the fertilizer trade, 
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however, that may make it difficult to transfer these same techniques to the fertilizer 
business. These problems may exist either a) in the acquisition of capital for the business, 
or b) in the granting and recovery of credit given to customers. 

• The large scale importers finance their businesses generally with short-term offshore 
letters of credit. Because of the rapid sales turnover, they can sell their stock on credit to 
their customers, yet get repaid in time to pay their credit obligations. The crop production 
season is several months long, however, so credit given to customers for fertilizer must be 
for a longer term. This means that the importer must get longer term credit which may not 
be as readily available or may be more expensive even from offshore sources. If they do 
not get longer term credit, there will be a mismatch in term structure; a trader would 
borrow short but would provide longer term suppliers credit to wholesalers/retailers who 
would provide seasonal credit to farmers. Interest charges (or foregone discounts) for credit 
sales would have to be higher for fertilizer credit to compensate for the larger interest 
expense. 

• It is more risky for wholesalers to make loans to retailers or retailers to make loans 
to their customers (farmers) for longer term fertilizer credit than for shorter term food 
commodity credit. They do not see their customers as frequently, crumot monitor their 
activities as well, and cannot as effectively use the threat of cutting off future loans (and 
therefore access to the commoaitic!;) if current loans are not repaid. This problem is 
somewhat less severe if the agent making the fertilizer loan also sells food commodities to 
the same customel. Then access to food loans can be ffiade conditional on good repayment 
of fertilizer loans. 

• Fertilizer loans are made for an inherently risky farming activity which is several 
months in duration. The size of the typkal fertilizer loans made by a retailer to a farmer 
is likely to be larger than a food loan. The capacity to repay the fertilizer loan may be 
dependent on agricultural production, while the food consumption loan may be paid from 
any source of household income. If the retailer mu!;t cut off future credit because of 
nonrepayment of past credit, his total loss will likely be higher on a fertilizer than a food 
loan. This higher probability of a large loss makes credit sales of fertilizer riskier for the 
retailer than food credit sales. This is similarly true for suppders credit at all levels in the 
fertilizer trade channel. 

• The repayment of fertilizer loans made to farmers in some countries is facilitated 
through input-output linkages. For example, food processors, traders, cooperatives, etc. 
purchase farm commodities so they deduct the cost of fertilizer advanced from the purchase 
price of the commodities acquired. Unless the food commodity traders in The Gambia 
begin to acquire farm products, they will not be able to develop these linkages. 

This analysis suggests that agents at all levels in the food commodity trade channels 
may enjoy some economies of scope if they expand into the fertilizer sector. But problems 
of smaller scale and more complicated financial arrangements may discourage them from 



doing so. New specialized fertilizer traders would experience problems in all three areas, 
and it is unclear if they would enjoy any major offsetting advantages. 

There is little that policymakers can do outside of direct subsidies or granting a ferti
lizer monopoly to some dealer that will improve the prospects for privatizing the fertilizer 
trade under the particular circumstances faced by The Gambia. The best recommendation 
is to create a private bank guarantee fund, as described in Chapter IV, that will increase the 
probability that private traders who decide to enter this risky business will have reasonable 
access to working capital. This analysis also suggests that the outcome of the current efforts 
to res~ructure the GCU and the groundnut processing industry will have a crucial bearing 
on the future of the fertilizer sector. The agents, private or coope: ative, that procure and 
process farm commodities will have the best chance of successfully developing the fertilizer 
trade. 
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CHAPTER ONE 

A REVIEW OF GAMBIAN FINANCIAL MARKETS: 


1981-1991 


I. INTRODUcnON 

The Gambia presents a revealing case study of financial excess and financial reform 
in the past decade.1 The first half of the decade witnessed an expansion of credit accom
panied by all the signs of distorted financial markets, i.e. growing negative real rates of 
interest, interest rate ceilings, credit ceilings, targeted and subsidized credit, dependence on 
outside funding sources, rising defidts in parastatal institutions and rising arrears in the 
Gambian Commercial and Development Bank and the termination of the Agricultural 
Development Bank. The second half of the decade through 1991 saw a disciplined 
economic stabilization program first initiated by Gambian authorities with the Economic 
Recovery Program (ERP), followed up with international donor structural adjustment 
programs. In this period, the expansion of credit was curtailed substantially, macroeconomic 
stabilization instituted, and the fiscal deficit reduced. The growth of GOP averaged roughly 
3.3 percent for the period 1986-91. The liberalization of financial markets was an integral 
part of the reform period from 1986 to the present. 

This first chapter reviews important dimensions of this financial history. First, the 
changing structure of the banking industry is laid out. This is followed by a brief review of 
the principal reform measures undertaken in financial markets. With the structure of 
banking and the degree of financial liberalization clarified, the following sections of Chapter 
one document the trends in real credit balances over time and their sectoral allocation. 
Financial deepening is explored wong with the issue of crowding out. The siructure of 
interest rates and interest rate margins are documented and the controversy surrounding the 
allegedly high interest rates are explored through a model testing the determination of 
interest rates in The Gambia. The financial performance of the banks is established for 
recent years and the issue of development banking discussed in a review of tbe recent 
demise of the Gambia Commercial and Development Bank (GCDB). Finally, one appendix 
presents a formal model of the demand for money in Gambian financial markets while the 
second appendix explores possible alternative form"', of term finance in The Gambia. 

This analysis of formal finance is undertaken for three reasons. First, it is important 
to understand the impact of key policies on the financial sector. Second, it is equally 

J The authors would like to thank the staff of the Central Bank and members from the banking rommunity 
for their cr,cperation in sharing information and discussing the many issues treated here. Also, Charie:3 Mann 
and the I mD staff has interacted fruitfully with the OSU Rcac:arch Team. They of course should not be held 
responsible for any opinions expressed or errors remaining in the work. 
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important to determine the availability of financial services for private businesses and 
households. Third, it is necessary to understand why so many non·bank intermediaries and 
programs have been undertaken in recent years. This latter issue will be explored further 
in later chapters. 

II. 	 TIlE CHANGING MARKET 8TRUCI'URE FOR BANKING IN TIlE GAMBIA IN 
mE 19808. 

Table 1·1 presents the market structure of the banking industry over the past decade. 
For most of this period The Gambia was served by only three to four banks. The number 
of bank branches ranged from 12 to 14 in number but most of these were located in Greater 
Banjul. Only three branches were consistently functioning outside Greater Banjul; one in 
Futafeni, and two in Basse. The most relevant finding for this period, however, is visible 
in Table 1·2. There has been a significant turnover of banks in a relatively short period of 
time (10 years). Five banks have been opened during this period and four have been closed 
with one undergoing litigation. 

The most significant bank closing occurred in June 1992 with the termination of the 
20 year history of the Gambia Commercial and Development Bank (GCOB). At the end 
of June a part of the bank's assets were turned over to the Meridien Bank, an international 
commercial bank with a growing network in Africa. This action effectively closed the 
chapter on development banking in The Gambia, a capstone of the liberalization and 
privatization movement launched by the Economic Recovery Program in 1985. By late 1992, 
all banking was being conducteCl in private commercial banks with a short term loan 
portfolio largely restricted to trading activities. As will be seen later, this i•.mding activity 
comprised only a minority of their assets as the T-bill market and foreign exchange 
operations began to predominate in their banking operations. 

The most disturbing feature of this profile is the relatively high turnover of banks for 
such a small market in such a short period of time. Beginning in 1981/82, the General 
Merchants Finance Institution (GMFJ) was closed after one year of operation. In 1985/86, 
the International Bank of West Africa (a branch of the BIAO) closed after three years of 
operation. In 1988/89, the Agricultural Development Bank (ADB) terminated operations 
after seven years. Finally, in 1991/92 the GCDB terminated operations while the 
Continental Bank, within months after its license to operate was approved in 1991, was 
fighting Central Bank action in court to prevent its closure. Only two banks, th~ Standard 
Chartered Bank of Gambia (SCB) and the International Bank of Commerce and Industry
BICI (a branch of a Senegalese Bank) have maintained uninterrupted service throughout 
this entire period. It is of interest to note that one of these banks originated in the Colonial 
period (SCB) and the other in the early independence period (BICI). 



In light of these developments, it would appear that Central Bank authorities were 
inexperienced in reviewing applications for bank charters. To have two banks fail after one 
to three years, reflects a limited and unstable market for banking in The Gambia during the 
early to mid-1980s. Furthermore, taking action to revoke a bank charter that had only been 
approved months earlier suggests the Central Bank could improve its processing of 
information needed to evaluate private bank charter applications. 

These limitations have manifested themselves in two areas. First, it is clear that 
Gambian authorities and donors misjudged the high social costs and minimal social benefits 
of establir,hing and promoting development banking institutions in the country. The failed 
experiments in development banking through the Agricultulal Development Bank and the 
Gambia Commercial and Development Bank have created a costly legacy for the country 
to absorb. As will be discussed later in this chapter, it is difficult not to conclude that these 
experiments in development banking contributed to a regressive distribution of income in 
the country. 

While the Central Bank is ostensibly responsible for the regulation and supervision 
of the banking industry, it would not be fair to hold Central Bank authorities responsible 
for the failure of the ADB or the GCDB. As is characteristic of most developing countries, 
central banks do not enjoy strong autonomy from the executive branch of the government 
The deficiencies of development banking in The Gambia, a topic that will be explored in 
detail at the end of this chapter, were primarily derived from executive branch intervention 
to promote a tumulative supply of credit to a high risk, targeted clientele that eventually 
defaulted on their loans causing these banks to fail. Central Bank authorities along with the 
management of the development banks, for the most part, did not enjoy sufficient autonomy 
to challenge these directives. Until the Central Bank secures institutional independence 
from the executive branch. the loan portfolios of development banks will be largely shaped 
by government prioritie~ and influence frequently at the expense of sound banking practices. 

Finally, it is apparent that it has been difficult to select winners from among the 
private commercial bank charters approved in the past ten years. One private bank failed, 
a second closed its operations, and a third is under litigation. To secure a stable and secure 
growth of formal financial markets in The Gambia, it is important that donors and 
government authorities strengthen and up-grade the supervisory and bank charter review 
functions of the Central Bank to better carry out these roles in the future. The recent 
revision of the Financial Institutions Act is a step in the right direction. It is encouraging 
to see Central Bank authorities undertaking the initiative to improve the supervisory and 
regulatory roles implicit in the revised Act. 
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III. FINANCIAL LIBERALIZATION AND MONETARY POLICY 

Prior to the Economic Recovery Program (ERP) in 1985, monetary control of the 
financial system was exercised largely by global credit ceilings and, to a lesser extent, by 
modest reserve requirements. Interest rate controls were also common along with many 
government and donor driven subsidized, targeted lines of credit provided through the 
GCDB. These lines were almost exclusively for agricultural lending and chtanneled through 
the GCDB to its downstream parastatal network. These classic forms of intervention in 
financial markets were the manifestatiom of the supply leading strategy of financial 
development. In time, arrears grew to alarming proportions in the GCDB and the negative 
real rate of interest environment generated by interest rate ceilings and subsidized credit 
came under attack. However, it \\'~ not easy to remove these distortions in financial 
markets until macroeconomic balance was introduced into the economy. Several halfhearted 
attempts at economic stabilization were attempted in the early 19805 with IMF assistan~. 
But it was not until 1985 that a credible consistent stabilization program was carried out by 
Gambian authorities. 

The crux of the ERP and the ensuing structural adjustment measures was the 
introduction of a flexible exchange rate regime and a partially liberalized interest rate policy 
(McPherson and Radelet, 1991). In September 1985, the Central Bank of The Gambia 
(CBG) doubled lending rates and rediscount rates from around 8 to 15 percent. Reserve 
requirements were raised from 8 to 15 percent on demand deposits and from 4 to 6 percent 
on time deposits. Global credit limits, however, remained in force as a monetary tool 
controlling liquidity. It was still not possible to free up interest rates and remove credit 
limits until a substitute monetary tool was in place to carry out these functions satisfactorily. 

That monetary tool turned out to be treasury bills. The T-bill market has been 
functioning since the early 19805, however, it was a generally moribund market and an 
unimportant monetary instrument until the bi-weekly tender-auction bid system was set up 
in July 1986 (prior to this date, the Central Bank fixed interest rates on T-bills). From late 
1986 onwards, the T-bill market grew substantially, largely through sales to private banks. 
This market has grown from a meager 24.4 million dalasis in 1986 to 264 million dalasis in 
1991. Inflation was reduced from high rates of 43 and 30 percent in 1986 and 1987 to much 
lower rates between 9 to 12 percent in the early 1990s. Moreover, these auctions were 
reflecting a real demand for T-bills and, as a result, establishing a gradually rising floor on 
the structure of interest rates in loan markets. Thus, by 1990-91 credit limits could be 
removed, and the partially liberalized interest rate policy became fully liberalized by the 
early 19905. Now monetary policy relied on the sale of T-bills and rising reserve 
requirements to control the money supply and inflation. Interest rates were free to find 
their own equilibrium subject to the interest rate floor established by the T-bill market. 
From the late 1980s to the early 19905, this T-bill floor grew from 15 to 19 percent with loan 
rates ranging from five to ten points higher. In sum, by 1992 financial liberalization was 
complete, interest rates were flexible around a T-bill floor for loans and all vestiges of 
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targeting and subsidized credit and credit controls removed from Gambian formal financial 
markets. 

IV. TRENDS IN TOTAL CREDIT BAlANCES 

The previous two sections of this chapter have underscored first that the Gambian 
banking indusUy in the past decade has operated in a small unstable oligopolistic market 
generating a fairly high turnover of institutions, given the small number of institutions (3 to 
5 banks) characterizing the market. Second, the growing financial liberalization from the 
mid-1980s onwards was bound to shake up financial markets as subsidies and distortionary 
controls were removed and market forces allowed to rationalize and restructure the banking 
indusUy in The Gambia In this section, we document a number of the more important 
shifts produced by these structural and policy induced changes in Gambian financial 
markets. 

Measures of total outstanding credit balances are presented in Tables 1-3 and 1-4. 
This total is further disaggregated into total private and total public sector credit balances. 
Total public sector credit consists of net claims on the government along with credit to 
public sector entities. Tabl" 1-3 presents the basic time series (drawn from Table 7 of the 
Central Bank bulletins) in current dalasis from 1981 through 1991 while Table 1-4 converts 
this time series into constant dalasis using the implicit GDP deflator. Table 1-5 sets forth 
real indices of growth or decline over this period derived from the data in Table 1-4. For 
the purposes of this trend analysis, we focus primarily on the real credit balances 
documented in Tables 1-4 and 1-5. 

Total domestic credit balances in real terms increased substantially over the period 
1981-83 (column 3, Table 1-5). Then from 1983 to 1985 the outstanding credit balances 
declined slightly in real terms. From 1985 to 1991, however, there was a precipitous fall in 
the real value of outstanding credit in Gambian financial markets. This fall coincides with 
the period subject to the discipline of the Economic Recovery Program and later structurcll 
adjustment program for the country (McPherson and Radelet, 1991). 

The subcomponents of total domestic credit balances, however, trace out different 
paths in the officia: statistics. Private sector real credit (channeled through the commercial 
banking system) increased sharply from 1982 to 1983, then declined even more dramatically 
from 1983 to 1987 when it stabilized up to the present at about 60 percent of its original 
real 1981 level (column 1, Table 1-5). Conversely, public sector credit balances, which 
generally accounted for about 60 percent of total domestic credit up to the mid-1980s, 
declined from 1985 at an increasing rate, actually registering negative values in 1990 and 
1991. The decade long decline in public sector credit and th~ recent appearance of negative 
balances is due to two factors: the decline in credit to public parastatal entities (which 
generates positive entries to public sector credit in the monetal)' survey data reported in the 
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Central Bank bulletins) and the confusing way in which the rise in the proceeds of the sales 
of government bonds and T-bills are documented in the monetary statistics. These sales 
proceeds are held on behalf of the government as deposits in the Central Bank (which 
generates a negative entry in the claims on government). 

The ERP and structural adjustment programs from 1986 to the present introduced 
a strong mandate to reduce credit to public parastatal entities. This led to the sharp 
contraction visible in the public sector credit series in Tables 1-4 and 1-5 from 1986 onwards. 
From 1987 to 1989, net claims on the government recorded in the Central Bank bulletins 
had already turned negative, however, credit to public sector entities was still sufficiently 
high (though declining) to create a net positive balance when one combines the two 
elements making up total public sector balances (i.e. government credit). That is why our 
seri~s repOlted in Tables 1-3 and 1-4 for the public sector remain positive through 1989. In 
1990 and 1991, however, not only ;rTe the net claims on the government becoming even 
more negative, but the reduction of -edit to parastatal entities become so severe that it did 
not compensate for the rising negaf '" values of net claims on the government, thus negative 
values appear in our series for total public sector credit in 1990 and 1991. 

In summary, the data on trends in total credit and public sector credit indicate, at 
first glance, that credit extended to the public has contracted in real terms over this period. 
However, these data do not give:: a complete picture with respect to credit. This is because 
the government is actually borrowing (receiving credit) over this period through the 
increasing sales of its T-bilJs (as shown later ir~ Table 1-14). 

What masks this fact is mat proceeds from the sales ofT-bills are held by the govern
ment on deposit at the Central Bank. Hence, in ,examining government assets (i.e., deposits 
held at the Central Bank) and government liabilities (i.e., T-bills sold to ban.1cs and the pub
lic), the picture created is one in which net claims on gove: ..rment (liabilities minus assets) 
is negative and suggests that government borrowing has rl.!clined when this is not the case. 

It should be noted that this policy (of depositing the proceeds of T-bill sales at the 
Central Bank) has beneficial effects for the economy. First, the policy has aided the 
government's efforts to sterilize foreign exchange inflows. Second, it has aided the 
government's effort:; to control inflation. This has been accomplished by not allowing the 
funds to be dUibursed into the economy, thereby leading to increases in the money supply 
and inflation. Clearly the rapid growth of the T-bill market after 1986 eventually created 
the declines in public sector or government credit a:; defined by official statistics. The 
government appears to have shifted from being a net debtor (i.e. issuing credit to state 
parastatal entities) in the early to mid 1980's to eventually becoming a net creditor by the 
early 19905 (through the growth of sales in T-bill and bond markets held in the government's 
deposit account in the Central Bank), but as explained above, the government is still 
borrowing substantially through T-bill sales. 
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The issue of government participation in credit markets is of concern since conven
tional wisdom suggests that private firms and individuals would be "crowded out" of the 
credit market with the expansion of government expenditures and debt. Public sector credit, 
until 1987, accounted for approximately 60 percent of total domestic credit. However, after 
1987 there is a substantial shift of credit towards the private sector. This is consistent with 
the structural adjustment program emphasizing less credit to government and more for the 
private sector. The share of private domestic credit in total GDP reaches a high of 31 
percent in 1983, but declines to 11 percent in 1987 (Table 1-6). Total credit as a percentage 
of GDP has declined markedly indicating that the budget deficit as a percent of GDP has 
declined as wen. Again, one might expect that this would put less pressure on the domestic 
credit market. However, one must recall that real private sector credit has also declined 
during this period (Table 1-4) while its relative share has been increasing. 

Do these trends indicate that the contraction of real credit has harmed growth and 
efficiency in The Gambia? An initial answer is, no, since the index of real GDP growth has 
been increasing since 1984 (Table 1-7) despite the decline aLd then stabilizing trends in real 
credit outstanding since this date. lbis suggests that "too much" credit was very likely 
extended in the early 1980's (with low marginal impact on growth) and that declining credit 
is not a binding constraint to economic growth b the more recent period. 

Furthermore, these trends suggest that from the mid-1980s onward either the demand 
for or the supply of credit to the private sector has declined, or both. The demand for 
credit would be dampened by such factors as adverse changes in rates of return for 
economic activities and changes in expectations of inflation (i.e. a decreasing rate of 
inflation raises the real cost of borrowing). Moreover, lenders may have reduced (i.e. 
rationed), the supply of C'cedit to the private sector because of the adverse selection and 
moral hazard problems (i.e. rising loan arrears) that led t~ the poor financial performance 
of the Gambia Commercial and Development Bank (GCDB) during the 1980's. It is clear 
that a substantial part of the decline in the supply of credit from mid-decade onwards 
reflects the decline in new loans issued through the GCDB for private sector activity as well 
as for the loan activity of The Gambia Cooperative Union. The Central Bank reduced its 
support for the GCDB and the bank's management was constrained to reduce the flow of 
new loans (compared to previous levels), especially loans to public sector entities. 

The contraction of credit documented in 1987, is also due to the transfer of "non
performing" government guaranteed loans from the GCDB to the Mmmged Fund Account 
of the government plar.ed in the Central Bank. These transfers are detailed in Table 1-8 and 
are quite substantial. They accounted for 18.9 percent of private sector credit and 26 
percent of public sector credit in 1987. In short, the credit balances reported in Table 1-3 
understate the outstanding credit balances in The Gambia in 1987 in that some of these 
balances were shifted into other accounts (or, put differently, non-performing balances 
inflated the credit balance data prior to 1987). These findings point to two features to keep 
in mind when using data on Gambian credit. First, the official statistics can inadvertently 
give a misleading picture when some portion of past credit balances are no longer reported 
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in standard Central Bank reports or bulletins after they are removed or transferred to other 
accounts. Second, the use of a "stock" measure, i.e. loans outstanding, hides current credit 
activity (a flow measure). This makes it difficult to document the correlation of current 
credit (new loans issued) with current economic activity. 

In conclusion, ifwe assume that an important part of the outstanding balances of the 
GCDB turned out to be lmpUcit grants (i.e. loans that were not effectively recovered) and 
if, in turn, we keep in mind that the GeDB accounted for a substantial majority of the total 
credit balances in the financial system over this peri~ then the abrupt decline in 
outstanding real balances from 1985-6 onwards is an exaggc,ration of the true declme of 
"credit" activity over the past decade (i.e. loans issued and repaid). H one were to construct 
a time series of credit balances based only on loans issued and effectively repaid through 
time, the trend of this smaller credit balance series would likely be much more smooth and 
less abrupt than that associated with the current data series in Table 1-3. In any event, a 
time series based on a "flow" measure of new loans issued each year would offer a far more 
revealing insight into the evolving state of credit markets than the current reporting 
practices in the Central Bank Bulletin which report a "stock" measure of accumulated 
outstanding balances containing an important element of non-performing loans from the 
past. It would be helpful if the Central Bank Bulletin report both series. 

V. INVESTMENT, GOVERNMENT EXPENDITURE AND CROWDING OUT 

1. ~ernment Expenditure 

We explore the issue of credit and economic activity further, by examining the 
crowding out hypothesis through trends in investment and government expenditure. In parti
cular, we set out to examine whether credit market conditions, on the one hand, and govern
ment fiscal policy, on the other hand, have adversely impacted private investment within the 
Gambian econmny (i.e. whether a crowding out effect has occurred for the private sector). 

We stan by examining the data on government revenue and expenditures which is 
presented in Table 1-9 for the period June 1986 to June 1992. Revenue is decomposed into 
domesti( tax sources and foreign grants. The data indicate that the central government has 
realized a budget deficit based solely on domestic sources of revenue in every year (Table 
1-9, line 4a). Hence, the government has not been able to finance its expenditures solely 
from domestic taxes. Foreign grants received by the government are used to finance govern
ment expenditure, thereby reducing the burden of the fiscal deficit to such an extent to pro
duce a surplus in 3 out of the past 4 years (Table 1-9, row 4b). This has resulted in a budget 
surplus since 1990 of approximately 1.0 to 25 percent of GDP (Table 1-9, line 7b). The 
government in effect has received foreign assistance beyond the levels needed to balance 
its budget. 



Further, and more importantly, these inflows of grants must be sterilized or they will 
lead to increases in the money supply and eventually inflation. Given the absence of strong 
domestic taxes, sterilization occurs via the sale ofT-Bills which draws purchasing power out 
of the economy. These T-bill sales add to future debt servicing charges and draws away 
deposit resources from the banking sector that could otherwise be used for loans. There
fore, any reduction in foreign grants would lead presumably to more deposit funds being 
available for loans since the sterilization role of T-bills sales would presumably slacken off. 

2. Investment 

Tables I-10, 1-11 and 1-12 contain data on the trends in private investment and 
government expenditure over the period 1987-1991. These data give some insight as to 
whether private investment has been crowded out in the Gambia. Over the period 1987
1991, the answer again appears to be, no, since real private investment has been increasing 
in Table 1-10, column 1, (though still remaining at a relatively low level), while government 
investment and government expenditures in real terms have been declining since 1988 
(Table I-10, columns 2 and 3). Private investm~nt has increased over 300 percent during 
this period (Table 1-11). However, this is still only approximately 7-8 percent . ' GOP 
(Table 1-12). This is in marked contrast to most developed and developing countries where 
investment is approximately 15-20 percent of GOP. There bas also been a sharp decline in 
real government expenditure (Table 1-11, column 3). Further, since real GOP has been 
increasing over this period, it appears that much government expenditure in the early 1980's 
was used inefficiently. This is because real GOP has not been adversely effected by declines 
in real government expenditures. In contrast, it would appear that the more than three fold 
increase in private sector investment has been positively associated with the recent growth 
of real GOP. 

3. Oowdina Out and Ti&lll Credit 

These results do not, however, lead to the conclusion that no crowding out has 
occurred. Some financing of investment activity may not have occurred, as pointed out 
above, due to the presence of the T-Bill market. As we shall see later in the balance sheets 
of the commercial banks, there has been a substitution among assets from loam to T·Bills 
(i.e., from loans to the private sector to loans for the public sector). While the extent of 
unsatisfied investment demand cannot be calculated, insights into prevailing credit market 
conditions can be surmised. 

First, we explore the degree to which tight credit conditions prevailed for private 
investment. In a situation where credit is tight, one would expect that the excess reserves 
of ban1r.s (i.e. reserves above the legally required minimum) would be high. This may not 
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be true for all banks since banks can buy T-Bills or lend nloney to each other. However, 
such interbank movement in reserves must eventually show up as reserves elsewhere in the 
banking system. Insights into this for The Gambia are set forth in Table 1-13 bighlighting 
the reserve and liquidity positions for the Gambian commercial banking system as a whole. 

These data reveal that cash reserves have declined from 53 percent of liquid assets 
in 1987 to 28 percent in 1990 (row 2/row 1 in Table 1-13). Excess cash reserves. were 73 
percent of excess liquidity in 1987, but only 2.6 percent in 1990 (rflW 8/row 9). Banks held 
practically no excess cash reserves in 1989 and 1990. All exce~ liquidity was held in the 
form of T-Bills in these years. Hence, excess cash reserves have been wed to buy T-Bills 
and not userl for the ~urpose of making loans. 

This rapid decline in excess cash reserves is a direct result of the monetary policy of 
the Central Bank. The Central Bank (CBG) in attempting to sterilize foreign exchange 
inflows (i.e. such as foreign grants &I1d aid loans) has offered T-bills at biweekly auctions. 
Commercial banks have responded and have purchased these instruments and, in so doing, 
drew down their excess reserves. Given the minimum denomination of 5,000 dalasis for T
bills, banks are the principal participants and purchasers in these auctions. This has led to 
reduced loan demand (due to rising interest rates) and a reduced supply of loanable funds 
(through the reduction of excess reserves that could otherwise have been used for lending). 
In short, some potential borrowers very likely have been crowded out of the market for 
loanable funds. 

Further, these T~bill sales could have been reduced in volume in so far as the volume 
of dOllor aid used to support government expenditures has been greater than that necessary 
to balance the budget (see Table 1-9). Bankers, on the other hand, are rational profit 
maximizers. They logically respond to incentives. Investing in high rate of return, risk free 
assets like T-Bills makes sense given the risks and costs related to loan evaluation and loan 
recovery. It is also of interest to note that in the United States and most countries with 
developed financial markets, the interest rate differential between 3 month deposit rates and 
3 month T-biJIs is negligible, whereas in The Gambia there is a six point spread (6 percent) 
in favor of T-bills. This large spread in favor of T-bills could eventually induce some 
depositors to withdraw their dtposits from the banking system to purchase these securities 
directly thereby earning more return than that associated with holding deposits. To date this 
has not happened on a significant scale (in 1990 only 3 percent of T-bill sales were 
accounted for by the non-bank public at large, in Table 1-14), but in time this could grow 
if this spread remains or if the minimum T-bill denomination is reduced. 

An interesting counterfactual question is to estimate the volume of additional funds 
that could have been lent out to private borrowers in the absence of sllch a monetary policy. 
First, we could look at this in an ex-post sense by asking what could be lent out from the 
existing excess cash reserves in the banking system. The value of the M2 money multiplier 
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in 1991 was 2.46.2 Data from Table 1-13 indicates that excess cash reserves (line 8) in 1991 
was 13.18 million dalasis. H we assume that all of this could have been lent out, an 
additional 33.74 million dalasis in loans would have been issued in 1991. This would have 
amounted to 12 percent of the outstanding loan balances in the banking system in 1991, a 
not inconsiderable amOlmt. Undertaking the same exercise for an earlier year like 1988 
when the excess cash reserves in Table 1-13 was 19.74 million dalasis and the money 
multiplier was 2.64, an additional 52.11 million dalasis could have been lent out representing 
20 percent of the loan balances of the banking system in that year. 

Next, if we were to look at the ex-ante rather than the ex-post excess liquidity, banks 
would have the additional option of not buying T-bills and instead issuing loans. This, of 
course, would generate a substantially larger amount that could have been tent out, 
especially from 1988 onwards, given the rapid growth of T-bill purchases by the banking 
system (line 5 of Table 1-13). However, given the attractiveness of the risk return option 
associated with T-bills compared to loans, banks opted for the former rather than the latter. 

However, the findings above also leveal that it is difficult to judge what would 
happen to the loan portfolio if T-Bills were to lose their attractiveness or their availability 
reduced. For example, in 1987 and 1988 banks were willing to hold excess cash reserves 
(Table 1-13). Even in the absence of attractive relative returns Oh T-Bills during this period, 
banks appeared unwilling to expand lending in the loan market. After 1988, banks shifted 
almost all excess reserves into the T-Bill market and appear to have substituted T-Bills for 
potential new loans from this time onwards (Table 1-14). This strongly suggests that the rate 
of return to loan assets must have been low relative to T-bills. (This will be corroborated 
later in section X-3). Furthermore, interviews in the merchant community by the OSU team 
indicate that in 1990 and 1991 with the widening divergence between Gambian and foreign 
inter ~t rate levels generated in large part by the substantial sale of T-bills, prime borrowers 
have chosen to borrow from a cheaper foreign market, rather than use the more expensive 
local market. This clearly reduced the local demand for loans .. 

The policy implications of such findings are not entirely straight forward. On the one 
hand monetary policy has led to a reduction of excess reserves that could have been used 
for lending. However, a reversal of this policy (i.e. one of increasing excess reserves) may 
not lead to new loan activity since banks may be unwilling to lend in a loan market 

2 The formula for the money multiplier is as foDows (sec Mishkin, 2nd edition, p.283). 

in which: C currency held by the public (168.9 million D);""' 
D • demand deposits (165.4 million D); 

Rd ... reserve requirement on demand deposits (.24); 

Rt ... reserve requirement OD time deposits (.08); 

T ... time deposits (249.8 million D). 
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perceived to contain high risks and low returns. It is clear that banks are engaging in severe 
loan rationing practices in this high interest rate milieu. Further, given the high level of 
currency held in the hands of the public, as we will note latcr in this analysis, an increase 
in reserves will not necessarily lead to a large increase in the supply of loans. These 
implications indicate that there are other features of both the Gambian economy and the 
financial system that need to be improved to expand financial deepening and financial 
intermediation. These other features include expanding the scope and range of financial 
services through increased competition in the supply of financial services and financial 
intermediaries (more banks and more branches); increasing the use of demand deposit 
facilities, especially in rural areas; increasing the number of pa."1icipants bidding in the T-bill 
auctions to lower T-bill rat!s, and overall interest rates; and improving the rate of economic 
return and reducing the risks for productive enterprises to increase the demand for loans 
(and reduce loan rationing). 

4. Problematical Sterilization Efforts 

Another area of policy concern is the failure of the T-Bill market to effectively steri
lize foreign exchange inflows. This is documented in Table 1-15. The data in this table indi
cate that while domestic credit has declined substantially since 1986, net foreign assets (i.e. 
foreign exchange reserves generated by donor grants and other foreign exchange inflows) 
has been increasing. Moreover, the increase in net foreign assets has been larger than the 
corresponding decrease in domestic credit since 1987. This has lead to increases in the 
money supply represented by M2 in Table 1-15. Complete sterilization would lead to a 
situation whereby a 1 percent increase in net foreign as~ts is matched by a 1 percent de
crease in domestic credit. Furthermore, increases in the variable "other items" (column 3) 
has also led to increases in M2. The variable "other items" documents how the CBG ba
lances its monetary accounts. This reflects ~he revaluation of foreign assets and liabilities 
in dalasis derived from exchange rate movements during the year in question. Among other 
things, the growth of this domestic currency component of the .noney supply highlights the 
growth and revaluatinn of foJ!,~jgn donor inflows over this period. Column 5 indicates fhat 
the government has undertaken stabilization measures through the rapid increase in the vol
ume of T-bills sold. However, this has not been sufficient to offset the rapid growth in the 
money supply. To contain this growth in the money supply, an effort should be made to 
reduce the need to build up foreign exchange reserves beyond the levels currently in force. 

5. Econometric Analysis of Monetwy PoliQ' Issues 

In this section we report the results of some simple econometric models that were 
estimated to examine the relationship between the components of M2 (private domestic 
credit, net credit to government, net foreign assets, and net other items) and other 
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macroeconomic variables. The purpose of these exercises is to explore the behavior of the 
monetal)' authorities (i.e. the Central Bank). We estimate models that are similar to those 
used by Maxwell Fry in his analysis of Turkish monetary policy (Fry 1988, Chapter 9). The 
first model estimated is private domestic credit. The equation estimated is: 

DDPC =Q + b*DNY + c*DRES + d*DGC + UB + UBY + UBR + UBO (1) 

where OOPC is the first difference of domestic private credit; DNY is the first difference 
of nominal GOP; DRES is the first difference of official gross foreign exchange reserves; 
DOC is the first difference of net credit to government; UB is a dummy variable which 
takes on the value of on~ over the liberalization period 1987-1991; UBY, UBR, LIBG are 
dummy variables that m~ the slope coefficients b, C, and d respectively over the period 
1987-1991. We transform the variables into first differences, since many of the variables had 
negative signs. 

Equation 1 is estimated using ordinary least squares over the period 1967-1991. The 
results are presented below (with t-statistics in absolute value in parentheses): 

Q = 14.75 b = 0.002 c =-0.21 d = -0.74 (2)
(2. IS) (2.47) (0.58) (3.59) 

UB = 4.17 UBY = -0.006 UBR =0.59 UBO = -0.76 R2 =0.76 DW = 1.12 
(0.09) (2.53) (1.52) (1.72) 

These findings indicate that increases in nominal GNP (coefficient b above) lead to 
expansion of private credit, while increases in net credit to the government (coefficient d) 
reduced private credit. This is seen in the strong statistical significance evident in the high 
t-statistics in the parentheses. Changes in foreign exchange reserves (coefficient c) had no 
significant impact on domestic private credit as seen in the low t-statistic. The dummy 
variables for the effects of nominal GOP and net credit to government during 1987-91 are 
also statistically significant. Hence, increases in nominal GOP dampened domestic credit 
over the period 1987-1991. This suggests that domestic private credit has not kept pace with 
the growth of GOP during this recent period. This was brought out in our earlier 
descriptive analysis and is confirmed here. The substitution between private and 
government credit is even stronger over the period 1987-1991. Increases in f')feign exchange 
reserves have had a positive, but a statistically weak impact on domestic credit expansion 
in the liberalization period. 

The second model examines the sensitivity of the monetary authorities to inflation. 
One would expect that increases in the inflation rate would lead to reductions in net credit 
to government thereby dampening money supply increases which in tum would lead to lower 
inflation rates. The model is as follows: 
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(3)DOC • a + b*DP + UB + UBP 

Where DOC is the first difference of net credit to government and DP is the inflation rate 
measured by the change in the implicit GDP deflator and UHP is a dummy variable that 
modifies the coefficient b and LIB modifies the constant a during the liberalization period. 

The estimates are: 

a =7.48 b = -0.20 UB =59.62 UBP =-2.72 R2 =0.73 DW =2.62 (4) 
(0.95) (0.53) (1.51) (3.44) 

The coefficient on DP (coefficient b) is negative, but not statistically signifiamt. However, 
we do find such a relationship during the liberalization period. Higher inflation rates lead 
to a reduction in government credit. In short, the monetary authorities have been sensitive 
to the danger of inflation and have reduced government credit in the face of higher inflation 
rates during this period. 

The next issue examined is sterilization and the relationship between net foreign 
assets and macroeconomic variables. The mooel estimated is: 

DNFA =a+b*DDC+c*DRES+d*DFNA(T-l)+e*DNY(T-l) +UB+UBD+UBR+UBY (5) 

where DNF A is the first difference of net foreign assets, DOC is the first difference of net 
domestic credit with the other variables as defined earlier. 

The estimates are: 

a=16.82 b=-1.57 c=O.2S d=-o.20 e=-o.OO4 UB=-60.67 UBD=l.08 
(1.02) (3.05) (0.36) (1.26) (0.83) (0.51) (1.12) 

UBR = -0.04 UBY = 0.008 R2 = 0.85 QSTAT =7.81 (6)
(0.05) (1.62) (0.25) 

Consistent witil the monetary theory of the babmce of payments, the estimates reveal that 
there exists an inverse relationship between domestic credit and net foreign assets 
(coefficient b) indicating that some sterilization has taken place. However, this sterilization 
has been dampened substantially in the liberalization period (i.e. the t-statistic is low and 
statistically insignificant under LIB). Moreover, increases in foreign exchange reserves have 
had no significant impact on net foreign assets. Further, there is a sma1I positive impact on 
net foreign assets through changes in nominal income during the liberalization period as 
predicted by the monetary theory of the balance of payments. 

Our final model examines the determinants of the "other items" category. The model 
estimated is: 

http:UBD=l.08
http:UB=-60.67
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(7)DNO! • IJ + b*DNFA + c*DNOl(T-l) + UB + UBF 

where DNOI is the first difference of net "other items," LIBF is a dummy variable that 
modifies the coefficient b with the other variables are as defined. 

The estimates are: 

1J=-7.83 b= -0.79 c=O.OO3 UB=47.4S UBF=O.66 R2=0.83 QSTAT=3.57 
(1.22) (8.73) (0.02) (1.79) (2.92) (0.73) 

(8) 

Decreases in net foreign assets contributed to increases in net "other items." However, this 
finding is lessened during the liberalization period. The positive estimate of LlBF indicates 
that increasing net foreign assets leads to an increase in net nother items." This confirms 
the point made above that revaluation of the dalasi has lead to increases in net "other 
Hems." 

These simple econometric exercises lend support to the findings brought out in the 
descriptive analysis presented in the earlier tables above, namely: (1) credit has not kept 
pace with the increases in GDP; (2) the government has been responsive to the high rates 
of inflation from mid decade onwards; (3) the government has tried to sterilize the impact 
of foreign exchange inflows, but has not been completely successful in doing so during the 
period of liberalization; and, (4) the revaluation of foreign assets has led to increases in the 
money supply. 

The findings also imply that the monetary authorities have undertaken a more 
monetarist approach to macroeconomic policy since 1987. This is to be expected given the 
goals of the structural adjustment programs. However, the analysis also reveals that two 
major policy concerns remain. One is the failure to sterilize sufficiently foreign exchange 
inflows and, second, rela~,ed to sterilization, is the impact of credit contraction on private 
investment. Both areas require attention by policy makers ifThe Gambia is to achieve long 
run economic growth. 

VI. TRENDS IN SECTORAL CREDIT 

Trends in real commercial bank credit extended to major economic sectors are set 
forth in Tables 1-16 and 1-17. Given the absence of data en new loans issued each year (a 
flow measure), we use loans outstanding (a stock measure) as of June of each year. All sec
tors have experienced substantial contractions from the mid 19805 to the present. Real out
standing loan balances have declined dramatically for agriculture and construction from the 
mid-198Os, while services have experienced the least decline. The transfer of loans to the 

http:QSTAT=3.57
http:UBF=O.66
http:UB=47.4S
http:1J=-7.83
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managed fund, as noted above, also contributed to this decline in 1987. The magnitude of 
such transfers were set out earlier in Table 1·8. In the case of agriculture, fishing, tourism, 
construction, and others in Table 1·8, these transfers are a substantial percentage of loans 
outstanding in 1987. However, it should be noted that many of these are nonperforming 
loans and hence, bias the credit balance data. Much of the credit given by the GCDB may 
not have been utilized in the stated projects or such projects themselves may have failed. 

The sectoral growth trends of GOP were presented earlier in Table 1·7. To review 
those findings, again the growth of industrial GOP, of which construction is a large part, had 
been low from 1981 to 1985 with a substantial recovery from 1985 to the present. The 
growth of services was modest from 1981 to 1985, but quite high from 1985 to the present. 
The growth of agricultural GOP was rapid from 1981 to 1983, then declined to 1986 after 
which time a new two year spurt of growth was recorded to 1988, followed by modest growth 
to 1990. However, in 1991 there was a sharp drop in agricultural output. An interesting 
question is whether there is a correlation between the trends in sectoral credit and sectoral 
economic growth. 

A rough proxy answer to this question can be gained by examining the credit to GDP 
ratios in Table 1·18. Ideally, one would like to compare a flow measure of new loans issued 
each year (by sector) to the flow measure of value added (by sector) in the national 
accounts to gain some insights into the rough correlation between sectoral credit flows, on 
the one hand, and the generation of sectoral value added each year, on the other hand. 
Unfortunately, we are forced to use a less satisfactory stock measure (i.e. loans outstanding) 
by sector which includes previously accumulated past debt (including non·performing bad 
debt). With these limitations in mind, agriculture registered a credit to GOP ratio of S2 
percent in 1981, but only 8.6 percent in 1991. In contrast, the service sector recorded a ratio 
of 22 percent in 1981 and only 7 percent in 1991. Even in face of the measurement caveats 
mentioned above, credit clepxly is not correlated with GDP growth. 

The extremely high credit to GDP ratio in the agricultural sector in the early 19805 
must be reflecting an inefficient use of resources. It is difficult to imagine a relatively low 
productivity, undercapitalized agriculture (as in The Gambia) using credit equivalent to 50 
percent of its output during this period. Much of this credit was likely diverted to other uses 
and, of course, much was not repaid. No doubt much of this credit was issued to cover the 
operational costs and losses of The Gambia Cooperative Union (GCU) rather than issued 
directly to farmers. Fwthermore, the low ratios recorded in the mid to late 19805 for the 
agricultural sector occurred when high rates of agricultural growth were registered. This 
underscores the lack of any clear association between credit balances and growth in the 
agricultural sector. 

Having said that, however, one can still associate the trends in sect". tU credit with 
important developments in the Gambian economy over this period. Additional insights can 
be derived from the subsectoral trends documented in Tables 1·21, 1·22, and 1·23. For 
purposes of our discussion, the indices of growth in real credit balances in Table 1·22 will 
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be highlighted. Transport and tourism investment grew in the first half of the decade due 
to loans to the GPTC and GPA (in the transport sector) and the building of the Senegambia 
Hotel and other tourism facilities. At mid-decade, the GCDB loaned substantial amounts 
to major fishing enterprises and the GCDB also made substantial loans to contractors in 
1985/86 to fmance a two year spurt in public works. 

The post 1986 period reflects the period of growing liberalization of trade and a 
floating exchange rate regime. This brought on higher interest rates and dampened the 
demand for trade credit. Agriculture, of course, experienced the largest decline in real 
credit as pointed out earlier. This reflected major declines in credit from the Central Bank 
to the GCDB and the suc~essive write off of GCU and GPMB loans from the mid-1980s 
onwards. This finally reduced the agricultural share of outstanding credit balances from a 
preponderqnt 30 to 35 percent in the early 1980s to 8 percent in the early 1990s (Table 1
23). Indeed, this sector's share shrank from the largest to one of the lowest sectoral shares 
over this ten year period. Yet, as mentioned above, this apparently had 110 visible impact 
on agricultural output (until 1991) due to the compensatory offset of favorable prices for 
groundnuts in the world market. 

VII. SECTOFAL ALLOCATION OF CREDIT BY BANK GROUP 

Information on bank loans to selected subsectors of the economy are set forth in 
Tables 1-24, 1-25, and 1-26. Table 1-24 documents bank loans in real terms (i.e. in constant 
1976/77 dalasis) from 1981 to 1991 for The Gambian Commercial and Development Bank 
(the GCDB), i.e. the public sector development bank, and the two private sector commercial 
banks taken as a group (i.e., the futernational Bank of Commerce and Industry (BICI) and 
the Standar~ Charter Bank of Gambia (SCBG». Table 1-25 sets forth the indices of growth 
or decline of r.~al credit by subsectors for these two groups of banks over the decade. 
Finally, Table 1-26 highlights the relative share of credit within each sector by each bank 
group over this pe.riod. Tables 1-25 and 1-26 will be principally drawn upon to underscore 
the key trends &sc~ssed below. 

First, Table 1-25 indicates the dramatic decline in real credit discussed earlier. 
Columns 17 and 18 of Table 1-25 show a two thirds decline in real credit for the GCDB and 
a one-third decline for the other commercial banks over this period. This growth profile 
indicates two distinct periods, for the two groups of banks. During the first half of the dec
ade, (up to 1985), real credit balances in the GCDB generally fell much less than the 
declined recorded for the other banks in most subsectors. Overall (columns 17 vs. 18), the 
GCDB only registered a slight decline in its real credit balances up to 1985 while credit 
balances in the other banks declined to 60 percent of their 1981 levels. The GCDB actually 
registered increased credit balances in the relatively important subsectors of services, con
struction, and trade activity, and maintained the real value of its credit balances in the trans
port sector and for personal loans. Only in agriculture (the most important subsector in its 
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portfolio, accounting for 40 percent of its total portfolio in 1981 and 36 percent in 1985) did 
the GCDB register an important dr.cline in its credit baWl'ccs to 80 percent of its 1981 level, 
thereby generating the slight decline overall. The other i.-ummercial banks recorded signifi
cant declines in their credit balauces in the transport, trade and construction subsectors and 
increases in agriculture, tourism, and personal loans. The former outweighed the latter to 
register a substantial overall decline for these banks in the first half of the decade. 

The second half of the decade generated a sharp decline in the credit balances of the 
GCDB (1985-6 to 1991) for practically all subsectors in Table 1-25. Only the credit balances 
for tourism registered an increase during this period registering the outstanding credit bal
ance for the GCDBs largest borrower, a hotel owner (who shortly became its largest default
er). Dramatic declines were recorded for important subsectors such as agriculture, transport 
and construction. Less but still significant declines were recorded for trade, services and 
personal loans. In sharp contrast, the other private sector commercial banks recorded 
increased credit balances by the end of the decade in the three most important subsectors 
for their credit activity (services, trade and personal loans). At the same time, they 
increased credit twofold for agricultural activity, a sector that generally represented ~ minor 
share of their portfolios throughout the decade. Only tourist finance registered a decline 
in the second half of the decade. In the aggregate, the private banks generally maintained 
their overall real levels of credit balances throughout the second half of the decade while 
the GCDB was experiencing ~i',,'e declines in the levels of its recorded balances. 

Table 1·26 highlights the changing relative shares of bank credit balances within each 
subsector for the two bank groups under analysis. It is to be expected that the relative 
shares would shift between these two bank groups in light of the differential growth profile 
outlined above. In 1981, t1~ GCDB accounted for 80 percent of the outstanding credit 
balances in the Gambia (Table 1-26, column 17). However, during the course of the overall 
decade decline in real credit balances, the GCDB accounted for only 67 percent of the total 
in 1991. The relative share for the private commercial banks rose from 20 to 33 percent 
over this period. 

In 1981, the GCDB provided practically the entire credit balance for the agricultural 
and the transport sectors. In addition, it accounted for a substantial majority of the credit 
balances allocated to tourism and personal loan activity. The two bank groups held roughly 
equal shares of the credit balances for construction and service sector activities. Only in the 
trade sector did the private commercial banks account for a majority of the outstanding 
credit balance in 1981. 

By 1991 the overwhelmingly predominant position of the GCDB was reduced in the 
allocation of credit balances to the agricultural and transport subsectors as the private banks 
accounted for 20 and 44 percent of these credit balances respectively. At the same time, 
these banks increased their relative shares substantially in the credit balances allocated to 
construction activities and personal loans. Only in tourism did their share of credit balances 
decline relative to the GCDB. 



19 


In summary, the overall decline in outstanding real credit balances from 1981 to 1991 
saw the GCDB experience a sharp relative decline by 1991 to only one third of its level of 
outstanding balances recorded in 1981 while the private bank group declined to only two
thirds of their 1981 levels. This differential decline in favor of the private bank group grew 
out of the structural adjustment mandate to reduce the excessive expansion of credit that 
has characterized the early 1980s, especially through the public sector (i.e. the GCDB). This 
decline in the institutional supply of credit through the GCDB to parastatal and private 
sector clients was reinforced by periodic write-offs of bad debt in the GCDB portfolio 
further reducing its share of outstanding balances. In the end, the private oommercial banks 
increased their relative share of credit balances in all major subsectors except tourism before 
the GCDB terminated operations in 1992. 

VIII. FINANCIAL DEEPENING INDICATORS 

An important indicator of the growing complexity of an economy is the degree of 
financial sophistication and the spread of financial market instruments. This is commonly 
measured by examining the growth of money aggregates and the ratio of money to GDP, 
the velocity of money, and the relationship between currency and deposits. The releva4t 
data are reported in Tables 1-27 to 1-30. 

The annual fluctuations of the conventional monetary aggregates, Ml (currency and 
demand deposits) and M2 (Ml + time deposits), in Table 1-28 reveal that these indicators 
experienced double digit growth for most years in the past decade. For example, the change 
for both measures has been in double digits for all but one year in the most recent seven 
years. As pointed out earlier in our discussions of Table 1-15, the continuing double digit 
growth in 1990 and 1991 suggests that the sterilization efforts of Central Bank authorities 
have had limited effectiveness in containing the level of Ml or M2 since 1989. In general, 
it may take a year or so before changes in the money supply finally generate comparable 
changes in the price level. Four years of high rates of growth of these money supply indica
tors from 1985 to 1988 dearly led to the high rates of inflation recorded in 1986 and 1987. 
By the same token, the decline in their growth from 1987 to 1989 eventually led to a com
parable decline in inflation from 1987 to the present. However, the resurgence of growth 
of these aggregates in 1990 and 1991, reversing the trend from 1987 to 19R9, create the 
likelihood that the currently low rate of inflation recorded for 1991 may rise in 1992 and 
1993. Moreover, growing rates of growth of the money supply not only generate inflationary 
expectations, but also put pressure on authorities to depreciate the exchange rate and keep 
nominal deposit rr .~s high to forestall capital flight Gambian authorities have been parti
cularly sensitive t~, maintain r.~mestic interest rates sufficiently high to prevent capital flight 

As we have seen from our documentation of the decline in credit balances, the 
nominal growth of these money aggregates (in Table 1-28) has not led to a comparable 
nominal increase in loans (see Table 1-3). Deposits have been growing, but not loans. This 
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suggests that increases in the excess reserves of banks is used to purchase other assets (as 
has been noted) and not expand loans. Nominal deposit growth has not led to increased 
financial intermediation. The clal)Sic measure of financial deepening, i.e. the ratio of M2 
to GDP has been fairly constant averaging 20 percent to 24 percent over the period 1981 
1991, while (as we shall see shortly) loan deposit ratios have been declining. This implies 

that velocity has also been constant over time. Hence, the relationship between money and 
nominal income is valid (i.e. changes in money influence changes in nominal income) as are 
other monetarist propositions. Another important ratio is that of currency to demand 
deposits. This ratio indicates the willingness of individuals to hold money versus a near 
substitute for money (checking account deposits). This ratio is influenced by wealth, the 
degree of business development, and the relative cost of holding money. In The Gambia 
this ratio is close to or has exceeded 1.00 over the past 11 years. In contrast, this ratio has 
fluctuated between 0.40 and 0.45 for the U"ited States and is well below one for most 
developing countries. The importance of this ratio is that increases in this ratio (i.e. 
increases in currency drawn from deposits) r~duce the money supply since it reduces the 
value of the money multiplier and leads to a slll&.1.l1er expansion of deposits. This in turn can 
lead to contractions in nominal income. 

This finding also implies that many transactiOD'; are undertaken using cash rather 
than checks in The Gambia. There appear to be several reasons for this. First, and fore
most, almost all of the groundnut buying activity is 'undertaken with cash. Second, demand 
deposits are not well developed throughout TIle Gambia due to the concentration of 
commercial banks in the Banjul area (i.e., a marked urban bias). Third, informal or parallel 
trading activities in The Gambia are largely carried out in cash so that their activities are 
not officially recorded. In sharp contrast, the ratio of currency to quasi-money (in column 
2 of Table 1-30) is less than 1.00 (0,,66 in 1991). This ratio is sensitive to the interest rate 
on savings and time deposits and would decrease as interest rates on deposits rise. 

IX. INTEREST RATES IN mE GAMBIA 

Interest rates arr one of the most important prices in the economy. Interest rates 
on deposits and savings instruments influence and shape the mobilization of savings in a 
socie~ leading either to financial deepening or shallowing. Interest rates on loans influence 
the allocation of resources to different investment alternatives affecting the rate of growth 
of an economy. Also, interest rate margins between average deposit and loan rates reflect 
the degree of competitiveness in the financial sector and the profitability of banking. 
Finally, the differential between the level of domestic interest rates and international 
interest rates can influence capital inflows and outflows for an economy, thereby ,{fecting 
the capital account in the balan~ of payments and the availability of funds for domestic 
investment opportunities. All tllese roles and functions of interest rates have been 
important in The Gambia and will be examined here. 
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1. Government Securities and Savin&& 

Data on interest rates are presented in Tables 1-31 through 1-35. Interest rates are 
documented for the following categories: government securities, the discount rate, lending 
rates for selected subsectors of commercial activity, and deposit rates. Tabl~ 1-31 sets forth 
the nominal rates for these instruments, government securities and loans. Tab:', 1-32 adjusts 
these rates for inflation and presents a series on the real rates of interest ruling for the past 
10 years. The following analysis will focus on the real rates doaunented in Table 1-32 for 
savings and government securities.3 

Real rates of interest on 3 month T-bills and long term government bonds have been 
largely negative over the period 1981-1987. These rates have been positive in real terms 
since 1988. The discount rate has followed a similar trend. Examination of the rates paid 
to savers reveals that out of the past 11 years there have been 7 years of negative real rates 
for savings deposits and three month time deposits. The cydical nature of the changes in 
real rates (between negative and positive) has introduced instability and uncertainty into 
choices made by savers. Savers have been penalized by such fluctuations, on the one hand, 
and by negative real rate'j, on the other hand. Investor-savers in government T-bills benefit 
substantially more than depositors, particularly lower income depositors saving in short term 
deposit instruments. Moreover, short term depositors nave been penalized more than long 
term depositors, since real long term rates have been greater than short term rates. This 
implies that the yield curve for savings accounts is upward sloping. A rising yield curve may 
be due to the rising inflation expectations of savers and/or a premium offered by banks to 
attract longer term deposits. Finally, the discount rate in recent years has exceeded the 
savings rate which implies that it may be cheaper for banks to mobilize savings than to 
borrow from the Central Bank. Indeed, only the GCDB (as will be shown shortly) has 
borrowed from the Central Bank (i.e. used the rediscount window). 

2. Lepdim: Rates 

The profile of real lending rates lli Table 1-32 reveals that from 1984 through 1987 
almost all lending rates were negative in real terms favoring borrowers, regardless of 
subsector. In 1988, real lending rates become positive. From 1988, interest rates have 

J For the real interest rate series reported in Table 1·32, inflatioD was measured with the COD5UD1er price 
index (CPI) elf inflation. The formula used to derive the real rates of intcrcr.t was as foUaws: 

1
1+i .... 1]%100
l+p 

where i =the DOminal rate of interest and p =the annual change in the CPt index of ioDatiOD. 
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remained positive, increasing each year to a high level in 1991. The lending rates in 1991 
are relatively "high" relative to the 1980's. In summary, savers were subsidizing borrowers 
substantially from roughly 1984 through 1987 as the impact of inflation on the stnlcture of 
nominal interest rates in The Gambia I>''!nalized (i.e. taxed) savers and favored (subsidized) 
borrowers. Very likely, this same pattern characterized the period 1981-83, however, we 
were unable to document detailed lending rates during the early 1980s in Table 1-31. Only 
from 1988 onwards can it be said that borrowers were beginning to pay a relatively high rate 
of interest reflecting the probable opportunity cost of capital. 

The current level of interest rates has become an important issue in The Gambia 
because it is perceived that lending rates are currently too high, depressing loan demand and 
presumably dampening economic growth. In part, this perception no doubt reflects the 
abrupt change from a previous low rate milieu to one of significant positive rates, 
particularly in 1991. In addition, any analysis of lending rates should include a consideration 
of risk and take into account the important relationship with 3 month T-bil1s, a risk free 
asset. Interest rates for lending are directly related to 3 month T -'tJills and only differ for 
three important reasons: risk, liquidity and the cost of loan administration. 

The difference ootween higher lending rates and lower, risk-free T-bill rates 
repre~ents a premium that lenders receive for undertaldng risky loans and/or forgoing some 
degree of liquidity. However, the government's concern to sterilize the potential inflationary 
impact of growing foreign exchange inflows, during this period of structural adjustment, 
induced authorities to aggressively create a T-bill market from 1986 to the present This led 
to some anomalous results as can be seen by comparing the T-bill rates in column 1 of 
Table 1·31 to the loan rates in columns 10 through 14. Contrary to expectations, some but 
not all loan rates were actually below T-bill rates in 1986 and 1989. They were only 
negligibly above them in 1988 and 1989 when the premium on risk and liquidity averaged 
only two percent. In short, there was no reasonable rate differential to cover risk and 
liquidity considerations in loan markets during this period. This was clearly a contributing 
factor in the decline of outstanding credit balances and the rise in T-bill holdings in 
commercia! banks from mid-decade onwards as discussed earlier. Only in 1990 and 1991 
did a realist~c risk premium finally emerge in loan markets increasing to 5.75 percent in 
1990 and 6.50 percent in 1991. However, this in tum created another issue in Gambian 
financial markets, nar:Je!y the controversy surrounding the alleged high structure of loan 
rates in the country. We will explore this issue shortly. 

3. Gross ~termediatjoQ Mar,&ins 

The gross intermediation margin ~tween average deposit and loan rates offers a 
valuable insight into the competitiveness of Gambian financial markets. Tables 1-33 and 1
34 set forth the components that allow us to generate the interest rate margins reported in 
Table 1-35. Table 1-33 presents the nominal and real deposit rates weighted by the relative 
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volume of demand, savings, and time deposits in Gambian financial markets. Two estimates 
of these weighted deposit rates are set forth: one, making allowance for the relevant reserve 
requirements on these deposits and the other ignoring these reserve requirements. 

The weighted real rates on deposits (columns 2 and 4) reported in Table 1-33 are 
generally negative throughout the past decade. High inflation retes rapidly erode the 
purchasing power of demand deposits and reduce the real return on savings and time 
deposits. It is clear from the earlier data on savings instruments in Table 1-32 and the 
weighted averages in Table 1-33 that savers have been penalized (i.e. implicitly taxed) by 
holding their savings in Gambian deposits (and currency) in the past decade. During some 
years this implicit tax has been severe (1984 through 1987). 

Table 1-34 sets forth the nominal and real lending rates (with and without the 3 
month T-bill rate) which are an average of commercial bank lending rates weighted by their 
sectoral shares of outstanding credit balances. These real weighted lending rates were 
frequently zero or negative in the mid-1980s. When this finding is combined with the 
finding above that real deposits were substantially negative during this same period, it is 
clear that savers were penalized (or taxed) to reward (i.e. subsidize) borrowers in the mid
19805. Borrowers were given the privilege to borrow and repay at rates well below the rate 
of inflation because depositors and savers were being f~>rced to accept a return even more 
substantially below irtflation, thereby experiencing a loss in the purchasing power of their 
deposit holdings. 

General knowledge about banking indicates that depositors and savers in deposit
based banks are substantially more numerous than borrowers (usually on the order of 20 or 
30 to one). At the same time, these depositor-savers, on average, represent a lower socio
economic status than borrowers (who after all have to be creditworthy). Therefore, we can 
infer that the interest rate structure in The Gambia in the mid-1980s was responsible for a 
regressive transfer of income from lower income to higher income members of the Gambian 
population. Real lending rates, on average, have been positive since 1988. 

The gross nominal interest rate margins averaged between 9 to 10 percent over the 
period 1984-89, but doubled to roughly 16 to 19 percent in 1990 and 1991 in Table 1-35. 
A quick inspection of data in the International Monetary Fund's International Financial 
Statistics confirms that in 1990 and 1991 these are among the widest interest rate Irutl'gins 
in all of Africa. Banks in more deveh!'Cd countries register 4 to 6 percent spreads. Most 
developing countries record spreads between 7 and 13 percent, very few above 15 percent. 
Thus in the more recent years, the Gambian financial markets have proved to be unusually 
profitable because of these unusually wide intermediation margins. This statement about 
profitability is true only if costs did not rise commensurately. There is no reason to assume 
they did. Certainly, the cost of funds did not rise much and there is no reason to imagine 
that administrative costs rose much in more recent years. The fact that several international 
private banks applied for licenses during the past several years underscores the 
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attractiveness of the Gambian market The impact of these margins on profitability will be 
discussed shortly. 

4. The Determination of Interest Rates in The Gambia 

An important controversy in The Gambia today centers on whether the currently high 
loan rates documented above are too high, thereby choking off loan demand, investment and 
lowering the rate of growth. An important element in this debate is the T -bill market It 
has been alleged that the T-bill rates are unusually high, thereby forcing up loan rates to 
maintain a realistic premium for risk and the loss of liquidity. This current level is allegedly 
an unacceptably high level discouraging loan demand and investment This, in turn, raises 
the questions as to what determines the TDbill rate? Is this a competitive market? What 
factors are at play here? Do offshore financial markets influence the T-bill market in The 
Gambia? Only after testing some hypotheses concerning the determinants of the T-bill rate 
can one then consider if they are too high and, if so, what one should 01' could do about it. 

A. Interest Rate Parity 

The first hypothesis (i.e. interest rate parity) is based on the fact that The Gambia 
is an open economy. In an open economy with perfect capital mobility, the interest rate is 
determined by the following formula: 

<,> 

where: 	 i.t = domestic interest rate in The Gambia 
iw = rest of world interest rate 
e =expected depreciation of the dalasis. 

We tested various forms of this equation using U.K. (United Kingdom) and Gambian 
monthly interest rate data on 3 month T-bills and dalasi-pound exchange rates over the 
period from July 1986 to December 1991. We employed regression models and 
cointegration econometric techniques. We could find no statistically significant relationships 
that lend support to this hypothesis. Hence, we conclude that interest rate parity does not 
hold between the L.~_ and The Gambia. We also examined whether a causal relationship 
,existed between interest rates in the U.K. and The Gambia using ~ bi'!a:iate vector 
autoregression. Again, we could find no support that U.K. interest rates influence interest 
rates in The Gambia. Our findings are different from Walsh, who also drew upon an 
interest rate parity approach (Walsh 1991). Walsh collected information for the right hand 
side of the above equation to generate the hypothetical 3 month T-bill series in The Gambia 
(i.e. the left hand side of the equation) under the assumption that interest rate parity would 
hold. He then compared this simulated interest rate time series with the actual Gambian 
3 month T-bill time series. He concluded that in some yeus they are similar, in other years 
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they aren't, but in general, he felt that the interest rate series in the U.K. were driving the 
Gambian series. It is important to note that he did not statistically test this hypothesis as 
we did. Moreover, we also drew upon a vector auto regression to test causality, which did 
not hold. In general, we conclude that the interest rate parity hypothesis does not hold for 
The Gambia. These results are Cflnsistent with those fOWld for a number of other countries 
(Stein et. ale 1983; Thornton 1989; and Gregory 1987). 

B. Government Deficits and Interest Rates 

Another reason interest rates may be high may be due to large and persistent govern
ment budget deficits. This is termed the crowding out effect. Research in other countries 
has produced mixed results as to the impact of this effect and whether it exists. Similar, 
mixed results were found for the Gambia in section mabove. However, the T-bill market 
has no doubt absorbed funds that could be used for loans to the private sector. In order to 
compete for such funds, the government must offer a high enough rate to be able to sell its 
securities. 

c. Thinness of T-bill Market 

Given the thinness of the market, another hypothesis could be that the rates on T
bills may not be determined under competitive market conditions. This was brought out 
earlier in Table 1-14. The commercial banks (primarily only three institutions for most of 
this period) account for 63 percent of the T-bill market, with private individuals and firms 
accounting for only 3 percent of T-bill purchases. Public enterprises comprise another 28 
percent. This evidence offers an insight as to why higher interest rates are observed. 
Namely, it is in the interest of and within the power of a limited number of dominant 
holders (i.e. the banks) to establish the observed high rates through coordinated bidding in 
the auction markets. 

D. The Fisherian Approach 

Interest rates may also be high due to expectations of higher inflation rates in the 
future. This is the Fisherian view and can be expressed as: 

(10) 

where in is the nominal interest rate, ir is the real interest rate and Pc is the expected rate 
of inflation. One might expect that lenders have not forgotten the inflationary 1980's and 
may not yet be convinced of the government's commitment to policies to lower inflation. 
Given the growth of the money supply noted earlier, monetary policy is not as tight as 
commonly thought. In particular, one would expect a tight monetaJy policy to produce high 
interest rates, but given that monetary PGli~t is not that tight, inflationary expectations may 
not be lowered. We formally tested Equation 10 using regression and cointegration 
techniques and could not find any statistical support for the Fisherian view in The Gambia. 
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E. l1nkage Between Deposit Rates WId T-bill Rates 

Finally, interest rates may also be high due to increases in deposit rates which in turn 
would put pressure on T-bill rates and hence lending rates. As banks attempt to attract 
more deposits by raising interest rates, the relative return on T-bills falls, making them less 
attractive to investors. T-bill interest rates must rise in order for the government to sell its 
securities. As these rates rise, banks attempt to attract more deposits so that banks can 
purchase more securities. However, it is widely acknowledged in The Gambia that commer
cial banks are currently discouraging the mobilization of saving and time deposits which 
clearly weakens support for this hypothesis. Furthermore, the long history of penalizing 
savers to reward borrowers (evident in Tables 1-31 and 1-32) weakens this hypothesis. 

F. Summary 

Statistical testing of two major hypotheses of interest rate determination (i.e. interest 
rate parity and the Fisherian approach) have not been upheld for the Gambian economy. 
This strongly suggests that interest rates are determined by some means other than 
international interest rates and domestic inflationary expectations. Among the alternative 
hypotheses reviewed above, we suspect that T-bill rates are high due to market 
imperfections resulting from a small number of buyers dominating the volume of sales in 
the T -bill market. The existence of this oligopolistic banking market also has contributed 
to the very high intermediation margins we observed in Table 1-35. 

Interest rates also influence the loan to deposit ratios which are presented in Tables 
1-36 and 1-37. This ratio declines over time for all banks and the two subsets of the 
commercial banking system, i.e. the GCDB and the other commercial banks. This ratio is 
considerably less than one for the other commercial bank group and has fallen to one third 
by 1991. In the case of the GCDB, the ratio exceeds one indicating that government and 
donor based borrowings have been an important additional source of funds for the GCDB. 
This is borne out in Table 1-37 when borrowings are included in the denominator of the 
loan to deposit ratio. This ratio is still high for the GCDB averaging 0.9 over the period 
1986-1991. These ratios confirm the point made earlier that more deposits do not 
necessarily create more loans, especially for the private commercial banJr.s in The Gambia. 
While high interest rates stimulate deposit mobilization, at the same time they curtail loan 
demand and/or induce loan rationing by banks to reduce the risks of adverse selection (i.e. 
selecting default-prone clients who gamble on risky investment schemes). Hence, rising 
interest rates from 1986 onwards can be logically associated \vith the declining loan deposit 
ratios in Tables 1-36 and 1-37. Furthermore, the recent high interest rate milieu leads one 
to suspect that banks may perceive an adverse selection danger in Gambian loan markets 
since bankers refuse to issue potentially profitable loans derived from high intermediation 
margins in place of lower return T-bill purchases. In brief, the recent spreads are not 
considered sufficient to cover the alleged risks of default, the costs of loan administration, 
and the loss of liquidity associated with loans. This remarkably low loan deposit ratio 
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scenario will now be documented in more revealing detail through analysis of bank balance 
sheets and income statements in the following section. 

X. FINANCIAL PERFORMANCE OF 11m BANKING SECI'OR 

1. Bank Balance Sheets 

The consolidated balance sheets for all banks and the two subsets of banks are set 
out in Tables 1-38 through 1-40. However, the most revealing set of tables are those 
documenting the relative shares (i.e. the composition) of total assets and liabilities (Tables 
1-41, 1-42, and 1-43). These data reveal many important features of the banking system in 
The Gambia. First, loans have declined in relative importance in bank assets from 56 
percent in 1986 to 38 percent in 1991 in Table 1-41. This decline was more pronounced for 
the GCDB where loans made up 78 percent of assets in 1986, but were only 51 percent of 
its assets in 1991 (Table 1-42). However, lending activity was a markedly larger activity for 
the GCDB than for the private commercial banks where the share of loans to assets were 
only 23 percent in 1986 and 25 percent in 1991 (Table 1-43). These trends are in marked 
contrast to the United States where loans are the most important asset in commercial bank 
balance sheets comprising 60 percent of all assets (Mishkin, p. 163). 

The other notable trend in asset composition has been the relati'/e increase in go
vernment securities. 'lnrce month T-bills comprised less than 1 percent of bank assets in 
1986, but accounted for 23 percent of the assets of the banking sector in 1991 (fable 1-41). 
A marked difference occurs when the subset of banks is analyzed separately. The GCDB's 
share of government securities in Table 1-42 was only 3.9 percent of its assets in 1991 com
pared to 42.2 percent for the private commercial banks (Table 1-43). 

On the liabilities side of the balance sheet, borrowings from the Central Bank as a 
share of liabilities has declined from 32 percent in 1986 to 8.5 percent in 1991 (Table 1-42). 
Borrowing was only undertaken by the GCDB. These borrowings became a less important 
source of funds to the GCDB (Table 1-42). They accounted for 53.4 percent of all liabilities 
in 1986, but only 17.1 percent in 1991. This decline in borrowings is consistent with the 
decline in donor sponsored financing of public sector entities from 1986 onwards. 
Conversely, demand, savings and time deposits have ii~( ·;ased their share of liabilities for 
banks as a whole (Table 1-41). The share of demand deposits increased from 16.7 percent 
in 1986 to 27.7 percent in 1991, while the saving and time deposits share increased from 24.5 
percent to 38.2 percent. Hence, deposits account for 66 percent of all bank liabilities, a 
proportion similar to that found for the United States (Mishkin, p. 163). 

Again, marked differences emerge between the subsets of banks. In 1986 deposits 
accounted only for 32 percent of the liabilities of the GCDB. By 1991, this had increased 
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to 45 percent (Table 1-42). On the other hand, deposits accounted for 55 percent of all 
liabilities for the other commercial banks in 1986 and .rose to over 85 percent in 1991 (Table 
1-43). This again reinforces the point that more depGl5its do not lead to more loans. The 
above trends do not necessarily imply that the actual growth of these line items in assets and 
liabilities is increasing or decreasing (it is possible for a line item to increase, but the total 
increases more, so its sh31c declines). Hence, we examine the calculated percentage 
changes in Table 1-44, which reveal that with respect to all commercial banks government 
securities are growing dramatically from 1989 to the present, while loans have fluctuated on 
a year to year basui. On the liability side, demand, saving and time deposits have been 
growing, while borrowings have been declining. 

2. Savinp and Demand Deposits 

Of particular interest is the recent behavior of demand deposits and savings deposits, 
since commercial banks have undertaken a recent policy of discouraging such savings 
deposits by placing limits on the size of such deposits and on the interest rates paid on such 
savings (and time) deposits. Tables 1-44 through 1-46 document percentage changes in 
liabilities and assets. Demand deposits grew faster than savings deposits in 1991 for all 
commercial banks in Table 1-44 (19.5 percent vs. 11.4 percent). However, disaggregated 
analysis indicates that demand deposits at the GCDB declined by 7 percent, while savings 
deposits increased by only 1 percent (Table 1-45). The other commercial banks as a group 
increased de~d deposits by 26 percent for 1991, while savings deposits increased by only 
19.8 percent (in Table 1-46). There appeur to be two distinct forces influencing depositor 
behavior. First, there appears to have been deposit substitution from the GCDB to the 
other commercial banks, no doubt reflecting concern about the prospective closing of the 
GCDB. Second, depositors, by not being allowed to earn interest on term deposits beyond 
a maximum amoung, have increased their demand deposits. This may be in part due to a 
desire to k~ep their funds liquid, since they may feel they do not receive a sufficient 
premium for tying up a large amount of funds in time deposits. 

These findings have serious implications for the Gambian financial sector and the 
economy. Are such savings discouraged due to the lack of bank competition or are such 
savings discouraged due to the absence of profitable loan opportunities? Very likely both 
elements are present, however, the lack of bank competition is most evident. There appears 
to be savings activity through l~GOs in The Gambia, which is being utilized for investment 
activity, albeit on a small scale (see Chapters nand V). Moreover, it has been documented 
that existing banks are more interested in investing in T·bills than in making loans. Hence, 
additional bank competition could induce more competitive rates being paid on savings and 
remove existing restrictions on maximum amounts held in interest bearing time deposits and 
reduce the unusually wide intermediation margins. This is not to rule out the issue that 
rates of return to many investment activities may be low. This is one area that needs to 



29 


definitely be explored further, since there is no current systematically compiled information 
readily available on the returns to investment in the real economy. 

3. Profit and Loss Positions of Commercial Banks 

The profit and loss statements and associated performance measures are reported 
in Tables 1-47 and 1-48. First, one must recognize the limitations of these data. Interest 
earnings are reported on an accrued basis, rafuer than interest actually received. Hence, 
the GCDB reports substantial "accrued" interest income but much of this was never 
received, given its high levels of default. Accrued interest for private banks, however, very 
likely is close to interest actually received (given their low arrears). The first measure 
presented in Table 1-48 is the gross margin as a percent of loans. The gross margin is the 
actual difference between interest received from loans minus the intert'''t paid on deposits 
reported by banks in their income statements. These margins (in Table 1-48, row 1) are well 
below the interest rate margins presented earlier in Table 1-35 (6.7 percent versus 21 
percent in 1990). Three factors could potentially explain this anomaly. First, many loans 
may not be performing loans (i.e. not paying interest). Second, many loans could be long 
term in nature with a lower interest rate than those applying to current loans and, third, 
deposits could exceed loans by a large amount. Data previously presented on the low loan 
deposit ratios indicate that the third reason is clearly operating here. At the same time, 
nonperforming loans clearly influence the results for the GCDB. Increases in the gross 
margin on lending are also consistent with the recent rise in lending rates, less competition 
for deposits, and the overall lack of competition for loans in the banking industry. The gross 
margin as a percent of loans is substantially higher for the GCDB than for the other 
commercial banks for two out of the three years in Table 1-48. This supports the !-'Oint that 
deposits are used more for purchasing government securities than for issuing loans by the 
other commercial banks. 

The return on r.ssets and equity, as conventionally measured, is the ratio of total pro
fits to total assets and net worth, respectively. The return on assets for the system as a 
whole increased from 4.8 percent to 8.6 percent over the period 1988-1990 (panel 1, line 3 
in Table 1-48) and the return on equity (line 4) increased from 60.7 percent to n.2 percent. 
These are extremely high returns by international standards. Industry-wide rates of return 
on assets for U.S. banks fluctuate around one percent in recent years. Returns on equity 
range from 10 to 15 percent. These profit measures in The Gambia also indicate that in 
1990 the subset of other commercial banks had a higher return on assets than the GCDB 
(13 percent vs. 4.8 percent in. 1990) and these commercial banks together had a higher 
return on equity than the GCDB (134 percent vs. 38.5 percent in 1990). However, we must 
keep in mind that these profit figures for the GCDB are grossly inflated since much of its 
reported interest income is fictitious (i.e., based on accrued interest). In reality, (as we shall 
see shortly in the next section) the GCDB was recording losses during this period. 
Surprisingly, the GCDB had a lower operating expense as a percent of assets (2.9 percent 
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in 1990) than did the other commercial banks (7.3 percent in 1990). This is clearly due to 
an inflated asset figure in the GCDB which would include a large portion of non-performing 
loans. 

Further, it should be noted that "other income" (i.e., principally the returns on 
government securities and foreign exchange transactions) is very impmtant to these banks. 
Without these earnings, the banks would have experienced considerably lower returns on 
their assets. H one were to assume that all operating expenses were associated with loan 
activity and none with "other income" generation, then profits as a percent of assets 
(excluding "other income") would be negative as can been seen in the last row in the panels 
in Table 1-48. In brief, the rate of return on the loan portfolio would be negative, raising 
questions about the nature of the loan market in The Gambia. However, making the 
assumption that all operational costs are associated with loan activity is extreme. A more 
balanced assumption would allocate both interest expenses on deposits and administrative 
expenses proportional to the relative weight of loan and non-loan assets in the total 
portfolio of assets of banks. With this assumption, the ratc.~ of return on loan and non-loan 
assets are set forth in Table 1-49. The return on non-loan assets far exceeds the return on 
loans throughout this period. If we ignore the misleading results for the GCDB (since all 
interest income i!; accrued even for a growing portfolio of non-performing loans) and 
concentrate on the results for the other private commercial banks, the rate of return on non
loan assets is far more stable and considerably higher than that recorded for loans. Thus, 
the previous conclusion is still valid though less extreme. Foreign exchange transactions and 
interest earnings on T-bills are primarily responsible for the high returns to banlcing in The 
Gambia. Thus, it is not surprising to note that banks emphasize these activities in their 
asset portfolio and downplay the import4mce of loan activity. More competition is needed 
to reduce the currently high returns to tbese activities. Lowering the minimum T-bill 
denomination from 5000 to 1000 dalasis could broaden the T-bill market beyond its current 
structure. Similarly, allowing non-bank foreign exchange houses or agencies to compete in 
the foreign exchange market coule! introduce more competition for this activity. 

The other measures presented in Table 1-48 also point to improvemen~~ in 
profitability. The debt to equity ratio has been declining (total liabilities to net worth), most 
notably for the GCDB. Capital adequacy (net worth as a percent of total assets) increased 
from 6 percent to 12 percent for the GCDB while for other commercial banks this measure 
declined from 13.4 percent in 1989 to 9.6 percent in 1990. However, this measure of capital 
adequacy for the GCDB should be evaluated after taking into account nonperforming loans. 
Such loans need to be deducted from both net worth (capital) and assets. This would 
reduce the numerator more than the denominator and thereby lead to a reduction in this 
ratio. Thus, it is clear that the GCDB has a much lower capital adequacy ratio than that 
reported in Table 1-48. This inadequate capital adequacy for the GCDB reflects the high 
degree of moral hazard inherent to its portfolio. The GCDB as a public sector development 
bank was expected to take on risky projects as a part of its mandate despite the inadequate 
capital base to cover the P'Otential losses that would be expected&om these loans. 
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XI. 'IlIE GCDB AND ISSUES OF DEVELOPMENT BANKING 

The GCDB story has been told many times before (see for example, Nathan 
Associates, 1988; Sarr, 1989). In this case, however, we eyamine the bank within the context 
of the various measures undertaken by the government to restructure the financial sector 
(and the economy) and the effects of those measures on the bank. This treatment also 
draws upon findings from balance sheets and income statements to underscore performance 
over the period 1981-91. Moreover ese financial statements, j:ll contrast to the CBG> 

oaccounts for the GCDB used in the r· ~vious section, have been constructed from original 
GCDB data accounts in which interest income is not accrued but rather is counted only 
when actually received and, more importantly, accurate loan loss provisions are accounted 
for. 

1. The Early Years up to the Early 19~ 

Barely three years after its establishment in 1972, the GCDB had expanded its 
business in its existitg offices (the Head office and Bakau ~ and had opened two new 
branches up-country (Farafenni and Basse). The short-comings in the Bank's bookkeeping 
and accounting systems that had persisted from the inception of the Bank were made much 
worse by this rapid expansion. Internal controls were wealc, leading to serious problems of 
proper loan administration and oversight. The Bank was in violation of its own by-laws as 
it granted unsecured loans to a number of customers in excess of 25 percent of the 
aggregate amount of the Bank's unimpaired capital, and in excess of the unimpaired balance 
in its Reserve account. Most of these customers had started businesses in sectors that had 
been identified as top priority by the Government under its Five Year Plan, i.e., agriculture 
and small scale industry. During these early years, the bank was acting like the conventional 
supply lending finance institution. It issued loans in advance of an effectively established 
demand with reasonable prospects for repayment. All bank procedures and practices 
emphasized quick disbursement of funds to targeted priority areas with little attention to 
loan recovery. From its origins, the bank was a classic "borrower dominated" institution 
dispensing targeted subsidized credit in a manner that was compromising its future solvency. 

Even at this very early stage in its development, the Bank began experiencing diffi
culties in getting customers to repay their loans. The most problematic horr, wer at the time 
(and the biggest debtor) was a customer who had borrowed money from the Bank against 
a Government guarantee - the outstanding balance in the account was eventually transferred 
to the Managed fund Account in 1987. Unauthorized excesses were granted by the Bank 
where customers were permitted to draw over the agreed limit. Customers were granted 
excess overdrafts on lines of credit for foreign suppliers which led to serious exposure in 
foreign currencies. When local borrowers failed to pay their foreign suppliers, the bank was 
obligated to honor the foreign drafts. Development loans were extended prior to a detailed 
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appraisal of the project and the largest beneficiary eventually defaulted on his loan. The 
Bank has yet to collect from the three largest borrowers, in spite of several years of 
litigation. 

several key lessons eme!s~ from this early growth history of the institution. First, 
governmental guidelines influenced the allocation of the portfolio. Second, leadership in 
the bank did not ahere to established conventions of commercial banking. Therefore, 
political influence and direction from the government frequently shaped the lending policies 
into welfare oriented projects and/or risky projects. At the same time, bank management 
found it difficult to document its income and expenses properly or track its portfolio 
repayments accurately. Furthermore, there was no constituency within the bank to play the 
disciplinary role of a strong depos7 lor base or private stockholders. Similarly, international 
donors were contributing to the targeting of unviable clients through continued injections 
of subsidized lines of credit channelled through the OCDB for an agricultural clientele and 
small scale industry much of which became a non-performing clientele. 

2. The Early 1980s 

By the end of the fiscal year 1981, the underestimated accumulated provisions for 
loan losses had risen to D13.3 million. The Bank was barely operating within the statutory 
limits related to the liquid assets and capital adequacy ratios as required under the Financial 
Institutions Act, 1974 (FIA) and its operations were supported largely by borrowings from 
the Central Bank (CBO). These borrowings totalled three-and-a-half times the Bank's 
deposit base. Additionally, the aggregate of development loans had almost doubled the 
amount in the Development Fund. While at the beginning of .980 authorities had 
introduced measures which were aimed at stimulating deposit mobllization and restraining 
credit expansion, the CBG continued to provide the GCDB with the liquidity to make more 
loans, notably for government supported activities in the 'productive' sectors of the economy. 

Loans for agricultural purposes (which were almost exclusively made by the GCDB) 
remained at concessionary rates even at the start of the first comprehensive program with 
the IMF in November 1981. At this time interest rates on deposits were raised, and 
commercial banks were requested to raise their lending rates to a minimum of 15 percent 
per year on advances for trading purposes. However, production credit remained at 6 
percent and marketing credit was only raised marginally from 6 percent to 8 percent. In 
December 1981, tile authorities started to prescribe global credit ceilings on the advances 
of each of the commercial banks. These credit ceilings were not tied to the deposit base 
of the individual banks, but were instead based on each bank's willingness to lend, as 
reflected in the level of loans outstanding at the time, thereby proving to be an inadequate 
tool for control of liquidity. The ceilings were adjusted for seasonality. This was 
particularly true for the GCDB which made the bulk of the crop finance advances against 
re-finance facilities from the COB. 
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Concomitant with the introduction of these measures to reduce the liquidity of banks 
was the pronouncement by the CBG in Oecember 1981 that the local currency counterpart 
of funds awaiting the availability of foreign exchange to pay for imports could no longer be 
included in the Uquid Assets category of the banks. Banks were asked to place all such 
funds in a special deposit account at the CBG to await foreign exchange availability. With 
all of its customers' deposits having been lent out, the GCDB had to resort to CBG 
borrowings to meet this new requirement. This is yet another illustration of deficient 
liquidity management in the bank. 

By the end of 1983, the financial position of the GCDB had deteriorated seriously. 
In order to determine the extent of the Bank's malaise, a portfolio review was undertaken 
towards the end of fiscal year 1984. The portfolio ieview resulted in a provision of D15.73 
million for bad and doubtful debts for the year, an amount which exceeded the cumulative 
provisions for the preceding 10 years (see Table I-SO, column 2, line 8). Long outstanding 
balances in the Bank's reconciliation accounts were also written off. The Bank ended up 
with a loss of 018.30 million, after tax (column 2, line 14), and this eroded completely both 
the amount in the Bank's share capital account and in its Reserve account. The 
shareholders' funds account was therefore in deficit by 015.16 million, and needed an 
additional capital infusion of D17.16 million (i.e., the deficit plus 5 percent of deposit 
liabilities) to operate within the minimum capital adequacy requirements under the FIA 
In the end, no additional capital was forthcoming. Instead, the Government retired the long 
outstanding debt owed by the Gambia Cooperative Union (GCU) to the GCDB under a 
separate arrangement between the two parties (and the World Bank). The amount of02S 
million which was involved in this transaction related to amounts owed to the OCU by 
member-farmers who had been forgiven their debts by Presidential decree. 

The GCDB was also in violation of the liquid assets provisions in the FIA, although 
this was largely because of large credit balances which it held with overseas banks. The 
Bank was se~iously exposed, particularly on balances held in currencies which had 
appreciated against the dalasi. Exchange losses of 05.0 million were recorded between the 
period 1981 to 1984. 

At the end of fiscal year 1985, the financial position of the Bank had deteriorated 
further; the liquid assets of the Bank stood at 011.47 million (see Table I-51, column 3, line 
1) against a minimum requirement of 017.04 million. Customers continued to default on 
loan obligations, while loan recovery on bad debtor accounts was slow as a large \lumber 
of cases were either in court or with the Bank's solicitors. Recovery was made even more 
difficult, as a large number of loans were grossly under-collateralized. The continued 
exposure in its foreign exchange transactions resulted in further losses of 04.60 million. 
Coupled with the additional provisions of 012.86 million for bad and doubtful debts, the 
Bank ended up with losses of 016.30 million for the year (Table I-SO for year 1985, column 
3, line 12). 
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Accumulated losses to-date were 037.16 million (Table I-SO, colUlJlJl '., last line), 
against reserves of 02.78 million and a capital of D5.00 million. A series Ol ·tmergenC)' 
financial measures were taken during the year, including an increase in the alpital base 
(from 02.0 million to 05.0 million) and 035.0 million of the amounts owed to CBG was 
converted into a 15 year, interest free loan, subordinated to depositor's claims which 
assumed the characteristics of quasi equity. 

3. The Post ERP Yean 

During the fiscal year 1986, the authorities introduced several measures which were 
aimed at restructuring the financial system under the ERP. In September, the CBG raised 
its lending rates on all advances (including existing loans) by 7 percent (from 8 percent to 
15 percent). Reserve requirements were raised from 4 to 6 percent for term deposits, and 
from 8 to 15 percent for demand deposits. Also, in January 1986, a flexible exchange rate 
system was introduced. 

The increase in interest rates introduced by the CBG measures nullified the potential 
savings in interest charges on the 035.0 million in development loans (discussed above), 
while the rise in interest payable on customers' deposits were barely matched by the interest 
earnings on the advances made by the GCOB, given the overall poor quality of its 
portfolio." Furthermore, losses in foreign exchange transactions amounted to D6.5S million 
(01.81 million on revaluation and 05.74 million wri\t~n off from correspondent bank 
reconciliation). The net result was a loss of D11.38 million for the year, thus bringing the 
accumulated losses to 048.94 million (after tax) for 1986 (see Table I-SO). Measures taken 
during the year to "improve" the Bank's financial position included an increase in share 
capital (via conversion of the IDA loan of 06.03 million) and an increase of D10.43 million 
in the Bank's reserve account following a revaluation of the Bank's premises. None of these 
measures involved any infusion of cash and, even at that, the shareholders' fund remained 
in deficit by an amount of D23.65 million. 

With the introduction of the flexible interest rate mechanism, interest rates rose 
further in 1987. Although the Bank registered a small after tax profit of 00.28 million, its 
overall financial position remained precarious, despite the fact that The Gambia 
Government Managed Fund Account was created. Liquid assets were 015.78 million 
against a required minimum of 031.81 million, and although additional capital of D2.53 
million was raised, the balance in the shareholders' account remained in deficit by 020.83 
million. 

In 1986, devclopment loans which were Cltendcd at conc:casionary rates totaUtd 045.60 million gross 
(Table I-51, column 4, line 22), against the Development Fund account balance of D10.21 million. 

4 
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Under the Managed Fund arrangement, the government agreed to take over all 
guaranteed loans and related charges which the Bank, at the request of the government, had 
borrowed from the CBG for on-lending to various enterprises wWch were subsequl~ntly 
unable to service these loans. The government agreed to pay to the COB the borrowings 
still outstanding and owed to the CBG by the GCDB. Following the finalization of these 
transfers, the GCOB was for the first time in a long wbiJ,. able to saili:fy its liquid assets 
position and stabilize its net current assets position without much loss in earnings since 
treasury bills were available at attractive rates of interest. Instead, GCDB .management lent 
out a substantial proportion of the 016.0 million cash surplus which had resulted from the 
transactions under the Managed Fund transfers. Instead of acting prudently (by placing this 
surplus in T-bills to meet its statutory liquid asset requirements), the GCDB management 
lost an opportunity to secure some semblance of institutional viability. Instead, it engaged 
in another round of lending that ended up l&1'gely in default. fu short, they should not have 
made the loans in the first place. Secondly, once made they turned bad, thereby 
compromising the solvency of the institution. 

4. The Final Years and The Meridiep Bank So~uWm 

By 1990, new lendings in the Development Fund had been suspended. CBG 
refinance facilities were no longer utilized for on-lending and new loans in the commercial 
portfolio were extended on a restrictive basis. During the year the government retired D48 
million of GCU's borrowings with the GCDB (leaving a balance of only 02.7 million 
unpaid). After repaying some of its borrowings from the CBG, the GCDB invested the 
surplus funds in treasury bills. All these transactions enabled the bank to raise its liquid 
assets ratio to within the minimum required under the FIA. 

Although the Bank's shareholders' fund was no longer in deficit, and the balance in 
the account was sufficient to meet the statutory capital ratio of 06.96 million, the change 
in the position of this account was brought about largely by a revaluation of the Bank's 
premi~es which yielded a surplus of D28.34 million. Shareholders subscribed an additional 
amount of 09.60 to the share capital, but only 05.00 was made available to the GCDB in 
cash, the balance of 04.60 having been utilized to reduce the balance in the non~interest 
bearing loan of 035.00 million with the CBG. Further provisions of 027.26 million were 
made for bad and doubtful debts (Table I-50, column 7, line 8). In preparation for the 
privatization of the Bank, its status was changed from that of an unlimited liability 
corporation to a limited liability company. 

By the end of the fiscal year, a firm decision had been taken to sell the Bank, with 
a provision that the majority shareholders must be a foreign bank. Originally, it was 
stipulated that the Bank would be sold without any sanitization of its balance sheet and it 
was on this basis that potential buyers had examined the books of the bank. Meanwhile, 
the loan and advances portfolio was reviewed yet again, and further provisions of DI04 
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million were made for bad and doubtful debts (interest on non performing debts had been 
computed at current rates and the amounts were credited to the profit & loss account, see 
Table I-50 for 1991). The bank ended up with losses of D85.18 million for the year and the 
shareholder's funds . .tCCOunt was again in deficit by D16.28 million at the end of the fiscal 
year 1991. 

The Meridien International Bank, already granted approval to operate as a bank in 
The Gambia, was invited by the government to consider taking over the GCDB, instead of 
starting a new bank. By the end of December 1991, and after an evaluation of the bids for 
the Bank, Meridien's offer was determined the best Negotiations on the side of the GCDB 
commenced thereafter. The Draft accounts for the seven months to January 19?2 showed 
that the net asset position of the Bank was in deficit by 069.81 milliOil and that the 
shareholders' funds account was also in deficit by D19.24 million. An agreement was 
reached to "clean up" the balance sheet of the Bank for the purposes of selling it to 
Meridien. 

Details of the sales have yet to be made public, but discussions with :.rovernment 
officials and other informed sources reveal that initi~.,· the government had COl".mitted itself 
to providing a total amount of D51.0 million to "clean up" the balance sheet of the Bank in 
order to prepare it for privatization. We do not know the basis on which this figure was 
arrived at, but we find the amount to be inadequate for the stipulated purposes, unless all 
of the Bank's liabilities to the CBG are treated "below the line." 

Regarding the sale to MeridieD, it is understood that at the top of the government's 
agenda was the need to protect depositors' funds. On the strength of that, and Meridien's 
desire to take over only the Buckle Street (Banjul), Bakau and Farafenni branches, Meridien 
agreed to take over all of the deposits at these three branches. On the asset side, the 
government agreed to tranf:f~r all of the GCDS's cash deposits as of 1/31/92 to Meridien, 
and Meridien agreed to L(',:e over up to [125 million of loans and overdrafts from the 
GCDB. The shortfall in total assets vis-a-vis total liabilities would be met by the 
government, through a gift of treasury bills and bonds. Meridien agreed to purchase the 
premises at Bakau and Farafenni and only to rent the Buckle Street building for an annual 
rental fee. Furthermore, Meridien undertook to sell up to 40 percent of its shares to private 
investors in The Gambia at a later date. 

The financial transactions outlined above are summarized below While the figures 
are only indicative, they are likely very close to the actual figures involved in the sale. 
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ASSETS (in millions of Dalasis) UABD.JTIES (in millions of Dalasis) 
D 30.00 - Cash & Deposits D 130.00 - CUstomers Deposits 

25.00 - Loans & Advances 7.70 - Share Capital 

1.10 - F~ed Assets 

D 56.10 
Treasury Bills & Bonds required 

81.60 - to balance the Balance Sheet 

D 137.70 - Total D 137.70 - Total 

Of the total deposits of DI32.005 million for the GCDB as of 1/31/92, only DI30.00 
million had been assumed to be held in the three branches. Meridien agreed to subscribe 
to a minimum of 07.70 million in share capital, 01,10 million of which will be paid to the 
government for the Bakau and Farafenni branches, and 06.60 million will represent the 
minimum amount required under the FIA to support the level of customers' deposits. The 
cost to Meridien of the additional assets (such as computers) have not been included. These 
items will, however, not affect the amount to be transferred by the government to Meridien 
in the form of Treasu."Y Bills. The Pro-forma cash & deposits account includes D20.00 
million for the three branches (as of 1/31/92), plus 06.60 million of the total paid up 
capital. The remainder of the assets and liabilities of the GCDB as of 6/29/92 will be 
transferred to the Asset Management and Recovery Corporation (AMRC). We estimate 
that a minimum a..!Jlount of 080.00 million will be required to balance the Balance Sheet 
under the terms of the sale agreement. Any increase in the level of customers' deposits 
which are not matched by a rise in the Bank's Cash and Deposit account will render the 
amount of D80.00 million inc;ufficient at the time of the final transfer (i.e. June 29th, 1992). 

Finally, it is of interest to note that the Meridien Bank has currently assumed 
responsibility for a maximum of 25 million dalasis of the GCDB commercial loan portfolio 
to include in its own as.~ts. On-going negotiations could very likely reduce this amount. 
This represents 46 percent of the outstanding commercial loan portfolio of the GCDB in 
1992, even after one has subtracted out the rather ample and realistic provision for bad debt 
that had been culled out of the portfolio after three independent external audit~ng firms 
completed their evaluations (se~ Table I-51, column 9, line 5). In short, Meridien was 
uninterested in roughly 54 percent of the net loans outstanding of the commercial portfolio. 
While there may have been some risky loans still left in the GCDB commercial portfolio, 
it is surprising that some additional portion of the 54 percent of the sanitized portfolio could 
not have been incorporated into Meridien's assets, thereby reducing the cost of using T-bills 
to balance the liabilities in Meridien's balance sheet. Currently, it would appear that loans 
only represent 18 percent of Meridien's assets and T-bills 59 percent. It is to be hoped that 
Meridien will shortly expand the share of loans in its asset portfolio competitively 
contributing to an expansion of the loan market in The Gambia, otherwise it will largely 
remain a repository of government securities. 
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S. The DeveloPment Bank Syndrome 

The GCDB experience illustrates many symptoms of the terminal illness that is 
frequently associated with development banks. First and foremost, among these symptoms 
is the ease with which a donor virus can spread through an institution's management and 
clientele when large transfers of government or donor funds are used for on-lending. The 
entitlement psychology generally runs rampant in a donor or government funded institution. 
Governmental guidelines in the allocation of loans is common with the usual default 
consequences. 

Related to this entitlement psychology is the absence of well defined property rights 
and an underdeveloped legal system. Clearly, an inefficient and unresponsive judiciary lies 
behind some of the GCDBs inability to secure quick and responsible legal action against 
defaulted borrowers. Moreover, the larger the loan, the longer the delay and the greater 
the likelihood of indefinite or no action at all. 

Third, the GeDB manifested little skill or talent in estab1l3hing an effective 
management information system. A striking weakness here has been the inability to track 
the repayment status of long term loans until it was too late. There has never been any risk 
management dimension to the GCDBs portfolio management, through loan tracking 
programs. Moreover, basic documentation of the terms and conditions of loan contracts and 
the registry of collateral have frequently been deficient. This has weakened the bank's legal 
cases against important defaulters. In short, the bank assumed the responsibility of a 
portfolio far larger in size and complexity than they had the talent to manage properly. In 
fairness to the banks management, they were frequently directed or influenced by the 
government to issue loans to ~ high risk clientele that they might not have chosen if they 
had enjoyed a more autonomous management status. However, it is precisely this lack of 
autonomy that compromises these institutions and weakens the discipline of accountability 
and rigorous loan tracking programs. 

Fourth, term lending institutions rarely issue long term loan contracts that are 
designed to adjust interest rates to inflation. This failure penalized the GCDB in its early 
years of operation, contributing to a rapid depreciation of its loan portfolio (and generating 
an implicit subsidy for borrowers). At the same time, tern' loans were frequently issued to 
first-time borrowers before they established a responsible [~payment record through short 
term borrowing. In many cases, term loans were granted to customers without sufficiently 
secure collateral or up-front equity commitment. Weakly collateralized lending for large 
long term loans is reckless in the extreme and introduces moral hiiZ8I'd into the institution. 

In the end, a remarkably high default record resulted from this unfortunate 
experiment in development banking in The Gambia. Moreover, the Agricultural 
Development Bank (ADB), not discussed here, failed for similar reasons in the late 19HOs. 
This has constituted a burdensome legacy for Gambian society and Gambian taxpayers. 
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First, the individual borrowers who defaulted on their large loans are comprised, in part, of 
a high income segment of Gambian society. Thus, the defaults in effect transferred an 
inordinate amount of both domestic and donor resources to a limited number of borrowers, 
thereby contributing to a regressive transfer of income. Secondly, the roughly 80 million 
dahsis in T-bills generated to transfer to the Meridien Bank (to clean up the GCDB 
balance sheet) will burden future taxpayers who have to service this increlJSed debt. 

One can gain an insight into the degree of regressivity implicit in the GCDB 
defaulted loan portfolio by first distinguishing between the defaulted loans to the Gambian 
Cooperative Union (GCU) farmers and other "social" transfers and the rest of the portfolio 
in the Managed Fund Account. Next, one can look at the distributional profile of the 
private individual k\an accounts in default in the GCDB portfolio currently placed in the 
Asset Management all . Recovery Corporation (AMRC) recently created by a Parliamentary 
bill in December 1992. 

As pointed out earlier, the Managed Fund Account was created in 1987 through 
which the government agreed to pay the Central Bank all of the unpaid am.ounts on 
defaulted guaranteed loans the GCDB had issued to a risk-prone clientele at the request 
of the government. Discussions with Gambian authorities indicated that as of February 
1992, there were 84 million dalasis oUiStanding in these defaulted accounts. Of this total, 
31 million represent unrepaid loans to farmers serviced through the GCU, 3 million is 
assodated with loans to municipal bodies, 10 million to cover the marketing losses incurred 
by the GCU in its groundnut operations, and finally, 40 million is associated with defaulted 
loan account of private individuals. Therefore, loans issued to low income farmers (i.e., 31 
million) represent roughly 37 percent of the bad debt total in the Managed Account, loans 
covering the costs or losses of government or quasi-government operations (i.e., the 
municipal loans and those covering the GCU marketing operations) account for 
approximatf.!ly 15 percent of the total, and the remaining defaulted loans to private 
individual borrowers roughly 48 percent of the total Managed Fund Account. In brief, only 
37 percent of the Managed Fund Account loaned to GCU borrowers can unambiguously be 
associated with a low income social priority. 

In short, approximately 48 percent of the Managed Fund Account (i.e., 40 million 
dalasis) is associated with individual commercial borrowers. Although these clients received 
government guaranteed loans at below market rates, most of these borrowers were 
commercial clients operating in such areas as tourism, hotels, manufacturing and other 
established businesses benefiting through government promotion of their activities. In no 
way could the default status of these clients be defended on equity or welfare criteria. 

''fuming our attention to the current Asset Management and Recovery Corporation 
(AMRC), one gains additional insights into the degree of regressivity in the defaulted 
portfolio. This unit was set up to inherit and recover the outstanding loan accounts in the 
GCDB portfolio, following the merger of the GCDB operations by the Meridien Bank. 
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Discussion with Gambian authorities indicated the following distributional profile for the 
2,911 loan accounts placed in this unit: 

Number of Loans Loan Size Intervals (in Total Debt Average Loan 
Dalasis) Outstanding Size 

(1) (2) (3) (4) 
211 Above D 100,000 D 181,853,932 D 861,867 
201 D 50,000 to D 100,000 13,461,594 66,973 

2,499 Below D 50,000 30,299,149 12,125 
Total 2,911 D 225,614,675 D n, 504 

First, it should be noted that th~se loan accounts are associated with individual loans 
to private borrowers. Second, it is important to distinguish between "current" and "de
faulted" loans in this recovery unit. The most recent balance sh~et for the GCDB for 1992 
(Table I-51, column 9) indicates that 54 million dalasis were outstanding as "current" loans 
in the commercial loan portfolio immediately prior to the creation of the Asset Management 
and Recovery Corporation (AMRC). If we subtract this from the total loans outstanding 
in the recovery unit (column 3 above) we arrive at 171 million dalasis of loans in a defaulted 
loan status or 76 percent of the total loan balance in the AMRC. This total outstanding 
individual debt in "default" is quantitatively significant, representing the equivalent of 60 
percent of the total outstanding loan balances recorded for the banking industry in 1991 
(Table 1-38, column 6). Finally, the average loan sizes registered above are sWJle, 
particularly for the top-most category where 211 individual borrowers received loans above 
100,000 dalasis each and, in the aggregate, amounting to approximately 182 million dalasis. 
This creates an average loan size for this category of roughly 862,000 dalasis. This compares 
to an income per capita figure that ranges between 2100 and 2400 dalasis per person in 
1991. There is a two stage distributional process inherent to this GCDB loan profile 
outlined above. First, there is a relatively small number of individual borrowers that initially 
received unusually large sized loans. Second, these loan amounts ended up in default, 
furtner reinforcing the distributional consequences. It is hard not the come to the 
conclusion that both the intialloan rationing and the resultant defaulted loans in the GCDB 
portfolio contributed to a substantial regressive disttibution of income in The Gambia. 

XII. SUMMARY 

To conclude this chapter on formal finance in The Gambia, it is instructive to review 
our finding in five major areas: (1) the predominant changes in the pattern of financial 
balances in the past decade; (2) the social costs of institutional failures growing out of an 
unstable market structure for banking in The Gambia; (3) the impact of the stabilization 
and privatization drives on financial deepening and financial intermediation; (4) the issue 
of savings mobilization in Gambian financial markets, and; (5) the collapse of rural finance 
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within the Gambian financial sector and the implications of this urban bias for future donor 
development policy. 

1. DecadaJ Patterns of Chan&e 

First, it is revealing to summarize the major patterns of change in formal financial 
markets during the decade. The overall financial market shrank dramatically over this 
period. This was largely due to the rapid decline of lending activity in the country's largest 
bank, the GCDB. The remaining private commercial banks experienced roughly a one-third 
decline in their outstanding balances in real terms over this period. 

Another feature of importance was the shift from public to private sector banking 
and from long to much shorter term lending. In the early 1980s, a supply leading financial 
development strategy predominated in policy circles and created a preponderance of public 
sector credit flows in the formal financial markets of that time. By the early 19905, public 
sector credit activity through the GCDB and its downstream network had largely 
disappeared, and private commercial bank lending emerged as the only viable financial 
intermediaries functioning in the country. 

Another important change is evident through the collapse of agrkulturallending from 
its predominant role of 30 to 35 percent of total lending in the early HJt«)s to 7 to 8 percent 
by the e,arly 1990s. In contrast, loans for trading enterprises rose flOm around 20 to 30 
percent of total outstanding balances within the smaller scale financia1 market of the early 
1990s. The decline of agricultural lending was directly associated with the decline of the 
GCDB ~lJ,ld the failure of the tiupply leading financial development strategy. 

Another element of change in the past decade was the rapid emergence of large 
inter(e~,t rate margins in Gambian financial markets and the high rates of return on assets 
and equity by financial institutions in these markets from the late 19805 onwards. With the 
liberalization of financial markets freeing up interest rates, a wide margin emerged between 
average loan and deposit rates creating by 1991 one of the widest gross interest rate margins 
in Africa (19 points). Among other things, this increased the profitability of banking and 
played an obvious role in attracting a number of international banks to apply for bank 
charters to enter the Gambian market. At the same time, the growth of these wide margins 
created a high loan rate milieu that some allege discourage investment lending. 

A final feature that stands out in this decadal pattern of change is the periodization 
that characterizes the past deade. This, of course, has been reported on at length by many 
authors, however, rarely in reference to financial markets. The first half of the 19805 
registered continuing high levels of outstanding balances of financial activity, a 
predominance of public sector credit activity, agricultural lending and negative real rates of 
interest for both loans and deposits. In effect, this failure to adjust interest rates for 
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inflation i>romoted a transfer of income from savers to borrowers during this period, 
worsening the distribution of income in the COUDtty. Indeed, the negative real rates for 
savers predominated throughout much of the decade. The final half oi the decade saw a 
dramatic downscaling in the size and nature of Gambian financial markets (outlined above) 
as the financial excesses of the first half of the decade were removed through the discipline 
of the Economic Recovery Program (ERP) and ensuing structural adjustment programs. 
BolTowers were eventually charged increasingly higher positive real rates of interest from 
the late 1980s onwards, savers only achieved reasonable positive rates in 1989 and 1991. 

2. Market Structure and Institutional Failure 

The chronic instability of the market structure for banking stands out as the second 
major issue of Gambian financial markets. Institutional weaknesses were apparent in 
several private and both public sector banks. In The Gambia in the past ten years, four 
banks have closed operations and a fifth is under litigation. Only two banks have passed 
through the past 10 years free of financial problems. Clearly, the bank charter review 
process of the Central Bank and the supervisory functions should be strengthened to reduce 
this market instability. Central Bank authorities are currently strengthening these functions 
and playing a positive role in helping to design a revised Financial Institutions Act that 
creates a more appropriately designed institutional framework for bank regulation. 

The institutional failure of the Agricultural Development Bank (ADB) and the 
Gambia Commercial and Development Bank (GCDB) have proven costly to Gambian 
society in two ways. Ft'St, the large default burden and write-offs during this decade have 
been substantial. It is difficult not to conclude that this transfer contributed to a regressive 
transfer of income in the country. Second, to clean up the books of the GCDB, the 
Gambian government has been forced to issue roughly 80 million dalasis of treasury bills 
to induce an international bank to take over the deposit obligations of the GCDB in i992. 
This action introduces a future burden for Gambian taxpayers through the servicing of this 
debt. 

When the income distribution implication of these transfers are added to the 
pervasive negative real rate of interest environment for savers in The Gambia until the early 
19905, one has to conclude that the formal financial markets on balance have generated in 
the past decade a relatively more regressive distribution of income in the country. 
Ironically, both these processes of development bank finance and subsidized interest rates 
were designed to promote development and help the poor through these interventions in 
financial markets. The financial landscape has now been cleared of these experiments but 
with a legacy on the treasury and on the profile of income distribution in Gambian society. 
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3. The Impact of Structural Acijustment Measures 

The impact of the Economic Recovery Program (and ensuing structural reforms) on 
financial markets has been dramatic and constitutes another important issue in financial 
market development. Interest rate reforms freed up interest rates to high levels contributing 
to the reduced demand for loans. Institutional reforms to reduce subsidies and the fiscal 
deficit reduced lending to perennially heavy borrowers like the GPMB and the GCU further 
scaling back the loan market. Both these reforms were legitimate and long overdue and in 
the process reduced the loan market to a size more commensurate with a solvent clientele. 

The laudable stabilization measures to control the inflationary impact of donor 
inflows of foreign grants and loans, however, has created a crowding out effect in the asset 
portfolio of banks. The attractive interest rates negotiated to induce banks to purchase risk 
free T-bilIs has reduced their interest in pursuing a riskier loan market. Loans account for 
only 25 percent while T-bills represent around 42 percent of tot~ assets for the private 
commercial banks operating in The Gambia in the early 1990s. T;:..,,\.3, financial liberalization 
and economic stabilization has not promoted financial deepening and crowding out has 
reduced the scale of financial intermediation through the loan market. 

These data might suggest that the structural adjustment measures were detrimental 
to financial development, bnt this is misleading. The size of the loan market was 
exaggerated in the early eighties. Much of the volume of outstanding balances at that time 
was a l1cn-performing portfolio that later generated def3ults in the largest bank in the 
market. In short, the financial market of the late 1980s and early 1990s more accurately 
reflects the true size of a solvent loan market for The Gambia Still, the crowding out effect 
discussed above is a real concern. It represents a continuing process reducing the scale of 
the private sector loan market in The Gambia. This process could be ameliorated by 
drawing more on fiscal ratber th3Il monetary policy (i,e" the T-bill market) to contain 
inflation and introducing more competition in the T-bill market. 

' M' b')' ,4 S.aYlOpo lllAtiop 

Another issue of financial development during much of this period was the weak 
incentives for savings mobilization. To the extent that loan markets remain limited, there 
will be little incentive for banks to encourage savings mobilization. Save~ have been 
penalized with zero or negative real rates of interest for a majority of the past 11 years. 
Savers in rural areas have been excluded from formal financial services altogether. In slort, 
there is currently a greater potential for savings mobilization than for loans, The present 
underd\weloped state of formal financial markets in The Gambia will continue to penalize 
savings mobilization until markets expand for loan services. 
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5. Urban Bias and the EmeCKence of NGOs 

The final issue associated with the evolution of Gambian financial markets has been 
the extreme urban bias that bas emerged in these markets by the early 19905. Several 
factors have reinforced this process. Agricultural lending has declined precipitously; the 
GCDB, the major rural bank has disappeared as an active lender; the agricultural linkages 
to the banking sector have been substantially reduced through the demise of the GCDB and 
the reorganization of the Gambian Cooperative Union. Finally, the natural heirs to the 
financial S}stem, the private commercial banks, have no extensive branch network in rural 
areas to service rural depositor-savers, nor any direct agricultural loan portfolio. 

In the end, the rationalization and reform of the Gambian economy from the mid
1980s onwards was an essential step in the recovery of econ:~mic growth as Gambian author
ities succeeded in stabilizing inflation and liberalizing mark~ts to secure a more stable path 
of development. The price policy reforms that grew out of these policy initiatives have 
proven successful in generating a more efficient and equitable pattern of growth. However, 
not surprisingly, institutional reforms have proven to be a far more difficult task. Restruc
turing the banking system and liberalizing financial markets have produced a much smaller, 
leaner, and more resilient financial sector wholly dominated by private commercial banks. 
While this was in many ways a necessary and inevitable result for sound banking in The 
Gambia, this change does very little to service development in rural Gambia. Formal finan
cial markets are still greatly underdeveloped, offering at best only limited financial services 
to an unusually small portion of the population from which rural areas are almost complete
ly excluded. Private commercial banks located in Banjul cannot be expected to supply rural 
Gambians with financial services except as a whole.qJer working through other agents such 
as commodity traders. 

The cballenge facing Gambian authorities now is to expand and broaden financial 
intermediation beyond the mere transfer of the public's deposits into government securities. 
More attention must be given to promote the institutional innovations and strengthen the 
supervision and regulatory functions necessary to broaden the carket for the supply of 
financial sernres. In this regard, non-governmental organization) (NGOs) are a possible 
option. NGOs have begun to fill the vacuum created by the disappearance of formal 
financial linkages to rural Gambian markets. The degree to which NGOs can satisfactorily 
fill this vacuum and supply viable, self sustaining services is an open question. We explore 
these questions in greater detail in the following chapters. 
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Appendix 1-1 

The Demand for Money 


In this appendix, we investigate monetary issues further through estimation of 
demand for money equations in The Gambia. This was done to investigate the issue of 
what determines the demand for money and to examine the stability of the demand for 
money function. Our purpose in doing so was to determine if the quantity theory of money 
is valid in The Gambia (i.e. whether nominal income is determined by the stock of money). 

The theoretical approach in this analysis is based upon the neo-Fisherian-Friedman 
hypothesis, according to which the demand for money is a function of the level of economic 
activity and the opportunity cost of holding money (Balino 1980; Ahmed 1984; and 
Adekunde 1968). We postulate that the demand for real money balances is given by the 
function: 

M(t) ... a + b. Y(t) + c .DP(t) + d*M(t-l) 

where M represents nominal money balances deflated by the implicit GDP deflator; Y is 
real GOP (our measure of economic activity); OP is the rate of inflation as measured by 
changes in the GDP deflator (our measure of the opportunity of the cost of heAding money). 
The above equation is the standard demand for money equation found in the lit~rature and 
has been estimated for numerous developed and less developed countries (Adel:unde 1968; 
Balino 1980; Ahmed 1984). 

The above equation is estimated using ordinary least squares over the period 1967
1991 with the variables M and Y transformed into natural logarithms. The money variable 
employed in all regressions is M2. The results are reported in Appendix Table 1-1. All of 
the estimated parameters are significantly different from zero at standard levels of 
significance. The Box-Pierce Q-statistic is utilized to test for autocorrelation. This was used 
since the equations contain a lagged dependent variable. The mar~.inal significance levels 
of the Q statistics indicate that no autocorrelation of the residuals is present. The equation 
was run with and without OP (the GDP deflator) to assess the impact of this variable. 

The estimates of the individual parameters indicate the following: First, the 
estimated coefficient for real GOP is less than one (row 3, Appendix Table 1-1). However, 
a t-test on this parameter failed to reject the hypothesis that it was significantly different 
from one, thus, implying that a 1 percent increase in real GOP would result in a 1 percent 
increase in real money balances. The coefficient of the rate of inflation (OP) has the 
expected negative sign. The elasticity of money balances with respect to inflation (row 9a) 
is found to be -0.041 indicating that real money balances are not very sensitive to changes 
in the opportunity cost of holding money. This is consistent with findings of most other 
studies on the demand for money cited earlier which report a similar result. 
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The coefficient on lagged money balances (row 2) is positive, less than one and highly 
significant. This indicates that individuals do not fully adjust their money holdings within 
a one year period, but such adjustment follows a smooth path. This further indicates that 
long run elasticities differ from short run elasticities. Long run elasticities are presented in 
row 7. The long run elasticities are found by dividing the short run elasticities by 1-d, where 
d is the estimated coefficient on lagged money balances. The income elasticity in the long 
run is approximately 2, a fairly high response. This highly elastic reSPJnse of the demand 
for money to real income seems to confirm the hypothesis, put forward by Kaufman, 
according to which the income elasticity is inversely related to the state of money markets. 
The rationale for the Kaufman hypothesis is well established in economic theory. The 
development stage of £nancial markets Ulay be judged by the availability and quality of 
money substitutes: the more advanced are money markets, the greater are the number, 
variety and liquidity of money substitutes. Thus, slower movements in money may be 
expected in response to a given percentage increase in income in countries with advanced 
money markets and the ready availability of a large variety of high-quality interest yielding 
money substitutes, like the United States. A quicker, more elastic response would be 
expected in less financially developed countries like The Gambia because there are no 
options other than money and one or two money substitutes. 

Statistical examination of the issue of stability of the demand for money was not 
possible due to the limited size of the sample. Some insights were obtained by estimation 
of this equation over the period 1967-1986. This was done to see if differenc:es emerged 
with respect to the introduction of the structural adjustment and liberalization policies after 
1985. The: results of the estimation, presented in columns 3 and 4 are not different from 
those over the period 1967-1991 and conform to the results reported over the period 1967
1991. This suggests that the demand for money in The Gambia is stable. 

Given the openness of the Gambian economy, we also estimated the eq~ation with 
the dalasi-British pound excharge rate and the 3 Month UK T-biII rate as independent 
variables. Neither of these variables were significant, nor did their inclusion alter the 
findings already reported. Hence, the demand for real money balances is determined by 
real income and the opportunity cost of holding money. This supports the view that 
monetary policy (changes in the mliney supply) is important, and can affect economic growth 
in The Gambia. 
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Appendix Table I-I Estimates of the Demaud lor MoDe)' III 'I1Ie Gambia. 


1. Constant 

2. In M(t-l) 

3. In Y(t) 

4. Inflation 

S.R2 

6.0-stat 

7. Long run income 
elasticity 

8. T-stat Cor b=1 

9. Inflation 
elasticity: 

(a) short run 

(b) l~lg run 

1967-1991 


(1) 

-2.98 

(-2.88) 

0.51 

(3.78) 

0.85 

(3.22) 

0.97 

11.94 

(.45) 

1.73 

-0.53 

1967-1991 


(2) 

-2:J:1 

(-2.15) 

0.66 

(437) 

0.64 

(231) 

-0.46 

(-1.86) 

0.97 

10.59 

(.56) 

1.88 

-1.29 

-0.041 

-0.12 

1967-1986 


(3) 

-3.84 

(-3.02) 

0.45 

(3.00) 

1.05 

(332) 

0.97 

8.89 

(.54) 

1.91 

0.15 

1967-1986 


(4) 

-2.83 

(-2.09) 

0.63 

(3.48) 

0.76 

(2.18) 

-0.49 

(-1.62) 

0.97 

6.45 

(.71) 

2.05 

-0.68 

-0.044 

-0.12 

Note: Number in parentheses is the t-statistic for estimated coefficients and the marginal significance level for 
the O-statistics. 
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Appendix 1-2 

Notes on Alternative Forms of Term Finance in The Gambia 


1. Development Bank Finance Revisited 

The record for long term finance in The Gambia has not been promising. The 
collapse of the Gambia Commercial and Development Bank in the summer of 1992 does 
not bode well for the capacity of Gambian public sector institutions to manage the risks and 
the compleAities of term finance contracts. These risks and operational complexities were 
outlined C;.t the end of our earlier discussion of the GCDS at the end of Chapter One. 
Private banking illStitutions, on the other hand, largely avoid these risks and complexities 
as they focus on more secure shorter term loans and emphasize the purchase ofT-bills and 
foreign exchange operations. The issue that surfaces at this point is whether there are 
viable long term investment opportunities in The Gambia that could be successfully financed 
by some term finance facility. 

One question that surfaces at this point is whether there are any viable long term 
investment opportunities in The Gambia. The short answer to this question is yes, and a 
good number are being finru~~ed by retained earnings, the most common form of finance 
used for long term investment in developing countries. One should not be misled into 
thinking that term investments are not occurring just because they don't stand out in bank 
portfolios. The next question that arises is whether term finance is possible from third 
parties rather than from the owner-investor. It is here that imperfect information emerges 
as a major bottleneck along with the risk already inherent to the investment project. The 
longer the term the greater the risk that strategic variables can change in unpredictable ways 
to affect profits and project viability. Moreover, an outside third party financier faces the 
addhional risk oi having less information than the investor (this is the asymmetric 
information problem), about th= project's viability and the investors capability, motives, and 
character. Furthermore, if the outside source of finance i~ a bank, it has the additional 
fiduciary responsibility of protecting their depositor/savers by not incurring undue risk in 
the aJlocation of their funds. Finally, a sound bank cannot engage in reckless term 
transformation (i.e. granting long term loans on the basis of short term deposit liabilities). 

This latter point deserves further comment. Private commercial banks iD. The 
Gambia face an average weighted deposit term (including both demand and time deposits) 
between two to four months. Hence, they cannot have a weighted term length of assets 
much beyond four to six months (assuming some degree of term transformation). T1tis 
prudent balance or matching of asset and liability term structures protects the ba..tll.~ from 
a pot~ntialliquidity shortfall but it also reduces the potential for long ttrm loans. Develop
ment banks, of course, can remove this short term liability constraint by drawing on long 
term donor or government iunds, thereby creating long term liabilities. This in tum can 
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lead to long term loans, however, at the cost of transmitting an incompatible incentive to 
borrowers that they can gamble on risky loan projects or that they do not have to be overly 
concerned about meeting their loan obligations. Thus, the creation of a public sector long 
term liability term structure can introduce moral hazard into the asset portfolio jeopardizing 
the solvency of the institution. 

2. Con~lomerate Bankin& 

Another approach to the issue of the scarcity of term finance is to allow banks to 
create new-ventures or move into a commanding position in an existing business through 
term finance arrangements that in effect buys equity control of the business. This is some
times referred to as the German banking model. This removes the information problem as 
the bank places key officials on the board of directors and, in some cases, in top manage
ment itself. However, this requires that banks do more than banking. They must be expert 
professionals of non banking businesses and be prepared to risk the public's deposits for 
tdese business ventures. Germany (anu later Japan) gradually moved into this form of 
"conglomerate" banking that included networks of business enterprises associated with key 
banks. British banking avoided this approach sin.ce there was not the same felt need for 
outside capital to finance industry during the indusltrial revolution. Americans distrusted this 
banking style from the very beginning, arguing against the concentration of economic power 
that this style would creOite compromising competition, and democracy. American analysts 
always point out that these historical examples of conglomerate banking emerged in non
democratic states. 

Still this form of banking has emerged in some developing countries where the 
concentration of wealth naturally creates strong group interests and conglomerate banking 
to serve those interests. Chile, up to the 1982 financial crash, had several large group 
banking networks that, in the end, brought down the entire banking industry (McKinnon). 
The problem that emerged is the classic issue in group banking. To what extent can a bank, 
drawing upon deposits from the public at large, refuse a loan to a failing business within its 
own group? On the one hand, the bank has a fiduciary responsibility to its depositors, but, 
on the other hand, it has a responsibility to its shareholders who also have joint interlocking 
interests in a business in the bank group. This is a no win situation where the interests of 
two important constitlJencie!) in the baTlk group are in conflict. In the Chilean case, it led 
to '! bank.:ng .nsis that induced a conservative market oriented regime to nationalize the 
banking indastry. This action was undertaken to protect depositors from wholesale losses 
as companies in one bank group after another began to fail in the midst of the recession of 
the early 19805, prompti.llg depo'iitor runs on the banks. 

In the Gambian context, there is no feasible environment for group banking. The 
two strongest banks with the longest tradition of sound banking (the SCBG and BICI) are 
banks that come from a non-group heritage and would clearly be not inclined to undertake 
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an expansion into conglomerate banking. They are extremely risk averse in their lending 
behavior and would not be likely candidates to engage in conglomerate banking. The other 
two banks (Continental and Meridien) are relative newcomers, one of whom is still fighting 
litigation to remain open, while the other has just opened. More pertinent is the challenge 
to regulatory authorities in the Central Bank. They have a sufficient task to monitor and 
regulate the existing conventionally defir.~d banking industry. It would be unwise to expect 
them to regulate conglomerate banking with its much more complex and risky group 
arrangements. In summary, it is appropriate for Gambian banking to remain in its present 
mode of conventional banking. 

3. The Stock Market 

The above discussion on conglomerate banking leads to the question of'"1ether there 
are other alternative term financing vehicles available for The Gambia to substitute for the 
failed development bank option. Most do not appear promising, nevertheless, it is 
instructive to review the alternatives. One is a stock market This of course avoids the 
pitfalls of debt finaLce discussed at length in our review of the GCDB hist~ry in Chapter 
One. However, this does not appear feasible given the limited market size in The Gambia. 
In 1991, only about thre~ percent of the T-bill purchases were made by the non-bank, non
public enterprise public. This barely represented 9 million dalasis, hardly a base for a stock 
market from this more affluent level of the Gambian public. Moreover, these people were 
looking for a secure, risk-free return in T-bills. It is not likely that many would shift to 
riskier investments in a local stock market At the same time, the local banks and public 
enterprises who stand out in the T·bill market (particularly the former) would likewise be 
unusually cautious about switching investments from a secure T-bill market to a thin and 
unpredictable stock market. FinaJ'ly, one has to ask who will offer stock issues in this 
market? Given the clr-liely held n".ture of private businesses ir. The Gambia, it is unlikeiy 
any would issue stock at all, and ;1' they would, they would always control the predominant 
majority of shares, thereby leading to potential "insider" problems that could compromise 
the rights of mir£ority shareholders. A well developed Securities and Exchange CJmmission 
would be needed to prevent these classk abuses in an unregulated market through strong 
public disclosure requireTTlp.nts and related regulatory functions. Given the poor perform
ance of public sector banking, and the growing demands on authorities to regulate the 
banking industry, it would not appear likely tbat Gambian authorities would be interested 
in nor prepared to successfully regulate a local stock market. 

4. I..easin~ Arran~ements 

An additional term finance vehicle is leasing (Kamath). Instead of engaging in loans, 
financial jntermediaries or leasing companies can choose to work through leasing arrange
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ments. This removes one troublesome feature of long term loans, namely, the foreclosure 
of collateral. Since the property in question belongs to the lender there is no legal question 
involved in repossessing the property. Furthermore, if the cash flow of a project declines, 
both the leasor and leasee can work out agreements to end the lease in contrast to a long 
term loan where the borrower is locked into a long time horizon of installment payments 
even in the fate of a shortfall in project earnings or even outright failure. 

Leasing arrangements are usually associated with portable property (i.e. automobiles, 
trucks, buses, tractors, equipment, etc.). After an initial downpayment, the leasee agrees to 
pay the leasor a fixed fee for use of the equipment for a stipulated period of time at the end 
of which time the leasec may have an option to purchase or return .4e -:. ... "ipment in 
question. For leasing to work successfully, several important markets must be functioning 
efficiently, namely insurance markets, repair services, add a secondary market for the 
equipment or vehicle in question. Insurance markets are necessary to protect the leasor 
against possible damage to the equipment. At the same time, an efficient maintenance and 
repair service industry must b\; in place to monitor and inspect the state of the equipment 
at prescribed intervals on behalf of the leasor. Thirdly, there must be an active secondary 
market for the leased equipment to allow the leasor an option to ,:onvenientIy repossess and 
sell the equipment to recoup his investment in the event of an unsatisfactory lease. The 
ever present possibility of this option also induces the leasee to meet his lease payments 
regularly. Finally, tax advantages favor leasing when both the leasor and leasee can write 
off depreciation charges (for the leasor) and interest or lease payments (for the leasee) 
respectively. 

It would appear that some market niches exist for leasing arrangements in The 
Gambia. One finn is reportedly leasing mini-vans successfully in the Banjul area. This is 
a classic market for lease arrangements as ali of the above requirements are met: an insur
ance industry to cover the vehicles, a servir.e sector to inspect and repair the vehicles, and 
an active, assured secondary market for resale of the vehicles. When such conditions exist, 
natural market forces can emerge to fill the niches for leasing arrangements through entre
preneurial initiative. 

Banks in developed economies frequently set up their own leasing companies. Such 
a move in The Gambia appears unlikely. Investment in specialized human capital would 
be needed and the markets for leasing in The Gambia generally do not have sufficient scale 
economies to justify such a move. However, it is not unreasonable to expect that local 
banks might help finance some of the working capital needs of firms well established in 
successful market niches like the one described above or possibly directly t;:ompete in the 
urban mini-van transport market now that one operator has established its profitability. 
English banks have a tradition of offering leasing services. Conceivably, Standard Chartered 
Bank could benefit from the leasing experiences of its larger branches in such countries as 
Kenya or Zimbabwe and transfer the lessons learned to the Gambian market. The key issue 
here is the size of the leasing market in a ceuntry as small as The Gambia, and whether risk 
averse b~.n1cs would incur the start-up investment costs of such a venture. No information 
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is presently at hand to determine if banks in The Gambia are in fact considering such a 
move. However, it is the most likely term finance option for private banks to consider in 
the Gambian market. 

5. Guarantee P41nds 

By far the most commonly used vehicle to promote term finance (outside of develop
ment banks) is guarantee funds. These are designed to induce banks to make loans to a 
clientele they otherwise wouldn't service with loans. With a 100 percent guarantee, perverse 
incentives may exist inducing banks to make loans carelessly and not engage in much moni
toring or determined loan recovery since they are guaranteed full compensation for all 
losses. Unlimited deposit insurance leads to this form of moral hazard as seen in the recent 
savings and loan industry crisis in the U.S. At the other extreme is limited coverage, say 50 
or 60 percent, in which a substantial part of the bank's own funds is at risk. The banks 
clearly want to negotiate an agreement as close to 100 percent as possible while donors and 
government try to reduce the guarantee. The danger of too Iowa guarantee is that the 
banks share of risk becomes too high and the fund is not resorted to as banks refuse to 
make loans under the program. Too high a guarantee increases moral hazard into the 
program as banks do not evaluate creditworthiness carefully or engage in determined loan 
recovery. 

Even 100 percent guarantee programs are not necessarily attractive. Banks frequent
ly have to incur high transaction costs to prove they have made a determined effort to 
collect on outstanding defaulting loans including legal and court proceedings before they can 
access the guarantee fund. In light of these costs, many banks avoid guarantee programs 
altogether. The literature has generally been very skeptical about the extent to which 
guarantee programs contribute any additionality to loan programs (Levitsky and Prasad). 
The World Bank small and medium enterprise guarantee program has moved very little 
money in the late 1980s. The challenge is to choose a beneficiary group that is not too far 
beyond the normal risk horizon of the bank, and ihcn negotiate to bring the client groups 
risk profile within the financial frontier of the bank. Too often the clientele group chosen 
is too far from the risk threshold of the bank so that no amount of tinkering with the terms 
and conditions (the risk exposure of the bank, the interest rate spread, the criteria for access 
to the fund, etc.) will ever bring the target group into the range of the banks risk frontier. 

NGOs can sometimes make a difference in lowering the risks and transaction costs 
for the bank by undertaking the responsibility of screening and sorting individual credit
worthy clientele or ~ Jrming solidarity groups who in fact practice responsible loan habits and 
generate a return on loan contracts. These success stories have been more noted in Latin 
America than Africa. Moreover, it is important to note that these successful programs 
emphasize working capital rather than investment loans (Berger and Buvinic; Magill and 
Swanson). Crucial here is the degree to which these valuable "hrokering" servites are 
effective and the reputation or the NGO. Clearly, the latter will have to have credibility 
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with the banks before they would enter into a guarantee program with them. The NGO 
community in The Gambia has not yet reached the level of CA-perience and performance in 
financial markets (with the possible exception of the VISACA group) that one could 
envision them playing a comparable role with local banks in the near future. 

Finally, one must point out the issue of the credibility of the government or the 
Central Bank in honoring guarantee programs. The GCDB never received any compensa
tion for the "guaranteed" losses they suffered in the mAS loan guarantee program. It has 
been reported that one of the private banks was never compensated for losses associated 
with the failure of a hotel guarantee loan in the mid-1980s. Oearly, if the government 
chooses not to honor guarantee commitments, these programs will not be undertaken by the 
banks. Currently, the Gambian government has signed commitments with donors not to 
sponsor any gu&"antee programs. Thus, any discussion of designing and implementing 
guarantee programs in the financial markets of The Gambia has become redundant. 

6. Contractual Savin~ PrQiIams 

Another alternativ~ term finance facility is contractual savings programs. In deve
loped countries, this refers to the large funding base represented by institutional investors 
(i.e. insurance companies, pension funds, etc.) These operators play an important role in 
financing investment through long term capital markets of developed countries. In The 
Gambia, however, where such markets are absent, contractual savings programs logically 
invest their surplus in government securities. The Social Security and Housing Finance 
Corporation (SSHFC) is the principal contractual savings institution in the country. It 
consists of: (a) a Federated Pension Scheme made up of parastatal employees in which the 
employer pays in full 19 percent of employee salaries into the fund; (b) a National Provident 
(i.e. pension) Fund for private sector employees in which the employer contributes 10 
percent and the employee 5 percent of the relevant salary base, and; (c) a housing finance 
fund that secures appropriations from the govefIlIIjent~ interfund transfers generated by the 
two pension funds and from external sources such as Shelter Afrique and other donors. As 
of June 1991, there were 29 member institutions (with a total number of 6,233 employees) 
in the Federated Pension Scheme (the parastatal pension fund). Th~ National Provident 
Fund (NPF), on the other hand, includes SSO private businesses with a total of 16, 877 
employees. Civil servants within the government have their own pension scheme separate 
from these funds discussed here. 

The SSHFC is not important in formal loan markets. Only the pension fund 
associated with former parastatal employees makes loans (largely to its staff and to the 
housing fund), but this represents less than one percent of total outstanding loans in the 
banking system in 1991. However, the accumulated assets of the SSHFC are clearly more 
important. To place these assets in a relative context, they amount to 20 percent of the 
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assets held by the formal banking system in 1991, while SSHFC T·bill purchases in 1991 
represent 18 percent of the total 1'~bill market of that year. 

Given the relative importance of assets and government securities in the pc,rtfolio of 
the SSHFC, it is instructive to review the growth and composition of gross assc:ts in the 
three funds of ~he SSHFC and then spe~..'Ulate on the implications for term finance. 
Appendix 1·2 Ta.ble 1 sets forth the relative size of each of these three funds in the asset 
structure of the S.;HFC. The housing finance fund is clearly less developed than the two 
pension funds, however, it bas grown more rapidly in 1991 through the launching of the 
Kaninfing low income sites and servi.ces housing project. Also, it is clear that the private 
sector pension fund (i.e., the National Provident Fund) has been growing more rapidly than 
the parastatal employee fund (i.e., the pension fund derived from the Fedemted Pension 
Scheme of the 1970s). The relative share of the former has been growing from 1984 to 1991 
(from 41 to 45 percent) while the share of the Jatter has declined from 50 to 42 percent of 
total SSHFC assets. The percentage change of total assets in Appendix 1·2 Table 2 is 
consistent with the changing relative shares in the first table, highlighting the greater relative 
growth of the private sector over the public sector pension fund. 

These results conform to the rapidly declining parastatal activity in the recent past 
in The Gambia. Fewer and fewer parastatal employees are now available to elicit the 
employer annual contributions of earlier years. The major activity increasing the assets of 
the pension fund is the rate of return on its asset portfolio. New annual contributions are 
rapidly declining with the decline in para statal employment. In contrast, the private sector 
provident fund has been growing rapirll\~ with the relative growth of private sector activity 
in the economy in recent years. Cor.. ;quently, the growing annual contribution of both 
private sector employees and their employers add to the asset base of this fund along with 
the rate of return on its existing assets. Finally, the housing finance fund grows in part 
through appropiiations from the surplus balances of both employee pension funds. With 
the relative decline of the public sector parastatal pension fund and the rapid growth of the 
private sector provident fund, it is clear that the profits or surplus from the latter are now 
playing a more important role in rnancing the housing fund through interfund loans. 

It is instructive now to review the form of governance for the SSHFC. In 1991, the 
Board of Directors was reconstituted following the signing of a World Bank initiated 
performance contract between the government and the SSHFC. The purpose of the 
Contract was to get the SSHFC management to 'improve on corporate efficiency and to 
fulfill certain target objectives in exchange for the Government's grant of greater autonomy 
in the management of the Corporation'!) affairs.' The Board is now composed of 10 
members, five of whom are Executive Directors of the SSHFC. Two of the other five are 
Government employees (the Permanent Secretary of the Ministry of Finance and the Chief 
Executive of the N~:ttional Investment Board) and the othe . three are nominated members. 
The three nominated members include one from the Private Sector one nominated by 
members of the Federated Pension Scheme (FPS) and one nominated by the members of 
the National Provident Fund (NPF). In light of the growing size of the prh.ate ~~tor 
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pension fund in the SSHFC, there should be a greater representation of private sector 
business on the Board of Directors. The current Board is still weighted too heavily by 
public sector representation reflecting a legacy from the past. 

Appendix 1-2 Table 3 sets forth the asset composition of the SSHFC. Investment 
assets play a far more dominant role in the provident than in the pension fund (92 vs. 56 
percent). Also, the pension fund is the only fund that records loans, while current assets in 
the form of bank balances and interfund fund transfers stand out for the housing fund. 
Investment assets are spread throughout a wider array of holdings in the pension fund re
flecting the legacy from its past when it held small equity shares in parastatal operations and 
jn mortgage properties. The provident fund, in contrast, largely holds its assets in T-bills 
and term deposits. The growing role of government securities (largely T-bills) stands out 
for the provident fund in Appendix 1-2 Table 4 where one can see that by 1991, the 
provident fund accounted for practically double the share registered for the pension fund. 
Among other thL'lgs, this has secured a stable rate of return for the provident funds asset 
portfolio. 

Finally, it is revealing to analyze the income and expense statements for the three 
funds in the SSHFC. These i.ncome and expense statements are set forth in Appendix 1-2 
Table 5. The National Provident Fund (NPF) records a loss while the other two programs 
record surpluses for this period. This is in part misleading and should not be interpreted 
that the NPF is compromising the interests of its private sector pensioners. In fact, just the 
opposite is the case. Tile benefits payable under each Scheme is equivalent to the balance 
owed on the member's account. However, the FPS provides for the conversion of such 
benefits into annuities while the NPF pays out its benefits in lump sums. This is an 
important difference. While the FPS conversions are determined using the actuarial 
equivalents, the NPF lump sum payments are equal to the actual balances together with 
accrued interest on the member's account at the time that the payments are made. The 
NPF member's accounts are therefore credited annually with interest income (see line 2 of 
Appendix 1-2 Table 5). The rate is set in order that the Fund operates with only a 2 percent 
margin to cover administrative expenses. This low rate was set by the government in 1981. 
Although the SSHFC has realized that they have been 'losing' money on the Fund (to the 
benefit of the members) through this unrealistically low margin, the Corporation cannot 
change the rate unilaterally. The SSHFC has therefore requested that the Cabinet (and 
Parliament) increase its margin. 

Finally, it is appropriate to conclude this discussion by exploring the way in which 
these contractual sr ',ings programs may become a veJ"lJcle for term financing in The Gambia. 
In 1990/91 the COIt "ation applied for a license from the Central Bank to start a voluntary 
savings and loan scheme. Although the scheme has yet to get off the ground, it is instructive 
to review the initiative. 

The savings window would be open to the public at large. Loans would be granted 
to these der.JIOsitors for housing only. In short, it would be a specialized lender, drawing 
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upon deposit liabilities and long term external loans from Shelter Afrique and other donors 
to meet the growing demand for housing loans. This would presumably represent a third 
tier to housing policy in The Gambia with the fiA'St tier representing completely built low 
cost public housing complexes (the Bakoteh Est41te mortgage debtors), and the second tier 
made up of the sites and services project for thf, Kaninfing mortgage debtors. This third tier 
would be based on individual cJients borrowing to build a home on properties they currently 
hold through renewable, 99 year lease hold leases. These properties would be held as 
collateral by the SSHFC for their housing loans. 

The apparent mismatch between short term deposit liabilities and long term housing 
loans would be corrected through a scheme of automatic salary deduction into the depositor
borrower's savings account. In short, the savings 8ccount, once a housing loan is in place, 
no longer is a voluntary withdrawable account. On the contrary, it becomes a contractual 
savings account to service the loan obligation. Finally, the Jeasehold collateral is 
strengthened through the ease with which the SSHFC can automatically take over a 
collateralized leasehold in the event of a defaulting debtor. The f:;SHFC d()(;s not fall under 
the Financial Institutions Act (FJA). It operates under a separate act of parliament that 
expedites a quick right of repossession and the option to lease the property of a defaulted 
borrower to a third party or run it itself. A bank under the FIA must sell only to cover its 
outstanding debts. In the eud, the legal transaction costs of repossession and rental are less 
cumbersome through the SSHFC than through banks. 

In sununary, the SSHFC actually received permission to open its saving and loan 
facility, but did not exercise its option before its charter permission ran out at the end of 
the year. The prospective design appears sound. None of the pensioners accumulated 
savings are involved. lbe collateralized property holdings would appear secure and the mis
match between assets and liabilities dealt with. On the whole, this experiment in specialized 
lending for housing appears to be a reasonably sound prospect for the expansion of financial 
services in the term lending market niche currently overlooked in the banking industry. 
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Appeadlx 1·2 Table 1 Sluare ofTotal Gross Assets of the SocIal Security and Houllq FlrwIce Corporadoa 

Allocated Amoog the 111ne M~or FUDds of the Program. 


Perccnt 

1989 1990 1991 

(1) (2) (3) 

PensioD Fund 49.9 47.9 42.1 

ProvidcDt Fund 41.0 43.8 45.2 

Housing Fund 41.0 8.2 126 

Total (%) 100.0 100.0 100.0 

Total (dalasis) (98,867,021) (123,363,080) (163,936,2'31) 

Source: SSHFC Balance Sheets, 1989·91. 

Appeadlx 1·2 Table 2 	 PerceDtage Change lD Total Assets lor abe 1bree FUDds of abe SocIal Security and 
Houllng FlIUUICe Corpontloa (1989 through 1991). 

PerccDtagc Changc 

1989·90 1990-91 

(1) (2) 

1. Pension Fund 7.1 10.3 

2. ProvidcDt Fund 33.8 37.6 

3. Housing Fund 14.3 102.0 

Source: Balance Sheets of SSHFC, 1989·91. 
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Appendlx 1·2 Table 3 	 Composition or Gross Assets Grabe SocIal Security and Housllll FloaDce Corporation 
(as or JUDe 30, 1991). 

Percent (%) 

Pension Fund Provident Fund HousiDg Fund 

(1) (2) (3) 

I. Fixed Assets 17.9 0.1 

II. Investment Assets 56.2 92.1 76.0 

1. Government Securities 
(Dev. Stock. Discount Notes, 
and Treasury Bills) 

(33.1) (56.9) (23.0) 

2. GP\{B Groundnut Bills (2.4) (113) (7.9) 

3. Bank Term Deposits (23.9) (2.4) 

4. Equity Holdings (7.1) 

S. Investment Properties (9.2) 

6. NTC Ltd. Debentures (43) 

7. Bakoteh Mortgage Debtors (233) 

8. Kaninfmg Mortgage Debtors (0.1) (19.0) 

9. Other Investments 

1lI.~ 14.7 

1. Interfund loans (10.8) 

2. Staff loans (3.2) 

3. Other loans (0.7) 

IV. Current Assets 
(Interfund transfers; prepayments 
on loans, mortgages; bank 
balances) 

11.1 7.8 24.0 

Total Assets (%) 100.0 100.0 100.0 

Total Assets (in Dalasis) (69,034,438) (74,225,383) (20,676,410) 

Source: Consolidated Balance Sheet of SSHFC, 1991. 
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Appendix 1·2 Table .. 	 Perceotage Allocatioo OCGoVfJ'DmeDt Securltla (Development Stocks, DIIcouot Nota 
aDd Treasury Bills) or the SO-"Ja1 Security aDd Houslog FID80ce Corporatioo Amoog 
Its nne MajGl' FUDcb, 1989-~\1. 

PcrceDt 

1989 1990 1991 

1. PCnsiOD Fund 

(1) 

43 

(2) 

36 

(3) 

33 

2. Providcot Fund 51 57 60 

3. Housing Fund 6 7 7 

TO.'al 100 100 100 

Source: Ba1ance Sheet of SSHFC, 1989·91. 
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Appendix 1·2 Table 5 IDcome aDd ExpeDse Statements ror SSHFC Funds (For Year EDded 30 JUDe 1991). 


PensioD Fund ProvideDt F~d Housing Fund 

(1) 	 (2) (3) 

1. 	 IDcome 

IDvestment IDcome 6,526,561 10,957,8lJ7 I,Mi,064 

Rents 607,301 

Interest OD Loans 106,982 

Sundry IDc. 2,838 

Gross Income 	 7,243,682 10,957,8lJ7 1,068,064 

2. 	 Less Charges on Gross Income 

Interest vD NPF member accounts (9,792,721) 

ProvisioD for Gruss Income (125,144) 
Royalty 

3. 	 Net Income 7,118,538 1,165,146 1,068,064 

4. 	 Recurrent Expenditure 

(operating expenses, admin. 2,014,558 2,020,910 820,424 
expenses, etc.) 

5. 	 Surplus (Deficit) 5,103,980 (855,764) 247,640 

Source: SSHFC Income and Expense Statements, 1991. 



Tables 1·1 through 1·51 

Previous Page Blank 




67 

Table 1·1 	 Market Structure 01 the BaDIdDg ladUltr'J Ia The Gambia, for Selected Yean, 1980/81 to 
1991/92. 

1981/82 
(2) 

4 
13 
10 
3 
1 
1 

1990/91 
(6) 

4 
13 
10 
3 
1 
0 

1982/83 1985/86 
(3) (4) 
5 4 

14 13 
11 10 
3 3 
1 0 
0 1 

1991/92 
(7) 

4 
13 
10 
3 
1 
1 

Total Number of Baals 

Total Number of Branches 

Total in Grcatr.r Banjul 
Total Outside Greater Banjul 
Number of New Banks (opened in year) 
Number of Closed Banks (in year) 

Total Number of Banks 

Totai Number of Branches 
Total in Greater Banjul 

Totcll outside Greater Banjul 

Number of New Banks (opened in year) 
Number of Closed Banks (in year) 

1980/81 
(1) 

4 

12 
9 
3 
1 
0 

1988/89 

(5) 


3 

12 
9 
3 
0 
1 

Source: Central Bank of The Gambia files. 


Table 1·2 Bank OpeNap and Clollap for Bub Operatlag Ia TIle Gambia, 1_/88 to IfJ91,/IJ3. 


Banks 	 Year Opened YearCl~ 

(1) 	 (2) 

1. 	 Glbmbia Commercial and Development 1972 1992 
Bank (GCDB) 

2. 	 Standard Chartered Bank (SCB) operating 
z

3. 	 International Bank of Coo:merce aDd operating 
Industry (BCCI) 

4. 	 General Merchant rlDaDciallnstitudon 1980/81 1981/82 
(GMFI) 

5. 	 Agricultural Development Bank (ADB) 1981/82 1988/89 
6. 	 International Bank of West Africa (IBWA- 1982/83 1985/86 

BIAO) 

7. 	 Continental Bank (CB) 1990/91 in litigation 

8. 	 Meridien Bank (MB) 1992/93 beginDing operation 

Source: Central Bank of The Gambia files. 

Note 1: The Standard Chartered Bank dates back to the Colonial Period. 


2: The BICI was founded shortly after Gambian independence in the mid·I960s. 

Previous Page Blank 
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Table 1-3 	 OIIIlItaDdlag Balanc:a of PrIvate ad Public Sector Credit" 'I1Ie Gambia, 1981·1991 (MUUoas 
of CUlTeDt Dalasis). 

Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

Total Private 

Sector Credit 


(1) 
96.9 
83.1 

165.8 
143.4 
146.6 
183.5 
174.2 
192.6 
224.5 
250.3 
289.8 

Total Public Sedor credit (net claims Total Domestic 
on govt. plus credit to public entities) Credit 

(2) (3) 
113.4 2103 
158.7 241.8 
165.4 331.2 
235.8 379.2 
255.1 401.9 
301.9 48S.5 
153.1 3273 
63.9 2S6.5 
173 241.8 

-171.7 78.6 
-TT73 12.5 

Source: Central Bank of The Gambia, data derived from monetary survey data in Table 7 of Central Bank 
buUetiDs (basic statistics for June of each year). 

Table 1-4 	 Real OulltuclJag Balances of Private aDd Public sector Credit" 'I1Ie Gambia 1981·1991 
(millions of 1976/77 dalasis). 

Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

Total Private 

Sector Credit 


(1) 
89.94 
89.19 

138.77 
101.16 
94.87 
77:J!J 
54.44 
56.45 
57.67 
55.59 
58.27 

Total Public Sector Credit (net claims Total Domestic 
on geM. plus credit to public entities) Credit 

(2) (3) 
99.80 189.75 

135.05 224.24 
38.53 TT7.40 
66.22 267.44 

165.U 259.99 
127.19 204.49 
47.86 10239 
18.73 75.19 
4.43 62.11 

-38.13 17.45 
-55.76 2.51 

Source: Central Bank of The Gambia, various bulletiDs. 
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Table 1·5 Ia~ 01 RraI Private Sector, Public Sector aad Tal Credit I. TIle Gambia (1981 8 100). 

Year 

1981 

1982 

1983 
1984 
1985 

1986 
1987 
1988 

1989 

1990 

1991 

Total Private Sedor 

Credit 


(1) 

100.00 

99.15 

154.28 
112.47 

105.47 

85.93 
60.53 
62.76 

64.12 

61.80 

64.79 

Total Public Sector Total Domestic 
Credjt Credit 

(2) (3) 

100.00 100.00 

135.31 118.17 

138.80 146.19 
166.54 140.94 

165.44 137.01 
127.44 1(17.77 

47.95 53.91 
18.77 39.62 

4.44 32.73 
-38.20 9.19 

-55JrT 132 -
Source: Table 1-4. 

Table 1-6 Ratios of Credit to Total GDP. 

Year Private Sector Credit/GOP Total Domestic Credit/GOP 

(1) (2) 
1981 24.96 52.66 

1982 22.72 57.13 
1983 3138 62.73 

1984 23.CJ7 6337 
1985 21.79 59.74 

1986 16.90 44.73 

1987 11.58 21.77 

1988 11.81 15.73 
1989 11.59 12.49 

1990 10.58 332 
1991 10.86 0.46 

Source: Central Bank of the Gambia, various bulletins. 
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Table 1·7 lIullcaof Real aad SectonI GOP Ia 1be Gambia 1981·1991 (1981-100). 


Year Agriculture Industry Services Total GDP Growth Rate 
GDP GOP GDP GOP (%) 
(1) (2) (3) (4) (5) 

1981 100.00 100.00 100.00 100.00 
1982 142.38 79.40 99.53 108.93 8.9 
1983 171.93 69.85 111.55 122.73 12.6 
1984 135.56 83.65 113.97 117.12 -4.5 
1985 145.00 81.10 116.65 120.78 3.1 
1986 129.20 112.10 149.84 126.87 5.8 
1987 138.18 129.04 148.26 130.40 2.8 
1988 136.79 120.57 155.07 132.63 1.7 
1989 133.20 125.49 165...,1 138.01 4.1 
1990 144.84 135.05 172.25 145.73 S.6 
1991 124.62 138.70 186.25 148.80 2.1 

Source: Central Bank of The Gambia, Various Bulletins. 

Table 1-8 	 Managed Fund Account (I.e. volume of c:redIt outstaDdllII traDsreJTed from tile GCDB) Ia 
Absolute IUld RelatJve Terms by Private and Public Sector AIIocatioa and Sector of Ecoaomlc 
ActIvity 10 1987. 

Sectoral A!location Percentage of 1987 Credit 
(in millions of 1976/7 dalasis) (%) 

(1) (2) 
Private 103 18.9 
Public 12.5 26.0 
Total 22.8 22.0 

Agriculture 
FIShing 
Construction 
Transportation 
Trade 
Tourism 
Others 

Economic Activity AikK:ation 
(in millions of 1976/7 dalasis) 

(1) 
7.4 
2.3 
2.6 
03 
0.7 
2.2 
4.1 

Percentage of 1987 Credit 
(%) 
(2) 
S4.5 
48.0 
35.5 
72 
43 

45.0 
49.0 

Source: Data provided by Gambian authorities. 
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Table 1·9 	 Total Revenue ad Expenditures 'or Central GoYel'lUllellt Operatlou Ia The Gambia 1985/6 
to 1991/2 (In mllUons or current dalasis). 

1985/ 198Jj/ 1987/ 1988/ 1989/ 1990/ 1991/92 
6 7 8 9 90 91 (estimated) 

(1) (2) (3) (4) (5) (6) (7) 

1. Ill1w B~DJI~ DDs! O[iml:i 271.8 484.7 490.1 565.2 659.6 678.5 8273 

a) Domestic Tax Revenue 2127 328.2 323.5 450.5 508.4 5333 6526 

b) Foreign Grants 59.1 156.4 156.6 114.7 151.2 145.2 198.7 

2. TotAl ExpeD!lilW:~ IIld t::{;1 286.0 546.9 602.5 504.6 700.6 644.8 774.5 
Lc;odinK 

a) Current Expenditure 1833 327.0 433.7 354.8 434.4 4524 SOO.7 

b) Development Expend. and 94.8 221.8 179.4 138.8 262.1 194.9 264.8 
NetLendiDg 

3. 1JDal1ocat~d Expc<luliUD:~ 7.9 ·1.9 ·10.6 11.0 4.1 ·2.6 

4. SWl!I~ ~u D,ljgl 
a) ExcludiDg Foreign Grants -1103 -2328 -274.4 -79.6 -192.2 -111.5 -122.0 

b) Including Foreign Grants -51.2 -763 -117.8 35.1 -41.0 33.7 76.8 

(as percent of GDP) 

5.I2Qm"~li£ RmnJl~ 24.7 221 20.4 23.2 21.7 19.8 20.9 

6. I,glill WngilW:; WJI:i t:lg 33.5 36.8 36.6 26.0 29.9 ~.O 24.8 
LepdinK 

7. SUrJllus Qr Ddicij 

a) Excluding Foreign Grants -12.8 -15.7 -16.8 -4.1 -8.2 -4.1 -0.9 

b) Including Foreign Grants -6.0 -5.1 ·72 1.8 -1.7 1.0 2.5 

Source: Data provided by Gambian authorities. 
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Table 1·10 	 Real Groll Domestic IDftltmeDt and RaJ Govel'lUDellt Expeadlture lD 'Ibe Gambia, 1987·1991 
(mlIIIODI oll976/77 dalasis). 

Year Real Private Real GO\'CrnmeDl Real GovernmeDt 
IDvestmeDt InvestmeDt ExpeDditure 

(1) (2) (3) 
1987 12.8 322 150.0 
1988 5.5 320 184.0 
1989 21.6 26.3 145.4 
1990 43.8 26.6 1322 
1991. 41.0 'n.5 121.6 

Sourcc: Data provided by Gambian authorities. 

Table 1·11 	 IIlclka ol Real PrlYIlte Investment, Real GoVel'lUDellt Investment and Real GoverameDt 
Ezpendlture lD The Gambia, 1987·1991, (1987=100). 

Year Real Private Real GovernmeDt Real GovernmeDt 
Investment Investment Expenditure 

(1) (2) (3) 
1987 100.0 100.0 100.0 
1988 429 99.4 122.7 
1989 168.8 81.7 96.9 
1990 3422 82.6 88.1 
1991 320.3 85.4 81.1 

Sourcc: Table 1·10. 

Table I·ll 	 Percentage Shares ol Investment and Govenuaeat Espeadlture ID GDP. 

Year 

1987 
1988 
1989 
1990 
1991 

Real Private 

Investment 


(1) 
27 
1.2 
4.3 
8.3 
6.7 

Real Government 

Investment 


(2) 
6.8 
6.7 
5.3 
5.1 
4.6 

Real Govt. Exp. 

(3) 
31.9 
38.5 
29.2 
25.2 
226 

Sourcc: Table 1·10. 
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Table 1·13 	 Liquidity PosltJoa or Commerdal Daub Ia TIle Gambia 1987·1990, (mUUoaa ~ CI.!!":'Gil 
dalasis). 

1987 1988 1989 1990 1991 

(1) (2) (3) (4) (5) 
1. Liquid Assets (2 + S) 102.08 150.54 144.61 171.69 193.72 

2 Reserves (3 + 4) 54.63 60.91 41.80 SO.75 72.26 
3. Deposits at CBG 49.99 54.4i1 34.93 41.75 58.43 
4. Cash Holdings 4.64 6.44 6.87 9.00 13.83 
5. T-Bills 47.45 89.63 102.81 126.95 121.46 

6. Required Liquid Assets 73.88 87.69 96.23 103.99 124.15 
7. Required Cash Reserves 33.94 41.17 43.25 48.78 59.08 
8. Excess Cash Reserves (2 -7) 20.69 19.74 -1.45 1.97 13.18 
9. Excess Liquidity (1· 6) 28.20 62.85 43.38 73.70 69.57 

Source: Central Bank of the Gambia, Annual Report. 1990/1991, Table VID. 

Table 1·14 	 DistributJoa or Outstanding Govenmeat Securities Ia 1be Gambia, (mllUoaa or CUITeDt 
dalasis). 

1985 1986 1987 1988 1989 1990 1991 

T-bills 

Central Bank 0 0 30.00 9.66 0.28 13.88 19.ro 
Commercial Banks 24.40 22.60 34.50 93.63 102.81 144.00 121.46 
Public Enterprises 0 0 6.00 24.11 45.99 62.29 114.30 
Nonbank Public 0 0 1.45 261 3IT 6.44 8.78 
Total 24.40 22.60 71.95 130.01 152.35 226.61 263.63 
Govt. Development Stock 

Central Bank 0 0 0 0 0 0 7.00 
Commercial Banks 5.40 10.90 10.90 10.50 13.66 10.50 10.50 
Public Enterprise 7.40 11.80 11.80 11.80 0 0 1.30 
Nonbank Public 0.59 0.82 0.82 0.81 9.88 12.98 4.68 
Total 13.39 23.52 23.52 23.11 23.54 23.48 23.48 

Source: Central Bank of the Gambia, Annual Report 1990/1991, Table xvm. 
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T.blel~15 Comp08ltloa or M2 ID 1be Gambia, 1981·1991 (ID ..Ulloal 01 CUlTeDt """Ia). 

Year Total Domestic Net Foreign Net Other Money T-bills 
Credit Assets Items Supply (M2) Outstanding 

(1) (2) (3) (4) (5) 

1981 2103 -48.5 -75.6 86.2 14.7 

1982 241.8 -10L7 -41.5 98.6 143 

1983 331.2 -160.9 -37.8 132.5 26.5 

1984 3792 -322.7 80.5 137.0 25.6 

1985 401.9 -336.7 1173 182.5 24.6 

1986 48S.5 -584.8 326.8 'lZl.4 22.6 

1987 3273 -313.2 313.1 3273 71.9 

1988 2S6.5 -175.9 313.7 3943 130.0 

1989 241.8 -151.9 337.1 427.0 1523 

1990 78.6 0.1 420.7 499.5 226.6 

1991 12.5 143.9 427.7 584.1 263.6 

Source: Central Bank of The Gambia, Various Bulletins. 

Notes: Column 4 = Column 1 + Column 2 + Column 3. 
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Table 1';'16 	 Real Commercial Bank Credit by Sector Ia 'Ibe Gambia 1981.1991, (LoaDs OutstaadiDg, 
DJlllloos or 1976/77 dalasis). 

Year Agriculture ConstructiOD Services Other Total 
(1) (2) (3) (4) (5) 

1981 46.29 9.05 44.05 42.38 141.78 
1982 4931 8.50 43.82 33.63 135.28 
1983 51.17 6.53 42.96 42.91 143.59 
1984 39.15 8.63 56.15 22.19 126.14 
1985 37.89 11.55 4436 30.08 123.89 
1986 30.67 12.08 34.23 2033 9733 
1987 1838 732 2531 1737 6839 
1988 2036 632 25.96 14.16 66.82 
1989 14.87 5.74 24.80 20Kl 6631 
1990 9.17 3.94 23.44 19.72 56.28 
1991 9.45 2.84 25.84 18.40 56.55 

Source: Central Bank of The Gambia, Various Bulletins, Table 1-lJ. (commercla1 banks loans and advances to 
major economic sedors). converted to constant dalasis series by GDP deflator. 

Table 1·17 	 Indlca or Real Commerdal Bank Credit by Sector Ia 1be Gambia (1981=100). 

Year Agriculture ConstructiOD St:rYices Other Total 
(1) (2) (3) (4) (5) 

1981 100.00 100.00 100.00 100.00 100.00 
1982 106.54 93.95 99.49 7935 95.42 
1983 110.55 72.18 97.53 101.25 101.28 
1984 84.57 95.42 127.47 52.36 88.96 
1985 81.86 127.58 100.69 70.98 8738 
1986 66.27 133.50 77.70 47.98 68.65 
1987 39.71 80.88 57.46 40.99 4833 
1988 44.05 69.89 58.93 33.42 47.13 
1989 32.14 63.48 5631 49.26 46.77 
1990 19.83 43.53 53.21 46.53 39.69 
1991 20.43 31.40 58.67 43.42 39.88 

Source: Table 1-16. 
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Table 1·18 	 Ratio 01 Sectoral Credlt (outstaodllll bIIlanca) to SectonI GDP In Tbe Gambia, 1981·1991 
(percentages). 

Year Agr. a./Agr. GOP IneL a.flnd. GOP ScI'. er./Ser. GOP 
(1) (2) (3) 

1981 52.60 19.22 22.71 

1982 39.36 22.74 22.70 

1983 33.82 19.86 19.86 
1984 32.81 21.92 25.40 

1985 19.69 30.24 19.61 
1986 26.98 22.89 11.78 

~ 

1987 15.11 12.04 8.80 
1988 16.92 11.14 8.63 

1989 12.69 9.72 7.73 
1990 7:JJJ 6.19 7.01 

1991 8.62 4.35 7.15 

Source: Central Bank of The Gambia, Various Bulletins. 

Table 1·19 	 Sectoral Sbara or Total Gross Domestic Product 1D Tbe Gambia, 1981·1991 (by ~or 
sectors). 

Year 

1981 
1982 
1983 
1984 
1985 
1986 
1987 

1988 
1989 
1990 
1991 

Agriculture 

(1) 
24.42 
31.92 
34.21 
28.27 
19.31 
24.87 
25.88 
25.19 
1.3.57 
24.27 
20.45 

Industry 	 Services 
(2) 	 (3) 
13.07 53.81 
9.52 49.17 
7.44 48.91 

9.33 52.36 
8.T! 51.97 

11.55 63.55 
12.93 61.18 

11.88 	 62.92 
11.88 	 64.53 
12.11 	 63.61 
12.18 	 67.35 

Source: Central Bank of The Gambia, Various Bulletins. 



n 
Table 1·20 	 Sectoral Shares olTota1 Commercial Bank Credit Ia 'I1Ie Gambia (Pen:eataga) 1981·1991 (II 

major Hdon). 

Year Agriculture (%) Jndustry (%) Services (%) Other (%) 

(1) (2) (3) (4) 

1981 32.65 5.38 31.07 29.89 

1982 36.45 6.28 32.39 24.86 

1983 35.64 4.55 29.92 29.88 

1984 31.03 6.84 44.51 17.59 

1985 30.58 932 35.80 24.28 

1986 31.51 12.41 35.16 20.89 

1987 UJ.87 10.70 37.01 25.40 
1988 ~.47 9.46 38.84 21.20 

1989 22.43 8fJ7 37.41 31.48 

1990 16.30 7.00 41.64 35.04 

1991 16.72 5.02 45.70 32.54 

Source: Central Bank of The Gambia, various bulletins. 

Table 1·21 	 Measures 01 Real Sectoral Commerclai Bank Credit Ia 'Ibe Gambia, 1981·1991 (LoaDs 
Outstanding, mlllloDs 011976/77 dalasis). 

Year Ag. FISh. Constr. Trade Tourism Transp. Other Personal 

(1) (2) (3) (4) (5) (6) (7) (8) 
1981 44.15 2.13 9.05 28.97 10.71 435 25.51 16.86 

1982 48.10 1.21 8.50 27.12 11.17 5.53 17.13 16.49 
1983 49.15 2.02 6.53 24.24 13.04 5.67 24.38 18.52 

1984 31.07 8.08 8.63 37.15 12.50 6.49 6.43 15.75 
1985 29.89 8.00 11.55 2836 11.81 4.18 12.92 17.15 

1986 21.54 9.12 12.08 23.25 735 3.62 9.58 10.75 
1987 13.59 4.79 732 16.30 4.84 4.16 8.'21J 9.11 
1988 14.27 6.09 632 1539 6.47 4.09 4.94 9.22 
1989 9.03 5.84 5.74 13.61 8.67 2.51 11.23 9.64 
1990 4.48 4.69 3.94 13.66 9.02 0.75 10.71 9.01 
1991 4.89 4.56 2.84 16.86 839 0.59 9.01 9.38 

Source: Central Bank of the Gambia, Various Bulletins. 
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Table 1·2% Jadlces of Real Sectoral Commerdal Baak Credit ID 1be Gambia (1981-100). 

Year Agt. FISh. Constr. Trade Tourism Transp. Other Persoaal 

(1) (2; (3) (4) (5) (6) (7) (8) 

1981 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

1982 108.94 56.76 93.95 93.60 104.22 127.06 67.15 97.82 

1983 111.30 95.06 72.18 83.66 121.69 13035 95.57 109.86 

1984 70.36 378.59 95.42 128.21 116.65 149.14 2.5.23 93.42 

1985 67.68 375.09 127.58 97.K1 110.22 96.06 50.64 101.75 
1986 48.80 427.74 133.50 80.23 68.66 83.13 37.54 63.78 
1987 'YJ.T1 224.50 80.88 56.2.5 45.20 95.68 3237 54.02 
1988 3233 285.44 69.89 53.11 60.40 94.06 1937 54.68 

1989 20.46 rn.T1 63.48 46.97 80.96 57.82 44.01 57.19 
1990 10.14 220.14 43.53 47.14 84.23 17.24 41.97 53.44 

1991 11.08 213.71 31.40 58.17 78.30 13.66 35.34 55.65 

Source: Same as Table 1-21. 

Table 1·23 Sectoral Sura or Total Commerdal Baak Credit ID The Gambia (Pen:eutaga). 

Year Agr. Fash. Constr. Trade Tourism Transp. Other Persoaal 

(1) (2) (3) (4) (5) (6) (7) (8) 
1981 31.14 1.50 6.38 20.43 7.55 3.m 17.99 11.89 
1982 35.55 0.89 6.28 20.00 4.2.5 4.09 12.66 12.19 
1983 34.22 1.41 4.55 16.88 9.08 3.95 16.98 12.90 
1984 24.63 6.40 6.84 29.45 9.91 5.14 5.10 12.49 
1985 24.12 6.46 932 22.89 9.53 337 10.43 13.85 
1986 22.13 937 12.41 23.88 7.56 3.72 9.84 11.05 
1987 19.K1 7.00 10.70 23.83 7.08 6.09 12m 1332 

1988 21.36 9.11 9.46 23.03 9.68 6.13 7.40 13.80 
1989 13.62 8.81 8.66 20.52 13.08 3.79 16.93 14.54 
1990 7.96 8.34 7.00 24Z1 16.03 1.33 19.02 16.01 
1991 8.65 8.06 5.02 29.81 14.83 1.05 15.94 16.59 

Source: Same as Table 1-21. 
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Table 1·24 	 Real Commerdal Bank Credit by Sector and Buk Groups (GCDB and other commerdal 
banks) la 1be Gambia, 1981·1991 (loans outslaitdlog, mllUCIII or 1976m dalasis). 

Total Agriculture Construction Trade Tourism 

(GCOB) (Other (GCOB) (Other (GCDB) (Other (GCDB) (Other 
Year Bub) Banks) Banks) Banks) 

(1) (2) (3) (4) (5) (6) (7) (8) 

1981 45.72 0.56 4.75 4.30 1233 16.64 6.16 4.55 

1982 49.06 0.24 5.84 2.66 14.13 12.99 6.72 4.44 

1983 49.98 1.19 5.02 1.51 11.66 12.58 7.86 5.17 
1984 38.12 1.02 7:12 1.41 28.41 8.74 7.14 5.3S 
1985 36.90 0.99 10.44 1.10 21.60 6.76 SIT 6.53 
1986 29.76 0.91 9.41 2.67 16.43 6.81 4.56 2.79 
1987 16.66 1.71 4.55 2.76 11.23 5.06 3.04 1.80 

1988 19.19 1.16 4.78 1.53 8.94 6.44 4.63 1.83 
1989 13.60 lZ1 4.14 1.59 6.06 7.55 7.00 1.58 
1990 8.10 1.07 2.37 1.56 6.26 739 7.49 1.53 
1991 7.69 1.76 1.08 1.75 6.98 9ET 7.00 139 

Tnuport Servica PcnonaJ I.oe& Other Loans Total Loans 

(OCOB) (Other (OCOB) (Other (OCOB) (Other (OCOB) (Other (OCOB) (Other 
Year Banb) Banb)- Bub) Banb) Bana)-(9) (10) (11) (12) (13) (14) (15) (16) (17) (18) 

1961 4.02 0.33 22.51 21..53 13.65 3.21 38.68 3.7'0 111.67 30.10 

1962 4.77 0.75 2.5.63 18.19 13.94 2..5S 29Z1 4.36 109.81 25.47 

1983 5..56 0.11 2.5.09 17.87 14.77 3.75 37.83 5.07 117.94 25.65 

1984 5.28 1.21 40.83 15.31 11.22 4..52 16..52 5.66 102.72 2.1.41 

1965 4.~ 0.09 30.96 13.39 13.13 4.01 25.44 4.63 103.75 2D.13 

1986 3.43 0.18 24.43 9.19 8.92 1.8.1 18.04 US 81.66 15.66 

1967 3.95 0.21 18.23 7.07 7.41 1.69 15.29 2.07 54.75 13.64 

1988 3.90 0.18 17.48 8.47 7.55 1.67 12.15 2.01 53.63 13.19 
1969 2.12 0.39 15.28 9..52 '1.48 2.15 18.39 2.48 51.43 14.87 

1990 0.31 0.43 14.~ 9.35 6.31 2.69 16.84 2.88 41.40 14.88 
1991 0.33 0.26 14.31 11..53 6.09 3.29 14.7'0 3.7'0 37.19 18.75 

Soum:: Data provided by Gambian authorities. 
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Table 1·25 Indica or Real Commercial Beak Credit by Sedor aDd BaDk Group .. 'I1Ie <;8aabla, 1.1· 

1.991 (1981 =100). 

To:a1 Agriculture Construction Trade Tourism 

(GCDB) (Other (GCDB) (Other (GCDB) (Other (GCDB) (Other 
Year -- Baaks) Baaks) Banks) Baab) 

(I) (2) (3) (4) (5) (6) (7) (8) 
1981 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

1982 10731 43.9S l22.86 61.99 114.58 78.04 109.09 97.64 
1983 10932 209.88 10S.70 3S.14 94.54 7S.6O 1Z7.70 113.56 
1984 83.38 180.02 151.97 32.91 230.34 S2.S3 115.98 117.56 
1985 80.70 174.7.:1 219.67 25.79 17S.12 40.62 85.70 14337 
1986 65.08 161.42 198.09 62.11 133.24 40.94 74.16 61.22 
1987 36.44 302.64 9S.88 64.30 91.12 30.40 49.38 39.5S 
1988 41.98 205.82 100.75 35.78 7l.S2 38.72 7S:1fJ 4031 
1989 'J!J.75 224.22 8727 37.17 49.14 4S.36 115.21 34.67 
1990 17.71 189.92 50.00 3637 50.82 44.41 121.66 33.63 
1991 16.82 310.47 22.83 40.86 56.62 59.33 113.64 30.53 

Transport Scrvica Pcnoaal LoaDI OtherLoui TocaJ l.ouI 

(OCOB) (Other (OCOB) (Otber (OC08) (Other (OC08) (Other (OC08) (Other 
Year 

(9) 

Bana) 

(10) (11) 

Bana)-(12) (13) 

Banb) 

(14) (15) 

Banks) 

(16) 
-,.

(17) 

Banb) 

(18) 

198! 100.00 100.00 100.00 100.00 100.00 10000 100.00 100.00 100.00 100.00 

1982 118.80 226.66 113.83 8-4.-49 102.15 79.40 75.67 117,as 98.33 84.61 

1983 138.40 33.75 111..... 82.98 108.20 116.89 9781. 137.13 105.61 85~ 

198-4 131.39 362.19 181.38 71.11 82.26 140Jll 42.73 152.98 91.98 7':.77 

1985 101.63 29.16 137.53 62.18 96.26 125m 65.78 125.23 92.91 66.86 

1986 85...1 55.71 1~.st 45.-46 65.37 57.06 -46.66 61.83 73.12 52.04 

1987 98.28 6-4.37 80.98 32.87 5-4.34 52.69 39.54 56.09 49.02 45.30 

1988 97~ 56.39 77.67 39~ 55.32 51.99 3lA2 54.37 -48.02 43.82 

1989 52.87 117.22 67.88 .....21 54.86 67.08 47.56 67.02 -46.05 49.41 

1990 7.90 129.45 62.54 43.45 46.27 83.90 43.54 77JJ1J 37.07 49.43 

1991 8.27 78.36 63.58 53.53 .....63 102.43 38.01 99.96 33.84 62.28 

Soun:c: Same u Table 1·24. 
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Table 1·26 	 Relative Shares of COIIImerd.sI BaDk crecUt wltIda ada Sedor by Buk Group fa TIle 
Gambia, 1981·1991 (pen-.eatages). 

Total Agriculture Construction Trade Tou.'ism 

(GCDB) (Other (GCDB) (Other (GCDB) (Other (GCDB) (Other 
Year Banks) Banks) Banks) Ranks) 

(1) (2) (3) (4) (5) (6) (7) (8) 
1981 98.71 1.22 52.S0 41.49 42.56 57.43 57.47 42.52 

1982 99.49 0.50 68.65 3134 42.10 52.16 39.83 
1983 CJ7.66 2.33 76E1 23.12 48.09 51.90 60.31 39.68 
1984 CJ7.38 2.61 83.61 16.38 76,46 23.53 57.14 4285 
1985 CJ7.38 2.62 90.39 9.60 76.15 23.84 44.69 S5.30 
1986 CJ7.01 2.98 Tl.9O 22.09 70.68 29.31 62.08 37.91 
1987 90.64 9.35 62.23 37.76 68.92 31.04 62.79 37:J1) 

1988 94.25 S.74 75.68 24.31 58.11 41.88 71.61 28.38 
1989 91.43 8.56 72.18 27.81 44.53 55.46 81.19 18:J1) 

1990 88.24 11.75 60.30 39.69 45.89 54.11 83.01 16.98 
1991 8134 18.65 38.18 61.81 41.42 ~.S7 83.41 16.58 

. 
Transport ScMca P:1IOIIa1 Loans Other LoaDS Total LoanI 

(OCOB) (Other (OCOB) (Otber (OCOB) (Other (OCOB) (Other (OCOB) (Other 
Year Banks) Bub) BaDb) Bana)- Bub) 

(9) (10) (11) (12) (13) (14) (15) (16) (17) (18) 

1981 92.31 70. 51.11 48.88 1Kl.94 19.QS 91.26 8.73 78.76 21.23 

1982 86.30 13.69 sa.47 41.52 84.53 15.46 87.02 12.97 81.16 18.83 

1983 98.00 1.99 58.40 41.59 79.71. 'JIJZ1 88.16 11.83 82.13 17.86 

1984 81.32 18.67 72.71. 27Il 71Z1 28.71. 74.47 2S.52 8t.43 18.56 

1985 97.66 2.33 69.80 30.19 76.53 23.42 "'U8 15.41 83.74 16.25 

1986 94.84 5.15 71.39 28.60 82.95 17.04 88.74 11.2.5 83.90 16.09 

1987 94.82 5.17 72.03 27.96 81.41 18.58 88.04 11.95 8O.QS 19.94 

1988 95.38 4.61 67.'30 32.63 81.87 18.12 85.18 14,21 80.2.5 19.74 

1989 84.41 15.58 61.61 38.38 77.64 22.3S 88.U 11.88 77.56 22.43 

1990 42.28 57.71 fJJJT1 39.92 10.<8 29.91 85.39 14.60 73.55 26.44 

1991 55.88 44.11 55.39 44.fJJ 64.92 lS.07 79.89 ~.10 66.84 33.15 

Source: Same as Table 1-24. 

http:COIIImerd.sI
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Table 1·27 CurreaQ', Demaad Depot..., and Ml .. 1be Gambia, 1981·1991 (..0I0D1 01 CUJTeDt dalulI). 


Year Currency Demand Deposits Ml 

(1) (2) (3) 

1981 24.59 32.79 57.38 
1982 28.04 30.80 58.84 
1983 39.20 41.50 80.70 

1984 38.70 38.30 TlJXJ 
1985 42.10 54.30 96.40 

1986 60.10 69.40 129.50 

1987 95.90 96.40 192.30 

1988 107.90 114.10 222.00 

1989 118.90 116.30 235.20 

1990 154.70 127.30 282.00 

1991 168.90 165.40 334.30 

Source: Central Bank of the GUJ1oi;" Various Bulletins. 

Table 1·28 Selected Meuura or MODeY la Tbe Gambia 1981·1991 (mUUODI 01 curreat dalasis). 

Year Monetary M12 Ml (%) Quasi Quasi Mr M2(%) Inflation 
Basel MoneT Money Rate GDP 

- (%) deflator (%) 

(1) (2) (3) (4) (5) (6) (7) (8) 
1981 65.94 57.38 29.60 86.98 7.30 

1982 60.95 58.80 2.40 40.00 35.1 98.84 13.63 3.37 

1983 100.90 80.70 37.24 52.40 31.1 133.00 34.85 1.60 

1984 50.30 77.00 -4.58 59.90 14.6 136.90 2.93 17.19 

1985 57.60 96.40 25.19 86.00 43.6 182.50 33.30 8.64 

1986 67:Jil 129.50 3433 97.90 13.8 227.40 24.60 42.89 

1987 128.70 192.30 48.49 134.80 37.7 327.30 43.93 29.85 

1988 171.40 222.00 1534 172.40 27.7 394.30 20.47 6.41 

1989 165.10 235.20 5.94 191.90 11.5 426.90 8Z1 13.18 

1990 192.20 282.00 19.90 217.40 133 499.40 16.98 14.55 

1991 224.90 334.30 18.54 249.80 14.9 584.10 16.96 9.90 

Source: Central Bank of the Gambia, Various Bulletins. 

Note 1: The Monetary Base consists of currency plus reserves in the banking system. 


2: Ml consists of currency and demand deposits. 
3: Quasi Money consists of interest earning deposits. 
4: M2 consists of interest earning deposits and MI. 
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Table 1·29 Measures of FJD....da1 DeepeDlag aDd Velocity ID 'Ibe Gam" 1981.1991. 


Year Ml/GDP M2/GDP Ml Velocity M2 Velocity 

(1) (2) (3) (4) 

1981 0.14 0.21 7.13 4.70 

1982 0.12 0.21 7.83 4.66 

1983 0.15 0.25 6.54 3.96 

1984 0.12 0.22 7.77 437 

1985 0.14 on 6.CJ7 3.68 

1986 0.11 0.20 8.38 4.77 

1987 0.12. 0.21 7.81 4.59 
1988 0.13 0.24 7.34 4.13 
1989 0.12 0.22 8.23 4.53 

1990 0.11 0.21 8.38 4.73 
1991 0.12 0.21 7.97 4.56 

Source: Central Bank of the Gambia, Various BulletiDs. 

Table 1·30 RaUos of Cu~ to Selected Measures of Deposita lD 'Ibe Gambia, 1981·1991. 

Year CurreDCY to Demand Deposits 

(1) 

1981 0.74 

1982 0.91 

1983 0.94 

1984 1.01 

1985 0.77 
1986 0.86 

1987 0.99 

1988 0.94 

1989 1.02 
1990 1.21 

1991 1.02 

Source: Tables 1·27 and 1·28. 

Currency to Quasi Money 

(2) 

1.10 

0.77 

0.79 

0.63 

0.63 

0.70 

0.51 

0.66 

0.60 

0.58 

0.66 



Table 1-31 Selected Nominal Interest Rates and InDation In 11Ie Gambia 1981-1991. 

A. Avcrqe ~mmeat Rates B. Average Savings Rates C. Average LcadiD& Rates 

laflatioa 

Year 3 
MOIlth 

Loa, 
TermT-

DiIcouat 
Rate 

GOP 
lnDator 

CPI 
Indcx 

Sbort 
Term 

SIMap 
IlcpoIit 

3MOIllh 
Tame 

12 MOIlth 
Tame 

ApicuI
ture 

MaauilC
tum, 

.Coastruc
tioG 

Trade Other 

T-Bill Bood IlcpoIit Dcpalit Dcpalit 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) 

1981 6.00 NA ~.so 7.30 7K1 NA 6.00 s.oo NA NA NA NA NA NA 

1982 s.oo NA 9.50 3.37 7.64 NA 8.00 8.50 lIlA NA N." NA NA NA 

1983 s.oo NA 9.50 1.60 8.94 NA s.oo 8.50 NA NA NA NA NA NA 

1984 8.00 8.50 9.00 17.19 14.43 7.7S 7.25 9.00 13.00 14.00 13.50 13.50 15.00 16.S0 

1985 s.oo 15.00 13.00 8.64 19.10 9.00 15.00 15.00 17.00 13.50 li.OO 18.00 l2.5(' ~.OO 

1986 15.00 15.00 17.00 42.89 30.10 13.50 18.O!) 18.00 19.50 17.«:0 lD.SO 18.00 24.00 ~'X) 

1987 20.00 19.00 18.00 19.&S 37.79 u.so 15.00 1!.oo 16.S0 15.50 19.00 19.00 19.00 19.00 

1988 17.00 19.00 15.00 6.41 11.81 10.00 13.7S 13.7S 16.15 19.00 19.50 19.50 18.50 19.00 

1989 19.00 19.00 16.00 13.18 7.41 10.00 12.S0 u.so 14.50 17.2S 18.7S 17.75 17.15 15.50 

1990 18.50 19.00 16.S0 14.55 13.13 10.JO 12.S0 12.50 14.00 24.25 24.25 23.25 lS.'?J 2>",)) 

1991 18.50 19.00 16..S0 9.90 S.l9 11.00 Il.5O 12.S0 14.50 25.Q\ 25.00 25.00 25.00 29.00 

~ce: 	Central Buk of the Gambia, Various B~tulS, Table 1-13 (raagc of interest ratcs) where more than one rate is reported, the average of the 
minimum and maximum reported ratcs was used. .fhe nnual rat~ CJf change for the two pric:c indic:cs (COl~DUL' 4 anu S) was derived by taDlg 
the first differences of the natural log of the respective price indices. 



Table 1-32 Selected Real Interest Rates In The Gambia 1981-1991" 

A. Averag.: Real Government Rates B. Averag.: Real SMngs Rates C. Average Real Leadiq Rates 

Year 3 Montb 
T-BiU 

--":::

(1) 

Long 
TennT-

Bond 

(2) 

Discount 
Rate 

(3) 

SbortTenn 
Deposit 

(4) 

Savings 
Deposit 

(5) 

3Montb 
TIme 

Deposit 

(6) 

12 Montb 
TIme 

Deposit 

(7) 

Apiculture 

(8) 

Manufac
turing 

(9) 

Construe
lion 

(10) 

Trade 

(11) 

Other 

(12) 

.:'~1 -1.73 NA 1.50 NA -1.73 -2.65 NA NA NA NA NA NA 

1982 40.33 NA 1.72 NA 0.33 0:17 NA NA NA NA NA NA 

1983 -0.86 NA OSI NA -0.86 -0.40 NA NA NA NA NA NA 

1984 -5.62 -5.19 -4.75 -5.84 428 -4.75 -1.2S -0.38 -0.82 -0.82 0A8 1.80 

1985 -9.71 -3.92 -5S9 -8.93 -3.92 -3.92 -US -5.17 U18 -1.42 2.33 1.(18 

1900 -l1S9 -US9 -lO.OS 42.74 -9.28 -9.28 -8.13 -10.OS -7.36 -9.28 -4.67 -3.13 

1987 -12.91 -13.64 -14.36 -18.35 -16S4 -16S4 -15.45 -16.18 -13.64 -13.64 -13.64 -13.64 

1988 

1989 

4.63 

10.78 

6.42 

10.78 

2.84 

7.99 

-1.62 

2.40 

1.73 

4.73 

1.73 

4.73 

3.96 

6.59 

6.41 

9.15 

6.87 

'"".._-...J 

6.87 

9.62 

5!J7 

9.62 

6.42 

7S2 
00 
VI 

1990 4.74 5.18 2.97 -2.76 -OSS -OSS 0.76 9.82 9.8Z 8.94 11.15 14.03 

1991 12.64 13.12 10.7" 50Si 6.94 6.94 8.84 18.82 18.82 18.82 18.82 22.63 

Source: Same as Table 1-31. 

1+; -1 
l+p 

Note 1: The real rates of interest were derived from the following formula: , where i-the aanual change in the nominal interest rate in Table 
1-31 and p - the annual rate of inflation. The Consumer Price Index (CPI) was used to measure inOation in this table rather than the implicit 
GDP deflator (see Table 1-31, column 5). 
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Table 1-33 Weighted· Deposit Interat Rata In The Gambia 1981·1991. 

Year Nominal Deposit Real Deposit Nominal Deposit Real Deposit 
Rate 1 Rate 1 Rate 2 Rate 2 

(1) (2) (3) (4) 

1981 2.84 -4.66 2.96 -4.55 
1982 4.51 -2.91 4.70 -2.73 
1983 4.46 -4.11 4.65 -3.93 
1984 4.42 -8.75 4.60 -8.59 
1985 9.18 -8.78 9.57 -8.46 
1986 10.53 -15.02 11.44 -1432 

1987 8.73 -21.09 9.49 -20.54 
1988 8.26 -3.17 8.98 -2.53 
1989 7.78 033 8.46 0.97 

1990 7.88 -4.64 8.56 -4.04 
1991 7.52 2.21 8.17 2.82 

Note: 	 Deposit Rate 1 is a weighted average of demand, savings and time deposits, without allowance for the 
relevant rese!'Ve requirements. Nominal Deposit Rate 2 is column 1 (nominal rate), but takes into 
account the following reserve requirements: 6 percent for demand deposits and 4 perc:ent for savings 
and time deposits 1981-85; 10 percent for demand deposits and 8 percent for savings and time dC,;:posits 
1986-87; 24 percent for demand deposits and 8 percent for savings and time deposits 1988-91. 

Source: Bulletins, Central Bank of The Gambia. 

Table 1·34 Seleded Weighted LendJag aDd tUaet Interat Rata In 'Ibe Gambia, 1984-1991. 

. Year Weighted Lending Real Weighted Weighted Asset Real Weighted 
Rate 1 Lending Rate 1 Rate 2 Asset Rate 2 

(1) (2) (3) (4) 
1984 1533 0.77 14.20 -0.20 
1985 19.23 -039 17.49 ·1.84 
1986 '12.75 -5.63 21.68 -6.45 
1987 18.41 -14.06 18.76 -13.81 
1988 18.95 6.38 1836 5.8S 
1989 16.40 836 17.16 9.(11 
1990 27.47 12.67 24.07 9.66 
1991 2736 21.(11 24.68 18.52 

Notes: 	 Weighted Lending Rate 1 is a weighted average of commercial bank lending rates with the shares of 
sectoral lending as the weights. Weighted Asset Rate 2 is Weighted Lending Rate 1, including the 
return on 3 month T-Bills. 

Source: Bulletins, Central Bank of The Gambia. 
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Table 1-35 	 Gross Nomlaal Intueat Rate MarpDl Between Averaae Leodlq aDd Depoalt Rata Ia TIle 
Gambia, 1984-1991. 

Year Gross Margin 1 	 Gross Margin 2 

1984 
1985 
1986 . 
1987 
1988 
1989 
1990 
1991 

(1) 	 (2) 
10.73 9.60 
9.66 7.92 

1131 10.24 
8.92 	 9ZT 
9.97 	 9.38 
7.94 	 8.70 

18.91 	 15.51 
19.19 	 16.51 

Notes: 	 Margin 1 =Weighted Nominal Lending Rate 1 - Weighted Nominal Deposit Rate 2 (column 1 in Table 
1-34 and column 3 in Table 1-33 respectively). 
Margin 2 = Weighted Nominal Asset Rate 2 - Nominal Deposit Rate 2 (colUlllD 3 in Tables 1-34 and 
1-33 respectively). 

Source: T1bles 1-33 and 1-34. 

Table 5-36 	 Ratios of Loans to Total Deposits or Commerdal Banks Ia The Gamlbla 1986-1991. 
Year 

1986 
1987 
1988 
1989 
1990 
1991 

All Banks 
(1) 

1.43 
0.88 
0.81 
0.80 
0.71 
0.67 

GeDB 	 Other 
(2) (3) 

2.SO 0.45 
1.54 	 035 
1.51 	 0.25 
1.46 031 
132 031 
135 033 

Source: Data provided by Gambian authorities. 

Table 1-37 	 Ratios of Loans to Total Deposits aDd BoITOWlnp 01 COIIlIIIeI'daI Bub Ia 1be Gambia, 
1986-1991.' 

Year All Banks GCDB Other 
(1) (2) (3) 

1986 0.79 0.94 0.45 
1987 0.64 0.84 035 
1988 0.61 0.87 0.25 
1989 0.64 0.92 031 
1990 0.61 0.93 031 
1991 0.60 0.97 033 

Source: Same as Table 1-36. 
Note 1: Borrowings refers to borrowings from the Central Bank through the rediscount window and other 

instruments. 
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Table 1-38 	 Consolidated BaIa~ Sheet ror All Commercial Baaks Ia Tbe Gambia, 1986-1991 (Ia millloDs 
or CUrTeDt dalasis). 

Year 1986 1987 1988 1989 1990 1991 
(1) (2) (3) (4) (5) (6) 

ASSETS 
CarIb 7.9 9.06 9.86 9.23 10.12 11.45 
Govt. Sec. 039 034 0.24 119.75 139.17 167.99 
LoaDS 244.8 207.45 232.59 259.8 2S5.71 283.68 
Other Assets 181.7 322.89 347.6 186.12 '1IJ7.56 273.96 
Total Assets 434.88 539.74 590.29 574.9 612.62 737.08 

LIABILmES 
Borrowings 135.45 86.65 92.4 80.98 59.36 54.22 
Demand Deposits 69.08 96.2 114.06 128.81 140.65 175.6 
Save and Time Dep. 101.84 138.45 172 194.58 214.92 242.72 
Other Liabilities 107.81 177.86 165.86 109.14 130.66 162.66 
Total Liabilities 414.18 499.16 54432 513.5 545.88 635.15 
Capital '1D.7 40.58 45.97 61.4 66.74 101.93 

Source: Data provided by Gambian authorities. 

Table 1·39 	 Balance Sheet ror the GCDB, 1986-1991 (lD III1I1lou or CQI'ftIlt daIa,ls). 

Year 1986 1987 1!1a8-- -- 1989 1990 1991 

(I) (2) (3) (4) (5) (6) 

ASSETS 
Cash 3.18 2.48 234 1.94 3.1 3.1 

Govt. Sec. 0.18 0.18 0.18 4.8 15.95 14.38 

LoaDS '1D4.22 161.46 191.99 201.99 188.6 191.87 

Other Assets 53.21 174.06 158.14 112.S7 13634 164.08 

Total Assets u,o.79 338.18 352.6S 321.61 343.99 373.43 

LIABILmES 

Borrowings 135.45 86.65 92.4 80.98 59.36 54.22 

Demand Deposits 23.25 33.53 34.54 34.48 35.01 32.71 

Save and Time Dep. 58.4 71.26 91.87 103.44 108.02 109.21 

Other Liabilities 36.43 124.53 112.S4 99.8 121.71 143.23 

Total Liabilities 253.53 315.97 33135 294.14 301.46 316.91 

Capital 7.'1fJ 22.21 213 Z1.47 42.53 S6.52 

Source: Fales of the Central Bank of the Gambia. 
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Table 1-40 	 BaIaIice Sheet ror Othe .. Commerdai Banks Ia 1be Gambia, 1986-91 (Ia lIlIlIJoal of euJTeIIt 
dalasis). 

Year 1986 1987 1988 1989 1990 1991 
(1) (2) (3) (4) (5) (6) 

ASSETS 
(,ub 4.81 6.58 7.52 7:19 7.(12 835 
Govt. Sec. 0.21 0.16 0.06 114.95 125.22 153.61 
Loans 40.58 45.99 40.6 57.9 67.17 91.81 
Other Assets 128.49 148.83 189.46 73.15 71.22 109.88 
Total Assets 1'/4.09 201.56 237.64 253.l9 270.63 363.65 

LIABILmES 
Borrowings 0 0 0 0 0 0 
Demand Deposits 45.83 62.67 79.52 9433 105.65 142.89 
Say. and Time Dep. 43.44 67.19 SO.13 91.4 107.1 133.59 
Other Liabilities 71.38 5333 5332 33.64 31.68 41.81 
Total Liabilities 160.65 183.19 212.19 21937 244.42 318.24 
Capital 13.44 1837 25.45 33.92 26.21 45.41 

Source: Data provided by Gambian authorities. 

Table 1-41 	 Relative Shares of Assets aad UabllltJes ror All Commerdal Baaks Ia TIle Gambia. 

Year 1986 1987 1988 1989 1990 1991 
(1) (2) (3) (4) (5) (6) 

(percent) 
ASSETS 
Cash 1.83 1.67 1.67 1.60 1.65 1.55 
Govt. Sec. 0.09 0.06 0.04 20.80 22.70 22.SO 
Loans 56.30 38.40 39.40 45.20 41.75 38.50 
Other Assets 41.78 59.80 58.80 32.40 33.90 37:JJJ 
Total Assets 100.00 100.00 100.00 100.00 100.00 100.00 

LIABILITIES 
Borrowings 32.70 14.36 16.97 15.71 10.87 8.53 
Demand Deposits 16.70 19.30 20.90 25.08 25.70 27.70 
SaY. And Time Dei'. 24.50 27.70 31.60 37.90 39.30 38:JJJ 
Other Liabilities 14.40 39.40 33.90 21.20 23.90 25.60 
Total Liabilities 100.00 100.00 100.00 100.00 100.00 100.00 

Source: Table 1-38. 
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Table 1.0 Relative Shara 01 AaHts and UabiUtia ror the GCDB. 


Year 1986 1987 1988 1989 1990 1991 

(l) (2) (3) (4) (S) (6) 

(percent) 

ASSETS 
Cash 1.20 0.70 0.70 0.60 0.90 0.80 
GOYt. Sec. 0,(17 0.05 0.05 1.50 4.60 3.90 

LoaDs 78.30 47.70 54.40 62.80 54.80 5L4O 
Other Assets 20.40 51.50 44.80 35.10 39.60 43.90 
Total Assets 100.00 100.00 100.00 100.00 100.00 100.00 

LlABlLmES 
Borrowings 53.40 27.40 27.90 27.50 19.60 17.10 
Demand Deposits 9.10 10.60 10.40 11.70 11.60 10.30 
Say. and Time Dep. 23.10 22.60 27.70 35.17 35.83 34.46 
Other Liabilities 14.40 39.40 33.90 25.70 3'..90 38.10 
Total Liabiliti~ 100.00 100.00 100.00 100.00 100.00 100.00 

Source: Table 1-39. 

'table 1-43 Relative Shara 01 AaHts and Uabilitiel ror Other CoaamerdaI Baa~. 

Year 1986 1987 1988 1989 1990 1991 
(I) (2) (3) (4) (S) (6) 

(percent) 
ASSETS 
Cash 2.80 3.30 3.20 2.90 2.60 2.30 
Govt. Sec. 0.12 0.08 0.03 45.40 45.80 42.20 
Loans 23.30 22.80 17.10 22.90 25.00 25.20 
Other Assets 73.80 73.80 79.70 28.90 26.50 30.20 
Total Assets 100.00 100.00 100.00 100.00 100.00 100.00 

LlABILmES 
Borro~ 0.00 0.00 0.00 0.00 0.00 0.00 
Demand Deposits 28.50 34.20 37.30 43.00 43.20 44.90 
Say. and Time Dep. 1:1.00 36.70 37.60 41.70 43.80 4L90 
Other Liabilities. 44.40 29.10 25.00 15.30 12.90 13.10 
Total Liabilities 100.00 100.00 100.00 100.00 100.00 100.00 

Source: Table 1-40. 
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Table 1-44 	 Percentage CIuuIga In Assets and UabilltJes or All COIIUIIeI'daI Banb In 1be Gambia 
1987-1991. 

Year 1987 1988 1989 1990 1991 
(1) (2) (3) (4) (5) 

ASSETS 
Cash 11.8 8.1 -6.8 8.8 11.6 
Govt. Sec. -14.7 -41.7 99.8 13.9 17.1 
Loans -18 10.8 10.5 -1.5 9.8 
Other Assets 43.7 7.1 -86.7 103 24.2 
Total Assets 19.4 8.56 -2.7 6.4 16.6 

LIABILmES 

Borrowings -563 6.2 -14.1 -36.4 -9.5 
Demand Deposits 28.2 15.7 11.5 8.4 19.9 
Say. and Time Dep. 26.4 19.5 11.6 9.4 11.4 
Other Liabilities 393 -7.2 -51.9 16.6 19.5 
Total Liabilities 17 8.3 -5.99 5.92 14.1 

Source: Table 1-38. 

Table 1-45 	 Percentage Changes In Assets and Uabllltia lor the GCD&, 1987-1991. 

Year 1987 1988 1989 1990 1991 
(1) (2) (3) (4) (5) 

ASSETS 
Cash -28.2 -6 -20.6 37.4 0 
Govt. Sec. 0 0 963 69.9 -10.9 
Loans -26.4 15.9 4.9 -7.1 1.7 
Other Assets 69.4 -10.1 -40 17.1 16.9 
Total Assets 22.8 4.1 -9.7 6.5 7.9 

LIABILITIES 
Borrowings -563 6.2 -14.1 -36.4 -9.5 
Demand Deposits 30.7 2.9 -0.2 1.5 -7.0 
Say. and Time Dep. 18 22.4 11.2 4.2 1.1 
Other Liabilities 70.7 -10.7 -49.1 23.9 17.9 
Total Liabilities 19.7 4.7 -12.6 2.4 4.9 

Source: Table 1·39. 
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Table 1-46 Percentage CIaaDga ID Auetw aDd UabilitJa lor All Other Commerdal .....ks. 

Year 1987 1988 1989 1990 1991 

(1) (2) (3) (4) (5) 

ASSETS 

Cash 26.9 12.5 -3.2 -3.9 15.9 

Govt. Sec. -313 -166.7 99.9 6.7 19.7 

LoaDs 11.7 ·13.2 29.9 13.8 26.8 

Other Assets 13.7 21.4 -159 -2.7 35.1 

Total Assets 13.6 15.2 6.2 5.7 26.1 

LlABlLmES 

Borrowings na DB na na DB 

Demand Depcsits 26.9 21.2 15.7 10.7 26 

Save and Time Dep. 353 16.2 123 14.7 19,5 

Other Liabilities -33.8 -0.02 -SS.5 -6.2 24.2 

Total Liabilities 123 13.9 2.9 10.2 23.2 

Source: Table;-40. 
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Table 1-47 	 Profit and Loss Statement lor Commercial Banks Ia The Gambia (tbouS8nds or CUlTeDt 

dalasis). 

1. All Comm. Banks 1988 1989 1990 

(1) (2) (3) 
Interest Received 37,CflS 47,153 48,060 
Interest Expenses 29,786 '29,en1 30,722 
Gross Return 8,139 17,182 17,338 
For. Exch. Income 21,013 23,146 26,625 
Other Income 13,116 11,666 14,522 
Govt. Security Income 14,243 18,181 '12,778 
Total Income 56,511 70,175 81,263 
Operating Exp. 28,590 33,420 '29,726 

Profit/Loss 27,921 36,755 51,537 

2. GCDB 	 1988 1989 1990 


(4) (5) (6) 
Interest Received 27,332 34,425 33,i05 
Interest Expenses 19,m 20,038 19,628 
Gross Return 7,435 14,387 14,077 
For. Exch. Income 5,723 5,738 5,7(12 

Other Income 4,832 2,727 4,427 
Govt. Security Income 0 0 2,079 
Total Income 17,990 22,852 26,285 
Operating Exp. 15,795 18,784 9,891 
Profit/Loss 2,195 4,068 16,394 

3. All other banks 	 1988 1989 1990 

(7) (8) (9) 
Interest Received 10,593 12,728 14,335 
Interest Expenses 9,889 9,93~ 11,094 
Gross Return 704 2,795 3,241 
For. Exch. Income 15,290 17,408 20,923 
Other Income 8,284 8,939 10,095 
Govt. Security Income 14,243 18,181 20,699 
Total Income 38,521 47,323 54,958 
Operating Exp. 12,795 14,636 19,835 
Profit/l.oss 25,726 32,687 35,123 

Source: Data proviued by Gambian authorities. 
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Table 1-48 Performaoce IDdicaton or the COIIUDeI"daI Bankl... Sedor .. The Gambia. 


1. All Commercial Banks 	 1988 1989 19900
(1) (2) (3) 

Gross Margin % of Loans 3.4 6.6 6.7 
Oper. Exp. % of Assets 4.8 5.8 4.8 
Profit % of Assets (rate ofreturn OD assets) 4.8 6.5 8.6 
Profit % of Net Worth (rate of return OD equity) 00.7 59.9 71:1-
Net Worth % of Assets 7.8 10.6 10.9 
Total Liabilities/I'otal Assets 0.9 0.9 0.9 
Total Liabilities/Net Worth 11.8 8.4 8.1 
Long Term Liab/Long Term Liab + Net Worth 0.8 0.8 0.8 
Other Income as a % of Profit! 173.2 144.0 124.0 
Profit as a % of Assets (excluding other income)! -3.4 -2.8 -2.0 

2. GCDB 	 1988 1989 1990 
(4) (5) (6) 

Gross Margin % of Loans 3.8 7.0 7.5 
Oper. Exp. % of Assets 4.5 5.8 2.9 
Profit % of Assets (rate of return OD assets) 0.6 13 4.8 
Profit % of Net Worth (rale of return OD equity) 103 14.8 38.5 
Net Worth % of Asst.!s 6.0 8.5 12.4 
Total Liabilities/I'otal Assets 0.9 0.9 0.9 
Total Liabilities/Net Worth 15.6 10.7 7.1 
Long Term Liab/Long Term Liab + Net Worth 0.8 0.8 0.7 
Other Income as a % of Profit! 480.8 208.1 74.5 
Profit as a % of Assets (excluding other income)l -2.4 -13 1:1

3. All Other Banks 	 1988 1989 1990 
(7) (8) (9) 

Gross Margin % of Loans 1.7 4.8 8.8 
Oper. Exp. % of Assets 5.4 S.8 7.3 
Profit % of Assets (rate of return OD assets) 11:1- 133 13.3 
Profit % of Net Worth (rate of return OD equity) 101.0 96.4 134.0 
Net Worth % of Assets 10.7 13.4 9.6 
Total Liabilities/I'otal Assets 0.9 0.9 0.9 
Total Liabilities/Net Worth 8.3 6.5 9.3 
Long Term Liab/Long Term Uab + Net Worth 0.8 0.7 0.8 
Other Income as a % of ProtW 147.0 136.0 147.0 
Profit as a % of Assets (excluding other income)! -5.1 -4.7 -6.1 

Source: 	Derived ir~m data recorded in Table 1-38. 1-39. 1-40. and 1-47. 
Note 1: 	Other l.ncome is income earned from foreign exchange transactions, governmeDt securities and other 

DOD-10m assets. 
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Table ....., 	 Rate of Ketura oa LoaD aDd Non-LoaD Alseb;'" lie Baaldq S)'IteIII or Tbe Gambia, 1988
1990. 

A. All Commercial Banks 	 1988 1989 1990 
(1) (2) (3) 

1. Return 00 Loan Assetsl -1.39 4.34 6.15 
2. Return 00 Non-Loan Assetsl 8.96 8.33 10.43 
3. Return 00 Total Assets 4.81 6.49 80SS 
B. GCDB 	 1988 1989 1990 


1. Return \lD Loan Assets -0.60 1.49 S.39 
2. Return ou Non-Loan Assets 2.16 0.90 4.10 
3. Return 00 Total Assets 0.60 1.27 4.81 
C. Other Commercial Banks 	 1988 1989 1990-1. Return on Loan Assets 	 -3.89 10.25 7.89 
2. Return on Non-Loan Assets 	 14.42 14.22 15.18 
3. Return on Total Assets 	 11.18 13.29 13.32 

Source: 	Same as Table 1-48. Asset information drawn from Tables 1-38, 1-39, and 1-40. IDcome and expense 
data from Table 1-47. 

Note 1: 	The rate of return on loan and non-loan assets is estimated lIS foUows: Interest and operating expenses 
are allocated to loan and non-loan activity according to the relative share of loan and non-loan assets 
(excl. cash) in total assets. The profit/loss from loans equals interest received minus the appropriate 
relative weight of interest and operating expenses. The profitjlo&s for non-loan assets equals foreign 
exchange income plus government security income plus other income minus share of interest expense 
(based on shove of government securities to loans) and operating expenses. The rate of return on loan 
assets equals the profit/loss on loans divided by value of loan assets. The rate of return on non-loan 
assets equals the profit/loss on non-loan assets divided by value of total assets minus loan assets and 
cash. The rate of relurn on total assets equals the profit/loss on both loan and non-loan activity divided 
by the value of total assets minus cash. 
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Table 1·50 IDcome aDd EqJense Statemeat of the GCDB, 1981 to 1991 (ID 1000 of curmat dalull). 

A Income (in D'OOO) 1981 1984 1985 1986 15187 1989 1990 1991 

(1) (2) (3) (4) (5) (6) (7) (8) 

Interest Income Ilm1 13323 14862 21354 27181 34521 37430 41060 

Forelp ExchanF (1865) 713 (1817) 590 4300 5950 5922 
Transac:tioos 9324 

ColDJlliaion a: Other ms 2203 2570 1146 2221 2419 3144 

Toeal 11,681 16,239 15,615 23,090 33,702 42,890 -46,496 50,384 

B. Expenditure 

Interest Expenses 6814 14733 14865 18311 21497 20038 20298 11756 

Administntive COlli 1173 2n6O 2038 2282 3194 4490 

Other Expenses 2495 1286 1393 1824 rrn 2829 9888 11508 

PrcMsions • Bad Debll 710 15732 1(B7S 218S 218S 99S4 27030 104068 

- Other LoacI 1986 8480 1109 lIiO 559 

Depredation 289 0401 762 787 1343 1351 538 2220 

Toeal 11,541 34,212 31,919 34,469 32,3)5 38,8Z2 58,313 135,5.52 

Profit (1011) before tax 140 (17,973) (16,304) (11,379) 1,497 4,068 (11,817) (BS,I68) 

Tuation 32S 620 396 1214 2034 13118 1512 

Profit (jOll) .ner tax 140 (18,298) (16,924) (11,715) 283 2,034 (13,215) (85,184) 

Accumulated Ioucs 91 1942 20240 37164 48939 47581 45547 57.578 
brought forward 

Accumulated Ioucs carried 49 (20,240) (37,164) (48,939) (48,656) (45,547) (58,762) (142,762) 
fOJW1lrd 

Source: GCDB mes. 

Note: For 1981, -Accumulated Losses- refers to the amount transferred to the -Reserve Account: 
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Table 1.51 Balance Sbeet aDd Related AccouDts 'l)f the GCDB. 1981 to 1991 (la 1000 ul CUlT'ellt ......1.). 

A. ASSETS (D'OOO) 1981- 1984- 1985- 1986 1987- 1989- 1990 1991 1992 

(1) (~) (3) (4) (5) (6) (7) (8) (9) 

Cuh cl Depolitl Tr19 4QSO 11<469 10166 15Tn fIJ87 36494 33883 

Ballmcc witb Foreign 1151 25148 8103 7S09 17248 lti9S 4SlS 1543 24«i6O 
Banb 

Invatmentl 2SO 130 130 130 
Bills purcbased Ik S093 1300S 1592 4645 S480 4857 
diKounted for NUC 

CDmmcrciaJ ~ns 97122 90726 104322 129313 103311 l.SC89S 112225 6S769 54156 
DcYI:lopmcnt Loans 22332 lImO 31213 36S03 28574 34309 22820 1951 4955 
OthcrAacti 5411 3245 8879 1021 2488 3264 4963 2114 S638 
Flied Aactl 1224 930S 84S4 19355 18323 19006 47129 4S036 44034 

B. UABILI11ES 

Customers'Depo5itl 22841 <tOOO2 59178 11173 1060'l0 127647 139204 144074 132100S 
Olher Liabilities 921<) 15779 14731 1SS29 20223 21193 23946 26748 27125 
Amount due Central 76927 93402 7OS81 74403 23920 36497 18920 18920 18920 
Bank 

Banks outside The 11940 23515 11167 15212 10231 S693 2374 1379 
Gambia 

DcYI:lopmcnl Banb 12510 12510 12010 10210 9259 7259 133 133 133 

Quai Equity l5000 3SOOO 3SOOO 3SOOO 30400 30400 30400 
Other Borrowed Funds 2290 5901 7679 5060 8380 8847 53Q5 4918 4104 
Shire C.pital 1000 2000 SOOO 11070 13600 13600 23200 23200 23200 

Rcscrva, gen. provo cl 3129 (17160) (3Q4) (>t115) (34432) (31323) (13316) (99476) (102444) 
Retained caminp 

C. MEMORANDUM 
rmMS 

Bills purchased cl 
discounted for NUC 

Groa 1~ 7914 7910 71B7 2661 2661 2661 
Cumulative 3270 3269 2430 2430 2661 2661 2661 
provisions 

CDmmcrcial loans 

Groa 122486 149744 126107 183952 159835 7IJ)'/S4 21SS49 
Cumulative 18164 20431 22796 29Q57 47610 143!18S 161393 
provisions 

DcYI:lopment Loans 

Groa 39492 45597 38627 54722 51~ 37418 38001 
Cumulative 8279 8794 10053 20413 28888 35617 33194 
provisions 

Source: GCDB files. 
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CHAPTER1WO 

ALTERNATIVE FINANCIAL NE1WORKS IN THE GAMBIA: 


THE NON·GOVERNMENTAL ORGANIZATIONS· 


I. INTRODUcnON 

Non-governmental organizations (NGOs) have been active in The Gambia since its 
independence in community development efforts covering health, education, agricultural 
research and extension activities. In the eighties, however, with the decline of some sources 
of formal financial services in rural areas, several NGOs began operating as alternative 
financial networks for rural clientele. 

NGOs generally grow most rapidly in a liberalized economy and in a democratic 
policy environment (Diamond et al, 1988).1 The emergence of NGOs as an alternative 
financial network is in part the result of a liberal policy environment introduced by the 
Economic Recovery Program (ERP). The ERP gradually eliminated the supply of 
subsidized financial services through government channels. These measures encouraged 
NGOs and private entrepreneurs to enter these markets and offer financial services. 

NGOs have effectively demonstrated their capacity in the past to expand the supply 
of community services available in poor communities. Consequently, there was growing 
enthusiasm among international donors to develop NGOs to assume additional responsibility 
as channels to supply financial services for low income clientele. The NGOs' operational 
strategy emphasizing village lev\\..~ participation was seen to offer a comparative advantage 
for these organizations to increase access to cost efficient financial services t'dough reduced 
risk and information costs.2 Furthermore, it was expected that the implementation of credit 
and savings programs in combination ",ith other developmental activities woulo accelerate 
income generating acti~ties in NGO service areas. 

• Wc acknowlcdgc with sincerc appreciation thc valuablc hclp extcnded by Pirkko Poutiaincn, UNDP; Balla 
Si1Ia, UNDP; Kofi Agyckumhcrc, CBG; Mariama Ashaoft, GWFA; Brooks Crichlow. CRS; Dodou Darbo. 
AFET; Burug Goree-Ndiayc, TANGO; Hclmi Gover&, TANGO; Musa Jawnch, AFE'J'; Maria tou Loom, 
WISDOM; Jcan-Fran~ LeGrand, VJSACA; Nimal Martinus, WVI; Aminatta N'Gum, GWFA; Solomon 
Owcns, CRS; Samoo, GWFA; Jcffrcy Saussicr, AATG; Aboubaay Tall, SCF /USA; and Gladwin Williams, 
TANGO in conducting this study. The usual disclaimers apply. 

I Sec Diamond, Linz and Upset. 

2 Thc Icnding risks duc to incompletc information about the capacity. acditworthincas and ehoitactcr of 
borrowers can be reduced through close Iendcr rapport with the clicntclc. Thereforc. transaction costs arc 
reduced duc to bettcr borrower screening, ctc. 

1 
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2 

Of the one hundred or so international and national NGOs in The Gambia, 14 were 
found to provide financial services (largely in rural areas) to farm and non-farm clientele 
along with formal and informal financial institutions in The Gambia (see Table II-I). The 
entry of the NGOs into the financial markets has increased the number of alternative finan
cial sources that service these markets, and the volume of loans supplied and savings mobil
ized by them are significant. This can be seen in Table 11-2 where the shar~ of NGOs in 
total agricultural loans disbursed in The Gambia in 1991-92 reached approximately 18 per
cent. The increased importance of NGOs in the agricultural credit market in recent years 
was due in part to the collapse of the Gambia Commercial and Development Bank (GCDB) 
in the late 19805, and the reluctance of commercial banks to make agriculruralloans.3 

The savings and lending activities undertaken by the NGOs, however, represent only 
one of their several activities, and often account for only a small part of their total pro
gram." In general, the NGOs are embryonic financial iru;titution~ ".,1 . Uy offering rudimen
tary financial services to targeted populations in limited geogr;:',.t :.c .~ieas. The segmented 
markets in which they operate lack broad national penetration. The diverse operational 
philosophies of the various NGOs have often resulted in het,'!rogenous financial technologies 
that send mixed market signals and create market segmentation.s Furthermore, inadequate 
regulatory guidelines in the country have led to a lack of coordination among the various 
NGOs. This tends to create a concentration of several NGOs within the same geographic 
areas leading to negative spill-over effects and an inefficient use of NGO resources.6 

Despite the continuing issues involved in using NGOs as an alternative financial 
network, international donors are increasingly encouraging NGOs to include a financial 
component in their community oriented activities. Therefore, there is an urgent need to 

, Consult Chapter I in this report for further details on the role of formal fiDaDcial iDstitutioas in the 
agricultural sedor. 

For example, acdit activities reprcscnt only S% of the total budgetary allocation of Action Aid in The 
Gambia (AATG). 

S rmanclal tcdmology refers to the operational practices aDd procedures followed by the finladal 
intermediary in supplying fuumcW scrvic:cs. For eumplc, the loans offered, the terms and coaditions of. credit 
contract - interest rate, penalty 006ts for default, etc. - c:oostitute the fiDaDcial tedmology. The heterogeneity 
in fiDaDcial tcdmology arises due to variations in operational procedures and practices followed by different types 
of fiDaDcial intermediaries. 

6 Spill-over effects arise when activities of one NGO affect the activities of another. The spill-over CUl either 
be positive or negative in nature. While positive spill-over effed.6 augment activities of several NGOs, a negative 
spill-over effect hampers them. AD example of a negative spill-over effect is as follows. Consider the loan activi
ties of two NGDs in the same geographic area. Assume that NGO-l offers zero interest loans (because of subsi
dies) while NGO-2 charges market rates. This leads to an excess loan demand for NGO-lloans compared to 
NGO-2 loans, and market confusion regarding quality of 10ID5. III time, NGO-2 loan activity disappears alto
gether as cheap money drives out dear money. The subsidized NGO has driven the market oriented NGO out 
of business. 
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assess the feasibility of NGOs becoming a viable alternative financial network in the 
countty. The efficiency, viability and sustainability of financial programs implemented by 
NGOs need to be examined.' Although there is still incomplete information about the 
operational practices of various NGOs involved in financial markets, this section attempts 
to document the philosophies behind their operation and identifies the financial technologies 
employed. A discussion of the functions of existing regulatory and coordinating institutions 
will follow. Documenting and discussing the current status of NGO financial programs and 
regulatory mechanisms will help in assessing the involvement of NGOs in financial markets. 
Finally, regulatory and operational guidelines will be suggested to facilitate the development 
of NOOs as viable alternative financial intermediaries without destroying their comparative 
advantage as grass root organizations. 

II. METHODOLOGY OF STUDY 

There is no clear cut definition of an NGO.s The NGDs, for this study, are defined 
as ~tructurally and functionally unrelated private organizations that pursue activities to 
reduce poverty and promote the interests of the poor, protect the environment and 
undertake community development activities (Brown and Korten). 

The private nature of NGOs often limits the dissemination of information about their 
activities to restricted users. While the NGOs should have a fiduciary responsibility to 
disseminate information to the public, especially about their credit and savings activities, this 
information is considered sensitive and often confined to their parent donors. Therefore, 
complete documentation about the nature and type of financial services offered by NGOs 
in the Gambia is not available. Even a consultant hired recently by the Association of Non
Governmental Organizations (TANGO) to document and evaluate the savings and loan 
activities of NGOs in The Gambia complained that information was limited in scope and 
coverage and difficult to secure. Moreover, whenever information was made available, he 
was constrained to maintain the confidentiality of it other than discussing broad generalities. 
This clearly compromises any serious effort to address important public policy is.c;ues in the 
area of NGO financial intermediation. One notable exception to this inadequate 
information base was the VISACAs, the unclassified non-governmental organization that 
shared its ample data base with the OSU research team (see Chapter V). With this one 

7 The limited information that is available has rC6lricted the evaluation of the economic efficiency of scwral 
NGO programs. While economic efficiency should DOt be the only aiteria used in evaluating them, information 
on the role of NGOs in satisfying equity goals is equally limited. 

• NGOs arc oftcn defined 85 residual non-profit organizations that emcrge 85 • private rcsponse to market 
failure to offcr public or privatc goods. Thcy arc vicwed as alternative forms of organization that arc remedics 
for market failurc that occur duc to Donparticipation in the market of a large segment of the population who 
lack basic purchasing power (Sec Brown and Korten). 
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important exception. the amount of information available was limited and not adequate to 
fully evaluate the performance of NGO credit and savings activities. The dearth of studies 
about NGO activities underscores the difficulty of gathering information through 
conventional ~ta collection techniques. Therefore, this study followed an informal 
approach to data collection. Although the information obtained was limited, the analysis 
is useful in evaluating the role of NGOs in providing financial services in The Gambia. 

The current list of NGOs reported to be operating in The Gambia totals 108: 52 
international, 55 national and 1 unclassified.9 Of this 108, 14 national and international 
NGOs w~re reported to provide financial services, i.e., loans and savings (see Table n-1). 
Since the objective of this study is to assess the feasibility of NGOs as alternative financial 
networks, especially for rural areas, the sample was confined to only those 14 NGOs that 
have a financial component. While 14 NGOs provide financial services, the sample was re
stricted for logistical reasons to ten NGOs, four international, five national and one unclassi
fied NOO. tO In addition, four coordinating and regulatory agencies, and three beneficiary 
groups were also included in the sample. The list of the institutions that participated in the 
study are provided in Table n-3. Representatives of the sample participants were 
interviewed using open ended and unstructured questionnaires. A rapid appraisal technique 
was used during the limited visits to three of the NOO project areas to assess their loans 
and savings proprams. Consultant and annual reports (when available) were also consulted 
in addition to the interviews but generally they carried limited information. 

Assessing NOO performance is difficult without taking into consideration their 
multifaceted social objectives. However, incorporation of social objectives often leads to 
compromises of efficiency conditions. Furthermore, comparing the operational procedures 
an.J practices of heterogenous NGOs following diverse financial technologies is difficult. 
The difficulties are further aggravated by the absence of quality data. This study is no 
exception and data problems could not be avoided. The data limitations, however, did not 
seem to be any more difficult than those encountered in the study of NGOs in other 
developing countries. 

9 Sec Appendix 1 for a list of NGOs in the Gambia. 

10 The NGOs in this study arc classified either as interaational or national orpni7ltioas according to the 
definition used by the recently established national coordillation unit for NGOs in The Gambia, TANGO (The 
Association of Non·Governmental Organizations). The VISACAs as discussed in Chapter V arc defined as 
unclassified because they arc associated with the government Jahally Pacharr Rice Project. The VlSACAs arc 
not members of TANGO and arc not attached to the Gambia Village Development Trust Fund (GVDTF) that 
benefits national NOOs. However, the VISACAs arc included in this study due to the NGO nature of ita parent 
donors in France and Germany. 
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III. KEYCHARACTERlSTlCS OF THE SAMPLE NGOs 

T'Je operational philosophies and general characteristics of the sample NOOs are 
presented in Tables IV-I and IV-2. While international NOOs have been involved in 
developmental activities for a long time, national NGOs became active only in the late 
19805. Active participation by national NODs was in part influenced by the growing 
economic liberalization in The Oambia that in tum generated a large flow of funds from 
international organizations/donors such as the World Bank, UNDP, and USAID ami parent 
NOOs.ll Some donors prefer to link up with local NOOs rather than directly involve 
themselves in developmental activities. The funds are frequently directed by these 
int.ernatio!lal organizations through national NODs in order to stimulate local participation 
in rommunity developmental activities. The increased participation by national NGOs, who 
have a comparative advantage in :nteractmg with local clientele groups, is expected to 
increase the efficiency of resource . in addition to creating community wide responsibility 
that is essential for the long-run sustainability of programs. 

The activities of the sampled NGOs have a strong orientation toward human capita] 
development, the strengthening of village level infrastructure facilitie.c; and institution 
building. Since NGOs are multifunctional and represent at most only embryonic financial 
intermediaries, financial servio!s are generally considered of seconda..wy importance. Only 
the VISACAs specialize in fina'ncial intermed~ation. 

The majority of the sample, nearly 60 percent of the NOOs, target their community 
services to women, both individuals and kafm. In general, 'village level indigenous groups 
like ~ and 1A'lWJS are frequently used as con.duits to supply community services to final 
beneficiaries.12 The use of kafos and osusus is exp4~cted to increase village level 
participation in community activities and avoid free rider r: ,:oblems inherent in the provision 
of public goods. 

11 It has also been reported that several NGOs were organiwd by government employcca furloughed as part 
of the Economic RCCO\'Cry Program. Economic liberalization also reduced the aedit flows to rural Gambia 
through the Gambia Cooperative Union thereby leaving rural finance largely in the hands of NGO activity. 

12 Kalas are informal but strong and cohesive village groups that are multifunctional in nature. These groups 
are homogenous in terms of members' age. cthnicity. heritage, gender and occupation but have various member
ship sizes. In general, members of farmer Was cultivate a common plot of groundnut, cereals or vegetables and 
contribute the sale proceeds to a common village fund. This village fund functions as an insurancx: substitute 
to primarily mitigate village level contingencies and member contingtncies to a lesser extent. Some Was also 
undertake savings and acdit activities on an organiwd basis. On the other hand, 06USUS resemble ROSCAS in 
their operational ~tj1e, and are smaller in size compared to kalas. The asusus are commonly observed in urban 
areas rather than in rural areas. 
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NGO developmental activities are usually concentrated in limited geographic areas 
like MID-S and LRD that are well developed compared to URD and NBD.13 Further
more, of the 7 sample NGOs who target women entrepreneurs, 3 function around Banjul 
underscoring the concentration of NGO activities in this peri-urban area. In general, NGO 
developmental activities lack national penetration and are clustered around small growth 
poles. Although there is an overlap in service areas among various NGOs, there is no docu
mented evidence on the extent of overlap in terms of beneficiaries. Random interviews con
ducted for this study with villagers in Kwinella and Yaminkunda, beneficiaries of AATG, 
omfirmed the above statement. However, spill-over effects are observed from various deve
lopmental programs initiated by the same or different NGOs who operate in the same 
area.14 

IV. FINANCIAL SERVICES PROVIDED BY THE SAMPLE NGOs 

The inclusion of a financial component in NGO programs is a recent phenomenon 
(see Tables U-S and 11-6). The inttrest of international donors in the late 1980s to find non
governmental solutions to mitigate government and market £1ilures in financial markets led 
to the proliferation of NGOs as rudimentary financial intermediaries. The introduction of 
diverse NGO philosophies into rural financial markets increased the heterogeneity of 
operational practices and contract terms and conditions that has led to distortions in the 
functioning of rural financial markets. This section explores this issue by examining the 
savings and lending programs initiated by the sample NOOs in The Gambia. 

1. Issues in NGO Loan Pm&TaDlS 

A. Funding 

The details about the loan programs implemented by the sampled NGOs is presented 
in Table U-S. The majority of loan programs, especially by national NGOs, were started in 
the late 1980s. Among the 10 NOOs, 7 have established loan programs while 2 (WVI, 
ORUDA) intend to begin in 1993. In general, the loan programs of all NGOs, except the 
VISACAs, rely on external funds/grants, and the initial funds are used to form a revolving 
fund for subsequent loan operations. Of late, however, an increased level of local 

U MJD-S: MaCarthy Island Division-8outh; LRD: Lower River Division; URD: Uppcr River Division; NBD: 
North Bank Diviskn. 

'4 For instancc.', the majority of beneficiaries from AATO's aedit programs were also beneficiaries of its 
edUC1 tion and health programs; the beneficiaries of the VISACA's credit and savinss programs often benefit 
frot.. ..,4.,,(0'5 education and health programs. 
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participation is observed through savings mobilization and membership fees. Whereas the 
majority of the loan programs are launched individually, there is a limited degree of 
collaboration between NGDs to reduce costs and realize economies of specialization.15 

The affiliation with local institutions such as the Central Bank of the Gambia and Standard 
Chartered Bank is, however, confined to a few selected national NGOs on a pilot basis. 

B. Loan Services 

m. general, there is a strong bias toward short and medium term production loans.I6 

Even though loans are fungible, the international NGOs supply loans in kind like fe .....Jlizer, 
seeds and agricultural implements (e.g. AATG) while national NGOs in contrast provide 
cash loans. The majority of NGDs provide group rather than individual loans.I7 While 
borrowing groups are often formed out of existing informal groups like kafos and osusus, 
some NGOs also facilitate the formation of new groups to channel their financial services. 
Although not all loan programs are gender specific, three of the NGDs exclusively target 
women beneficiaries. 

Little infar-illation exists on the volume, coverage, costs of operation and terms and 
conditions of loan contracts offered by the sample NGDs.IS However, the available 
information about loan operations suggests that the coverage is concentrated in just a few 
geographic locations. Moreover, the terms and conditions of loans are ambiguous reflecting 
the dominance of social over commercial objectives.19 In short, the terms and conditions 
observed among NGO loan programs are heterogenous, highlighting their diverse 
operational philosophies. 

C. Subsidized Lending and Repayment Issues 

The majority of NGOs still operate under the assumption that income generating 
activities of the rural poor require the provision of subsidized loans. Despite the widespread 
documentation of the failure of subsidized loan programs in developing countries,20 NGOs 

IS For instaocc. eRS, an international NGO, collaborates with 2 national NGOs, AFET and GWFA, to 
provide financ:ia! services instead of initiating its own credit program • 

• 6 GRUDA,. national NGO, intends to provide short-term coDlumption loaDs beginning in 1993• 

•7 In the sample, 55% of the NGOs provide group loans, 11% provide individual loans and 34% provide both 
individual and group loans• 

•1 The cxccptioDl arc the VlSACAs and AATG that maintain fairly good data on their loan portfolios and 
share it with interested outsiders. Sec Chapter V for a dctaiIed analysis of the VlSACAs. 

.9 Indeed, their social objectives often introduce market distortions through subsidized lending rates. 

» Sec Adams, Graham and Von Pischke for details. 

http:objectives.19
http:loans.I7
http:loans.I6
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believe they have a comparative advantage over formal financial institutions in efficiently 
supplying subsidized loans to achieve social objectives. NGOs assume their limited coverage 
and close links with the local community reduces information problems about their clients 
creditworthiness therefore leading to well monitored targeted loans. While the NGOs have 
discontinued giving funds as grants, the majority of their loans are often issued at below 
market rates. Interest rates, except in the VISACA" range from 0 to 24 percent per annum 
based on the objectives of the parent NGO that provides the operational funds. Although 
the costs of lending are rarely documented, informants uniformly stated that they are high 
and often exceed the explicit interest rate charged. Since the rural poor often lack tangible 
collateral, the majority of programs use collateral substitutes like group liability, third party 
guarantors and social sanctions. Only three NGOs, WISDOM, SCF fUSA and AFET, link 
savings with loans as a form of implicit collateral. While most NGOs have access to social 
and legal systems to enforce contracts, they seldom impose stiff penalties for 
nonrepayment.21 

Documentation about repayment performance in NGO loan programs is rare and 
often incomplete. While the repayment performance observed for international NGOs is 
disappointing, the relatively high repayment performance reported by national NGOs is due 
in large part to the lmall number of loans issued and their more cautious approach to lend
ing and the linking of loans with savings. The high repayment performance documented in 
the VISACAs, despite high explicit interest rates, is an intriguing contrast to the other 
NGOs. This is due in part to a carefully planned design that includes the right incentives 
and strict penalties (see Chapter V). 

D. Segmented Markets 

Loan programs were generally confined to limited geographic areas. While the 
international NGOs covered a larger area and a larger number of beneficiaries, the national 
NGOs limited themselves to areas around Banjul or a few villages. The differences in 
coverage can be attributed to the high capital costs and manpower requirerl to implement 
loan programs. In general, all NGD loan programs lack national coverage. This narrow 
geographic focus imposes an additional risk for them because of the covariance of risk 
inherent in portfolios dominated by borrowers subject to similar risks and income variations 
that is particularly characteristic of agriculture. This problem jeopardizes program 
sustainability.22 In the absence of contingent markets and portfolio diversification by 
lenders in terms of enterprises, geographic diversification mitigates lending risks. Hence, 
the lack of any substantial geographic network places Gambian NOOs at some risk in their 
correlated and undiversified loan activities. 

21 Save the Children (STC) reported using legal protection to recover a loan, while AA TO rcsc:bcdulcd 
earlier loans and refused fresh loans in 1992 to villages that did not repay 95% of the rcsc:bcduled loans. 

2Z For cumple. the covariance of risk arises when a natural calamity C8uaes all borrowers to default at the 
same time. 

http:sustainability.22


9 

E. Major Design Problems 

NGO loan programs are often designed with broad social objectives and have a 

strong orientation toward building non-financial community institutions. Furthermore, these 

programs utilize traditional village structures to reduce costs and increase local participation. 

Nevertheless, these loan programs have some design flaws and implementation problems. 

Since financial intermediation is only one of the several activities undertaken by NGOs and 

the. inclusion of a financial component in their activities is relativ~ly recent, they have less 

experience in financial intermediation. Indeed, some feel uncomfuuable in trying to become 

viable financial intermediaries as they perceive it is a contradiction to their ~al objectives. 

It is, therefore, no surprise that NGO loan programs are experimental, less focused and 

rudimentary in nature. Table n-7 presents the strengths and weaknesses of individual NGO 

financial programs, and underscores the major issues in design and implementation of these 

programs. 


Em1, there is dearth of documented information on NOO loan activities, especially 
with national ~!GOs. The available information is usually incomplete and mixed in with 
other developmental activities.23 While the multifunctional nature of NGOs may allow 
little flexibility or emphasis on sophisticated accounting procedures for loan programs, 
NGOs take on a fiduciary responsibility for proper bookkeeping and dissemination of this 
information wh~n they begin to accept savings deposits from the public. At the very least, 
the NGO;) that collect deposits from the public for on-Iendins on a more than marginal 
basis should be expected to produce standard reports on the status of their loan and deposit 
accounts. Inadequate accounting practices covering their loans and savings activities and 
the reluctance of NGOs to disseminate this information have limited the coordination and 
collaboration among NGOs that could reduce costs and possible conflicts. Consequently, 
there is often an overlap of diverse NGO loan activities in the same concentrated geogra
phic areas resulting in confusion among the villages and the inefficient use of resources. 

The lack of coordination or uniformity in operational practices can lead to unhealthy 
non-market distortions (negative externalities) md possible system collapse in rural areas. 
For example, one NGO could presume to estLblish a loan program in a village with low or 
zero interest rates with its owe. monies, thereby destroying the institutional viability of 
another NGO loan program based on locally mobilized deposits paying positive real rates 
of interest and making loans at appropriately higher rates. The first NGO would make 
subsidized loans whose rates are not market determined and, in the process, destroy another 
NGO initiative carefully built up through locally mobilized resources and adhering to market 
determined rates to achieve financial viability. A subsidized intervention built on the 
philosophy of the mere transfer of cheap resources to the rural communities drives out a 

ZI Often a single entry bookkcepiDg system is wed by the NODs. While their limited coverage allows them 
to usc simple methods, the accounting systems need to be improved in the loag-run when they reach I wider 
coverage. AATO is streamlining i!5 acdit accounts through I double entry bookkcepiDg system by affiliatiDg 
with an accounting firm in London. 

\~ 

http:activities.23
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market determined attempt to achieve institutional viability. This example illustrates a 
variant of Gresham's law where bad (cheap) money drives out good (dear) money. 

Second. the majority of NGO loan programs are designed to capture donor funding. 
Furthermore, they are based on dubious assumptions regarding the role of loans in income 
generation activities. Loan programs are conceived as short-term solutions to development 
problems. The commercial nature of financial activities are presumed to conflict with social 
objectives that are oriented towards increasing access to resources for the rural poor. The 
rural poor are assumed to be unable to improve or diversify their income generating 
activities with high interest. rates and strict oollateral requirements. Therefore, loan 
programs are often subsidized by parent donors. The cost of lending operations are 
reported to be high and not covered by prevailing interest rates. However, the high 
operational costs of loan programs are not transparent due to hidden subsidies in terms of 
overhead costs that are often intertwined with their other developmental activities. While 
the subsidies benefit the rural poor who have access to NGO loans, they also discourage 
loan discipline among the rural poor. Often the subsidized loans are perceived by the 
beneficiaries as grants that need not be repaid. This has affected NGO loan operations in 
two ways: (i) in the event that NGOs intend to gradually pass on the responsibility of 
managing loan programs to rural communities, the m;e of subsidies erodes the viability and 
sustainability of these programs without the continu~us infusion of donor resources, and (ii) 
with negative and fixed real interest rates due to growing inflation and poor loan r~covery, 
the revolving funds formed with the initial grants revolve less frequently. In the extreme 
case they revolve only once and disappear altogether. In addition, the wide variation in 
subsidized interest rates charged by several NGOs introduces short-run negative externalities 
as one program erodes the base of other programs eventually leading to market failure.24 

Third. less rigorous screening techniques to select borrowers and less stringent 
penalties for default and delinquency have resulted in low repayment rates for a number of 
NGOs. Those that have reported high repayment rates, however, had fewer loans and 
followed a very cautious lending approach. Furthermore, penalty conditions for lax loan 
repa~.nent vary among the NGOs creating confusion and incentives for poor recovery. 

fourth. while NGOs finance a wide variety of income generating activities ranging 
from microenterprises to farming, their strong bias towards the provision of production loans 
and discouragement of consumption loans ignores the fungible nature of credit, i.e., credit 
can be diverted to other uses. More importantly, the availability of consumption credit can 
create a form of insurance for low income families to smooth out their consumption 

at An cfficicnt market establishes prices that offer iDc::cntive6 for production, resource allocation and 
commodity distribution. II functions based on independent decisions of alf-motivated individuab rather than 
on directions from CJtcrnal agencies, and prmidcs information about relative resource scarcity. Markct failurc 
occurs whcn outcomes of existing markcu arc Dol efficicnt. For instance, interest rate subsidies from CJternal 
donors acatc ncgative externalities in the financial markcu through artificial disequilibrium in supply of and 
demand for financial services, and eventually lead to market failure. 

\\\ 


http:failure.24
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expenses over a season, thereby releasing their own savings (that otherwise would have been 

used for this purpose) for productive investments. Thus, the supposedly unproductive 

consumption loans can lead indirectly to increased investment. 


Eifih, loan portfolios of individual NGOs are often concentrated in terms of 

geographic coverage and activities that are subject to high covariance risks. The financial 

terms and conditions used by NGOs are less developed to mitigate the high risk due to this 

covariance in income. This problem would jeopardize the long-run survival of the programs. 


SWJ, while the majority of NGOs direct loans to groups that are formed 

spontaneously in local communities, some NGOs prefer forming their own groups. In the 

absence of adequate information and experience in loan activities based on group dynamics, 

it is essential that NGOs do not impose new costs on groups 0; destroy the traditional 

structures through the formation of new uncohesive loan groups. 


Seventh. there is clearly a serious lack of coordination or exchange of relevant 
information among NGOs. A recent attempt bas been made to address this problem 
through the creation of an umbrella NGO (TANGO) to act as a coordinating unit for the 
provision of financial services in The Gambia This horizontal integration could help reduce 
the cost of operations and realize some economies of scale. However, conflicts of interest 
that impede the slistainability of the program may arise in the absence of self imposed or 
external regulations among the NGO community. 

2. SaviPKs; Deposit Mobilization 

Although information on deposit mobilization is scanty, .!t8vings programs, except in 
the VISACAs, pIa)' a less important role in NGOs' financial programs than do loans. The 
limited role for savings mobilization is due in part to NGO access to risk free external 
grants from parent donors (the only exception being the VISACAs). At the same time, 
NGOs are less enthusiastic trw ~\Joilize savings for on-lending due to the high risks and costs 
involved in full scale financial intermediation. The risks are compounded by the lack of 
insurance to protect savers. Therefore, NGO savings programs are less integrated with their 
loan activities. They more often function as moneykeepers rather than financial 
intermediaries.lS 

The available information on individual NGO savings programs are summarized in 
Table D-6. Currently, the savings instruments observed with NGOs are simple and 

2S FmanclaI intermediaries fac:ilitatc the flow of funds from financially surplus units to deficit units. They 
match scveral borrowers and lenders by supplying 10ans from deposits mobilized by them. Moncykccpcrs, on 
the other hand, function as mere safekeepcrs of their depositor's funds. Indeed, the safekeeping is a scmcc 
offered to business customers, friends and relatives who lack adequate facilities to "ore surplus funds. 

\1\}
\ 

I 

http:intermediaries.lS
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rudimentary. International NGOs mobilize deposits on a compulsory basis from loan 
beneficiary groups to augment their revolving funds from which loans are issued. The 
interest on compulsory deposits is paid indirectly through the subsidized loan received by 
beneficiaries. A national NGO, WISDOM, mobilizes savings bom women osusus and 
invests in T-bills to pay market rates to its savers. On the other hand, the VISACAs 
mobilize deposits from all members and match deposits with loans to offer attractive interest 
rates to savers. In general, NGOs limit their savings services to a few well developed 
geographic locations. 

Many NGO savings programs have major design problems that impede their ability 
to efficiently mohilize savings. 

E.im, the ambiguous terms and conditions for savings instruments in the majority of 
savings programs creates little confidence in the NGOs ability to protect savers. Low or 
zero interest rates on savings mean that savers are not protected from the inflationary 
erosion of their savings balances. In addition, forcing savers from local village units to 
withdraw their savings from a centralized office or bank in Banjul creates delays for 
emergency withdrawals.26 Furthermore, in cases where savings are used to issue loans, it 
is not clear if prudential reserves are maintained to prevent a run on deposits.27 Indeed, 
the numerous obstacles for savings withdrawal in these programs acts as a substitute for 
prudential reserves. Unfortunately, this comes at the expense of savers and reflects little 
financial management skills in the organization. 

Second. there are limited links between NGOs and formal financial institutions. A 
linkage with formal financial institutions enhances the NGO savings programs in three ways: 
(i) allows the opportunity for market rates paid by the bank to be passed on to the deposi
tors thereby increasing the protection against inflationary risks, (ii) cultivates a banking 
discipline among the rural poor who usually shy away from formal financial institutions, and 
(iii) offers an NGO a place to hold their temporary surpluses thereby enhancing liquidity 
management during the year. Unfortunately, the problem of limited bank branches in rural 
Gambia greatly restricts the opportunities for NGOs to benefit from these services. 

Third. the compulsory savings programs benefit net borrowers through low interest 
loans but offers few incentives to l1et savers in the CODllDW'jty.28 In the absence of 

J6 The saviDgs are often collected and kept at the central office or deposited in a bank. In cues where the 
dcposits arc held in a bank, thc NGO oftr.n maintains a signatory power over the withdrawal 

rt There is some evidence OIl rcscl'YCS maintained by the VlSACAL 

• No explicit interest is paid to sawrs. Therc is DO net bencfit for sawrs unless they caD securc a loaD at 
subsidized interest rates. Although the ·cffective- iDtcrCEt rate on loans ina-cases as a rcault of the forced saviDgs 
required to securc a loan, thc total efl'cc:tive interest rate in most NGOs is still below the market rate for Joana. 

http:CODllDW'jty.28
http:deposits.27
http:withdrawals.26
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attractive savings mechanisms, the considerable potential for rurr.d savings mobilization as 
demonstrated by the VISACAs is, therefore, left untapped. 

Fourth. little emphasis is placed on the 'savings first' approach in the financial 
programs. Fears are expressed that linking a loan to a proportion of savings may ration out 
poor borrowers who allegedly lack the potential to save. However, it is not clear if 
encouraging borrowers to demonstrate their ability to save before they receive a loan will 
dissuade the rural poor.29 Indeed, an insignificant savings component undermines local 
participation in financial programs, unnecessarily creates the image that the program deals 
only with outside money thereby creating a dole syndrome and, finally weakens the 
discipline to save. The lack of a strong savings constituency within a financial institution or 
program weakens careful loan evaluation and loan recovery efforts which quickly emerge 
when people realize their own savings are involved. Eventually, the soft approach towards 
savings mobilization may result in domination of net bonowers over net savers and affect 
the viability of the financial programs without donor support. This becomes all the more 
important in the event that NGOs decide to phase out grants and gradually tum over their 
financial programs to rural communities. 

Eifih, the information available on deposit mobilization is scanty and incomplete. 
While some information is confidential, almost all NGOs, except the VISACAs, were unable 
to provide information on the volume, number of depositors, and terms and conditions of 
savings accounts. This is due in part to incomplete or nonexistent records, and in part the 
reluctance of program officers to share information with non-sponsors. In the absence of 
deposit insurance, any deposit mobilizer has a fiduciary responsibility to protect savers 
interests by accurate accounting on transactions and disseminating standard balance sheet 
and income statements to interested parties. 

v. REGULATING AND COORDINATING AGENCIES 

In the current favorable policy environment, some NOOs effectively fill in the 
vacuum creatc::d by the absence of formal financial institutions in rural areas, and offer 
rudimentary financial services to the poor in the Gambia. While the entry of NODs has 
increased access to financial markets by some of the poor, the number of villages served is 
quite small. It has also resulted in financial market segmentation. There is an overlap in 
the financial services offered by several NGDs with diverse terms and conditions in 
concentrated pockets of activity leading to negative externalities and market confusion. 
Indeed, while NGOs were perhaps considered an efficient solution to fix government failure 

2P In fact, two VISACAs that enc:ourage their borrowen to save before they borrow have shown a good 
respoor.e. The amount saved is left to the borrower's disaetion and is not used as collateral or proportionately 
linked 10 credit. However, it is not clear if this is a one time deposit or requires multiple deposits for repeated 
borrowings, and if this type of savings carns any interest. 



14 


in financial markets, their entry has contributed to market distortions. The proliferation of 

NGOs, each spending resources on uncoordinated programs, importing and operating 

expensive vehicles, running independent offices, and hiring and training staff appears to 

provide a poor return to the governments or the private contributors that finance the NOOs. 


The market confusions are in part amplified by imperfect and incomplete information 
on the design, implementation, and performance of various NGO programs. Incomplete 
information about the diverse financial programs of NGOs is due in part to inadequate 
regulatory and coordinating institutions for NGO financial activities in The Gambia. The 
parent donors, who are often foreign based, monitor their financial programs to suit their 
own operational philosophies. However, with multiple NGOs operating under diverse and 
sometimes conflicting philosophies, it is difficult without an apex regulatory institution to 
mitigate the negative externalities of their financial activities. However, existing regulatory 
agencies do not currently monitor and regulate the activities of NGOs on a systematic basis. 
Some regulatory and coorditmting institutions are essential to streamline the financial 
activities of the NGOs and to reduce the externalities that lead to market failure. 
Coordination rather than unhealthy competition and duplication of efforts is essential for 
the efficient use of resources. Therefore, there is an urgent need for identifying regulatory 
guidelines and areas for coordination that will benefit the NGOs. 

The set of domestic institutions that are supposedly regulating and coordinating the 
functions of NGOs is comprised of The Central Bank of the Gambia (CBG), The 
Association of NGOs (TANGO), The Gambia Village Development Trust Fund sponsored 
by United Nations Development Programs (GVDTF/UNDP), and The Women in 
Development Organization of the Women's World Bank (WID /WWB). This section briefly 
discusses each of these institutions and the ambiguous roles they are currently playing in the 
NGO financial markets of The Gambia. 

1. Central Bank of The Gambia (CBG) 

The Central Bank of the Gambia was established in 1971 to define, monitor and 
regulate financial institutions in the Gambia according to the Financial Institutions Act 
(FIA). With the liberalization of the financial markets in the Economic Recovery Program 
(ERP) in 1985, the CBG encourages the entry of private and non-governmental agencies 
into financial markets to provide efficient financial services. Although the CBG has the 
legal authority to regulate the NGOs, no operational regulations have been formulated 
towards this end other than the conventional regulation designed to regulate banks.30 The 
laissez-faire approach to NGOs has been observed to result in negative externalities in 
financial markets and increases the potential long-run social costs of market distortions. In 

30 The CBG is currently contributing to the revision of the rmanciallDstitution Act that giYCS it the legal 
authority to regulate all forms of financial intermediaries iacluding WIagc level iDstitutiODS. 

/
\\'J 

http:banks.30


15 


the past, the inconsequential role of the NGOs as financial intermediaries very likely led to 
a lack of interest by the CBG toward regulating these small and scattered organizations. 
Since the NGOs are becoming increasingly active in financial markets and since their share 
of lending in financial markets has become more significant, it is time to reconsider this 
position. 

The CBG does conduct regular dialogt~es with the NGOs to promulgate its policies 
on interest rates, linking loans to savings, and encouraging coordination among the various 
NGO financial intermediaries. The recently created Agricultural Credit Unit (ACU) at the 
CGB, however, has taken actions that go beyond the conventional role of a regulator. The 
ACU has been assisting the design and promotion of village level financial institutions. The 
ACU recently reviewed the possibility of assisting in the development of additional savings 
and credit kafos in the country. Central Bank authorities, however, have resisted any move 
to engage in these activities on a large scale.31 

One can understand why the ACU might consider assisting fledgling financial 
intermediaries in rural areas. There is a natural desire to assume a tutelary role in these 
situations so that the local efforts avoid mistakes and get started on the right track. 
However, there is a danger that this role could expand beyond this tutelary stage and clearly 
become an inappropriate role for the Central Bank. The Central Bank should be primarily 
a regulatory institution, not a development agency. By engaging directly in the 
establishment of village based financial intermediaries, a conflict of interest would emerge 
as the CBG would be expected to regulate an institution it had been responsible in large 
part for having created in the first place. One could not expect the regulatory agency to 
operate with complete objectivity in these cases. The CBG should focus its attention on its 
regulatory role. 

2. The Association of NGOs (TANGO) 

This association of NGOs was formed in 1983 to provide an umbrella framework in 
which NGOs can consult, cooperate and collaborate with each other to enhance 
developmental activities.32 TANGO assists the intergovernmental body, the advisory 

'1 The ACU is closely associated with the design and implementation of the village banking program of 
AFET in Bwiam and Karautaba (see ·Report of the Estab1ishment of Savings and Credit Kafos," ACU, 1992). 
The ACU plans to collaborate with WISDOM, another national NGO, to set up Village Banks designed after 
the Gramccn Bank in Bangladesh, and with the VISACAs 01:1 its proposed training complex on rural banking. 
Reference is made in the ACU memo cited above about future plans to assist in opening a .......-ge number of 
additional savings and aedit kafos. However, as we noted in the text, the CBG has resisted any move on tbcsc 
plans. 

lZ Of the 108 NGOs operating in the Gambia, 52 NGOs, 30 national and 22 internationa~ are registered as 
members of TANGO (see Appendix 1 for a list of TANGO members). 

http:activities.32
http:scale.31
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committee for the coordination of NGOs (ACCNO), integrates NGO efforts and tries to 
prevent geographical and sectoral overlaps. To facilitate coordination among the NGOs, 
TANGO publishes a directory of NGOs in the Gambia, and a quarterly magazine, TANGO 
TALKS. It coordinates the flow of funds coming from international donors such as the 
UNDP, USA for Africa and national NGOs. Short-term training sessions are also organized 
by TANGO to provide technical assistance in nrral financial activities. TANGO should be 
strengthened to carry out its service functions for NGOs in The Gambia. Unfortunately, its 
staff currently is not sufficient in numbers or training to implement a comprehensive second 
level federation role as an effective lobby for NGO interests, a forum for NGO dialogue, 
and a centralized training center to offer a range of services for local NGOs in The Gambia. 
Much more work is needed to accomplish these objectives. A strong investment in human 
capital is needed to achieve these ends along with a period of fairly intense external 
technical assistance and advice. 

3. GVDIF/UNPP 

This tn!.c;t fund, worth $32S,OOO, was established by the UNDP in 1991 to support 
village dr.;velopmtmt groups and national NGOs who promote participatory income genera
ting projects, especially for women and youth.33 While TANGO functions as a coordinator 
between the GVDTF, village groups and NGO beneficiaries, the monitoring and evaluation 
of projects is entrusted to NGOs and government extension workers. It was originally envi
sioned that the trust fund would be used to support technical assistance and training efforts 
to launch local NGO savings and credit associations. In part, the trust fund could be 
channeled to support the training of local NGO staff in TANGO workshops or directly in 
the field as mentioned above. 

More recently, however, there has been talk that the trust fund be used to make 
loans directly to local NGO associations. As pointed out in the previous discussion on the 
role of the COO, this is a dangerous precedent, resurrecting an obsolete and discredited 
strategy of financial development. In ignoring the more time consuming but necessary path 
of sustained growth through local savings mobilization (one of the main themes of this 
report), the channeling of outside trust fund~ to local NGOs would undermine that effort. 
More specifically, it could introduce a donor virus among the borrowing clientele weakening 
loan repayment behavior. In short order, this top-down external funding channel could lead 
to the collapse of the loan program once borrowers discover that external funds (that carry 
no meaningful sanction for default) are being used rather than their own mobilized savings. 
It is hoped that the trust fund board repositions the fund into its original mandate. In the 

11 Recently disseminated guidelines indicatc that the GVDTFfUNDP has cntcred the agricu1turalloan 
markct by using the trust funds as start up moncy for local associations (sec Appcadix 0-2). Loan werc supplied 
to support various miaocntrcprcncurial ud farming activities in rural areas and loan rcpayment rates were 
rcported to be satisfactory, howcYer, DO evidcnc:c is publicly available to confirm this performance. 

http:youth.33
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event they do not, it should be re:cognized that they have transformed the trust fund into the 
equivalent of an operating NGO disbursing funds .:Jr on-lending. They therefore are 
undermining efforts to encourage local savings mobilization, placing current depositors 
savings at risk through injecting a donor virus weakening loan recovery, and potentially in
troducing negative spiliovers into other NGO efforts. In transforming its role into being an 
NGO, it should be regulated by the CBG and subject to the same guidelines as any other 
NGO engaged in the supply of financial services. 

4. WlD/WWB 

The WID/WWB is not a domestic regulating or coordinating agency. However, it 
controls a revolving fund that is targeted toward national NGOs that provide financial 
service;s to income generating actl~ties of women. It is currently affiliated with a national 
NGO, GWFA, to provide loan and savings services to women in 200 villages.34 While it 
cannot regulate all NGOs, its access to revolving funds can be tied to selective regulatory 
requirements. 

5. Summaa 

The GVDTF/L'NDP and WID/WB are external funding agencies that have limited 
potential as coordinatorslf NGOs who are non-beneficiaries of these trust funds. The 
Central Bank of the Gambia shonld play its traditional role of regulating formal financial 
institutions but there exist very few prudential and fiduciary guidelines that currently 
regulate NGO financial activities. Whereas TANGO is an umbrella organization that is 
designed to coordinate NGO activities, it is only built on the voluntary participation of 
NGOs to facilitate the exchange of information that promotes coordination among its 
members. Despite the presence of these regulating and coordinating institutions, NGO 
financial activities are largely unregulated and unfocused. At the same time, the CBG, 
especially the role of the ACU unit in training, designing and implementing financial 
programs along with education and information dissemination through seminars, resembles 
that of a coordinating development agency rather than a regulatory institution. Finally, 
TANGO is also involved in information dissemination and coordination of NGO activities. 
In short, the current roles played by CBG and TANGO overlap and duplicate one another 
with the roles of the trust funds ambiguous and potentially damaging to the creation of 
viable, self-sustaining local savings and credit associations in The Gambia. 

,. The funds became operatiooal in 1991. About 125 women were trained UDder their skills development 
program before getting credit. AD interest rate of 13% per BDDUDl is charged. 

http:villages.34
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It is essential to realize the need for regulatory requirements and coordination. 
Therefore, it is necessary to identify the roles of potential regulating and coorc!inating 
institutions that can bring order to the NGOs involved in financial markets. The CBG, as 
the central supervisory authority for financial institutions should be prepared to perform the 
role of an external, objective and non-partial regulator of NGOs. The COO should be given 
the means and resources to perform rudimentary regulatory functions for the diverse NGOs 
involved in financial intermediation. On the other hand, TANGO as an association of 
NGOs should have a comparative advantage in functioning as a second level federation, as 
a lobby for NGOs, and as a forum to disruss problems and lessons learned through diverse 
NGOs financial programs. TANGO should not be a regulator. To ask TANGO to regulate 
NGOs (as distinct from training, technical assistance, information dissemination, etc.) is, in 
effect, allowing regulatees (those who are regulated) to be the regulator. The conflict of 
interest inherent in letti;:g TANGO serve as a regulator is obvious. Therefore, while the 
CBG should perform the role of regulator, TANGO should assume the responsibilities of 
(i) acting as an NGO lobby to promote their interests in negotiations with donors and the 
government; (ii) providing an active forum for discussing NGO issues; (iii) coordinating 
NGO efforts through information dissemination; and (iv) improving NGO performance 
through training, education, technical assistance and auditing services. It is clear that 
TANGO is not currently equipped with a staff (in number or in training) to tarry out these 
comprehensive responsibilities adequately. It is imperative that donor agencies commit 
themselves to a more serious effort to strengthen the staff of TANGO or a compfJ'able 
institution to carry out these service functions. The next section suggests several regulatory 
and coordinating guidelines to streamline NGO activities in The Gambia. 

VI. 	 RECOMMENDATIONS FOR REGUlATORY CRITERIA AND OPERATIONAL 
GUIDELINES FOR NGOs 

1. 	 Introduction 

With NGOs beginning to offer financial services under diverse financial technologies, 
it is now opportune to consider the adoption of regulatory and operational guidelines to 
improve the efficiency of the financial services and the soundness of these institutions. It 
is clear that the benign neglect of NGOs as suppliers of financial ~rvices is no longer 
appropriate. The laissez faire approach of allowing NGOs to enter £m..'U1cial markets in 
what' .er helter-skelter fashion they wish, regardless of market distortions, needs to be 
reex';Lnined. 

H NGOs presume to offer financial services, they should first realize that conc-.eptually 
this service is markedly different from the grant activity with which they have been 
accustomed. Finance is not just another service provided by NGOs. It is conceptually 
different. Discipline is not required in handing out grant services, whereas it is the essential 
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core of financial management. Second, it is important in offering financial services to cover 
the costs of supplying these services in the prices (Le. interest rates) charged for them. 
Third, NGOs have to recognize that some of their previous grant beneficiaries will not 
qualify for loans. While grants are necessarily inclusive, financial services must to some 
extent be exclusive. Fourth, the supply of financial services should not be considered a one
shot exercise through a quickly eroding revolving fund, but rather a service that supplies a 
sustained flow of services over time built on responsible loan repayment. Moreover, it must 
be recognized that effective loan recovery can only come from an institution that creates 
both the capacity and the will to collect on due loans. This task can be more easily carried 
out when the loan funds are derived from locally mobilized savings than from external 
sources. Furthermore, savings instruments are an important service for rural Gambians. 
These should be supplied in addition to loan services. Finally, the long run goal should be 
to graduate either the customer-beneficiaries and/or the institution itself into viable, self 
sustaining agents of financial intermediation. 

This section offers first the pertinent regulatory criteria for the attention of Gambian 
authorities, and second, internal operational guideline& for the NGOs to consider adopting 
to achieve the goals outlined above. 

2. Re&UlatolY and Supervismy Roles {OlC the CBG and TANGO 

The Central Bank of The Gambia (CBG) should assume the principal responsibility 
of regulator while TANGO performs the role of coordinator and service organization. It 
is inappropriate to allow TANGO '~o directly regulate NOO activity since this would 
constitute a potential conflict of interest with the regulatees simultaneously being the 
regulators. Just as banks are not permitted to regulate themselves through a bankers 
association, NGOs should not regulate themselves through TANGO. However, TANGO 
has a number of valuable roles to playas a service organization for NGOs. TANGO should 
focus heavily on strengthening NGO capacity to become viable financial agents through 
technical assistance and workshops reviewing NGO progress in this area. It should also be 
prepared to offer auditing services as a part of its technical assistance role. Finally, given 
its presumed comparative advantage of frequent close working contact with local NGOs in 
the field, it should be in a position to supply useful operational information for the CBG. 
At the Sm1e time, the CBG should transfer the current range of development agency tasks 
(promoting NGO financial intermediaries, training and workshop activities, etc.) to a 
strengthened TANGO staff and, in turn, properly concentrate on its regulatory role. 
Consistent with this, donors should invest much more in strengthening TANGO to carry out 
its responsibilities effectively. 

In the event that the CBG m'ay be concerned about fine tuning its task of regulating 
NOOr., NGO donors and internatiollal organizations such as the WB, UNDP, USAID could 
assist in helping the COB provide the appropriate infrastructure and adopt the relevant 



20 


criteria to supervise the evolution of non-bank, client-owned financial organizations. A 
special unit set up at the CBG or the ACU should have the responsibility of receiving 
financial reports and audits and undertaking spot field visits to randomly check operations 
and prevent fraudulent practices that might affect savers. However, as mentioned above, 
since regulating sm.all scale, scattered and heterogenous NGOs involves high transaction 
costs, the CBG should minimize its regulatory role to only the c;implest of functions. For 
the most part the fledgling village based savings and credit are cliel't-owned institutions and 
therefore should not be held to the same regulatory criteria used for banks. The regulatory 
unit at the CBG should 'Nork out appropriate reporting and supervisory criteria after 
consultations with NGOs and TANGO. In devising these guidelines CBG officials should 
be properly sensitive to the small scale and flexible nature of many of these rudimentary 
financial intermediaries and not come in with a heavy regulatory hand that ~tifles local 
innovative behavior. More specific regulatory criteria should include the following: 

A Registration 

All NGOs should be required to register with the appropriate authority or office 
within the Central Bank (CBG). The registration should include: 

a) 	 the address of the NGO establishment; and 
b) 	 the identity of the chief operating olficer responsible for all the information required 

by the CBG in its mandate as principal regulator of financial institutions in the 
country. 

B. Statement of Operational Plans 

All NGOs presuming to establish financial operations in The Gambia should first be 
required to present an operational plan to the CBG. 'Ibis plan should set forth the 
following: 

a) the names of the villages in which they expect to operate; 

b) the identity of any principal kafos or other relevant constituencies or clients whom 


they expect to serve; 
c) the procedures to be established in the supply of loan and savings servi«:es; 
d) the interest rate policies envisioned in the intermediary. The COB should critically 

evaluate the extent to which the stated interest rate policies may be disruptive of 
healthy competition within a village or region thereby causing confusion to local 
constituencies as one program may deliberately subsidize its rates to the detriment 
of another program attempting to achieve financial viability with market rates; 

e) 	 the criteria wbereby the NGO ensures it is separating its financial services activity 
from its grant activity. This is important both for operations and for reporting (i.e. 
accounting) purposes. 
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C. Reporting Requirements 

All NGDs should be required to submit quarterly and annual reports to the CBG 
documenting their financial services activity in The Gambia in the previous period. The 
CBG should work closely with TANGO staff and relevant NGO donors to design an 
appropriate balance sheet and income and expense statement pertinent for NGO financial 
intennediaries to meet these reporting requirements. 

D. Portfolio Composition 

The COB should be sensitive to the dangers inherent in allowing a financial 
intermediary based on deposit sources to place all or most of its loans in the same type of 
enterprise or clientele. The covariance of risk here in which all borrowers could 
simultaneously succumb to the same downside risk of failure will destroy any intermediary 
with depositors losing their savings. While explicit operational criteria on proper portfolio 
diversification may be premature at this stage of NGO intermediary c:levelopment, the COB 
authorities should keep this issue in mind during its supervisory review of the supply of 
financial services by local NGOs. Portfolio diversification also diversifies risk, thereby 
contributing to the fiduciary responsibility of protecting depositor savings. 

E. Minimum Prudential Reserves 

Local deposit-based NGO intermediaries should hold within their decentralized units 
a minimum prudential reserve (of 15 to 20 percent of their deposit Uabilities). This will 
instill oonfidence amo!lg savers that they can have ready access to their savings for 
continglmcy purposes. Most NGOs have ambiguous savings programs that are generally 
inadequate to meet the emergency requirements of their savers. The CBG should indude 
this liquidity reserve as a regulatory guideline for local NGO intermediaries to follow in 
their decentralized units. This is particularly important because of the allegations that exist 
about the loss of savings due to the failure of the Agricultural Development Bank in the 
mid-1980s and the closing of the crcs units within the GCU network during the late 19805. 

Furth,!rmore, there should be no misunderstanding about these prudential or liquid 
reserves. These are not reserve requirements held in the CBG. It would be heavy handed 
and inappropriate for t.be CBG to presume to hold reserve requirements from the deposit 
base of these embryonic NGO intermediaries. The prudential reserves referred would be 
held within the decentralized units in tlJe field to be available for liquidity management and 
contingency purposes of the NGO itself. 

1\1/' 'J 
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3. Operational Guidelines for NOOs 

In addition to the regulatory criteria set forth above, there are equally relevant 
operational guidelines that are in the interest of the NGO community to adopt to promote 
self sustaining field level intermediaries. 

A Source of Funding: External vs. Domestic 

There is a clear need to shift the source of funds for on-lending from external 
resources to locally mobilized savings. The majority of NGOs are still heavily dependent 
on external grants rather than locally mobilized deposits and savings to fund their loan 
programs. Revolving funds are generally established through donor grants to sustain loan 
op,erations. Not surprisingly, these funds rapidly shrink due to poor loan recovery and the 
impact of inLation that erodes the real value of the funds over time. Therefore, these 
programs cease to operate with the drying up of external funds. In extreme cases the 
revolving funds revolve only once (i.e., they collapse into unintended grant transfers through 
wholesale default). External funding has a valuable role to play in covering technical assis
tance, training, infrastructure and equipment expenses for local NGO financial initiatives. 
However, outside funding should not be used as the principal source of funds for on-lending. 
This applies to the use of the GVDTF /UNDP trust funds as well as to donor funds per se. 

The infusion of locally mobilized savings into loan programs will have four effects: 
(i) increase the pool of resources, (ii) provide valuable and properly remunerated deposit 
services for net savers in the community, (iii) increase local participation and peer moni
toring of the programs thereby improving loan repayment substantially, and (i~') reduce 
dependence on external sources thereby creating a base for long-run institutional viability. 
No loans should be issued to borrowers that have not previously proven their wil1ingness and 
capacity to save in the same institutions or associations granting them loans. Good savings 
behavior is an excellent collateral substitute that signals the likelihood that the borrower is 
creditworthy. 

To the extent that external donor funds are in fact used for on-lending purposes, they 
should come on-line only after the local association has proven (in two or three years) that 
it is viable with locally mobilized savings. Moreover, they should not con....titute more than 
a fairly small, perhaps 15 ~o 20 percent, portion of the total base of funding for loans, and 
they should not lead to targeted or subsidized loans. On the contrary, outside funds should 
blend in with loc.ally mobilized resources to make untargeted loans. Targ~ted (and 
subsidized) loan schemes are signals to local borrowers that this money does not come from 
locally mobilized savings and a donor virus will spread as they consider this an "entitlement" 
and refuse to repay 10ans.15 . 

'" Note the dw:ussion about the careful use made of external funds in the VlSACAs presented in Chapter 
v. 

http:10ans.15
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B. Member Education Programs 

A second need is to develop member education programs clarifying the philosophy 
behind NGO financial programs, the responsible use and administration of funds, repayment 
ethics, savings mobilization, etc. This will also reduce the confusion among beneficiaries 
about the legitimate obligation to repay loans and distinguish these from developmental 
grants for nutrition, education, health, etc. issued from the same NGO. TANGO staff could 
be drawn into directing these efforts as a service organization working with parent NOOs 
designing training modules and scheduling workshops to disseminate promotion materials 
that educate local NOO member/participants on the obligation to save regularly, borroW' 
prudently and repay promptly. 

C. Portfolio Diversification and Program Risks 

A third need is to diversify NGO activities in terms of geographic coverage and 
i"l()rtfolio composition to reduce the risks associated with the covariance in incomes. The 
majority of NGO programs are currently concentrated around narrow geographic pockets 
of activities and similar risk-prone income generating activities. TItis recommendation may 
require the NGOs to either individually expand beyond single viUag~s and single enterprises 
or coordinate with other NGOs operating in more diversified environments and portfolios. 
While the issues associated with diversification compounds the problems in implementing 
financial activities in the short-run, it is essential to diversify and spread lending risks for the 
long-run survival as a lending institution. In this regard, NGOs should not force all or most 
of local savings deposits into allegedly "productiv~" loans (i.e. agricu1turalloans). These are 
the loans with the highest risks and lowest average retumCi in a rural portfolio; therefore a 
heavy bias in this direction will quickly create an insolvent institution, placing depositors 
savings at risk. Instead, the loan portfolio should be balanced among a diverse set of 
agricultural and non-agricultural activities as well as consumption loans. 

D. Scope Economies 

Multifunctional NOOs should design their financial programs to take advantage of 
their other community developmental activities. For example, borrowers should benefit 
from their education and skills development programs to improve loan repayment perfor~ 
mance. The decision whether to follow a minimalist approach (provide only loans and 
savings services) or a ""ultipurpose package of services (in addition to loans and savings) in 
sL'pplying financial services could be a function of the complementary ~ervi~~ available 
among the various activities of an NOO.36 In making this decision, however, it should be 
noted that the mUltipurpose approach is far more demanding administratively for local 
managers. 

36 The decision on this matter is not easy without rigorous feasibility studies. The available methodological 
tools for detailed feasibility studies, however, are less developed. The AID stocktaking of miaocnterprisc 
projects reported in Boomgard disc:usscs these issue& in detail 
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E. Minimum Prudential Reserves 

As mentioned earlier in the previous section on regulatory guidelines, savings 

mobilization can be promoted only if the NOOs can instill confidence among the community 

regarding safety and accessibility to their deposits. While NGOs are often considered "the 

good guys on the block~, the majority have ambiguous savings programs that are inadequate 

to meet emergency requirements of savers. It is advisable that prudential reserves from 15 

to 20 percent of outstanding savings deposits be maintained in decentralized units to meet 

these contingency needs. 


F. Minimum Prudential Rules on Penalties for Default/Delinquency 

Although the existing legal system may be used to enforce contacts, no insurance 
agency exists that protects NOO savers in case of delinquency/default problems as the 
Central Bank implicitly does for depositors in banks. While there are provisions for 
penalties for default and delinquency in NGO programs, many are not rigorous in 
implementation. Therefore, NOO loans are often perceh'ed by the beneficiaries as grants 
that need not be repaid. This undermines the financ:ial program~ of other financial 
intermediaries and NGOs in the same areas who impose strict penalties for the non
repayment of loans. At the very least seriously delinquent borrowers ~hould not receive new 
loans. At the same time, interest rate penalties should be conside.red. and, enforcement 
action taken to secure tangible collateral pledged for the loan. In the event of group loans, 
no further funding should be forthcoming until the group repays the loan difference for any 
individual defaulter within the group. 

O. Positive Real Interest Rates for Loans and Deposits 

As a goal NOOs should strive to charge and offer positive real rates of interests on 
loans and deposits, respectively (i.e. charge and pay interest higher than the rate of infla
tion). Any margin above this level should be left to each NOO to determine. Interest rates 
should reflect the real costs incurred by an NOO in offering a sustainable flow of financial 
services. The costs of financial services are influenced by the financial procedures and prac
tices adopted by the NOO which are in part determined by the source of funds, infrastruc
ture facilities, and type of clients, enterprises and areas serviced. In the presence of multi
ple NOOs with diverse financial practice& and clientele, it is not necessary to arrive at a uni
form cost of financial services. Ideally, interest rates should at least be positive in real terms 
(i.e., cover inflation) and cover operational costs.37 These bare minimum thresholds for 
interest rates on loans should reduce the negative externalities of non-market distortions 
caused by subsidized lending in addition to encouraging efficient use of NGO resources by 
the beneficiaries while positive deposit rates will promote ~.avings mobilization. The interesL 

TI Random interviews were conducted with NGO loan beneficiaries in 3 Wlages. The beneficiaries bad 
revealed preft;rCDcc for adequate, continuous and timely loans with positive rcal interest rather than one shot 
grants. 

/ 
\11~ 

http:costs.37


25 


rates established within NGO programs in The Gambia are generally similar across all types 
of borrowers, enterprises and geographic regions regardless of the differential costs due to 
differential client risks. Some loans are clearly less risky and therefore less costly than 
others. NGOs should employ a variable rate structure to reflect these differences. 

H. Minimum Uniform Bookkeeping Practices and Quarterly Reports 

It is essential that NGO financial activities be documented in a comparable fashion 
to permit evaluation of their financial performance. For example, the simple single entry 
bookkeeping followed by the VISACAs permits an easy evaluation of their performance. 
Furthermore, for the multifunctional NGOs, separate accounting needs to be maintained 
between their financial and nonfinancial activities. While common costs may exist among 
various activities of a multifunctional NGO, it is essential to recognize the basic costs and 
benefits involved in administering the financial programs separate from other programs. 
Attempts should be made to create a rudimentary or simple balance shee~ and income state
ment to document the financial activity of NGOs. Parent NGDs, independently or in con
junction with TANGO, should work with their local units to prepare and then train them 
to handle this simple documentation. This information should be prepared on a regular ba
sis and used to prepare quarterly reports on the financial condition of the local NGO unit. 

I. Unkages with Formal Institutions 

There is a cOlltinuing need for NGDs to develop linkages with formal financial 
institutions. The NGOs are multifunctional and are not specialized financial intermediaries. 
Therefore, their financial operations are less focused, more rudimentary and smaller scale 
than those of formal institutions. Their efficiency in financial intermediation can, however, 
be improved by increased ties with formal financial institutions that are specialized in 
financial intermediation. Currently, the links with formal banks are limited to depositing 
surplus or temporarily idle revolving funds in Banjul to earn market rates. These are 
valuable services and contribute to more effective liquidity management for NGO 
headquarter operations in Banjul. However, the almost complete absence of formal bank 
branches in rural areas restricts the development of these linkage services for the 
decentralized village banks in the interior. This deficiency underscores the constraints that 
an inadequate branch banking network creates for the development of NGO networks in 
the rural areas of The Gambia. Therefore, parent NGOs that transfer and place all the 
surplus savings of their decentralized associations into Banjul banks may compromise the 
ability of these local associations to meet the contingency needs of their rural clientele. On 
the other hand, leaving all these funds (beyond the prudential liquidity reserves) in local 
associations may forego an opportunity to eam a decent return on seasonally jdle funds. 

J. The Graduation Syndrome 

In the future there may be an opportunity to transform some NGOs into formal 
financial institutions. It is obvious that despite the more liberalized economic policy 
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environment in The Gambia today, existing formal financial institutions are not suited to 
service the poor or rural clientele.38 Therefore, it may be useful to graduate some NGOs 
who serve marginal groups into somewhat more formal institutions such as savings and loan 
cooperatives, credit unions or village/rural banks. In other words, instead of trying to 
graduate NGO clients into commercial bank portfolios, some NGO financial intermediaries 
themselves could be transformed into more formal financial institutions. The relevance of 
this recommendation, however, is contingent on the degree to which the NGOs are seriously 
committed to become responsible financial institutions offering sustained financial services 
through locally mobilized savings. This concept of graduation emerged as a 
recommendation in AID's recent microenterprise stocktaking exercise.39 Nevertheless, it 
should be noted that there are few examples to demonstrate how feasible it is in practice 
to convert a socially oriented NGO into an efficient banking operation. 

4. Sumuliu)' 

The major theme of this chapter has been the strategic role of locally mobilized 
savings as the essential building block to create viable village banks/associations offering 
a sustained supply of financial services to their clientele. To properly remunerate local 
depositor/savers market rates of interest must be established for both savings and loan 
contracts. Externally injected revolving funds for on-lending lmdennine this effort to reward 
savers and weaken the resolve for effective loan recovery. These funds would be much 
better spent if they were directed towards creating the hUll12.D capital base needed (both in 
local associatiGns and in service organizations like TANGO) to launch and administer 
successful village savings and credit associations. Finally, the combined regulatory and 
coordination roles need to be quickly rationalized with the CBG restricting its role to be the 
principal regulator and TANGO the principal training and service organization for NGOs 
in The Gambia. 

31 See. Chapter 1 for further details. 


311 Sec James Boomgard, AID MicroeDtcmrise Stocktnkjpr SYPthesjs Report. Dcc:cmbcr 1989. 
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, Table 11·1 Roster 01 NGOs OII'erIDg Fhumdai Semca laThe Gambia. 

At Igtcrutloga) NGOs 
1. SCF/USA : Save the Children, USA. 

2. CRS : Catholic Relief Services. 

3. AATG : Action Aid, Th-: Gambia. 

4. WVI: World View International. 

S. AN: Africa Now. 

6. FFHC/WRP: Freedom From Hooge»' Campaign, Women's Rice Project. 

B. Natlogal NGo. 

7. NWB: National Women's Bureau. 

S. GWFA: Gambian Women F'mancing Association. 

9. WISDOM: Women in Service, Development Org.1Dization and Management. 

10. GRUDA : Gambian Rural Development Agency. 

11. AFET : Association of Fanners, Educators and Traders. 

12. AGE: Association of Gambian Enterprises. 

13. GARDA: Gambia Rural Development Agency. 

C. Ugclasslncd 

14. VlSACA : Village Savings and Credit Associations (assoc:iatcd·with CIDR and KWF). 
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Tabie-II-2 Volume or Direct Apicultural Loau by VariOUI Sources, 1991-92.-

No. 

1 

2 

3 
4 

Name of participating 
IDStitution 

Gambia Coopcraili'c Union 
(OCU) 
Food and AgriClj":.,tal 
Organization (l'/ ,. ,)2 

Commercial Banks 

Non- Governmental 
Organizations (NGOs):' 

Volume of loans (in millions 
of Dalassis)2 

(1) 

3.75 

1.CJ7 

0.22 

Relative Share % 

(2) 

51.7 

27.10 

3.03 

AATG (0.86) (11.8) 

SCF/USA (0.21) (2.9) 

VISACA (0.21) (2.9) 

APET (0.04) (0.6) 

5 
Subtotal 

Total 

1.32 

7:1fJ 
18.2 

100.00 

Note 1: 	The volume of loans from foreign sources, aedit unions, private entrepreneurs and informal credit 
markets are not included in this table due to data limitations. 

2: 	This includes loans through private fertilizer dealer associations, maize growers associatiODS and block 
demonstration villages. 

3: 	This includes only the NGOs who provided data on their loan portfolio, and therefore is incomplete. 
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Table 11-3 The SaDiple 01 NGOs, As.odated OrpnIzatiou and Beaefldarla Parddpalflllia the Study. 

I. Nog:Goyeramegtal Orpg'zatlOAs CNGOs) 

InterDatloaal NGOs 

1. SCF/USA : Save the Children, USA 


2." CRS : Catholic Relicf Scrvices 


3. 	 AATG : ArooA Aid, Thc Gambia 

4. 	 WVI : World Vicw Intcrnational 

B. 	 Natloaal NGOs 

5. 	 GWFA : Gambian Womcn F'mancing Association 
6. 	 WISDOM: Womcn in Service, Developmcnl Organization and Managemcnt. 

7. 	 GRUDA : Gambian Rural Developmcnt Agency. 

8. 	 AFET : Association of Farmcrs, Educators and Tfadcrs. 
9. 	 AGE: Association of Gambian Entcrprises 

C. 	 UDCluIIOed NGO 

10. 	 VlSACA : ValIagc Saviags and Credit Associations 

II. Coordlpatlgg/Rcgulatory Ipstltvtlonl 

1. 	 CBG : Central Bank, The Gambia 

2. 	 TANGO: The Association of Non-Governmental Organizations 

3. 	 GVOTF /UNDP : Gambia Villagc Developmcnt Trust Fund/Uidtcd Nations Development 
Project 

4. 	 WWB/WID: Womcn's World Bank/Womcn in Developmcnt 

III. Begendaria 

1. 	 Womcn Kafo at Kwinclla: AATG beneficiaries 

2. 	 Yaminkunda Sesamc Seed Processing Plant: AATG beneficiaries 

3. 	 Farmers in the Sapu area: AATG and VlSACA beneficiaries 
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Table 11-4.1 Operatloaal PaJOIOpbla or Sample NGOs OII'erlag FlDaDdal Senka .. TIle Gambia. 

No NGO Opcratiooal Philosophy 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

AATG 

CRS/USA 

SCP/USA 

WVI 

WISDOM 

AFET 

GWFA 

AGE 

GRUDA 

VlSACA 

J. Internatiooal NOPs 

Uses AATO loans to form a Village Based Group RevoMag Fund 
(VGRF) to finance future vilIagc activities. Traditional taros are used as 
basic units of contact. 

Promotes institution building by assisting financial programs that involve 
communities; Collaborates with emting organizations in providing 
financial services. 

Establishes Community Based Credit and Technical Assistance (crAP) 
program for forming Village Based Funds (VBF) to help in community 
development and income diversification of rural poor. 

Assists in self sustaining community development within its cultural 
framework through an integrated approach. Encourages collective saviDgs 
to form Revolving Credit Funds (RCF), and implements a saviDgs linked 
aedit program. 

II. Natiopal NOPs 

Organizes women osusus into functional groups and strengthens them to 
become viable and reliable aedit institutions. 

Develop' group loans through traditiooal kafos II SaviDgs and Credit 
As&odations (SCA) to improve aa:css to financial serYice& in non-banked 
areas. 

Establishes a viable aedit institv.tion to inaease ac:ceaa to production 
acdit by women through the Wan Revolving Fund (LRF) and the Loan 
Guarantee Scheme (LOS). 

Strengthens osusus as viable intermcdiarieE and links up with formal 
financial institutions. 

Invokes vilIagc level participation in aedit programs by ,slist;ng cmting 

vilIagc structures like taros. IDcrC1SC4 acceas to cooaumptiooacdit at 

reasonable rales. 


W. Uprl,ujfied NGO 

Village run institutions proYieling reliable and profitable saviDgs 
alternatives and UDtargcled loans to individual clients in • market oriented 
unsubsidizcd fashion. 

Source: Brochures issued by individual NGOs. 
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Table 11....2 	 GcacnJ CIlaradcrlstks or Sample NGOs by Selected Criteria or AdlYlty, Spoasonhip, Size, Loc:atloa, Membership aad FbumdaI 
ServIces. 

?k;. NGO Year 
~cd 

Activity! No. Mcmben BcDcf"ICiuy/ 
taJlCt poup 

Souuc of fuDdI No. 

viIJa&es 
Service 
ArWJ 

P"ID. ICrvice 
offered 

(1) (Z) (3) (4) (5) (6) (7) (8) (9) 

L ............ NGOs 

1 as 1964 Institutioa buildifta, 
bealth, Dutritioa, 

56,000 
_iD 

Womea 1Cafa. Private 
doGalioas from 

NA AU 
lbl'ouJb 

Cmlit & SaviDp: 
c;ioordiDatewith 

apic:ul~ credit Dutritioa aDd USA, USAID, Gambia GWPA aDd AFHr 
aDd AYiDp bealth IDRC,Pord 

propama Powldalioa 

2 MTG Educatioa, 177,300 1Caf0i CWd 5pOIIIOl'Cn 582 LRD, Cmlil& 
CIDIIUIlUDity bealth, iDUK MID-S compulsory AYiDp 
qriaaltwc raeardI, 
water, cn:dit 

3 'SCPJUSA 1915 Health, cducatioa, NA lDdiYiduak aDd OXPAM NA NBD Cmlit aDd 
apicuJ~ crcdit poupI; 609& compulsory aviDp 
aDdAYiDp beacficiaric5 arc 

~ womca 

4 WVI 19!1l Educatioa, IkiIIs NA Apicultwc aDd Norwqiaa NA NBD Cmlit aDd uviDp 
dcvdopDcat, bcalth, caterprila: NGO:WVI (Yct to bqia) 
autritioa, SIMap lCafo ItyIc Powldalioa 
aDd cn:dit Group5 formed 

byWVI 



T..,.. U-4.2 (mIlL) 

No. NGO Year 
Started 

Activity! No. Members BenerJCiary/ target 
poup 

Source of mads No. 
viIIap 

Service 
~ 

FIJI. seMee offered 

(1) (2) (3) (4) (5) 

D. NIIIIouI NGOs 

(6) (7) (8) (9) 

S GWPA 1987 ReIean:b ud data 300 WOIDCIl RcwMqfuDd 60 MOldy CrediL PIanIIiII& 
colIectioa OIl 1IIOIIlCD CIltrqx'Cneurs: rUed thJouP fuDd al'OWl4 OIl AYiDp 
Ktivitica, CRdit. ItiUa JI'OUPI or raiIiD& Ktivitica, BaajuJ Ktivitics ill 
cbelopmelSt traiDiD& iDclMcIuaIa WB/WID,aad mlIaboratioa with 

USAID. WWB/WID,CRS. 

6 1988 Tedmic:al1tiUa ill 9300 C709' VCJCbIble prdeDl, DANIDA, US 14 ZODeI WD,LRD Credit aad uviDp 
apiculture aDd run! womea) bee keepers, EmbMIy, CRS. (pIaDDin& 
dc:vdopmeftt, mic:roeDtrepreaeurs, Foratry OIlNBD 
EducatioD, Credit aad womeD aad )'DUth: dept.,Ccatral But and 
I&'YiDp 1Caf0L of the Gambia. URD) 

7 WISDOM 1989 TraiJUDa, SSUClltioa, 
AwareDCII creadoll 

9031 Veaetable prdelll, 
mic:roeDtrepreneurs: 

Partial fuDcII rrom 
OXPAM 

300 MoaJy 
around 

Credit ud UYiDp 

OIl pDder iIIueI, Womea aad OIUIUI Baa~ 
credit aad MYiDp 

8 ORUDA 1989 TraiDiq (or ItiUa NA2 Parmers, .omea UNDP,CRS. NA MID-N Credit (Jet to 
devdopmeDt, Credit CIltreprcDCUrs: 

1Caf0i 
ViIJa&e Aid/UIC beJiD) 

9 AOE NA TraiDiq iIIltiIII 250 MicIoeDtreprcDC.... NA NA ArouDcl SIMDp 
~t,AYiDp /OIVW& BaajuJ 

m. U-de.dIW NGO 

10 VlSACA 1988 &Map, credit. 1384 (iDd1ldca Rice rarmers aDd PreDCbNGO 6 s.YiDp aad credit 
edUClltioD 56 !Cafos) retail traders: (ClDR) aad 

lDdMduaia aad Germu fuDds from 
1Caf0i ItPW 

Note 1: Listed by order of importaDce 
2: 	 NA : Not 8WiIIbie 
3: 	 WD: Watcra DiviiIoa; LRD: Lower River DiviIioa; NBD: NonII ButDiviIioa; MID-N: MaCardIy""" DiviIioa-North; MID-S: NcCartIIy IIIucl DiviIio...~ URn: Upper 

River DiviIioD. 



Table 11-5 FlD.ada. Senka OIrerecl by NGOs: LoaDs. 

# NGO 

(1) 

Ycu 
Stutecl 

(2) 

Soun:Ic of 
fullds 

(3) 

Typcof 
Lout 

(4) 

Tarpt 
poup 

(5) 

#borroM=lS 

(6) 

Int.ratc/yr 

(7) 

Collateral 

(8) 

Avc.1oaD 
size 

(9) 

Repayment 
rate 

(10) 

Areas 
COIICrcd2 

,tI) 

II'l 
('f') 

1 

1 

3 

4 

MTG 

SCPI 
USA 

CRS 

WVI 

1983 

1985 

L198U8: 
GraDIS 

b.l988: 
Loaas 
with 
GWPA 
and 
AFET 

1992-93 

UK IpOOIOI'CIS 

RcYoIviq 
fuodI: GlaDIS 
rtomOXFAM, 
membcS'lbip 
fees, iDt.ratC5 

LCRSfuIlCk 
b.MatcbiD& 
put from 
USAID 

Mcmbellbip 
fcc,aviDp 
putiDrcvoI
viD& fuDd aod 
matdlcdby 
WVJ. 

sr.Mr 
qric:ultural 
credit: JnkiDd 
loanI, 
produc:tioo 
credit 

SI',MI',LT: 
IJWDcl oc c:a&b 
Ious, 
produc:tioo 
credit 

Limatmcnt 
puts: 
InkiDd 
put 

bSfaod MI': 
Caab loanI, 
productioa 
cndit 

Sf: Cadi 
loanI, 
productioa 
credit 

L....,.......NGO 

1Caf0l 246 G.Jlut 
ptIUpIand 
53 rice 
poupI(
ofPY 1991
92) 

Groupaod 54 
iDdividuaIL oulltllDdiq 
Group'. IoM5 
axv'uilS for 
bY .vidual 
., ..JlIj 3O'J& 
must be-bcnc6c:iaric5 

a.Scamc • .50000 
ICCd womeD 
powcD: 
Women 
1Caf0l 

b.GWPA 
aod 
AFET 

lCafo ItyIc NA 
IfOUlII: 5-lS 
IDCIDbcn 

oto lCafaa 
Wltil1991 
aod 12 
after that. 

lS for aU 
benc6
ciariC5SI' 
orLT 

Gra.ot 

NA 

Group 
liability 

Group 
puutce, 
JcpJ 
proccctioa. 
IOCiaI 
IUCtioDs. 

NA 

Group 
puutcc 

NA3 

DSOOto 
28,SOO. 

NA 

NA 

4Z~(_of 

Oct.91) 

7S~ 

NA 

NA 

MID-Sand 
LRD:37S 

WJaacs 

NBD:7S 

YiIJa&es 

aJ\lI 
tim )l 
Gambia 
wbel'C 
seamcil 
JlOWIl 

b.AFET 
aDd 
GWPA 
areas 

NBD 



T8b1e u.s (colli.) 

# NGO Year 
Started 

Source of 
fuDds 

Type of 
Lout 

TUFt 
poup 

# borrowetS Inlrate/yr Collateral Ave. lou 
size 

Rq!aymeDt 
rate 

Alas 
IXM~ 

(I) (2) (3) (4) {S) (6) 

D. NIIIIouI NGO 

(7) (8) (9) (IO) (11) 

5 GWPA 1987 LR.evoIYiq 6 to 12 1Caf0l aDd L131oa1 L12.5: LMembcnbip a.DSOOO NA 8lDjuluea 
fuDdI IIIOIltb iDdivicSuaII b.lloaD m'OIviJII coatributioa b.D20000 

b.l.ou credit: Cub fuDds b.GWPA 
JlWU1CC loaDs, b.23.5: paI1lIltcc 
scbemewitb production Std. 
standard credit dwtered 
dwtercd 

6 WISDOM 1989 OXPAM sraDd LT: Womea 215 rural 11 Salaried DlOOO to Hip MOldy 
c.Jl1ous, OIUIUI aDd acdvrba worker. D3000ror aIOUIId 
production limited p3UpI paI1lIltor, SfIouL Banjul 
credit iodividuais ball' of savinp D20,OOO 

aDd J!OUP rorLT 
liability. loaDS. 

7 AFET 1990-91 SIIvidp sr:Cub lCal'o type 1343 (829(, 3 par1Ulton, NA H'1Jb 13viDqes 
mobiJizecI, 
CeDtraI but 

loaDs, pro
duction 

p3UpI WOIDeD) 3/4 ofAViDp in Bwiam 
aDd 

W 
0\ 

of the Gambia credit 1CuaDtabe: 
LRDaDd 
WD. 

8 GRUDA 1992 UNDP sraDdMr 1Caf0l aDd NA I'IaIUliDJ NA NA NA MID-N 
lou&: c.Jl individuall OD martet 
IouI, Coal. rates 
aDd prod. 
IoaI 

DL V.. '·"1fW NGO 

VlSACA 1988 	 s.viDp 8nc.Jl CieDti is 8271ou1 4O.aJ ADimIII, farm D20to 9.S MID-S: 6 
IIICIbiIbcd, bill, pro- rice ran.- iIIued up to (depeadl illlplcmeDts 3000; YiIIap 
from farm ductioa MardI 1991 OD aDdjewelJy mea: 

9 

"adiacoate is IouI mail 	 VlSACA) D200. 
labaIIJ-hchar trade 

pr:lject 


Note 1: sn Ibort-tcnn IoaI (lela tbaD 9 1DOII1III); MI': MediUIIHermloal (UptD 3,an); LT: Loaa-tcnn Joes (Uptil5 ,an) 
2: 	 WD: Weaera DiviIioa; UtI>: I..ower River DiviIbs; NBD: North Bat DiviIbs; MJD.N: MaC.udty kIud Dividoe-NoIdI; MID-S: Nc:CartIay iliad DiviIioa-Soatb; URn: Upper 

RM:r DiviIioo. 
3: 	 NA: Not Available 

--:) 
'-.:, 
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Table 11-6 Flaandal Senlces Offered by NGOs: SaYlop MoblllzatlOD. 

No. NGO Year ~0I1IIYiDp TUFt UIC oIruDdi AllDuaI InL rate (CJD) Arcacom'e~ 
aaned 

(1) (2) (3) (4) (5) (6) (7) 

L ........... NGO 

1 MTG 1986 Compulloly coatribulioa:DI0 KafO& Goes to build Vallap 0 MID-S aDd LlU) 

/member/moath by poupI Group RcvoIvin& PUDdI 
assisted with credit 

2 as 1988 Collaborates with GWFA and Womcatar05 NAl NA NA 
AFBr 

3 SCP/USA 1992 LCompuilory uviDp by GtoupaDd Goes to Bank in Bam bank rate NBD 
beocficiary p'OUp lDdividual& individual savinp 

b.s.viDp by poup members IICICOUIlts 
4 WVJ 1992 ColMtM uviDp from taro ItyIc Group and Build JIOUP fUDdI 0 NBD 

(Yet to JIOUP', individual aavinp individuals 
beam) 

IL N...... NGO 

r-
('l') 

S WISDOM 1989 Mata:hel ClIWUI AYinp by 1:3 Womee: 
OIUIUI 

Buys T-liiUs WlSDOM Pays 0IUS1IS 

13CJD, and T-Bills pays 
.Arowld BaDjul: 3000 
women 

WISDOM 18.5% 
6 1990-91 LDcpoats with aD aIftCd time 01 Kaf05 Giva out loaDs LIB for dcpoiits CM:r 14 ZOoeI: U aviap 

withdrawal DlSO kaJ'05 with 6000 
bFIRd dcpoiits for IIlC* than 3 b.15CJD members 

IIlOIlthl 

7 GWFA 1993 CoUaborates with WWBfWID Womea: Gives outious aDd Iiat NA 200 viDap projected 
(Yct to Saviap and upwithbaab 
bcaiD) credit 1Caf0& 

8 AGB NA 0IuIuI: Moathly rotatioa with 0IuIua CouumptiuD or IOCJD caras bank rate .Arowld Banjul 
lOCJD mmpWloly COGtributioa to productiYe UIe by 
member's but ea:ouat membcJs 

IlL U.,....... NGO 

9 VlSACA 1988 LTclID dcpoIits for 3,6 A 9 Rice farmen LGiva out IouI L20to30 6 viIJapa ill MID
1DOIltbs. aacI KafO& Soulll 

b.Cuncat ea:ouats b.O 

Note 1: NA : Not naiJable 
2: 	 WI>: WCItcnI DiviiIoG; LRD: Lower River DiviIioa; NBD: North Bank DiviIioa; NlD-N: MaCarthy IaIaad DiviIioa-Nortb; NID-S: McCartby IaIaad DiviIioa-Soutb; URD: Upper 

River DMIioa. 



Table 11-7 NGO FioaDdal ActIvities: Strmgtbs and Weaknesses. 

No. NGO 	 WeatDcaes 

(1) (2) (3) 

L hllftUIIIoul NCO 

1 MID 

2 CRS/USA. 

3 SCF/USA. 

4 WVI 

L 	 Wide COYerqe of bc."1eficiaricl 
b. Group respoDIIbility IJItem to build reYOMllI fwIds ADd iDceDtive baed 

credit propam reduce moral hazard problems 
Co Uab vm.,e tafOl to formal fiDaDcial illltitutioaa tbrouJb their depoIits. 
d. Ule of traclitioaal tafOl iDcruscs vm.,e level ~tion. 

L CoonfiDates with aatioaal NGOI to mjnjmite COlts 

b. Beaeficc women. 

L 	 Eitablilhmeat of villqe baed fuada (VBP) lena iDIunDce PUrpcllC& 
b. MatdliDa locally mobilized fuDck by IoeI (1:3) from src to build 

VBP provides iDceniMs for actM: commWlity ~tion. 
Co Noa-minimaliIt apploecb belpc in OV'CraU community ~nt. 
d. Group liability reduca moral hazard probleml: CICOIIOIDicI of 

imoro4atioD. 

L Ule of bfo ItJIe poupI to form revoIYiq credit fuDck (ReP) increases 
vm.,e paticipatioD ADd creates c:oUcc:tiYc poup I'C:IpOlIItiIity. 

b. A Itmq bWI towards uviDp mobiIizatioll to build RCP. 

L 	 Coven 0DJy upper M% of the run! ~tion. 
b. UDdenniDcs otber credit programs that char&e mattet rates. Need to Ibed 

tbe put appl'Ollch. 
Co 	Sustaiaability of the propam in tbe presence ofpuwins inIlatioa rates ADd 

DeptiYe real int.ratca is difficult. Wall erode mIOIvinJ funds eaiJy. 
d. Compullory AYinp procram with DO int.ratc proridc lela iDcentiva to uve 

with revoMq funds. 
e. Poor i'CCOYety perfortllADCC 

a. No well planned credit/avinp propams of their own 
b. Do not iDYoIYe in credit and &llYi.ap activities cllCaiDC seed powen 

UIOCiatioas auisted by CRS. Could have belped them to lint up with 
formal fmancial institutioDs. 

L 	No w1Ulltaty uviDp propam to build VBP. 
b. Uab with formal fUWldal institutions are ~IJweak. 

L Pormatioll of poupI by WVI inltead of IIIiDa aiItiD& bfOl c:u uDdermiDc 
muitifuDctioal traditioDaUy provided by tafOL 

b. Need to pIaD IiGtin& RCP with formal baDkitta IJIlemI to IMIicS fuDdllJiDI 
icL.'c. Need JOOcf plans for portfolio diYersificatioa. . 

Co Proportionate IiDtina of credit to uviDp may bcDefit rich beaefic:ieries 
rather thaD poor. 



Table D·7 (colli.) 

No. NGO Strengthl 

(1) (1) (3) 

IL NIdIouI NCO 

5 WISDOM 

6 

7 GWPA 

8 AGE 

9 GRUDA 

L Benefits wamcn 
b. Eacounp IIIYiap amaas WOIDCn I.Dd liab tbeaa with bub 
Co Pays poIitive interest oa dcpoIiti 

L 	 UIC of tafor iDcrcaICs villqe k:Yc1 partic:ipetioa 
b. Stroq uviap propam; IIIYiap liaked credit projp'IJIL 

Co BKk up by Central Bank &Del CRS 
cI. Mattei rat" for c:red.il .Dd uviap plOp'Ull 

Co Borrower ICI'CCDia& by vilJa&c k:YcI oomminca Rduca moral baard 
problems.. 

L 	 Benefits WOlDen 
b. IDcrcuca IICCa& to bank loaaI throuJll loaD paraatcc 1Cbcmcs. 

L 	 PUDCtioaI as • facilitator or OIlIIUL 

b. Liab up 05l1&\li with banks. 

L 	 UIC of Uf05 pl'CYCDts ~ tnditioDal pHIII' I.Dd iDacasca villqe 
puticipatioa. 

b. Group participation rcduca moral bazard problems. 
Co PrcMdes CODIumptioa loaaI 

IlL UIIdaasUIecI NCO 

L 	 Umited rural COYCtqe 

b. Very cautioua Ieodia& procedurer.; Iiaki:I& credit to uviap may benefit 
richer 1WOIDCD more. 

Co No portfolio divcrsificatioa 

L 	Need to c:oosoIidale uviap propams &Del lint tbeaa with formal fin.uciaI 
iDltitutioaL 

b. All uviap aU loaned out: No protectioa to uvcrs;. Deed more portfolio 
divcrsificatioa. 

Co No prudential J'CICIYCS maintained to meet coaliDFOCY requirements. 

L No rural peaetratioa 

L No rural pelH:tration 
b. No direct fiaucial intermediatioa. 

L 	 No uviap program; IUltaiaability or propam illimited. 
b. Not wdI cbiped to baodIe COOIUIDptioa loaDs. 

10 VlSACA L 	 Stroq local partidpatioa aod bail oa b:aUy mobilized fuDdI, I.Dd tittle •• Nuclear wits that arc Abject to riIkI due to covariaDc:c or iacomc. 
dooot iatc~tioa ~. ItqJliAbiIity limited to area with _red iIklilIIlC acaeratiq activities. 

b. No luFniac ofloaDl Co MatcbiaJ of uviap acd credit term 1lnIc:tuJ'CI arc leu flexible in RCJdiaI 

Co Maialaia prudential J'CICneI for CODtia&ency requircmcDit fundi. 

cI. Elrx:iellt IIIC of coUaterailUbltitulC5 to enforce CODtratts 

cI. Commited staff. 


Commoq -'!IS' of aU NGO KtMtiq 

1. lAct Joa&-«erm credit compoocnt 
Z. St...inability without external fuDCk is questioaable 
3. lAct Iiab with formal fiaaociaaI iDltitutioa& for rcfiDaDrilllo liquidity INIMFIDCllt, I.Dd fiaaDciaI iatcrmcdiatioo 
4. ea.u ooIy ImaII area I.Dd lack DatioDal COYCraF 
5. OYerlll., of activitie5. 
6. React to dODor IipaIL 

http:c:red.il
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APPENDIX fl·1 

liST OF NGOS IN mE GAMBIAl 


No. Abbreviation/Full Name 	 National/International 
1.. AATG • Action Aid The Gambia I 

2.· ABWE • Assoc. of Baptists f. World Evangelism I 


3. ADRA • Adventist Development and Relief Agency I 


4.• AFET • Assoc. of Farmers, Educators and Traders N 


5. African Islamic Board for Medical & Social Aid I 

6. Africa's Self Help Organisation ? 

7.· AGE • Assoc. of Gambian Entrepreneurs N 


8. 	 Allah Leka Jombo Kuto N 

9.t AMA • Africa Muslim Agency N 

10.· AMDM • Anglican Mission Development Ministries N 

11.· AN· Africa Now I 

12. 	 Ananda Marga Pracaraka Samgha N 

13.t 	 ANFAR • National Assoc. for Religious Families I 


14.-	 APSO • Agency for Personal Service Overseas I 

15. 	 ASHAD·African • American Society for Humanitarian I 


Aid and De't'elopment 


16.§ 	 Bahai Movement I 


17.t 	 BCS • Brotherhood of the Cross and Star I 

18. 	 Blue Crescent I 

19. British Gambian Friendship Society I 

20.- BMTG - Baptist Mission The Gambia I 

21.- Caritas N 


22. 	 CASE - Community Action for Socio-Economic N 
Empowerment 

23.§ 	 CODE· Canadian Organisation for Development I 
through Education 

1 Source: TANGO Secretariat, March 1992. (Addresses of the NGO's listed can be obtained from the 
Secretariat). 



42 


No. Abbreviation/Full Name National/International 


24.- CCF - Christian Children's Fund I 

25. Celestian Church N 

26. Christian Council I 

27·t COP - Church of the Pentecost I 
28.- CP - Cooperationa and Progress N 
29.- CRS - Catholic Relief Services I 
30.- CUSO I 
31.- CYSARDA - Child Youth Support and Rural N 

Development Agency 

32. Danish Gambian Friendship Society I 
33.- DASH - Development Action through Self-Help N 

34.t Exchange Crossroads Company N 

35. Fass Youth Association N 
36.- FFHC - Freedom From Hunder Campaign N 

WRP: Women's Rice Project, Mansakonko 

37.- FlOH - Future In Our Hands I 
38. Foederkreis: Afrika Hilfe E.V. I 
39.- FORUT The Gambia N 
40. FrG - Friends of The Gambia I 

41. GAlCD - Gambia Assoc. for Islamic Culture an~ N 
Development 

42.- GAFNA - Gambia Food and Nutrition Association N 

43. Gambia-Swe Charitable Organisation I 

44. Gambia Youth Literacy Foundation N 

4s.t GAMNCPADD - Gambia National Committee/Centre N 
for the Prevention of Alcoholism and Drugs i 

Dependency 

46.t GAMSAM I 

47.- GARDA - Gambia Rural Development Agency N 
48.- GBPW - Gambia Business and Professional Women N 
49.- GFP A - Gambia Family Planning Association N 

sO.t GGGA - Gambia Girls Guides Association N 

\~ 
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No. Abbreviation/Full Name National/International 


51.- GGSM - Gambia Good Seed Mission N 

52.- GHEA - Gambia Home Economics Association N 

53·t GIRLS - Gambia Islamic Relief Services N 

54. 	 GIU - Gambia Islamic Union N' 

55. Gloria Baptist Fellowship Church I 

56.- GOVI - Gambia Organisation of the Visually Impaired N 

57.- GRCS - Gambia Red Cross Society N 

58.- GRUDA - Gambia Rural Development Agency N 


59.- GWFA - Gambia Women's Finance Association N 

60.- GYF - Gambia Youth Federation N 


61. 	 HAAG - Help Age Association Gambia N 

62. HELPERS I 

63.- lCAM - Inner City and Africa Ministries I 

64.- ICO - Islamic Call Organisation I 

65. IIRO - Intern. Islamic Relief Organisation I 


66·t lOOT - Intern. Organisation of Good Templars I 


67. 	 IRFF - Intern. Relief Friendship Found. Inc. I 

68. 	 Islamic Assoc. for Relief, Development and the I 


Environment 


69. 	 Islamic Cultural Centre N 

70.t 	 ISHR - Intern. Society for Human Rights I 

71. JIDA. - Jokadu Islamic De,'elopment Ass.ociation N 
72.- KETA - Kombo East Tesito Association N 
73. Methodist Mission (Agric. Programme) I 

74.- MRC - Medical Research Council I 

75.- NGSFA - North Bank Sheep Fattening ASsociation N 


76. ole Chamen Centre I 


Development 

78,- PATI-I - Progress in Action Through Home-Resources N 


77.- PAIS - Pan IJiican Islamic Society for Agrocultural I 


Development 

'79 - PATW - Project Aid Third World Nj • 

~)
'\ 
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No. Abbreviation/Full Name 	 National/International 

80.t Peace Corps I 


81.* PPG - Partnership & Progress in The Gambia N 

82.* PIA - People in Action N 


83. PIA - Pipeline Islamic Association N 


84.§ Project Concern International I 


85. Rawdul Quran (Garden of the Ouran) N 

86, Sahel Development Foundation I 


87.* SCF/UK. - Save tbe Children/UK. I 


88.* SCF/USA - Save the Children Federation/USA I 

89. Seventh Day Adventist Church I 


90.* SFP - Schools for Progress N 


91. 	 Shabibatou Ansarudin N 

92. 	 SHIA - Swedish Handicapped International AID I 

Foundation 


93.* 	 SS - Sight Savers/Royal Commonwealth Society for the I 

Blind 


94.* 	 SOS Children's Village I 


95. 	 Swedish Gambian Society I 


96.t TBMPFS - Ti-Biray Multi-Purpose Farm Society N 


97,t 'IFI'F - The Forbes Trust Foundation I 


98. The New Apolistic Church Society N 

99, The Village Aid Project N 

100,* VSO - Volunteer Service Overseas I 

101.* WAM - West Africa Mission I 


102.* WECI - World Evangelisation for Christ International I 


103.t 	 WIF - Foundation for Research on Women Health N 
Production and Environment 

104,-	 WISDOM - Women in Service Development and N 
Organise Management 

105.* Worldview International Foundation I 
106,- YFADAA - Youth Front Against Drugs and Alcohol N 

107.* Y~iCA - Young Men's Christian Association N 
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No. Abbreviation/Full Name 

In~.t YWCA - Young Women's Christian Association 

109.* Tango observer outside The Gambia: OXFAM 

Notes: 

* TANGO Member 
t Applied for TANGO Membership 
§ Inactive TANGO Member 

Total number of NGOs in The Gambia: 108 

of which national NGOs: 54 
of which international NGOs: 53 

Total TANGO membership: 52 

of which national NGOs: 30 
of which international NGOs: 22 

National/IntematioriilI 


N 

I 
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APPENDIX n-2 

lHE··GAMBIA VII.I ,AGE DEVELOPMENT TRUST FUND 


(GYDTF) (THE FUNP)2 


ACfIVlTIES AND OPERATIONS 

ACfMTIES 

The main activities of the Trust Fund are: 

1. 	 To provide funding in the form of loans to village self-help groups and individuals 
whose nature and aims are generally consistent with national rural development 
policy. 

2. 	 To establish a sustainable production finance for small self-help income-generating 
projects and community projects in villages where Village Development Committees, 
groups of individuals, or individuals have articulated their needs and identified their 
own priorities for action, thereby reaching the most wlnerable with the resources 
they need. 

3. 	 To assist TANGO and National NGOs in helping their members (village groups) to 
obtain access to credit based on their own determination of priorities. 

4. 	 To strengthen the capacity of the Department of Community Development to 
respond to the many requests for project finance that are made to COAS in their 
cause of work in villages. 

5. 	 To promote the fo.nnation of viable community groups which would be encouraged 
and supported to promote sustainable Saving and Credit AssociatioLls within their 
respective areas, to ensure that the provision of credit resources is linked to savings 
mobilization from the individuals and their groups, 

6. 	 To provide refinancing facilities to rural Savings and Credit Associations so that they 
can on-lend to their members to allow them to undertake income-generating 
activities. 

7. 	 To work closely with the line ministries and departments and all other relevant rural 
development agencies. 

2 Source: UNDP. 
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8. 	 To establish linkages between UNDP ~isted p~ojects/programmesand village 
groups, and national NGO!rthat could benefit from advisory services in the areas 
such as: .' 

a. 	 Women's horticultural production, processing and marketing; 

b. 	 Livestock and small ruminants development; 

c. 	 Rural water supply (including training and maintenance). 

9. 	 To support training programmes for effective functional literacy, numeracy, 
techniques of appraisals and of participatory self-monitoring and evaluation, 
campaign geared towards sensitation of the Trust Fund modalities, capacity and 
confidence building in the rural community on a continuing basis. 

10. 	 The Fund will solicit additional funds from wide variety of local sources, international 
donors, development agencies both official and non-official agencies. 

ELIGIBILITY CRITERIA FOR WAN~ 

i. 	 Any groups of individuals, individuals, or Rural Savings a.l1d Credit Associations 
involved in rural income-generating activities may be eligible for loan facility 
provided that the economic, technical, managerial and marketing components of the 
project are established to the satisfaction of the Trust Fund. 

ii. 	 Applicants for loan should not be borrowers or defaulters of any other credit agency. 

iii. 	 Applicant should be resident in the villa.ge from where loan application was made 
for a minimum period of six (6) months. 

iv. 	 Farmers should produce proof relating to ownership of land or right to cultivate the 
land from the Alkalo. . 

v. 	 Applicant should have had some experience and/or ability in the activity for which 
loan is applied. 

vi. 	 Projects must be in keeping with objectives/provisions of the Fund regarding eligible 
activities and must aim at raising the standard of living of the prospective borrowers, 
i.e. the scale of the project should be above subsistence level. 

vii. 	 Applicant, whether individual, groups or associations, should have savings account 
with Savings and Credit Associations in their areas where such exists. 

http:villa.ge
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vill. 	 Lending to groups will be confined to income-generating and/or employment 
generating activities ronducted by already existing groups working together or 
working together with groups mutual support (as in a savings and credit group). 

ix. 	 Each group leader should be able to provide a mechanism whereby all members of 
the group would jointly and severally guarantee th ~ loan when approved and also 
assist in the collection of repayment on due dates. 

x. 	 Members of the Board of Trustees and staff of the Fund and their families, 
emp!oyees of Govellldlent or other institutions or professionals are not under any 
circumstances eligible for credit facilities from the Fund. 

LENDING PROCEDURES 

Applications for loan funds can be presented to the Fund in a number of ways: 

i. 	 Direct applications from a village development committee or village group, through 
an extension worker from government or national NGO. The extension worker 
would help applicants to complete application forms to the Fund. The applications 
will give details of any feasibility study and whether the applicant has savings plans 
which should always precede an application for credit. 

ii. 	 Complete application forms will be fOlWarded to the Fund with the name of the 
extension worker who helped applicants. The extension worker will recommend the 
project and be expected to accept accountability for ensuring the beneficiary has 
access to technical on-going advice. 

TYP~ OF LOANS 

The Fund will grant two types of loans and these would be based on the expected life 
of the project. 

Short-term loans - 1 to 12 months. 

Medium-term loans - 12 to 24 months. 

i. 	 Short-term loans are typically granted to meet production, transporta~on, marketing 
costs, working capital, etc. 

ii. 	 Medium-term loans are for purposes such as the purchase of rum equipment, 
livestock, and other allied enterprises, etc. 

\~ 
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WAN SCHEMES 

The Fund has the following loan schemes 

1. 	 AGRICULTIJRAL WANS SCHEME: 

T.rls scheme is meant to provide credit facilities for agricultural and allied 
agricultural activities; 

(a) 	 Short term loans: are granted for purchase of improved seeds, fertilizers, 
pesticides horticulture and for meeting expenses like labor charges and 
transport costs, etc. 

(b) 	 Medium term loans: arp. provided for purchase of agricultural implemen
tations, farm Machin:. ,~, plough animals, digging of wells, lift irrigation and 
sprinklers, for land development for production and processing of hybrid 
seeds, etc. 

(c) 	 Development loans for Allied Agricultural activities are provided for activities 
such as dairy, fisheries, poUltry, piggery, serculture, beekeeping, rabitary, etc. 

2. 	 SMA,,1t BUSINESS FINANCE SCHEME 

Under this scheme, loans are granted for activities such as; retail trading in essential 
requirements of the rural community, working capital for small-scale business 
enterprises established by a group, an association or an individual for providing 
service (not professional service) manufacturing, processing, preservation, marketing. 
Blacksmiths, tailors, watch repairers, etc. are not in this category. 

3. 	 s.cI::lFME TO ASSIST CQITAGE INDUSTRIES 

Credit would be provided under this scheme for all artisans such as weavers, potters, 
etc. Soap making, tie and dye, etc. would be considered under this scheme. 

WAN LIMITS 

Borrowers do not have to contribute any cash margin for first loans, as the family 
labor itself is treated as margin. The scale of finance varies according to project and 
the amount of loan the borrower gets will depend upon the scale of finance of the 
particular project. However, for subsequent loans, borrowers are expected to provide 
cash margine, which will be determined by the Fund in accordance with the loan 
amount. 
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RATE OF INTEREST 

The Fund determines the annual rates of interest chargeable on its loans. These 
rates may change from time to time in line with the national economic and monetary 
policy prevailing at any particular time. However, the fund's prevailing rates of 
interest charged on loans ranges between 18 and 24 percent per annum. 

SECURITY FOR LOANS 

i. Security and/or collateral must be offered for all loans made by the Fund. This may 
take the form of security on livestock, farming impl~ments, ornaments !;uch as gold 
jeweby (sufficient to cover the loan with the prescribed margin) hypothecation of 
crops, solvent sureties of two respected elders of the village who are compound 
owners, or repayment capacity of the borrower, depending on terms and conditions, 
nature and volume of facility granted. 

ii. Under the Fund's Group Credit Schemes, group loans are granted and payable at the 
end of each crop season or as determined by the Fund. The group leader and the 
executive committee members or the whole group would jointly and severally 
guarantee the loan when approved. The group leader and the executive members 
would also assist in the collection of loans when due for payment. Thus, the group 
pressure is applied in the administration of these schemes. 

DISBURSEMENTS 

i. The Fund operates a supervised credit system. Under this system approved loans are 
disbursed in cash or in kind or ~ combination of both where neceSSaIy. Cash 
disbursements will be made in the form of cash or cheques placed directly in the 
hands of the ultimate borrower( s). Disbursements through intermediaries will only 
be made in exceptional cases with the permission of the Trustees. 

ii. Where cash disbursements are involved, disbursement of loan funds would be time
phased with conformity with the different operationaJ phases of the life circle of the 
project. Under this system, each case disbursement is preceded by a field visit with 
a view to assessing the extent to which the previous disbursement has been applied 
to the successful implementation of the project. A report on the field visit is 
accordiIWY prepared with a set of recommendations advising the need for additio~ 
fund release for the project. 

iii. Where disbursements in kind are concerned procurement of ec:pital items and 
production inputs will be made on behalf of the borrower(s) by the Fund only after 
the borrower(s) have identified the implements or inputs reqni!ed for the project and 
instruct the Fund to purchase such items (as per invoice produce) on their behalf. 
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iv. Disbursements either in cash or in kind shall be made only after the loan agreement 
is completed, security created . and guarantors have honored their commituient. 

v. Requests for disbursements should be made on a standard form prepared and 
completed by the Fund. . 

vi. All disbursements should be authorized by the Fund Coordinator. 

LOAN COLLECl'lON AND RECOVERY PROCEDURES 

i. Loan repayment period shall depend on the activity and scale of finance. However, 
the Fund shall specify repayment schedules for each loan approved. 

ii. All loan repayment will be transmitted directly from the borrower(s) to the Fund in 
a manager to be determined by the Fund. 

iii. As for group loan schemes, the group leader and the executive committee members 
would assist the Fund staff in collection of loans from group members when due for 
payment. 

iv. Borrower(s) shall be reminded, by way of a letter, one (1) month in advance of their 
upcoming repayment on a loan. 

v. ShllUld borrower(s) not honor their obligations on the specified date nor submit a 
report of inability to repay a loan on time, then a second remind or "warning" l~tter 
shall be sent to the borrower(s) requesting payment within 'lne (1) week of receipt 
of the letter. 

vi. The Fund shall, in exceptional cases, consider rescheduling the repayments if, for 
reasons considered tangible by the Fund, the borrower(s) cannot meet repayments. 
Evidence must, however, be provided to support and justify recommendations for 
rescheduling. 

vii. Should all attempts, including persuasion and consultation with borrower(s) to ensure 
that repayments are made, to recover a loan fails then legal action shall he 
recommended to recover outstanding loan funds. 

DEFAULTS ON REPAYMENTS 

i. Failure to pay a loan, or any installment, when due shall constitute default and in 
such cases the nutstanding amount, including interest plus a penalty charge of 25%, 
shall immediately become due and payable. 
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n. Occurrence of adverse circumstances which the Fund solely determines as prejudicing 
the repayment of the loan (e.g. using loan funds for other purposes) would be 
considered as default and the Fund's default rules shall apply. 

iii. The Fund or its assignee shall have full powers and authority upon defallllt in any of 
the terms of this obliga~ion of the rules of the Fund in relation to its installment plan 
account, or at any time the Fund shall deem itself insecured to declare without notice 
this obligation and payable forthwith. Thus, the Fund shall apply to the payment of 
the loan any and all securities and things of value which were offered as security for 
the loan. 

iv. In case it is necessary to take legal action for the collection of any loan, the borrower 
and/or guarantors shall pay the full costs involved in this transaction. 

v. Defaulters shall not be granted any other loan facility from the Fund, nor could they 
serve as personal guarantors to borrowers from the Fund. 

SUPERVISION 

On approval and subsequent disbursement of loans and grants, regular follow-ups will bt"; 
conducted by extension workers and staff of the Fund to assess progress, check on the inputs 
and identify pending problems. Where possible, officers mayan the spot advise and/(ir 
assist the beneficiary to find solutions to the pmblem. In all cases, an official report will be 
prepared indicating the status of the project and the area where assistance is required to 
improve its operational performance. 
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CHAPTER··.1HREE 

THE GAMBIA, COOPERATIVE UNION-


I. INTRODUCI'ION 

Beginning in 1988, The Gambia Cooperative Union (GCU) became a privatized 
fanner owned cooperative primarily involved in providing input and output marketing 
services to its members. Prior to privatization, the GCU was an affiliate of The Gambia 
Produce Marketing Board (GPMB), a government parastatal. The privatization of the GCU 
was due in part to the recommendations of the World Bank following the implementation 
of the Economic Recovery Program (ERP) by the Government of The Gambia in 1985. 
The ERP recommended: (i) liberalization of the market for production inputs, especially 
iertilizer; (ii) liberalization of output markets; (iii) encouragement for private entrepreneurs 
to enter into both input and output markets, and; (iv) deregulation of financial markets. 

The ERP and the ensuing struc..1ural adjustment measures had profound implications 
for the GCU. Prior to the ERP, the GCU was the primary buyer of groundnuts and 
supplier of inputs on cr~dit in The Gambia. It was affiliated with the GPMB that enjoyed 
a monopvly in the importation of inputs, processing and exports of groundnuts. The 
operations of the GCU in the input, credit and output markets were heavily subsidized by 
the government and the GPMB. While inputs were sold at very low subsidized prices, they 
were generally not available on a timely basis; output prices for groundnuts were set below 
world market prices; loans were rationed at below market rates and loan repayment rates 
were very low. In short, the GCU's operations were inefficient and inviable, unable to be 
sustained except through large subsidies. Several factors were identified as contributing to 
its pt."lOr performance including mismanagement of the GCU, inadequate macro-economic 
policies, inappropriate input and output price policies in The Gc1IYlbia, poli~ical intervention 
and fTt~quent droughts. Therefore, the World Bank recommended several changes to 
facilital:e its reorganization. These changes eventually removed the monopoly status of the 
GPMB in output and input markets, withdrew government subsidies to the GCU, 
reorganized the GCU credit operations emphasizing strict credit discipline and a village 
branch lending progr~ and divested from the GCU certain multipurpose activities.1 

• We acknowledge with appreciatioo the valuable assistance provided by B~boucar Gai, GCU; E. Brewis, 
GPMB; Graham Yates, SeB; Sinta Khan, GCU; Pa Sinyang, GCU: Karamo Trerra, GCl.;; Managers of sampled 
CPMSs and several farmers in cooducting this study. The usual disclaimers apply. 

The GCU operated as an apex cooperative body to promote, establish, support and monitor several 
multipurpose cooperatives including lbe 84 Cooperative Produce Marketing Societies (CPMS), 90 Cooperative 
Thrift and Savings Societies (crCS), Fwheries Cooperatives (FC), Handicrafts Cooperatives (HC) and CoOSUDler 
Cooperatives (cq. The ERP recommt:oded that tbe GCU withdraw from supporting the crcs, FC, HC, and 
CC and oDly work with the CPMSs. 

1 
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Based on these recommendations, the GCU reorganized its management sys
tem and marketing operations in 1988/89. Since then, it has undergone significant changes, 
especially in its credit department responsible for supplying seasonal and medium term 
credit to its members. The recent performance of the GeU has been noteworthy. The 
ocrJ now functions as an importer and distributor of agricultural inputs. ~upplier of cash 
and in-kind loans, mobili."'.er of deposits, and buyer and exporter of groundnuts. It plays a 
major role in distributing agricultural inputs through seasonal and term lnans to its members 
at market rates. Table n-2 shows that the value of inputs supplied lYj the GCU on credit 
accounted for nearly 51 percent of total agriculturalillans issued to tbe agricultural sector 
during the 1991-92 crop season. It was also the primary domestic buyer of groundnuts in 
1991-92.2 

The impressive share of !he GeU in the input, credit and output markets in 
the presence of alternative suppliers and buyers in the current liberalized environment 
reflects its competitive edge. In addition, its large network with wide rural penetration, 
established infrastructure, long experience in the input, credit, savings and output markets, 
and established links with formal banks gives it an important role in The Gambia. Its past 
poor performance, howeverl raises concerns about its capacity and to continue to effectively 
supply marketing services in a liberalized environment 

Several studies have examined the output and input market operations of the 
GeU from 1955 to 1988 in great detai1.3 The recommendations of these studies were used 
to reorganize the GCU. However, there has been little analysis of the performance of the 
reorganized GCU. The objective of this chapter, therefore, is to only summarize elements 
of the earlier studies, but to examine in detail the perfmmance of the GCU a..."ter its 1988 
reorganization in its savings and lending activities. Since a complete examination of the 
multifaceted and complex operations of the OCU would require a more detailed examina
tion, this chapter is limited to documenting the performance of the current credit and 
savings unit and to exploring its potential to become a \iable and self-sustaining supplier of 
financial services in a liberalized economy. Since GeU loans are often supplied in kind and 
the loan obligations are enforced through deductions from output sales, some discussion of 
both the input and output markets will also be presented when necessary to understand it's 
financial operations. 

This chapter is organized as follows: first we describe tee methodology of the 
study; second, we unalyze the performance of the GCU in output, input and financial 
markets before and after its reorganization; third, we discuss the strengths and weaknesses 
of the GCU's current credit and savings program and its proposals for the future and, 
finally, we offer a set of policy recommendations in the last section. 

2 It purchased 8,000 tODS of groundnuts compared to 2,000 tODS by the GPMB. 

~ Examples include the FAO funded -Agricultural Credit Policy and Structure in The Gambia- (1986). the 
IW funded study by R. H. Clark (1987). and the USAID funded study by Demissicc, ct. at., (1989). 

http:mobili."'.er
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II. METHODOLOGY OF THE STUDY 

Currently, the GCU is an apex cooperative organization with 54 affiliated 
CPMSs. The CPMSs are in tum responsible for several village branches ~ttached to them. 
Therefore, this study was conducted at three levels, the GCU, the CPMSs and the village 
branches, to fully examine the GCU's operations and assess its capacity as an input supplier, 
output buyer and financial intermediary. 

The GCU: At the oeu level, the data compiled from the individual CPMSs were 
examined and relevant information was extracted for this study. Specifically, these data 
included the total number and the names of the CPMSs and the village branches registered 
with the GCU that qualified for the credit program, the volume of loans issued through the 
qualified CPMSs, both seasonal and medium term, and the repayment rates on current and 
overdue loans from the qualified CPMSs and for all CPMSs for the four years from 1988 
through 1991. In addition, information was also collected on the volume of inputs imported 
and distributed, the volume of groundnuts purchased and exported, input prices and output 
prices offered by th\~ GeU from 1988 through 1992. Several annual reports, cousultant 
reports and memormdums were also consulted to learn about the GCU's marketing 
operations and problems during the past ~;!veral years. Furthermore, informal meetings 
were held with several officials at the GCU to obtain their interpretation of GCU's recent 
efforts and problems faced in reorganization. 

CPMSs: ft., total of 14 CPMSs were visited personally by the senior author during 
April 1992 to assess their current capacity in terms of physical infrastructure, 8.rea and size 
of operations, major constraints faced, managerial capabilities, and the natu!: of accounting 
procedures used. A list of CPMSs visited is provided in Appendix table III-I. These 14 
CPMSs were purposely selected based on their geographic location, pas, loan repayment 
performance and output purchases. Effol1s were made to contact at least one qualified a~d 
unqualified CPMS for the credit program from each of the seven geographic zones m' cir
cles. However, attrition was inevitable due to logist\cal constraints. Informal interviews 
were carried out with the managers of the CPMSs to gather infurmation on the size of oper
ations, membership structure, volume of loans issued and recovered, problems faced in 
terms of GCU's management, farmer clients and infrastructure facilities, and their opinions 
about the reorganized structure of the GCU and suggestions for further improvement. 
These interviews were facilitated by the fact that all managers were able to communicate 
in English. 

Village branches: Groups of farmers were interviewed from 14 village branches 
attached to the sampled CPMSs, one each for each of the samplecl CPMS. Information was 
gathered about farmers' attitudes toward the GCU and alternative sources of input supplies, 
financial intermediaries and output buyers. The lis! of villages sampled for this study is 
provided in Appendix table 111-2. Two village committees appointed under the Village 
Responsibility System (VRS) were also interviewed to understand the borrower screening 
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and loan recovery procedures followed in conJunction with their parent CPMSs. Since the 
information gathered was sensitive, the interviews were conducted on an informal basis and 
in groups without any direct reference to an individual member of the cooperative. 

III. ANALYSIS 

1. Pre-Reo[aanirntion Period (Pre 1988); An Outline 

A The Origin 

The Gambia Cooperative Central Banking and Marketing Union (GCCBMU), pre
cursor to the current GCU, was fomled in 1959 as a financial institution to provide savings 
and credit services to its affiliated cooperative societies. Beginning in 1971, the banking 
services were transferred to the GCDB and the GCCBMU was reorganized as the GCU to 
function as an apex cooperative body to prom~:e, establish, support and monitor several 
multipurpose cooperatives such as Cooperative Produce Marketing Societies (CPMS), 
Cooperative Thrift and Savings Societies (CfCS), Fisheries Cooperatives (FC), Handicrafts 
Cooperatives (HC) and Consumer Cooperatives (CC). It was a quasi-independent organiza
tion that was supposedly managed by a committee elected by its members." 

B. Functions 

While the GeU was responsible for several cooperatives, the primary emphasis was 
on supplying inputs, financial (credit and savings) and output marketing services to its 
members through 86 CPMSs.5 The other cooperatives, such as the crcs." were adjunct 
operations. 

The input, credit and output market operations were usually subsidized by the 
government and several government p:UQ!\tatal entities such as The Gambia Produce 
Marketing Board (GPMB), The Gambia Commercial Development hank (GCDB) and The 

The GCU was expected t(' be an independent organization manag.::d by a committee elected by its 
members. However, the heavy involvement of the government and government parastatals in GCU's operations 
limited its independence. Furthermore, because of the misappropriation ,. f funds in the late 196Gb ..aid early 
1970s, the minister of agriculture dissolved the old committee and appointed Ii new management committee in 
1974. The new management committee was appointed on a short-term basis but it lasted until November 1989. 
This Compulsory Management Regime (CMR) reduced control of the regional CPMSs on their operations and 
shifted the decision making process for their operations to the central office (see Demissice, et. aI., 1989 for 
further information). 

, See Appenda 111-3 for the growth of the CPMSs over the period 1964-1992. 

4 
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Gambia River Transport Ltd. (GRT) that collaborated with the GCU in the provision of 
marketing services. 

On the one hand, the GCU primarily purchased groundnuts through the CPMSs and 
sold these to the GPMB which operated as a monopolist in the processing and exporting of 
groundnuts. On the other hand, production inputs were sold to the GeU by the GPMB who 
was also a monopolist in importing inputs. The GCU was financed by the GPMB and 
GeDB to conduct its input and output marketing functions. The GeU in tum sold the 
inputs to farmers for cash and on credit, extended cash loans, m( :Iized savings and 
purchased groundnuts from its members through its affiliated ePMSs and their village 
branches. 

a.) Output markets 

The GeU was the major domestic purchaser of groundnuts in The Gambia during 
this period. Since the GPMB was the only processor and exporter, all the groundnuts 
purchased by the GeU were sold to the GPMB. The producer prices offered by the GCU 
were fixed by the GPMB in consultation with the Government of The Gambia. The GeU 
was given a buying allowance from the GPMB as a commission. Table Ill-I, column 6 
shows that the share of the GeU in the GPMB's total purchases ranged from 42 to 81 
percent and GCU purchased nearly 60 to 70 percent of the total groundnuts produced in 
The Gambia until 1986/87.6 Output buying was conducted through the widespread network 
of Cle 86 CPMSs located throughout the country. E(.I.ch CPMS in tum purchased nuts from 
its several village branches that serviced about 20,000 farmer members in total. The GeDB 
extended a credit line each year to the GeU to purchase groundnuts from the farmers.' 

b.) Input markets 

The GCU was also the primary distributor of agricultural inputs including fertilizer, 
seeds, pesticides, and agricultural machinery and implements in The Gambia during this 
period. Alternative sources of inputs were limited to scattered private traders who were 
involved in illegal cross border trade with Senegal.s The GCU purchased inputs on zero 
interest credit from the GPMB. The GPMB deducted the input loans from the proceeds 
of the groundnuts delivered by the GeU at the end of the year. The GCU then sold the 
inputs on credit to the CPMSs who in tum sold them on cash and credit to their farmer 
members. 

6 In gcneral, thc farmers reserved 20 to 2S percent of their output for seeds and consumption pUl)J06es, 
and thc rest was sold to output buyers. 

7 The GCDB in tum was rcfmanccd by the Central Bank. 

a Sec Chaptcr VII for details. 
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Although data on the quantity of inputs supplied were not available, Table ID·2 
presents the volume of input loans, seasonal and medium term, issued by the GCU to the 
CPMSs to be onlent to their members. Fertilizer, seeds and pesticides were supplied as in· 
kind loans. The interest rates charged to the OCU, CPMSs and members from the several 
sources of suppliers involved in input marketing are presented in Table m-3. The table 
shows that the OCU received subsidized loans until 1984 to distribute inputs on credit. The 
inputs were also supplied to the CPMSs and farmers interest free until 1984 and were 
charged a below market rate until 1986. 

c.) Financial markets 

The OCU provided financi7"J services through two types of cooperatives: the crCSs 
and CPMSs. While the crcss were adjunct opera.tions, the CPMSs were the major outlets 
for supplying financial services to farmer members. The loans made through the CPMSs 
were supplied in cash and in kind with the objective of increasing their member's 
marketable surplus thereby increasing the volume of output sold to the OCU. The savings 
mobilized through the CPMSs, however, were insignificant. This section first examines in 
detail the performance of the GClTas a financial intermediary through the CPM~A and then 
follows with a brief review of the crCSs. 

i) Loans through the CPMSs 

From 1959 until 1978, the OCU supplied small unsupervised cash loans to its 
members. Although detailed data were not available, the loan repayment rate was reported 
to be 97 percent (Clark, 1987). This credit program was supported through subsidized loans 
from the GCDB. 

In 19'/9, the Producticln Based Credit Program (PBCP) was introduced to supply 
loans in kind. The PBCP was funded by the Rural Development Project I (RDP I) of the 
World Bank to increase cash and food crop production in The Gambia. A total of $11.7 
million was contributed towards the RDP I fund by the Overseas Development Agency and 
the International Association of the Arab Bank for International Development. Loans worth 
04.75 million were made in the form of fertilizer, seeds and farm implements to members 
of the CPMSs.9 While beneficiary coverage was impressive, poor planning and 
implementation, political interference, and the drought year of 1931/82 led to a p..'lOr !{tan 
recovery rate of less than 50 percent. Loans outstanding as of October 31, 1986 stood at 
02.89 million on medium term loans and 00.87 million on seasonal loans. to 'Therefore, 
the program under RDP I was terminated in 1982. 

9 Many loans were, however, issued to nonmembers with minimum record keeping. 

10 RDP J ,ecor\.~ of September 30, 1986, however, showed that outstandings were D 4.44 million and D to 
million under mediw.1 ano sea:;on!') loans, respectively. The differences in figures underscore the ~oor record 
keeping procedures fOllowed under the aedit programs. 
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In 1982, the Agricultural Development Program I (ADP I) was implemented by the 
World Bank to consolidate the progress made under RDP I with the objective of increasing 
agricultural production of export and food crops through strengthening support institutions. 
Table ID-2 shows the volume of loans issued and the loan repayment rate un,,~'~r RDP I and 
ADP I. The ADP I supplied cash loans while RDP I supplied in kind loans. Surprisingly, 
the loan repayment rates improved from 55 percent under RDP I in 1980/81 to 89 and 60 
percent, respectively, under ADP I in 1982/83 and 1983/84 (column 6). While it is tempting 
to attribut~ the improved loan repayment performance to the ClSh loan approach followed 
under ADP I, good weather conditions and favorable real groundnut prices during the 1982
84 period compared to 1981 very likely should have contributed substantially to the 
repayment trends (see columns 2 and 9 in Table 111-1 for groundnut production and 
producer prices during the 1980-84). 

Based on the relatively positive experience of ADP I, a consolidated credit program 
was implemented as ADP II in 1984. The objectives of the ADP nincluded, among others, 
financing the GCU to distribute farm inputs.ll The ADP II was funded bhinterest free 
loans from the World Bank, IFAD, and gifts from the Government of Italy. 1 A revolving 
fund worth of D8 million was established by the GCU to finance the procurement and 
distribution of inputs. 

Using the lessons learned from RDP I and ADP I, ADP n included a reorganization 
of the GCU's management establishing an agricultural credit unit responsible for loan 
processing, disbursement and collection. The GCU supplied loans in kind and cash to the 
CPM~:1 which then onlent to their members in cash and kind. The CPMSs tied the loans 
to the borrower's output sales and the loans due were deducted from the borrowers' sale 
proceeds. A minimum loan repayment rate of 85 percent was made mandatory for each 
CPMS in order for them to receive further loans from the GCU. 

Table III-2 shows that loans were issued in cash and in kind under the ADP II. 
While the repayment rate was low in 1984/85 and 1986/87 which were years of droughts, 
it fluctuated until 1988.13 The implementation of ADP n also had difficulties. The 
majority of the CPMSs could not attain an 85 percent repayment level set by the ADP II 

Il The other objectives of ADP II were to: (i) assist the government extension agency, Ministry of 
Agriculture, and Projec:t Planning and Monitoring Unit (PPMU); (ii) improve infrastructure to conduct 
agricultural research; (iii) assist the government to remove fertilizer subsidies; (iv) improve the seed 
multiplication unit at Sapu, and; (v) provide financi.og to improve groundnut storage facilities. 

12 The ADP II was implemented at a cost of S30 million and was financed by loans from the WB/IDA ($8.9 
mill), IFAD($4.75 mill), and gifts from the Government of It,]y ($95 mill). 

13 The better loan recovery rate from 1984 to 1988 compared to earlier years was probably due to the 
increased prices for groundnuts in the Gambia as reported in Table 01·1. This was due to elCplicit policy 
initiatives in the post ERP policy environment dramatically increasing groundnut prices to keep up with 
Senegalese price trends (see McPherson and Radelet, 19(1). 

http:IFAD($4.75
http:financi.og
http:inputs.ll
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to qualify for further loans from the OCU. For example, in the drought year of 1984, some 
CPMSs repaid less than 1 percent of their current loans. Nonetheless, due to political 
intervention all CPMSs received new production loans in 1985 so the GCU's credit program 
became inefficient and inviable. 

The GCU's inability to implement its credit programs efficiently and independently 
induced the World Bank to critically evaluate its perfmmance in 1986. Poor management 
of the oeu, inadequate macroeconomic policy, political intervention, [a.ck of government 
commitment to remove price subsidies, and uncertain weather conditions were found to 
contribute to the oeu's poor performance in its credit programs (Qark, 1989). 

ii) Savings through CPMSs 

The OCU has also mobilized savings from its members through the CPMSs since 
1959 but the volume of savings mobilized was inconsequential compared to the loans 
issued.14 For example, the volume of savings mobilized by the 84 CPMSs at the end of 
1986 was 00.6 million compared to Dl1.8 million in loans issued. 

iii) The crCSs 

A total of 90 crCSs were created from 1955 onwards by the GCU throughout the 
country to provide loans and savings to their members.15 These crCSs functioned as local 
units for the GCU to mobilize savings and supply loans.16 Nearly 85 percent of the crCSs 
were made up of women members involved in petty trading and microenterprises.17 The 
majority of the crCSs were urban based and were concentrated in peri-urban areas. 

14 The savings mobilized by the CPMSs arc treated separately from those of the cress. There was 
presumably some overlap of members betwtcn the cress and CPMSs. 

IS The GCU was primarily involved in supplying agricultural input, output, acdil and savings seniccs 
through the 84 CPMSs established throughout the country. The cress were adjunct operations. Therefore, 
the acdit and savings senices to CPMSs arc to m: treated separately from those of the cress even though there 
might be overlaps of membership. 

16 Although the crCSs were the responsibility of the GCU, about half were registered with the Department 
of Cooperation (DOC). The DOC formalized the existence of the cress, established by-laws for the provision 
of fmancial services, and allegedly monitored the operations of the member cress through field inspectors and 
educated them on financial issues. 

17 The members involved in farming and market gardening accounted for less than 20% of the membt:rs of 
the crCSs. 

,, 

http:microenterprises.17
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Each cres was managed by an executive committee with technical support from the 
GCU.1B The savings mobilized in each cres were transferred to the central office of the 
oeu. The oeu paid an annual interest of 8 percent to the crCSs and extended them 
overdraft facilities at 10 percent per annum. The funds deposited by each crCSs were 
partly used by the oeu to issue loans to each of them. However, loans were provided by 
the oeu to the cress regardless of the level of their deposits. For example, the savings 
mobilized by the 90 cress by the end of 1986 was about 0 207,500 while the outstanding 
balance of loans from thr.ir members was 0 371,500. Although Table ID-4 provides 
information on only 50 crCSs out of the 90, it shows that the ratio of loans to their capital 
b,,_se as of 1987 (shares and savings) was 116 percent.19 Whenever the loan demand 
exceeded the savings mobilized by a ~.,.es, the OCU covered the gap with its funds. In 
short, the GCU supported these cress and the majority of them were dependent on the 
oeu for their financial operatioD.I;. Little importance was given to the mobilization of local 
savings to sustain the cres's uperations. 

The crCSs paid an annual interest of 8 percent on deposits received from their 
members and charged 12 percent per annum for loans; both were very negative real rates 
of imerest at this time. While the bylaws stated that the members were allowed to borrow 
twice the value of their savings, the cress were not particular on the proportion that 
Iink~d members' savil.lgs with their loans. Indeed, the majority of the members joined the 
crCSs mainly to get access to loans. 

The loan recovery performance of these cress was poor. Information on individual 
cress in column 5 of Table 111-5 shows that the majority were faced with severe problems 
of overdue loans. Table ID-4 indicates that the percentage of overdue loans to outstanding 
loans and capital base in the aggregate were 54 and 63 percent, respectively. These figures 
indkate that these cress were not viable, self-sustaining units but were functioning with 
extemal support from the OCU. The cress were, therefore, a burden on the OCU 
resources and were not contributing to its viability. This led to the World Bank 
recommendation that the oeu divest itself from the operations of the cress. 

iv. Summary 

In short, the financial intermediation by the OCU was one sided and the credit 
programs were poorly implemented and inviable. Therefore, the World Bank once again 
suggested measures in 1988 designed to improve the efficiency and the financial viability of 
the oeu. The recommendations stated the following: 

1. Eight full·time managers were employed by the OCU to provide free lDanage~ assistance to these 
executive committees. 

19 The information is limited to only SO crCSs that maintained rec:qrds on their tr~ctions. 

http:percent.19
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• The Government of The Gambia should not interfere with the GCU's operations but 

should implove the overall.policy environment with respect to pricing, marketing and input 

distribution; 


• The Government should absorb the GCU's debt with the GCDB and the GPMB 

worth D 53 million. This would enable the GCU to write off debts owed to it by its 

member CPMS and become solvent to start a new credit program from 1988 onwards; 


• The GCU must withdraw its support to the crCSs and other cooperatives and should 

restrict itself to working with the CPMSs to conduct its input, output and credit market 

operations; 


• The ~pacity of the GCU should be upgraded so it can manage a viable and self

.sustaining credit program. This requires reorganization of the credit unit by employing 

competent staff to develop, document and implement credit programs at all levels. Techni

ral assistance should be sought by collaborating with other extension and research agencies; 


• Each CPMS should be treated as an autonomous enterprise responsible for loan 
allocation and collection from its members. The CPMSs should be~ssisted by the village 
branches. A Village Responsibility System (VRS) should be introduced to incorporate 
decision making and disciplinary functions at the village level in order to improve borrower 
screening and loan contract enforcement by the CPMSs and the OCU; 

• Farmer attitudes towards credit use must be improved through member education 
and the imposition of strict credit discipline. 

The World Bank recommendations were implemented by the GCU in 1988/89. The 
Government of The Gambia paid off D53 million of GCU's debt to the GPMB and the 
GCDB, ruld withdrew further support to the GCU. Thus, it bailed out the GCU from the 
past debt obligations and reorganized it as a fully privatized cooperative, thereby ending its 
previous status as a government supported quasi independent cooperative. With its 
privatiz!ltion in 1988, the OCU began to operate in a competitive market environment. 
Significant changes were made, especially in the credit unit, and several measures were 
taken to run a cost efficient program. These measures included: 

• The divestiture from the GCU of ib» responsibilities with the crCSs, Fe, HC and 
other cooperatives in 1989;2D 

31 The GCU closed its crcs unit at its headquarters in June 1989 and withdrew its support to the crcs 
network beginning in 1990. The cress were informed of the GCU's withdrawal and were givcn the option to 
continue their operations but without any external support from the GCU. ObviolWy. many cress were unable 
to function independently. Therefore, out of the 90 crCSs, 23 opted for voluntary liquidation. or the remaining 
67 cress, 43 non-registered and 11 registered but dormant societies were dosed by the GCU in September 1990 
and handed over to the Registrar of Cooperatives for liquidation. Four cress that primarily c:oosisted of 

~\ 
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• A reduction in the number of CPMSs from 86 to 54. Thirty-two (32) nonperforming 
CPMSs were either closed or merged with neighboring CPMSs; 

• A reduction in operating costs through a reduction in staff size from 178 to 132, 
unnecessary vehicle usage and foreign travel; 

• Increasing revenue by exploring possibilities for improved markets for groundnuts, 
the sale of idle assets21 and hiring out idle transport facilities; 

• Producing audited financial reports for 1989/90; 

• Fixing strict eligibility criteria for the CPMSs, village branches and their members to 
become eligible for loans from the GCU. The Village Responsibility System (VRS) was 
introduced on a pilot basis in five CPMSs. 

The next section evaluates GCU's performance in the input, output and financial 
markets following reorganization. 

women vegetable growers were pused on to the Hortkultural Cooperatives (HCO). Only nine cress qualified 
to continue their operations on a self management basis. They were basically urban oriented and dominated by 
women members and dock workers (sec Appendix m-s for the 1ist of the nine cress). The GCU aw.-ced to 
reconcile the deposits hdd by the nine cress that continued after 1990. The accounts were to be handed over 
to the management committccs of those crCS4. 

An ILO study conducted in March 1990 concluded that the majority of the former cress were 
nonviable units and were WlBble to function without any external tedm.ical and financiN support. The study 
recommended the cress to operate as aedit unions (CUs) to get &CCC55 to extefD!il support. F'IYC former 
cress agreed to function like CUs. With those five former cress, The National Association of Credit Unioas 
in The Gambia (NACUG) was establi.~ed in August 1991 with the help of the Irish League for Credit Unioas 
International Development Found&tion (ILCUF) and the World Council of Credit Unions (WOCCU). The 
NACUG was established to assimilate viable cress into the CU movement and to form new CUs to provide 
financiaJ services (savings aDd aedit) in The Gambia. The NACUG was initially formed with five former cress 
each paying a D 200 as an entrancc fe~ to become a CU. Currently, it has cxpaaded to 18 CUs of which seven 
were former registered as cress. Of the 18 CUs, ten are urban ba..o;ed while eighl are rural based. The 18 CUs 
consists of 398 individual members. A tctal of D 15,000 was reported mobilized from these 18 CUs as of March 
1992. Th.: individual members of the CUs were paid an 8 perccnt annual interest rate on their deposits and a 
zero rate on shares. None of the 18 CUs was issuing 10ans to i16 members at that time. 

21 The assets that were sold included share holdinss with the GCDB and the National Trading Corporation 
(NTC), some premises in Banjul, redundant trucks, personnel carriers and stocks of their spare parts, and stocks 
of various commodities. 
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2. Post-Reoraaniptjon Period (Post 1988) 

The GCU began to reorganize as a privatized farmer owned cooperative in 1988/89. 
It was expected to operate in a competitive environment without preferential status. The 
major institutional accomplishment of the recent economic reforms that delinked the 
OPMB, the GCU and the GCDB from subsidized credit contributed to the independence 
of the OCU. Currently, the OCU functions as an importer and distributor of inputs, a 
supplier of seasonal and medium term loans in cash and in kind, a mobilizer of deposits, 
and a buyer and exporter of groundnuts. These multifaceted and complex activities are ,'.On
ducted through 54 CPMSs located throughout the country. Significant progress has been 
made but several problems remain that impede its viability and self-sustainability. The 
following section examines the recent performance of the GCU to assess the effects of reor
ganization an\d identify the constraints faced in implementing several of the pl'oposed 
changes. The focus of attention is the operations of the OCU in financial markets. 

A. Output markets 

The OCU still remains the major domestic buyer of groundnuts in The Gambia.22 

While Table ill-I shows that it sold most of the groundnuts purchased to the GPMB, it 
began to export groundnuts beginning in 1992.23 The GCU purchased about 8,000 tons 
of groundnuts in the 1991/92 season (10 percent of total production) compared to 2,000 tons 
by the OPMB (2 percent of total production) despite intense price competition from Senega
lese traders. While the groundnut prices offered in 1992 by the OCU to producers reflected 
world market prices, the Senegalese traders paid 55 percent more than the OCU.24 

The output purchases by the GCU were finano.;d by the GCDB in 1989/90 and by 
the Standard Chartered Bank from 1990/91 onwards.2S For the 1990/91 and 1991/92 
seasons, the GCU received lines of credit from Standard Chartered for D12 million and D6 
million, respectively, at a 27 percent annual interest rate to purchase groundnuts. The 
pledging of its property holdings as collateral was required. The GCU was pr.ompt in 
repaying its crop loans to the Standard Chartered Bank. 26 

22 Currently, the domestic ampul buyers include t1xI GPMB, private tradcn rr.gistered with the GPMB, the 
GCU, and unregistered priva!e traders. 

:D The GCU entered into an CIpOrt contract with Senegal to dcliYcr up to 20,000 tons of groilDdDuts by May 
1992. It actually delivered 8,000 tODS. 

J& The GCU paid D1.5SO/tOD compared to D2400/tOD paid by Sencplcae traders. 

as A aedit line worth of D4 million was cxtenOcd by the GCDB at 24 percent annual interest rate in 1989
90. The aedit line was D28 million in 1988-89. 

36 Informal interviews with the officials at the Standard Chartered confumcd this information. 

http:onwards.2S
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While the GCU's 1991/92 performance indicates its ability to compete with Senega
lese traders and honor its export and credit contracts, there are serious concerns regarding 
its sustainability. Interviews with the managers of the sampled CPMSs and farmers revealed 
that the GCU will lose its share of the groundnuts market if the current large differentials 
in groundnuts prices offered by the GCU and Senegal continues in the future. Whereas 
some loyal cooperative members sold to the GCU this year, they said that they might shift 
to Senegalese traders if future price differences are more than O4OO/too. This has serious 
implications for the loan contract enforcement mechamsm followed by the GCU since 
several members sell groundnuts to the GCU to repay their input loans. With alternative 
buyers offering higher prices, it will be difficult for the GCU to recover their loans through 
its role as a groundnut buyer. While the cooperative members should have cash to repay 
their GCU loans when they sell to outsiders for a higher price their actual repayment is 
subject to uncertainties. Furthermore, since several alternative sources supply inputs on 
credit, some farmers may discontinue buying future inputs from the GCU and stop repaying 
their loans through groundnut sales to the GCU at the current distorted price structure for 
groundnuts. Therefore, the ability of the GCU to continue to supply inputs and purchase 
groundnuts will depend greatly on the nature of future Senegalese pricing policies. 

B. Input markets 

The GCU is still one of the major supplier of inputs despite the emergence of several 
competing alternative supply channels in The Gambia. In 1991/92, it is estimated that the 
GCU distributed 30 percent of the fertilizer consumed and nearly 60 percent of agricultural 
implements used in The Gambia. TI The inputs are distributed through the network of 
CP~!Ss. While inputs are supplied on credit to those CPMSs that qualified for loans based 
on their previous loan recovery performance, it seIls inputs on cash to unqualified CPMSs. 

The GCU purchased fertilizer from the Government of The Gambia (GOG) that 
functioned as an importer from 1988 to 1991. The fertilizer was sold by the GOG as an 
interest free loan to the GCU. However9 the revolving fund established under ADP nwas 
used to finance the purchase of agricultural implements and seeds at a zero interest rate 
from the GPMB. In 1991/92 the GCU imported 500 tons of 8-24-24 compound fertilizer 
and implements from Senegal using the revolving fund. It intends to continue irnporting 
fertilizer and other inputs in the future.28 

The recent performance of the GCU in input markets has been noteworthy. The 
prices at which the inputs were sold to the farmers have not been subsidized and have re
flected market rates. The inputs, especially fertilizer, were distributed at a lower price than 

17 The total coDSumption of fertilizer in the Gambia in 1991/92 was 2190 tODS and GCU distributed 634 tODS. 
Sec Chapter VII for details about the alternative channels that supply fertilizer in the country. 

21 The GCU bas already placed orders with a firm in Spain to import 15-15-15 NPK compound fertilizer 
at S14O/100 (or distnbution in the 1992/'13 season. 

http:future.28
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its competitors such as the FAO.29 The sample farmers interviewed were 8pp:-:ciative of 
the timely supply of inputs by the GCU but were concerned about the increase in prices 
compared to previous years. However, the members of unqualified CPMSs complained that 
inputs were not available even for cash sales during 1991/92. The unqualified CPMSs obvi
ously lacked equity capital to buy inputs from the GCU and sell them for cash to their 
members. 

The GCU has a comparative advantage in input markets due to its long experience 
and established infrastructure. However, several factors can easily erode these advantages 
such as the termination of ADP n funds, the shrinJdng demand for fertilizer due to the 
decreasing value cost ratio (i.e., groundnut price/fertilizer price ratio),30 the increase in 
competition from alternative channels, and the changing operational systems of its competi
tors, such as the FAO and NGOs. All these factors could affect the GCU's share of future 
input markets. Left to adapt to market fort:es with no subsidization, two possibilities may 
arise: (i) it will be difficult for the GCU to realize economies of scale and profits so it will 
withdraw from the input market; or, (ii) the GCU will be the only agent that survives due 
to its comparative advantage in established infrastructure and experience. The result will 
also have serious implications for the loans issued through the GCU. A shri.nkh.."8 share of 
the GCU in the input market will also mean a decreasing role in the credit market 

c. Financial markets 

Although the GCU is not a specialized financial intermediary r~gulated under the 
Financial Instruments Act (FYI) of the Central Bank of The Gambia (CBG), it is a major 
supplier of agricultural lOaD':; in kind and a mobilizer of savings to a small extent In the 
pre-reorganiz;ltion peIiod the GCU had been supplying loans in cash and kind prinuu:ily as 
grants or at subsidized rates and mobilizing deposits through the cress and CPMSs. The 
current credit program is, however, based on market rates and follows stricter opera.tional 
procedures. The design of the current savings program implemt!Dted on a pilot basw is 
different from the operations of the earlier crCSs and CPMSs. A definitive evaluation of 
the GCU's current financial services assessing its viability with privatization is, however, 
premature and difficult due to the fact that (i) the new credit program is only four years old 
and is still undergoing changes; (ii) the savings program was implemented only on a pilot 
basis in 1991/92; and (iii) accounting procedures are still being streamlined to generate dam 
required for a detailed study. Nonetheless, this section eaamines the new credit and savings 
program based on the limited information obtained from the GCU and the informal 
interviews conducted for !his study. 

» The prices were lower due to ita lower operational costa. The cost ccoaomica were rcalizcd in part due 
to it& established infrastructure that reduc:cd fixed and variable costs, aDd because of the zero iDtcrClt Ioaas 
received &om the ADP D. This latter feature, of COufsc, coDStitutcs an implicit subsidy to GCU opcratioDs. 

JO Sec Chapter VD for details. 
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a.) Loans 

Under the new credit program, GCU loans are issued in kind and in a limited 
amount of cash to qualified CPMSs to 1r. oDlent to qualified members through qualified 
village branches. Since the members are expected to sell their output through the GCU, 
their sale proceeds are reduced by the amount of their loan repayments. The funds to 
finance the GCU's input and output operations are obtained from external SOurces. The 
flow of commodities and credit through the GCU in the post reorganization period is 
diagrammed in Figure ill-I. The following section explains the details of the objectives of 
the new credit program, its operational system and its performance over the past four years. 

• Objectiyes of the new credit 9ro~am: The GCU's credit unit was formed in 1982 
and was made responsible for the processing of loan applications, loan disbursements and 
loan collection. However, it was not unti11988 that it was organized and equipped well 
enough to fully carry out these responsibilities. In 1988/89, based on the WB's 
recommendations, the credit unit was reorganized with competent staff; strict criteria were 
established for the credit program, the Village Responsibility System (VRS) was 
implemented, and cost effective efforts were introduced to provide a sustainable credit 
service by the GCU.31 

• Criteria for the n~w credit pro~am: Under the new credit program, loans in kind 
and in cash are extended only to those registered CPMSs that satisfy two conditions: (i) have 
repaid 95 percent of their loan arrears (principal and interest) since 1987/88;32 and, (ii) 
purchase more than 500 tons of groundnuts/season.11 The interest rates on the loans 
supplied by the GCU to the CPMSs and to the members have reflected market rates (see 
Table m-3). The Village Responsibility System, vl')() called the Village Based Group 

31 The acdit unit is staffed by a manager, assistant manager, and 2 senior acdit officers, and 8 acdit 
officers in Banjul and 32 acdit supervisors at the CPMSs level The loan application involves reviews at three 
levels: village branch, CPMS and GCU manag~ment. A village branch committee composed of five members 
ads as a loan committee to plan for future loan requirement.;, saccn borrowers and approve loans. The village 
branch reports to its parent CPMS which then reports to the Geu. Tile CPMSs borrow from the GCU and 
on· lend to their rt;Spcctive village branches that in turn on·lend to their members. 

J2 Any CPMS wishing to entcr the acdit prograa for the first time must have cleared a minimum of 9S 
percent of principal and interest on aU loans received from the GCU during and since the 19ffT/88 season. Once 
qualified, it stays in the program irrespective of its subsequent repayment performance. Subsequently, the 9S 
percent rule applies to its individual village branches. OvcrdUCE of the CPII!Ss with the GCU before the 19ffT/88 
season will be negotiated separately. 

:D This criteria was not strictly foUowed, however, since the majority of the CPMSs that repaid 9S percent 
or more of their loan overdues could not purchase the targeted 500 tODS of groundnuts due to droughts. 

http:groundnuts/season.11
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Lending System (VBGLS), has been introduced.34 The new GCU polley calIs for loans to 
be made only to those qualified CPMSs that adopt the VRS to supply loans to their 
individual members. A village bran{".b qualifies for loans from the CPMS only if it repays 
95 percent of the principal and interest due on total current loans and loans in arrears since 
198735 (see Appendix m-4 for details on the terms and conditions of the credit program 
implemented in 1991/92). 

• Source of funds: Tables m-3 and m-6 show that the current credit program is 
supported by zero interest loans from the ADP II funds that were established in 1984/85 
and by the GCU funds from the sale of assets. A total of about Dl.5 million was drawn by 
the OCU from the ADP n funds in 1989 to supply inputs on credit. Table m-7 shows that 
loans were disbursed from the ADP II funds to the GCU to supply agricultural equipment 
and seeds but noa ie~r during 1989i90 and 1990/91. Since the government supplied 
fertilizer on credit to th~ GCU in 1989 and 1990, loans wer~ not disbursed from ADP 11 for 
this purpose. However, the funds from ADP 11 were drawn at a zero interest rate to support 
the credit program over the past two years (see Tables m-3, m-6 and m-7). 

• Qrowth of CPMS and yillai:e branches: Table ID-8 shows that the number of 
qualified CPMSs has increased from five to 43 (out of 54 in total) over the past four years 
and the number of village branches has increased from 65 to 518. This fact. suggests that the 
new credit program has had a positive impact in improving credit discipline among the 
members in that several CPMSs and village branches that had a poor recovery performan.ce 
in the pre-reorganu..ation period have repaid their f()rmer arrears and have qualified for the 
new program. Otherwise the CPMSs would not have qualified for the aedit program. 
Table m-9 sho~ however, that the growth of qualified CPMSs and village branches has 
a skewed geographic distribution. Although the number of CPMS:; that qualified for the 
program h~ increased in all seven geographic circles., growth has been slow in several. 
Furthermore, while the number of qualified village branches has incr~ased in several CPMSs 
across the country in the first two years, it has declined in three out of seven geographic 

,. The Village Respoasibility sy&tcm (VRS) or the VaUagc Based Group Lcndiag SystCID (VBGLS) was 
introduced in 1988/89. UDder VRS, each qualified village branch is expected to form a collllDittcc of five 
members to saccn individual member borrowers in the village, and to approve, disburse, supc:rvisc and recover 
loans from these borrowers. The purpose of the VRS is to inc:orporatc the local decision making and credit 
disciplinary functions that exist meacil village community into the loan programs to strengthen tl1c managemCDl 
oC the GCU. The VRS was first introduced in five CPMS covering 66 villages that qualified in 1988/89 aDd was 
later mended to ID qualified 'Village branches. 

J:I No village branch can qualify for the acdil program until it has paid a minimum of 9S percent of principal 
and interest due OD all previous 1oao5. The member should have paid the amowat due 00 all cunCDt loans plus 
any loan received since 1987/88 in full ao get further loans. 

http:performan.ce
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circles in the last two years.36 It is reported that these three geographic circles happen to 
be strongly biased toward the ruling party. 

In general, although several village branches remained in the program for more than 
one year by promptly repaying more than 95 percent of their loan obligations, the core was 
primarily composed of newly inducted village branches into the program. An examination 
of the age of the village branches that continuously qualified for the program shows that the 
majority were one year old and that several village branches dropped out after their second 
year in the program (Table ill-l0). For example, of the 518 village branches qualified in 
1991/92, 38 were out of We 65 newly qualified branches in 1988/89, 62 were out of 335 
newJy qualified branches in 1989/90, 74 were out of 118 newly qualified branches in 
1990/91, and 334 that were newly qualified in 1991/92. It is interesting, however, that while 
the majority of old village branches stayed in the program iIi 1990/91, they dropped out in 
1991/92. Whereas poor agricultural production due to severe drought in 1990/91 would 
have affected the repayment capacity of the members and hence caused a decline in the 
number of branches that qualified for the 1991/92 program, it is not clear, however, how 
the 334 new branches managed to repay their former arrears to get qualified in the same 
bad yeu. Therefore, while the increasing trend in the number of CPMSs and village 
branches that qualified for the program has been encouraging, the uneven and unsteady 
growth pattern after they enter the program needs to be considered as well. Several factors 
suc:h as the drought, political support, and location specific mismanagement were reported 
to have contributed to the above trends. 

• Supply of Joans: Table m-2 shows that the total nominal volume of seasonal and 
term loans issued through the GCU declined in the post-reorganization period. With the 
growing inflation, total supply of loans declined also in real terms. Furthermore, the 
average volume of loans per CPMS and village branch has declined to extremely small 
amounts over the past four years. Table ill-II shows that the average nominal volume of 
loans serviced by individual CPMSs and village branches were substantially less compared 
to earlier years of reorganization. The indices on the average volume of loans pel' CPMS 
and village branch in 1991/92 represent only 18 and 19 percent of the corresponding figures 
in 1988/89, respectively. The declining trend was due to the rapid increase in CPMSs and 
village branches that qualified for loans that could not be serviced through declining ADP 
n funds. In other words, the demand increased at a much rapid rate while the magnitude 
of ADP n funds available to service it shrunk due to low recovery rates and inflation. 

The design of the credit program made it mandatory for GCU to service all CPMSs 
that repaid at least 95 percent of their pre-1988 outstanding loans. The GCU was, 
therefore, locked into an institutional dilemma in which it had to include all CPMSs that 
qualified based on the 95 percent repayment rule even when it had limited funds to service 
them. As a result, the CPMSs and village branches that qualified for the program, especially 

J6 See Appendix m-6 for further details on the CPMSs and W1age branches that qualified for the acdit 
program from 1988 to 1992. 

http:years.36
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those that qualified in the earlier years of reorganization in 1988/89, were rationed and 
serviced with loans that have had a declining purchasing power. 

The GCU also engaged in loan size rationing among the qualified CPMSs. Table 
m-12 shows that the ratio of the volume of loans approved to those applied or solicited 
(here after called RATION) ranged from 0.19 to 0.89 percent in 1991/92 (see column 3 for 
Bajakunda in the Basse circle and Durong in the Mansakonko circle). 

The rationing of loans indicates a supply constraint faced by the GCU. This 
constraint is due in part to the declining balance of ADP n funds because of poor loan 
recovery and the effect of inflation. Although it is beyond the scope of this report to 
examine in detail it can be speculated that some of the funds recovered from loans are likely 
being used to meet some of the operating costs of the GCU that are not covered by the 
donors. 

Several factors were reported to be determinants of loan size rationing: the recovery 
performance (RECOV) and quantity of groundnuts marketed (GNUT) in the previous year, 
previous loan recovery track record of the CPMS (proxied by AGE, number of years that 
a CPMS has been qualified for the credit program), and magnitude of competition from 
other input suppliers and output buyers (proxied by INDEX, an index reflecting isolation 
or difficulty in physically accessing a CPMS. An index of 1 represents easy access while 2 
represents difficult access). The model can be written as follows: 

(1) 

where t = time period. 
A simple correlation analysis among the variables in the above model indicated, however, 
that RECOV and GNUT were the only significant factors that direc:tly determined allocation 
of the limited capital among several qualified CPMSs (see Table m-13A).37 The variables 
AGE and INDEX nonetheless were significantly correlated with RECOV and therefore 
indirectly affected loan size rationing. A linear regression analysis was conducted to test if 
RECOV and GNUT explained rationing and the results are presented in Table m-13B.38 
The variables AGE and INDEX were not included due to their collinearity with RECOV. 
Both the variables, RECOV and GNUT, had the expected signs indicating that ratio of 
loans supplied to loans demanded increased with an increase in loan recovery rates and 
quantity of groundnuts marketed in the previous year. Furthermore, the variable RECOV 
significantly influenced loan size rationing. The significant influence of previous loan recov
ery performance of a CPMS on the current amount of loans supplied shows the importance 

:J7 The newly qualified CPMSs in 1991/92 were not included in the analysis. 

• The data on 10lD5 solicited and Ioaas applied for were available for the 1991/92 and 1992/1J3 IIC8IODI. 

The data on loan reawcry rates and quantity of groUDdnuts marketed refer to the previous )'C81'I, 1990/91 and 
1991/92, reapec:tMly. The newly qualified CPMSs in 1991/92 and 1992/1J3 were DOt iDcluded in the analysis. 

http:m-13B.38
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of better recovery rates by all village branches that are attached with the CPMS so that the 
aggregate recovery rate for that CPMS is high. It is obvious that a few poorly performing 
village branches associated with a CPMS will pull down the loan recovery rate of the CPMS 
and increase the loan size ratLlning for those well performing village branches of the CPMS 
that qualified for new loans. While the linking of current loans made to a CPMS to its past 
aggregate loan recovery performance introduces some discipline into the system, it probably 
also leads some good performers to eventually default due to the lack of incentive 
mechanisms. In short, the supply constraint has led the GCU to ration it's loans, and the 
lack of appropriate incentive mechanisms to determine the amount to be rationed will lead 
to a drop out of good performers. Incentive mechanisms can be provided by rewarding 
good pc~rformers in the village branches attached to a qualified CPMS by not rationing their 
loans. Although th~ linking of the amount of loans granted to individual village branches 
implies higher administrative costs to the GCU, the responsibility can be delegated to the 
CPMSs. Indeed, the gains from the provision of proper incentives might outweigh the costs 
involved in implementing it. The rationing of loan size can thus be used as a penalty 
mechanism for poor loan repayment as well as a means to allocate scarce resources. 

• Risk manae;ement: While the loan portfolio of the GCU has geographic 
diversification, it does not have enterprise diversification. Hence risk diversification is 
limited. The majority of loans are supplied to groundn~t farmers, mostly men, and therefore 
are subject to risks through the covariance in incomes.39 

Another element of risk concerns first time borrowers. The loan portfolio is 
composed of both first time borrowers ,CPMSs that qualified for the first time) and repeat 
borrowers (CPMSs that qualified in earlier years). Since first time borrowers are generally 
considered more risky, financial intermediaries should supply smaller loans compared to 
loans to repeat borrowers. Table ill-14 shows that the GCU in fact has been cautious in 
lending to new CPMSs and village branches. The average nominal volume of loans to new 
CPMSs (village branches) was lower compared to the average nominal volume of loans to 
old CPMSs (village branches). The data presented for individual CPMSs in Table m-l2, 
however, does not show a predictable pattern of the ratio of the volume of loans approved 
to loans applied for between old and new CPMSs. This indicates that ambiguities still emt 
concerning how loans are rationed between old and new CPMSs.40 

• Repayment performance: There have been mixed results in the recent loan recovery 
performance of the GCU. Table m-lS shows that while the loan repayment rate was very 

3P Since the reorganization, the GCU imports fertilizer that can be used for a variety of aops beside 
groundnuts. The fertilizer loans are. however, largely supplied to groundnut farmers. 

40 While factors such as the quantity of groundnuts puchased by competitiors in the area and track record 
of the CPMSs in Pre-reorganization period would haw: been coosidered in addition to loan I'CCOYery and 
groundnuts marketed, they were not obvious to the study team. 

http:CPMSs.40
http:incomes.39
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low in 1988/89, it imprm"ed in later years:41 Although the recovery rate was high in the 
qualified CPMSs compared to the pre-reorganization period, the GCU still has problems 
in recovering overdue loms from all 86 CPMSs. The average loan recoverJ rate from the 
qualified CPMSs was 93 percent in 1989/90, but it fell to 73 percent in 1990/91. Table In· 
16 presents the recovery rate for the 2S individual CPMSs that qualified for the 1989/!'KJ 
loan ~n. The disaggregat~ data show that while the 20 CPMSs recorded a recovery 
rate of 95 percent or above to qualify for the 1990/91 program, they were unable to 
maintain the same 95 percent recovery rate in 1990/91. The low reoovel')' rate was 
apparently due in part to the decline in real output prices and higher fertilizer prices. 

Official data that were available for the 1991/92 repayment rates showed that it was 
lower than 50 percent in the majority of the CPMSs (Tables m·15 and m-16). Table m·17 
compiled from the sampled CPMSs shows that the recovery rate ranged from 8 to 88 
percent in 1991/92. This poor recovery rate can be attnbuted to several factors such as 
drought in severallocaticns, the anticipation of a loan write off during the election year,42 
and heavy subsidized competition from Senefalese groundnut traders who purchased an 
estimated 30,000 tons or more of groundnuts.4 The Senegalese traders offered D2400/ton 
compared to D1550/ton by the GCU while the world price was nearly DI700.44 As a 
result, the majority of farme~ including GCU borrowers, sold the major part of their 
marketable surplus to these traders. Table m·17 shows that the volume of groundnuts 
purchased in 1991/92 by the sampled CPMSs ranged from four to 414 tons.4S Indeed, it 
was rational on the part of farmers to sell their crop to the highest bidder. It is discouraging 
to note, however, that a number of the borrowers presumaoly sold at higher prices to the 
Senegalese and failed to repay their GCU loans in cash, but chose instead to default. 46 

41 The poc:JQ' ~ry rate in 1988/89 was explained by the decline in aop r~DUC &om poor C2'Op 
production due to drought, increases in interest rates and fertilizer prices that i:'1Cl'C8SCd the size of loami, IDd 
a fall in groUJKlnut prices compared to previous yczus. Also the mergiDg and c1o&ing of several CPMSa created 
coDfusioa amoog the borrowers. Some of the farmen sampled for this study rcparted that they UIUII1cd that 
loaDs frOID a merged or dosed CPMS were writUD off by the GCU. 

42 The elcctioDs W'Cre held in May 1992 but DO loans W'Crc written off by the goYCmmCDt. 

o Of the tocal groUJKlnut production of 84,(0) tODS, 10,(0) tons were purc:hucd by the GCU and the 
GPMB, nearly ..0,000 tODS W'Cre estimated to have been stored u sc:cda and c:oaaumed as food. 

.... The world prices on on type groundnuts were low on the one hand due to a bumper aop in the United 
States and, on the other band due to diversion of damaged confectioncry type groundnuts to oil aushiDg in 
Argentina. The Gambia primarily produ~ on type groundnuts. 

4S The CPMS that purchased 414 tODS in 1991/92 used to purchase more than 2,000 tODS in previous scasoas. 

4j\ Thc majority of the managers of the sampled CPMSs reported that whiIc 10 percent of the borrowers fuIJy 
repaid their loans in kind, nearly 50 percent paid part of their Ioans by scIling fewer bags of grOUlldDut.s, ten 
percent paid part of their loans in cash and 30 percent defaulted. The sampled farmen coafirmcd the above 
figures. The sampled farmen stated that they sold at least a few bags to the GCU primarily to euaUfC their 

http:DI700.44
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It was possible, however, that the majority who sold to the Senegalese traders were small 
fanners with little marketable surplus due to droughts. Perhaps, the income generated from 
the limited sale proceeds had to be used to payoff senior claims and therefore could not 
also cover OCU loans. Nonetheless, the GCU's lack of an alternative contract enforcement 
technique is underscored by the 1991/92 experience. It was anticipated that the majority 
of the village branches and members will not qualify for the 1992/93 season if the 95 
percent rule is strictly followed. The GCU did not have clear criteria by May 1992 to follow 
in the 1992/93 season regarding those borrowers that repaid in cash either in full or in part. 

The current trend L _.:payment rates raises serious issues that must be addressed if 
the GCU is to become viable and self:'sustaining. The GCU must maintain a loan recovery 
rate of over 95 percent for its cn:dit program to become a viable operation. The operating 
costs of the credit pr('gram, excluding the cost of external funds, accounts for nearly 15 
percent of its total loan port1olio (OarIe, 1989). In the event that the interest free ADP n 
funds are not extended, it will be difficult to sustain a sizeable credit program with the 
current repaym:llt rate. The repayment problems encountered by the GCU have under
scored the impact of droughts that occur every three to four years on the borrower's capacity 
to repay combined with highly subsidized pricing policies in S\!negal that weakens the 
GCU's "closed circuit" loan enforcement mechanism of tying loan repayment to output 
purchases. 

b.) Savings 

The poor past performance of the GCU in mobilizing savings through the CPMSs has 
impedtld the reintroduction of a savings program. However, its initial positive credit 
exp'~rlence through the VRS and the improvement in groundnut prices in The Gambia led 
it to reinitiate the savings program in 1991/92 in selected CPMSs. Savings at three levels 
were proposed: the village branch, the CPMSs and the GCU. While the savings transferred 
to the GCU will eam an 8 percent annual interest rate, the savings at the other levels will 
be held as non-interest earning current accounts at the respective level. Although the 
savings are not linked to loans, the program is integrated with the credit program for surplus 
generating activities. The GCU insists on collateral in terms of a bond from the managers 
of the CPMSs and it trains village level committees in monitoring deposits to ensure safety 
of deposits at the CPMS level. 

While the awareness regarding savings mobilization bas been created among the 
members, only limited success bas been reported in actually mobilizing savings. The 
sampled CPMSs managers reported that although they were trained in record keeping and 
were provided with safety boxes they could not mobilize deposits since their members lacked 
the capacity to save due to low incomes. The sampled farmers, on the other band, were 
reluctant to save with the GCU since they were not confident of their accessibility to deposit 

loyalty and heDtC access to future loans, and scc:ondarily to get immediate cash to spend on emergency purposes. 
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funds in times of emergency. Besides, the deposits held at local units earned no interest. 
Nonetheless, the sampled women members expressed their desire to save with the GCU 
provided that attractive rates were paid, and they were allowed acaa..ss to easy withdrawals 
and contingency loans at reasonable rates:" 

The savings mobilization program is intended to increase the pool of internal funds 
to support the GLl] operations in the event that donor support is discontinued following 
the withdrawal of ADP n support beginning in 1993. The GCU, however, bas yet to make 
serious efforts to introduce innovative mechanisms ~uch as positive interest rates and access 
to future loans that will win the confidence of its members and attract savings from them. 
Also the GCU could conceivably offer financial services in the CPMS ~d the village 
branch levels to semi-formal and informal intermediaries who mobilize deposits, especially 
from GCU members, but are presently unable to safely store them in their local units.48 

IV. 	 STRENGTHS, WEAKNESSES, PROBLEMS FACED AND PROPOSED CHAN'GF~ 
BYTllEGCU 

The GCU has undergone significant changes since its reorganization in 1988 and the 
results, especidlly ill these first years, have been noteworthy. On the one band, it has 
established the largest and most wid~spread network in the country. Furthermore, its 
specialization in output, input and financial markets has produced some comparative 
advantages for the GCU over its competitors including the GPMB, the FAO, the NGOs, 
and private entrepreneurs. On the other hand, while the GeU's performance over the past 
four years bas demonstrated its ability to effectively survive in a liberalized environment, it 
is not clear that its credit program can be a viable and self-sustaining operation in the long
run in the absence of subsidized external funds or some form of government support. This 
section examines the GCU's strengths, weaknesses and problems faced in effectively 
servicing the output, input and financial markets under a liberalized economy . 

.., It was Dot possiblc to detcrminc how much thc rumored 106SCS of saYings in thc ill-fated Agricultural 
DevclopmcDt Bank and in thc closed crCSs might hive iDOucaced mcmber attitudes towards saYings in the 
GCU. 

... Sec Chapter 0 for dctails. 

http:units.48
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1. Stren&ths 

A. Output market 

Its long experience accumulated as an output buyer combined with an established 
infrastructure in transport and manpower are the strong points of the OCU. Furthermore, 
access to external funds from the formal banks aids its output marketing operations because 
it can implement good marketing strategies such as paying the farmers in cash with mini· 
mum delays and fewer transaction costs. In addition, the tying of output purchases to input 
loans facilitates its role as a major output buyer in the country and enforces loan contracts. 
The large CPMS network with its wide geographic coverage also mitigates covariance risks 
caused by uniform crop failure experienced by all farmers in limited geographic areas. 
Indeed, these strengths helped the GeU to retain its position as a major domestic buyer of 
groundnuts in 1992, a rather unusual year for the Gambian output markets.49 Although 
the GeU could not beat the Seneg~lc:se traders due to huge output price differentials, it 
outperformed the GPMB and pri\'at'~ groundnut buyers affiliated with the GPMB. 

B. Input market 

The GCU's ability to provide wide access to good quality inputs is facilitated by its 
large retail network, transport and other facilities such as storage depots, and access to 
interest free loans from the ADP U. In 1992, these factors helped reduce its fixed t:~ts so 
it could supply inputs at a lower price than its competitors including the FAO. 
Furthermore, its recent entry into import ~arkets helps its search for foreiw suppliers that 
offer competitive input prices so it can distribute inputs at market prices. 

C. Financial market 

The wide coverage of a large clientele accumulated since !ts inception, its established 
CPMSs infrastructure and valuable experience gained through the past implementation of 
several credit and savings programs are the strong basic building blocks tha. :acilitate the 
GCU's financial market operations. The current credit and savings programs rely on these 
strengths. 

~ In 1992, the GCU was competing with the GPMB and its affiliated private traders for the first time 
instead of buying for the GPMB. The compctitioo was intensified by aggressive marketing strategies fonowed 
by Senegalese for the first time including groundnuts prices that were 50 percent more tla..'UI the GCU. paying 
immediately for the produce in cash in CFA francs, a preferred currency in The Gambia, and buying from the 
doorsteps of the farmers to reduce farmers· transaction costs. 

30 A major qualification to these statements is that we were unable to analyze the GCU fioancial accounts 
to determine if it is covering its fun costs. Our previous ob6crvation sugcst5 that it is not. 

http:markets.49
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There is no doubt that stricter credit discipline has been introduced under the new 
credit program. The number of CPMSs and village branches that qualified into the credit 
program by repaying more than 95 percent of their overdues has increased. The village 
committees formed under the VRS have been active in borrower screening, loan disburse
ment and enforcing contracts. As a result, the loan recovery rates have been high during 
years of good weather and less Senegalese intervention in output markets.Sl loe charging 
of market interest rates to CPMSs and to farmer borrowers has demonstrated the G{,~'s 
commitment to a market economy. The increased awareness among the farmers regarding 
the OCU's deposit mobilization schemes facilitates the savings program that has been 
introduced on a pilot b9sis. 

2. Weaknesses 

A. Output Market 

The lack of processing activities by the GCU reduces its opportunities for exporting 
value added outputs. The export of processed groundnuts could help realiu higher prices 
that could be passed on to farmers compared to unprocessed groundnuts. In addition, the 
absence of crop diversification increases the covariance risks inherent in concentrating in 
the groundnut sector. 

B. Input Markets 

The input marketing operations, especially for fertilizer, are weakened by a complete 
dependence on foreign suppliers. While it may not be remunerative to build fertilizer 
production or mixing plants in The Gambia, it should be possible to develop seed 
multiplication units that can engage in research and multiplication of quality seeds. The 
unavailability of quality seeds was reported by the sampled farmers to be one of the reasons 
for poor groundnut production in the past few years. 

C. Financial Markets 

Even though the new credit program has stricter credit discipline compared to earlier 
programs, it is still fraught with several weaknesses. While the number of CPMSs and 
village branches that qualified for the credit program increased over the past four years, 
their geographic distribution has been skewed and this affects access to credit by their 
members . 

..........----..........----_.--

Sl While the loan rccovcry rates He not comparable to that of the VlSACAs, they arc better that the 

rcc:ovcry rates recorded by the FAO and the NGOs (see Chapter IV and 0, respcc:tiYcIy). 

http:markets.Sl
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There are problems in enforcing loan contracts due to several external factors 
including droughts and intense competition for groundnuts from Senegal, and internal 
factors such as limited emphasis on collateral and borrower education. However, the OCU 
has not developed mechanisms, such as crop and enterprise diversification and collateral 
substitutes other than output tied contracts, to mitigate the negative externalities in the 
markets. Therefore, while recovery rates are high during good years, they have been poor 
in bad years. 

Although the loans consist of in kind and cash components, they are supplied only 
for production, storage or processing purposes without considering the fungible nature of 
credit. The limited amount of cash supplied for paying labor expenses is often diverted to 
consumption purposes. Furthermore, the cash component is uniform hcrOSS all borrowers 
regardless of their risk type or the area or crops cultivated. The criteria used to ration loans 
among new and old CPMSs have been ambiguous and it is not clear how loans are rationed 
at individual borrower levels. In other words, while the analytical results suggest that 
aggregate previous loan recovery performance of a CPMS influences the amount of credit 
granted to a given CPMS, it is not clear if the oeu has successfully adopted a "learning by 
doing" technique in supplying loans to old and new clients in such a way that good 
performances are rewarded. 

The current borrower education program has had limited success in creating 
awareness regardin(l.~ the members' responsibility in electing the village committee and 
management committee at the oeU. For example, the elections held in 1989 returned the 
same management committee that was appointed by the government under the Compulsory 
Management Regime. 

The emphasis on groundnuts has rationed access to several women clients that are 
traditionally engaged in growing food crops. The limited representation ofwomen members 
affects the performance of the oeu in two ways: (i) they are g~nerally the most reliable 
borrowers; and (ii) they are generally the most promising savers. The inclusion of women 
also would help diversify GCU's portfolio into other crops and non~farm enterprises. The 
OCU is not expected to directly tie loans to their output because it is not involved in 
marketing several crops and non-farm products, but it should develop mechanism'i to include 
more women clients into its core. 

The savings program is initiated to improve local participation in GCU's activities, 
and awareness is being created among the farmers regarding the mobilization of deposits; 
however, the GCU has yet to develop attractive operational procedures to actually mobilize 
deposits. The current program that offers only a eight percent annual interest rate for fixed 
deposits held at the GCU and zero percent for current accounts held at CPMSs and village 
branches can not attract the rural poor to save.52 Whereas it may not be possible for the 

52 By compari.~n, the VISACAs offer a 20 to 30 percent annual interest rate on their saYings (see Chapter 
V). Currently, the GCU mobilizes saYings only at the CMPSs and YiUagc branch lCYCIs. 
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GCU to offer higher rates than this with its current risky portfolios and trends in their loan 

recovery rates, it can offer nonprice services including assured production and contingency 

loans for savers. 


3. Problems Faced 

The GCU has been honest in its efforts to become a viable and efficient operation 

in the post reorgan.ization period but has been unlucky. The current problems of the GCU 

can no longer be fully attributed to internal factors such as incompetent management but 

to external and foreign factors including production risks, government macroeconomic 

policies, inappropriate incentives, donor intervention in financing its operations and 

Senegalese policies. This section identifies some of the problems faced by the GCU in its 

current role in Gambian markets. 


• InadeQl1ate financial resources to carry out its present scale of activities. Output 
marketing is financed by the Standard Chartered Bank (SCB) at market interest rates. H 
the current trend of intense competition from Senegalese ground nut traders continues, it is 
not clear that the SCB will continue financing the GCU since it will be more difficult for 
the GCU to operate in output markets and honor its lo~n contract with the SCB at the 
present interest rates. 

In the input and credit markets, there is a need to strengthen the ADP n fund 
since the poor recovery rates and inflation in the past years have eroded the size of the 
fund. The GCU primarily relies on its own funds and ADP nloans that supply interest free 
loans. The USAID has recently raised the issue of market rates for ADP n loans. The 
Minister of Finance has assured the USAID that future loans from ADP n loans will be 
based on market rates and the WB has confirmed this. Also, there has been no extension 
of the ADP n loans that are scheduled to end by 1992. H the ADP n fund is withdrawn 
and no strong savings program is implemented, the future sources of funds to support the 
GCU's input marketing operations will only be high interest external funds and government 
subsidies. 

• lmaKe problem. In the post reorganization period, the GCU has dt.monstrated its 
ability to improve its performance as an autonomous cooperative Jespite t.P.~ presence of 
several competing agents, and difficult times due to economic and agricultural production 
probleIIlli and aggressive subsidized competition from Senegal. Put differently, if there 
would have been no reorganization, the old GCU would likely have collapsed in the face 
of these adverse conditions. While problems still remain due to its limited number of 
adequately trained personnel and rudimentary accounting prot;::edures, they are not the 
primary factors that intluenced the GCU's post reorganization performance. Nonetheless, 
it has been diffiaJlt for the GCU to win member and donor confidence due to its old image 
as an incompetent unreliable and quasi parastatal operation. 

(j/h
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• Competition from other outPut buyers and iuPut sup.,pliers. With the liberalization 
of markets under the ERP, several heterogenous agents have emerged including the GPMB, 
the FAO, private entrepreneurs and the NGOs that supply output and input marketing 
services. These agents operate under diverse marketing procedures in buying cutput and 
selling inputs, especially on credit, that are sometimes detrimental to the GCU. For 
example, these input suppliers follow different pricing structures such as charging law and 
subsidized interest rates for input loans thereby undermining the efforts of the GCU to 
charge market rates. Output buyers such as the Senegalese traders use large groundnut 
price subsidies from their government to offer higher groundnut prices than the GCU. 
Despite its several comparative advantages, the GCU is unable to effectively compete with 
these new agents in the market in the absence of similar subsidization. 

• Uncertain policy environment. The government still subsidizes the GPMB to buy 
groundnuts and to distribute fertilizer on credit at subsidized rates through government pm
grams. This constant government market intervention by subsidizing producer prices, input 
prices and credit raises uncertainty about tbe government's commitment to market liberali
zation and market determined prices. The uncertainty regarding Senegalese prices for 
groundnuts adds another dimension to the problem. The Senegalese prices are in tum 
influenced by the level of subsidies obtained from their French counterparts. This uncertain 
policy environment undermines the Gves efforts to effectively function in a market 
economy. 

• Uncertain ifoundnut productiOn. The GCU was primarily formed to facilitate 
groundnut fanners in The Gambia and that objective is largely unchanged with its 
reorganization. However, shifts in cropping patterns from groundnuts to coarse grains, rice 
and cotton have occurred in the last three years. While these shifts might be temporary to 
mitigate declining value-cost ratios in grOllIldnuts and droughts, it nevertheless raises 
concerns regarding the GCU's operational procedures that are currently designed only to 
deal with groundnuts. 

4. PlanS for the future 

The GCU is currently launching a proposal to extend loans to specific target groups 
consisting of farmers who traditionally had no access to cooperative loans. It is encouraging 
the CPMSs to identify and support cohesive farming groups that may qualify based on their 
management capacity and enterprise viability. They may be women's groups, produce 
specific interest groups like vegetable growers, etc. 

Links are established with the Women's Horticultural Cooperatives (WHC) and plans 
are underway to train the WHC on credit programs. 

Women members are encouraged to actively participate in village level committees. 

~\.\ 
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Product diversification in terms of rice and coarse grains is contemplated. 

Processing activities will be considered althoagh this has limited potential. 

Savings mobilization from individual members by the CPMS has been initiated to 

strengthen the financial base of the GCU. Although operational procedures need to be 

refined, plans are made for an integrated approach using the credit program to increase 

their income. 


The GCU intends to encourage members to view the VRS as an opportunity to 

become involved in managing savings and loan programs. This will eventually help decision 

making at decentralized units. 


V. CONCLUSIONS AND RECOMMENDATIONS 

1. Introduction 

With the liberalization of the output, input and financial markets in 1985, several 
agents have emerged to provide marketing services in The Gambia. Currently, the ground
nut buyers inc1.ude the GPMB, the private traders affiliated with the GPMB, the GCU and 
the Senegalese traders. The networks that supply inputs on credit include the GCU, the 
FAO, the NGOs and government programs, and the networks that supply savings services 
in rural areas are limited to the NGOs and the GCU.53 These heterogenous networks 
sometimes compete and sometimes collaborate with each other. They are scattered 
throughout the country and operate under diverse marketing technologies. It appears, 
therefore, that the current question in The Gambia is not the availability of alternative 
sources of groundnut buyers or input suppliers or external funds for lending to the poor, but 
rather the competitive access to these services and their sustainability in rural areas. 

Currently, the majority of these marketing networks are financed through external 
grants and government subsidies to conduct their marketing operations. The FAO is 
planning to withdraw from the input market, the GPMB is undergoing privatization, private 

SJ In the financial markets, formal bank branches are ab5cnt in rural Gambia, and the NGOs are usually 
unfocused and rudimentary intermediaries that provide subsidized loaas from extemal funds and operate with 
diverse and often contradicting philo6ophies. The VISACAs mobilize local savings to provide loans for income 
generatiag activities but they are small and limited to only six villages. Informal networks such as mIWIi in 
urban areas and ~ in the ruraJ areas mobilize savings and provide loans but are nol capable of either 
servicing a larger clientele or prott;-:ting savers from inflationary 106SCS. There exists an effective demand for 
loans and a promising potential for mobilizi.ng savings in rural and urban Gambia. The weD documented 
evidence on the continuing presence of several semi-formal and informal savings based on financial 
intermediaries offers evidence to the above argument (see Shipton, 1992). 

/ 
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entrepreneurs are showing some interest in entering the input and financial markets, the 
NGOs are trying to establish savings-linked credit programs, and the GCU is undergoing 
organizational changes but faces uncertainty about future funding from the ADP ll. With 
these changes that involve dynamic institutional dilemmas, it is hard to predict the future 
role of the GCU. While the GCU is expected to continue as a major player due to its 
comparative advantage as a long time incumbent, uncertainties remain regarding its viability 
and sustainability as a reliable supplier of financial services. The status of its other activities 
are beyond the scope of this study. 

This section, therefore, outlines two extreme scenarios that explore the future role 
of the GCU as a supplier of efficient financial services in a self-sustaining fashion in a 
liberalized economy. Scenario one depicts a favorable market environment while scenario 
two dep'cts an unfavorable one for the OCU. The scenarios define the alternative roles and 
impacts of key agents in selected markets and help define the consequences for the GCU 
as an autonomous cooperative. Table m-I8 depicts the role of the various marketing agents 
in shaping the scenarios outlined in this section. A discussion on policy optious under each 
scenario concludes this section. 

2. 	 Scenario One: The Optimal Mix of Market Conditions. Aaent B.rJmvi0L and 
Institutional Security 

Output markets. It is assumed that: (i) the OPMB is successfully privatized and the 
new firm limits its operations to only processing groundnuts and does not directly buy or 
export groundnuts; (ii) Senegalese traders offer competitive (unsubsidized) groundnut prices 
consistent with the world mru'kets; (iii) the formal banks such as Standard Charter continue 
to supply crop finance to the GeU; and (iv) there is no government intervention in terms 
of producer price subsidies. 

Igput and financial markets. It is assumed that: (i) the FAD withdraws from the 
input market; (ii) the ADP n funds are expanded to finance GCU's inpU! and credit 
operations; (iii) the NGOs restrict themselves to non-agricultural portfolios; and (iv) there 
is no government intervention to subsidize input supplies. 

This scenario assumes the most ideal market enviromnent for the survival of the 
oeu as a primary output buyer and input supplier on credit (see Table m-14). This 
scenario might even lead the OCU to become a natural monopolist in the output and input 
markets through the efficient use of its established infrastructure and marketing experience. 
This scenario does not preclude, however, the entry of private entrepreneurs that are 
capable of competing with the OCU if it realizes excessive monopoly profits. This scenario 
also assumes a constant value cost ratio for agricultural crops, favorable weather conditions, 
a predictable demand for inputs and no major shifts in cropping patterns in the future. 
Although these assumptions are restrictive, they facilitate the analysis. There are six 
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recommendations about actions that should be taken under this scenario to help ensure the 
sustainabllity of the GCU. 

A. Strengthening of the ADP n Fund 

Although data on the current size of the ADP n fund were not available, sources 
reported that it has declined over the years due to low loan recovery rates and inflationary 
losses. It would be necessary to augment the ADP n through the infusion of funds from the 
World Bank and other donors. Better loan recovery rates through improved borrower 
screening techniques and the use of collateral substitutes is also required if the GCU is to 
conduct its marketing operations at the current scale. 

B. Reserve Funds 

The GCU should establish a reserve fund to mitigate unfavorable weather conditions 
that occur two to three times in a decade. Since the recovery rates in bad years average 40 
to 60 percent, this reserve fund should be at least one third of the average volume of loans 
issued ii,\ a normal year. This reserve fund should be maintained in formal banks to earn 
market 'rates. The funds should be drawn upon during bad years and replenisbed dUl'ing 
good years by diverting part of the interest earnings. 

C. Portfolio Diversification 

The GCU has a geographically diversified portfolio due to its wide penetration 
throughout the country. However, the portfolio is highly concentrated in groundnuts, a 
highly risky crop. The oeu should explore ways to diversify into other crops and 
vegetables. Crop diversification is important if the recent trends of declining groundnut 
productivity and shifts in cropping patterns from groundnuts to coarse grains and cotton 
continues in the future.54 Crop diversification will belp mitigate covariance risks that arise 
due to the droughts and pest damage of the groundnut crop. 

In the event that the GCU continues as a private organization, it should explore ways 
to fnnction as an exporter of groundnuts preferably after value added processing. It sbould 
also develop aggressive mechanisms to facilitate its role as an importer and distributor of 
inputs. Economies of scale, however, need to be realized in importation and distribution 
of inputs. 

54 The decline in groundnut productivity is due in part to the unavailability of quality seeds, droughts and 
the reduction in usc of chemical fertilizers. The ina-ease in area under coarse grains may be attn'buted to their 
ability to withstand droughts and to satisfy coasumption needs in bad years. 

http:future.54
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D. Savings Mobilization 

A strong orientation towards d~posit mobilization should be developed to raise the 
GCU's internal funding position. While linking savings proportionately to loans received 
by members is not required, it should be mandatory for farmer members to save with the 
GCU. The GCU should, however, pay positive interest on the deposits held as fixed 
deposits irrespective of the level at which they are held. The current savings program offers 
a eight percent annual interest rate on deposits held at the GCU and zero percent on 
deposits held at the levels of CPMSs and village branches.55 The village branches and the 
CPMSs should be given authority to use the funds held at their levels, although the GCU 
~"ould monito; and supervise them. The village branches and the CPMSs, especially those 
that are unqualified for the credit program, might use these funds to buy fertilizer from the 
GCU on cash to sell to their members. This would avoid penalizing good borrowers in 
unqualified villages and CPMSs by denying them access to inputs. 

The GCU should also explore ways to attract non-members, including the NGOs and 
women, to expand its pool of savers and funds. In the absence of fonnal bank bran(.'hes in 
the rural areas, the GCU could begin to operate more effectively as an alternative 10nnal 
financial intermediary network. No one can argue for a strong savings mobiUZ!!tion for the 
GCU if it leads to members losing their savings. The GCU needs to assure depositors 
concerning the liquidity and safety of their funds. This requires two actions. First, the 
individual CPMSs and village branches need to carefully plan their liquidity requirements 
so funds are available when depositors want to withdraw them. Second, accounting 
standards and GCU operations need to be improved so there is no use of mobilized funds 
to cover operating costs and poor loan recovery. Otherwise, savings will be drained away 
to cover GCU expenses. 

E. Member Education 

The GCU members should be educated regarding the use of funds, repayment ethics, 
the advantages of savings discipline, and the importance of peer monitoring to avoid misuse 
of funds by the village committees and CPMSs. The members should )e made aware of the 
fact that the GCU is their organization. The member education programs must emphasize 
the collective responsibility of owning an orsanization. 

F. CPMS Network 

The managers of the CPMSs anu village level committees should be trained in record 
keeping so that accounting procedures can be streamlined. It is important to maintain 
proper records, especially when they mobilize savings and have a fiduciary responsibility as 
a deposit mobilizer. 

55 By comparison, the VISACAs pay 20 to 30 percent annual interest on aU deposits held as fixed deposits 
but pay no interest on current accounts (sec Chapter V). 

http:branches.55
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The managers of the CPMSs and village level committees should be trained in 
borrower screening mechanisms that incorporate "learning by doing" techniques. CPMSS 
and individual members should be given small loans first, then the size should be increased 
when their repayment performance jl~5tifies doing so. 

3. 	 Scenario Two: The Unfavorable Mix of Market Conditions. Aient Actions. 
and Institutional Instability 

Output markets. This scenario assumes that: (i) the GPMB functions as a processor, 
buyer and exporter of groundnuts either as a parastatal or a privatized firm; (li) Senegalese 
traders occasionally offer higher groundnut prices and provide output marketing services at 
lower transaction costs than does the GCU; (iii) the formal banks do not supply crop 
finance to the GCU; and (iv) no government subsidies are provided to the GCU. 

Input and financial markets. It is assumed that: (i) the FAO continues to operate in 
the input markets as an importer and distributor; (ii) the NGOs are active in financing 
agriculture; (iii) no extension is provided for the ADP nfunds to finance GCU's input and 
credit operations; (iv) no subsidized external funds are provided to the GCU for groundnut 
marketing to compete with Senegalese buyers; and (iv) no government subsidies are 
provided to the GCU. 

While this scenario paints a gloomy market environment within which !he 
GCU would operate, it partly resembles the 1991/92 market conditions. The GCU's 
competitors are, in general, subsidized through external donors and government. The GCU 
is, however, expected to compete based on its comparative advantages rather than through 
subsidies or external support. This scenario underscores the problems faced by an 
unsubsidized acu, despite its compPJ'ative advantages, in operating in an environment 
characterized by asymmetric subsidization. This scenario also assumes a constant value cost 
ratio for agricultural crops, favorable weather conditions, a predictable demand for inputs 
and no major shifts in cropping patterns in the future. Eight actions need to be taken to 
help ensure the survival of the GCU in this scenario. 

A 	 Guarantee fund 

In the event that ADP n is discontinued, the current balance of the ADP IT funds 
should be converted into a guarantee fund that would be augmented through the infusion 
of donor funds and better recovery rates. This fund could be maintained in a local bank to 
be used as a guarantee for GCU loans. The improvements in GCU loan recovery rates 
discussed in scenario one would also need to occur. 

B. 	 CPMS network 

\'b\ 
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With several alternative sources of output buyers and input suppliers that sell on 
credit, and the lack of viability of several CPMSs, the GCU should consider scaling down 
its operations and limiting itself to a smaller number of well functioning CPMSs and village 
branches. This scaling down implies that all nonperforming CPMSs out of the present 54 
CPMSs would be closed down and liquidated. Otherwise~ with declining funds the GCU will 
end up supplying smaller sized loans with lower purchasing power and declining productivity 
thereby reducing the value of loan services and very likely affecting negatively the incentives 
for good repayment from early qualifit;rs. The nondiscretionary expansion of the CPMS 
network based only on the 95 percent recovery rule has in recent years brought in weaker 
CPMSs from the pre 1988/89 period and has penalized early qualifiers through a reduced 
volume of loan services. This has introduced moral hazard into the system. The criteria to 
select the CPMSs that remain with the OCU should, therefore, be based on: (i) the ability 
of the CPMS to recover at least 95 percent of its current loans made after reorganization 
for at least two years, (ii) the capability to purchase groundnuts from the GCU at least to 
some break-even leve~ and (iii) the capacity to mobilize deposits. 

c. Reserve fund at the GCU to offer competitive output prices 

Currently, groundnut prices in The Gambia are tied to world market prices. The 
prices should also be competitive with Senegal. A reserve fund should be established at the 
GCU to allow it to offer competitive prices with Senegal to a reduced number of CPMSs. 
These reserve funds should be built up during good years to be drawn upon in the event 
that high Senegalese prices are encountered again. The strongest arguments for this 
approach to the Senegalese problem are: (i) that this price instrument is the most efficient 
one available to the GCU to equitably distribute income to a large number of its members; 
and (ii) the GCU needs some assurance of access to groundnuts if it is to compete in a 
market environment and ensure loan recovery from its fertilizer loans. Otherwise, with 
porous borders and informal trading arrangements, it is not possible to prevent cross border 
trade between The Gambia and Senegal. The 1991/92 situation is evidence for that 
argument. The large groundnut cross border sales into Seuegal could have been prevented 
if the GCU or the GPMB could have offered higher prices to compete with the Senegalese. 
This occurred in 1986/87 and 1987/88 when the government fixed groundnut prices at 15 
to 20 percent levels less than the Senegalese prices to induce farmers to sell in domestic 
markets (see McPherson and Radelet, 1991). This experience shows that the GCU need 
not necessarily exactly meet the Senegalese prices to compete due to transport costs, 
uncertainties in the timeliness of Senegalese payment practices etc.56 But in 1991/92, the 
price differential almost reached 50 percent. As a result, although the farmers were not 
affected, the GCU suffered because of low output purchases. Fwthermore, loan recovery 
rates were estimated to be lower than previous years since the input-credit operations are 
linked to output marketing to ensure loan repayment. In short, the GCU lost its 
comparative advantage to enforce loan contracts by tying loans to output marketing. 

56 The sampled farmers r":i.orted that they would sell to the GCU if the price difJercntial between the GCU 
tad Senegal is less than D300 to D4OO/ton of groundnut. 
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Finally, items B, C, D, E, and F described in scenario one would also have to be 
implemented in this scenario. 

4. Conclusion 

This chapter has described the operations of the ecu both prior to and following 
its reorganization in 1988. The emphasis has been on its credit and savings operations, but 
other parts of its activities had to be considered as well because of their interrelationships. 
aearly, the GCU has experienced a wide range of problems, but it has shown some positive 
signs of improvement since reorganization. Although an in-depth examination of its internal 
management efficiency was beyond the scope of this study, its sincere attempts made on 
reducing the expenditures are noteworthy. Of course, the GCU must continue to tighten 
up its internal operations and bear the consequences of its mistakes. But it is obvious that 
the GCU faces serious external cballenges over which it has little control. There is not a 
level playing field among institutions operating in various markets in The Gambia. In 
particular, GCU cannot be expecte.d to compete on an uneven playing field caused by 
policies in neighboring countries over which it has no control. Although the acu has 
received some subsidies in the form of the ADP n fund and enjoys an infra5tructure and a 
network of CMPSs that gives it some comparative advantages, it is faced by subsidized 
competition on all sides. The NGOs and the FAO are highly subsidizta...d competitors in the 
input and credit markets. On the output side, it faces the competition of subsidized 
Senegalese prices. Not omy does this affect the volume of GCU's marketing operations, but 
it also has a spillover effect in reducing the recovery rate of its input loans by weakening 
contract enforcement mechanism through its marketing role. 

It is not rational to close down GCU when it has made serious attempts to reorganize 
its management and operational procedures to attain sustainability and viability. The 
government and donors should at least observe its performance for another two to three 
years until the ADP n funds are exhausted. Furthermore, they fZhould e."1'lore ways to 
develop a oonsensus between The Gambia and Senegal regarding the groundnut pricing 
structure. In other words, if the donors are reluctant to inject funds into the GCU they 
should at least urge Senegal to follow competitive and UIlSubsidized pricing policies. 

An obvious alternative is for the acu to diversify into other areas. B~t groundnuts 
are likely to be the most important sector of GCU activities for the 12reseeable future. 
With greater stability in the groundnut sector, the reforms undertaken by the GCU might 
be adequat,. to begin to assure its viability. 

Although it was beyond the scope of this study to thoroughly analyze the groundnut 
sector, it appears to be a strategic one in the country. This chapter has shown that the 
future of the GCU is largely tied to this sector, at least for the foreseeable future. Even 
more important, any private firm that acquires the GPMB groundnut facilities will need 
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some assurance of access to groundnut supplies if it is going to prosper. Given the 
impossibility of controlling the cross border trade, the GCU is going to have to develop 
some type of reserve fund for use in competing willi future high prices in Senegal. 
Otherwise, the GCU and the country will lose control over the marketing of this strategic 
commodity, and Gambian farmers will be subject to the whims of future Senegalese policies, 
a situation untenable for any political regime. The privatization drive in The Gambia has 
not yet dealt with this crucial problem. Until it does, the GCU and all private agents linked 
to the groundnuts sector in The Gambia will be subject to grea.t uncertainty. In addition, 
uncertainties regarding GCU's internal efficiency, ability to recover loans and access to 
groundnut markets impede it's future viability. At best, tnese problems will destroy any 
incentives for future investments in the sector. At worst, it may destroy the GCU. 
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Table 111·1 .GroUDdaUts: ProcIucdOD, QuaDtlty DeUftl'ed to GPMB by Source, ad Producer Prices III 1be; G£"lII1b1a and Sempl, 1974 to 1m. 

. Year Production 
'(XX) tons 

Quantity Delivered to GPMB by: 
Source ('(XX) tons) 

GCU Private GPMB Total 
Traders Depots 

GCU as % 
ofGPMB 
Purchases 

% of GPMB's 
Purchase in 

Total Production 

Prices (D/ton) 

Gambia Senegal F.O.B~ 

1974/75 

1975/16 

1976/11 

19'T7/78 
1978/79 

1919/WJ 
1980/81 

1981/82 

1982/83 

1983/84 

1984/85 

1985/86 

1~/87 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

(1) 

145.2 

141.1 

143.0 

100.0 

133.4 

66.9 

60.2 

108.9 

151.4 

113.8 

105.1 

75.8 

110.4 

120.0 

98.4 

129.9 

74.5 

84.2 

(2) 

56.4 

52.1 

51.2 
39.1 

71.5 

44.2 

35.6 

59.9 

90.5 

68.3 

4LS 

4L9 

57.3 

51.3 

15.5 

25.8 

18.4 

0.5 

(3) 

78.3 

81.5 

73.3 

48.9 

48.1 

2L6 

9.3 

2L9 

36.9 

24.7 

10.6 

10.2 

13.6 

122 
9.5 

lL4 

5.5 

0.81 

(4) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
0 

122 
5.1 

0.71 

(5) 

134.8 

133.5 

124.5 

87.9 

119.5 

65.8 

44.9 

81.9 

127.4 

92.9 

52.1 

52.1 

70.6 

63.5 

25.0 

49.4 

28.9 

2.0 

(6) 

41.9 

39.0 

4Ll 

44.4 

59.8 

67.2 

79.3 

73.2 

71.0 

73.5 

79.8 

WJ.5 

8Ll 

WJ.8 

62.0 

52.0 

64.0 

25.0 

(7) 

92.8 

94.6 

87.0 

88.0 

89.6 

98.4 

74.5 

75.2 

84.1 

8L7 

49.5 

68.7 

64.0 

52.9 

25.4 

37.2 

38.8 
2.4 

(8) 

306 
36S 
402 

421 

421 

42S 

460 
SOO 
520 

4,~50 

620 

l260 

1800 
1500 
1100 

1470-16SO' 

1650 
1SOO-1W 

(9) 

296 
345 
3fT! 

415 

395 

3SO 
345 

518 

467 

tm 
~ 

1170 

2OS2 
2106 

1652 

1960 

1960 
2400 

(10j 
623 

536 

824· 
714 

66S 
S60 
'790 
643 

576 

1291 

1350 

1432 

1642 

1327 
1474 

2402 
2842 

2396 

~ 
IQ 

Source: PPMU, GPMB, GCU. 
Note 1: Estimated figures. 

2: GPMS offered D 15OO/too for the first six weeks and raised it to D l1OO/too later. 
3: GCU buying price D 1470/too; GPMS depot price was D If6J/tOD. 
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Table 111·2 Volume or LoaDs Islued, Seuoaal ud Medium Term to CPMSa, 1981·1992. 


Seasonal Medium Term Repaymcnt 

Kind Q,,sh Equipmcut & %2 
Machinery' Total 

Seeds & for Labor 
Years Fertilizer Pesticides ExpcDSC6 

(1) 	 (2) (3) (4) (5) (6) 

(in '000 dalasis) 

a~ BSAI[81111iDtiall 
1981/82 (RDPI) 755 3,090 1,428 0 5;m 55 

0 0 3,440 0 3,440 891982/83 } 
1983/84 ADPI) 0 0 5,194 	 0 5,194 60 

2,636 2,615 4,.540 	 0 9,791 53-/851
1985/86 1,128 481 0 	 0 1,60-, trl 

IfJ86/trl 3,400 7,692 280 431 11,803 T1 

19ff1/88 5,962 0 0 m 6,934 81 

ADPII) roo Bco[pnipti()Jl 

1988/89 1,554 0 356 SOl 2,411 48 

1989/90 643 44 1,087 1,S33 3$11 6S 

1990/91 996 38 1,380 S8S 2,999 61 

1991/92 1,~ 613 1,144 200 3,716 NA 

Source: OCU. 

Note 1: Includes donkey carts, horse carts, ox-carts, sine-hoes, occidcntal hoes and super secrJers. 


2: Includes all 86 CPMSs. 
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T8b1e III ... 	 Operatloaal Status, Membership Structure, Capital Hue aDd Loau Islued for Selected 
creSI, U of October 1987. 

Items 	 Amount (%) 

(1) 	 Operational Status (No. of crCS)1 

a. Active 

b. Dormant 

c. Total 

(2) Membership Structure (II of members)2 

a. Men 

b. Women 

c. Total 

(3) 	 Capital Base (in dalasis)' 

a. Shares 

b. nuiftSa~ 

c. Totti Capital 

(4) 	 Loans Issued (in dalasist 
a. Oustanding loans: 

(i) Amount 

(ii) Percent of capital base 

b. OYerdue loans' 

(i) Amount 

(ii) Percent of capital base 

(iii) Percent of outs:.anding loans 

31 (62) 

19 (38) 

SO (100) 

353 (12) 

2,514 (88) 

2,8lJ7 (100) 

31,301 (6) 

518,828 (94) 

549,828 (100) 

601,489 

116 

326,048 

63 

54 

Source: ACCOSCA, 1990. 
Note 1: 	Sample size in 50 cress. A crcs that recorded a financial transaction after October 1987 was 

considered active. 
2: Sample size in 40 cress. 
3: Sample siz.:.~ in 48 cress. 
4: Sample size in 35 crCSs. 
5: All unrecovered loans issed before October 1987. 
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Table 111...3 laterat Rata Charged to GCU, CPMS ad Memben by VariOUI Sourca, 1980-1992. 


Rates Charged to GCU by: Rates Charged RIles Charged 

Years GPMS GCDB ADPD 
toCPMS by 

GCU 
to Mcm1ren. q. 

CPMS 
(1) (2) (3) (4) (5) 

(in percent) 
1980-84 0 9 0 0 

1984/85 21 17 0 11 13 
1985/86 18 21 0 11 13 
1986/87 18 21 0 22 24 
1987/88 19 24 0 22 24 
1988/89 19 18 0 18 24 
1989/90 0 13 15 
1990/91 0 13 15 
1991/92 0 16 21 

Source: GCU. 

GPMB: Gambia Produce Marketing Board; GCDB: Gambia Commcrcial and Developmcnt Bank; ADP 0: 

Agricultural Dcvelopmcnt Program 0 funded by WorJd Bank. 


\~ 
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Table 111-5 OperatJoaaI Status, LOan. OutstaDdllII aDd Capital Base or IDdlYiduai CTCS.1 

Name or Society PropoIed/ Al:tivc/ LouI 9& Lc.oiaN Capital (u 0( Oct. 
RePtcrcd dormant2 OutltaJldInJ u 0( Overdue! 1987, SIrvinp cl 
wilhDoc. Oct. 1987 Sbara) 

(1) (2) (3) (4) (5) 

Dockwortcrs R A 125,487.60 30 135,34.5.56 

Santa YaUa R A 65,010.00 0 87,695.00 
Baaul Women Retailers R A 60,580.00 60 52,019.46 
Dlmbalaateb R A 20,648.89 20 42,427.89 
Poultry Parmers R A 32,326.00 100 24,137.50 

Soidiertowa Dyers R A 38,680.00 64 20,010.58 
Scrrtundl Women Dyers R A 23,210.00 100 17,542.45 

Denton 8ridae R A 12,430.00 7.Z 13,346.59 
KaurWomen R D 43,175.00 100 10,788.50 
BuacWomen R D 6,m.00 100 9,316.61 
Hall Die Dyers R A 7,420.00 42 1,666.10 

Soidiertowa NomakIti R A 10,610.00 60 8,371.53 
Barra Youn& Women R A 8,463.00 ? 7,880.00 
Carpenters New Society R D 11,840.00 100 7,847.88 
BabuWomen R A 7,159.97 100 7,042.25 
Eaau Women R A 5,293.00 29 6,069.55 
Gc:orzctowa Women R A 60,842.50 28 5,939.85 
Ker Oallob Women R A 6,lS2.00 14 5,421.50 
Paraba Banta R A 2,377.00 100 5,345.00 
Banjul Scamltrca It A .5,497.00 63 .5,1.58.7$ 
Sunta Women It A 25.5.00 100 .5,(89.00 
Bam Women It R 18,160.00 100 4,7l2.O6 
Bob. Helat R A 4,010.00 100 4,628.36 
Sibanor Women R D 1,840.00 100 4,345.7S 
Pinna Women It A 800.00 100 3,7l2.00 

(continued acxI JIIiC) 
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Table 01-5 (cal.) 

Namr. of Society Propoad/ 
RcpuRd 
witb Doc. 

Adive/ 
donnanr 

l.ouII 

()"tIWICIiDi -
Oct. 1987 

of 

9(, U.III 
Overdue' 

Capital (_ of Oct. 
1987, s.viDp cI: 

Shara) 

BuoriWomen 

Karantaba Women 

HaJJ' Die NorraIlkall 

(1) 

R 

P 

R 

(2) 

D 

A 

R 

(3) 

0 

2,7110.00 

(4) 

0 

100 

(5) 

3,61S.oo 

3,539.75 

3,141.34 

Dana Dana 

Kafuta 

Gambia Bee Keepers 

Kuntaya Women 

Sototoi Mandina 

Atlantic P'lIhcrmcn 

Lamin Women 

TambaUauD, Women 

YabrrWomcn 

Bantanto Women 

Gunjur Baja Jura 

Serrckunda Mutet Garden 

Gunjur Oil Palm cI: Bee K.cepina 

Bribm.I Women 

OijiJo Women 

Brufut Women 

JarroI Women 

Handicraft Producers 

R 

P 

P 

R 

P 

R 
pp 

R 

R 

R 

R 

R 

R 

R 

R 

rc. 
P 

R 

D 

A 

A 

A 

A 

D 

A 

D 

A 

D 

A 

D 

D 

A 

D 

D 

D 

D 

2,193.00 

264.00 

1,215.00 

0 

2,805.00 

7,96S.oo 

2,910.00 

2,814.00 

0 

2,972.00 

3,3.10.00 

1,323.00 

? 

100 

100 

0 

0 

100 

100 

.59 

100 

0 

100 

100 

100 

? 

3,064.84 

2,810.00 

2,725.75 

2,576.12 

2,314.25 

2,244.00 

2,235.00 

2,006.00 

1,998.83 

1,930.00 

1,891.35 

1,886.01 

1,848.50 

1,719..50 

1,57SS9 

1,311.26 

1,090.00 

9S6.OO 

Banung Women 

Banujul Central Women 

Buaumbala Women 

R 

P 

P 

D 

D 

D 

0 0 335.00 

100.00 

0 

Yundum Women R D 0 0 0 

Source: Report on the Review of The Gambia CU Movement, ACCOSCA, March 1990. 
Note 1: Contains only those 50 crcs active after Sept. 1988. 

2: Active: if final transaction took place after October 1987. 
3: Overdues: All unrecovered loans which were issued before October 1987. 
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Table 11106 Soun:a of Funds for the Credit fro8nm at the GCU, 1981·1992. 

Year GCDB GPMB GCU ADPD Total 

(1) (2) (3) (4) (5) 

(ia '000 dalasis) 

E['-B~liIDiHligll 
1981/82 4,518 755 0 5;r13 

1982/&3 3,440 0 0 3,440 

1983/84 5,194 0 0 5,194 

1984/85 4,540 5,2S1 0 9,791 

1985/86 481 0 0 1,128 1,609 

19~/87 4,020 2,884 280 4,619 11,803 

1987/88 NA NA 0 6,934 6,934 

Eg:al B~IIIIDiUligll 
1988/89 0 0 356 2,120 2,476 

1989/90 0 0 2,910 1,445 4,355 

1990/91 0 0 NA NA NA 

1991/92 0 0 NA NA NA 

Source: GCU. 

Table 111·7 	 ADP II FUDds: LoaDI OutstaadJap aad DlabunemeDti lor Apicaltural laput LoaDI made 
by GCU. 

Items Outstandiog Disbursement Disbursement OutstaDdiog 
(1989) (1989-90) (1990/91) (1991) 

(1) (2) (3) (4) 

(in '000 dalasis) 
Operational 4,672 2,296 1,624 8,S92 
Capital 2,053 9 WI 3,059 

Bull~ 3,790 3,790 

Fertilizer 8,748 8,748 

Seeds 746 675 1,421 

Agricultural 
EquipmeDt 5,438 969 1,522 7,929 

Chemital 841 841 
Total 22,498 7,064 4,818 34,380 

Source: ADP D. 
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Table 111-1 	 Number or CPMS ad WIqe Braacba that Qualified to ReceIve IDput LoaJu from abe GCU, 
1988-1992. 

Year 	 CPMS Vallagc Branches 

(1) (2) 

(# of Uails %) 

1988/89 5 (9) 65 

1989/90 2S (46) 400 
1990/91 T1 (SO) 396 

1991/92 43 (80) 518 

Total Number of CPMS: 54 

Source: GCU. 

Table 111-9 	 Number of QuaWIed CPMS aDd WIqe Bnucba by Geop-aphlc LocatJoD, 1988-1992. 

No. of No. of Qualified CPMS No. of Vallagc Brauches 

Circle 
Registered 

CPMS 88/ 
89-

89/ 
90-

90/ 
91-

91/ 
92-

88/ 
89 -

89/ 
90 

90/ 
91 

91/ 
92 -

(1) (2) (3) (4) (5) (6) (1) (8) (9) 
1. Brikama 8 1 6 6 7 11 102 92 74 

2. Mansakouo 5 0 3 3 4 0 30 T1 2S 
3. Barra 9 0 1 1 8 0 11 11 lOS 
4. Kcrewan 11 3 6 8 10 47 102 117 117 

5. G.lown-North 7 0 3 4 S 0 55 74 111 

6. G.lOWD-SoUth 8 1 2 4 6 7 28 64 71 

7. Bassa 5 0 4 1 2 0 72 11 15 
Total 53 5 2S T1 43 6S 400 396 518 

Source: GCU. 
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Table 111·10 Number or Qualified Village Bl'IIDcbcs by ABe or the Braacba, 1989-1992. 

Years One Two 
Age of the Branches 

Three Four Total 

1988/89 
1989/90 
1990/91 
1991/92 

(1) 

6S 
33S 
118 
334 

(2) 

6S 
226 
74 

(3) 
(# of Vdlage Branches) 

S2 
62 

(4) 

38 

(5) 

6S 
400 
396 
518 

Source: Compiled from GCU data. 
Note: 	 The figures nced to be interpreted as foUows: Of the 518 branches qualified in 1991/92, 38 were out 

of the 6S qualified in 1988/89,62 out of the 33S qualified in 1989/90, 74 out of 118 qualified in 1990/91, 
and 334 that were newly qualified in 1991/92. 

Table 111·11 Total and ATerap Volume or ShOl1 Term aad Medium Term Loans Disbuned, 1988-1992. 

Total Volu'71e Average Loan Index for Average Loan Index for Village 
Years of Loans per CPMS1 CPMS per Village Branch 

Branch2 

(1) (2) (3) (4) (5) 
(in '(xx) dalasis) 

1988/89 2411 4822 100.0 37.1 100.0 
(5) (65) 

1989/90 3307 132.3 Tl.4 83 22.4 
(25) (400) 

1990/91 2999 111.1 23.1 7.6 20.5 
(27) (396) 

1991/92 3716 86.5 17.9 7:l 19.4 
(43) (SI8) 

Number of CPMS given in parenthesis. 

Number of village branches givcn in parenthesis. 




Table 111·12 Volume or Loans SoUdted and Approved by CPMS, VlUage Brandies and AppUcants during 1991·91 C)'de. 

Volume or LoaDs 

CPMS Solicited Approved Approvedl 
Solicited (Ratio) 

Prmous~1J 
Rate (9[,) 

Previoul Grouodout 
Muteted 

# Year in 
Propur 

(1990-91) (RBCOV) (toII5) (GNUT) 

91/'12 
(1) 

92/'13-(2) 
91/9~ 92/'13 9fiii' 
(3)' (4) ""(4) 

92/'13 
csr 

91f'}2 

(6) 
92/'13 
(7) 

91/'12 
(8) 

92/'13 
(9) 

91/'12 
(10) 

92/'13 
(ii) 

91/'12 
(12) 

(ill '000 dalasis) 

Bribma Clrde 
1. Sutula 34.1$ 1.3 21.02 1.3 0.60 1.00 51 35 111 167 3 4 1 
2. Britama 137.13 49.2 SQ.63 35.9 0.37 0.73 69 50 206 388 3 4 1 
3. Paraba 210.48 44.1 91.20 22.1 0.43 0.0 94 82 ~ 314 3 4 1 
4.Ndamban 102.99 5.9 64.44 53 0.63 1.00 87 71 '5JJ 412 4 5 1 
5. SibaDor 45.86 18.8 29.9S 11.1 0.6$ 0.59 81 69 476 436 3 4 1 
6. 8wiam 60.06 25.1 21.55 5.1 0.37 0.20 60 32 191 110 3 4 1 
7. Boadali 88.20 74.8 30.43 34.5 Q.3S 0.46 9S 99 2110 m 1 2 1 

Barra Circle 
8. BuDiadu 72.13 201.7 36.90 99.3 0.51 0.49 9S 100 210 452 1 2 1 
9. Medilw S. MuI 51.1$ 92.7 24.60 63.6 0.48 0.69 9S 94 220 236 1 2 2 

10. Paba-Pentu
11. hay Mamudjaw 

207.48 
184.99 

14.8 
198.3 

88.11 
94.59 

8.6 
164.1 

0.43 
O.U 

0.58 
0.83 

9S 63 
96 

430 
SOO 

460 
504 

1 
1 

2 
2 

2 
1 

~ 
00 

12. Nd\llllU 1C.ebbab 152.71 27.1 109.fi8 16.7 0.43 0.62 9S 54 671 201 1 2 1 
13. Kunla,. ~.55 116.3 121.1i6 ?U.8 O,jl 0.61 9S 76 530 2108 1 2 1 
14. JCcrr Jatp 281.13 as.s 129.61 53.6 ~~ G.63 9S T1 SSI 183 1 2 1 
IS. DusiJameb Job 282.37 90.3 14t.28 60.8 0.50 0.67 88 76 836 279 3 4 1 
JCcrewan Cirde 

16. N'JSWUa 154.01 102.2 1$.!l; 25.3 0.49 0.25 7l 73 453 224 4 5 1 
17.s.Jikeoc 23.73 123.2 11.77 84.8 0.50 0.69 ~ 84 ItfT1 135 3 4 1 
18. N'jAba KuDda 341.12 7.5.6 315.81 n9 0.60 0.32 74 42 854 9B 4 5 1 
19. No ICuDda 96.30 0.0 S2.fi8 0.0 0.55 0.00 67 28 374 lS 4 5 1 
2O.1UiuIa 253.89 24.2 Ul.69 25.6 0.48 1.06 9S 80 322 24 1 2 1 
21. ParraCCIUIi 303.81 42.8 154.7.5 21.0 0.s1 0.49 87 57 460 lS 3 4 1 
22. Minteh Kunda- 40.3 30.1 0.76 9S 7:1 0 1 1 

(CoDt.) 



Volume of Loans 

CPMS Sotic:ited Approwd ApproIedI 
Sotic:ited (Ratio) 

PnMoua RccxM:ry 
Rate (9&) 

(1990-91) (RECOV) 

PnMoua GtouDdAUl 
Marketed 

(toaI) (GNUI) 

# Year ill 
Propam 

Ma..koato Circle 

91/92 
(1) 

fJ2/93 91/fJ2 fJ2/93 91/fJ2 
(l) (3) (.i) ---c4) 

fJ2/93 
(S) 

91/fJ2 
(6) 

fJ2/93 
(7) 

91/fJ2 
(8) 

fJ2/93 
(9) 

91/fJ2 
(10) 

fJ2/93 
(ii) 

91/fJ2 
(U) 

23. Npyea Sujal 
24. SuakuDda 

553.23 
278.34 

0.0 
0.0 

168.95 
l56.42 

0.0 
0.0 

0.31 
0..56 

0.00 
0.00 

93 
fJ2 

13 
22 

4S9 
593 

2 
3 

2 
3 

3 
4 

1 
1 

25. Kataba 140.2S 0.0 SS.28 0.0 G.61 G.OO fJ2 rt 366 3 2 3 1 
26.Saaba· 
rt. Jiffaroqe 
28. &I'ODI 

213.77 
SS.99 
Yl.09 

1779 
rt.5 
19.2 

61.78 
40.30 
33.09 

97.7 
9.4 

17.7 

D.29 
0.47 
0.&9 

o.ss 
G.34 
0.fJ2 

9S 
95 
93 

88 
67 
89 

22S 
135 
245 

266 
98 

293 

1 
1 
3 

2 
2 
4 

1 
1 
2 

29. &req 8139 0.0 32.52 0.0 0.40 0.00 76 10 261 10 3 4 1 
JO. Subia 145.ss 0.0 76.14 0.0 o.n 0.00 90 44 23C 16 3 4 1 
G. TOWD North Circle 

31. Kaur 421.38 87.1 16736 61.2 0.40 0.70 (IJ 71 278 17 3 4 1 

0\ 
~ 

n. Njau· 
n WIIIIU· 

496.42 
411.87 

1l4.1 
842 

163.15 
114.68 

67.7 
'B.7 

D.l3 
0.28 

o.ss 
0.47 

9S 
9S 

96 
17 

181 
2S7 

18 
2 

1 
1 

2 
2 

1 
1 

34. Yooaa 13.98 0.0 1.23 0.0 o.n 0.00 40 5 141 0 3 4 1 
35. CIamca 229.50 59.8 80.02 12.4 o.3S 0.21 64 61 87 1 2 3 1 

36. Beilin""... • 
-n. DiapIai•• 

29.5 
56 

15.5 
23.3 

o.n 
0.42 

68 
95 

4 
4 

0 
0 

1 
1 

1 
1 

G. TOWD South Circle 

38. Mamdufoaa· 460.63 9.1 91.46 90.7 CUO 1.00 9S 36 224 2 1 2 1 
'B. SAraofic lO3.7iI 0.0 111.35 0.0 0.58 0.00 96 56 468 83 2 3 2 
40. Gallic Manda· 293.61 59.1 120.19 21.1 0.41 0.31 95 13 601 J8 1 2 2 
4L Da:lkuatu l48.89 75.1 195.21 SS.2 0.78 1.13 86 16 4.S8 80 4 5 1 
41. Y.uDdaq 
43. 8aDua& 

521.07 
3l4.54 

0.0 
7.1 

124.26 
245.59 

0.0 
7.1 

0.24 
0.76 

0.00 
1.00 

19 
100 

Z3 
38 

215 
718 

7 
71 

2 
3 

3 
4 

1 
1 

8aAe Cirde 
44. BajUvada· 561.51 la7.1 105.98 36.4 0.19 G.34 9S fJ2 435 56 1 2 2 
45. SiDdowoI 68.9S 20.1 46.l2 15.8 0.61 0.19 14 4S 22S 99 3 4 1 
46. BuateDda·· 7.1 7.7 1.00 9S 43 0 1 1 
47. DisaDdu" 5.7 3.1 0.53 95 57 0 1 2 

Soun:c: GCU. 
• - Newly qualified for 1991-fJ2 qde. 
•• - Newty qualified for 1~93 qde. 'I1Ie RCCM:ry rata for DCWIy qualiflCd CPNSI were aaumed to be 95 percent. 



RATIO RECOV GNUT AGE INDEX 

(1) (2) (3) (4) (5) 
RATIO' 1.00000 035459 0.31300 ..()JX)232 0.G4812 

(0.0) (0.0030)· (OJ)()l)4)· (0.98S0) (0.6932) 
RECO~ 0.3S4S9 1.00000 0.S98S8 "().38S68 0.22998 

(0.0030)· (0.0) (0.(0)1)· (0.0012)· (0.QS92)· 

GNtJ1G 0.31300 0.S98S8 t.ooooo ..().o1591 .().ootB) 

(0.0094)· (O.eml)· (0.0) (0.8975) (0.9432) 
AG£4 -0.00232 "().38S68 ~,01S91 1.00000 "().2S043 

(0.9850) (0.0012)· (0.8975) (0.0) (0.Q394)· 

INDEX' 0.Q4872 0.22998 ..().Q0880 ..().2SQ43 1.00000 
(0.6932) (0.0592)· (0.9432) (0.0394)· (0.0) 

1: 	 RATIO refers to the ratio of loan amount supplied to loan amount solicited by the CPMSs. 
2: 	 RECOV refers to the percentage of loans rccovcred. 
3: 	 GNUT refers to the quantity of groundnuts purchased by the CPMSs. 
4: 	 AGE rcftlS to the number of )'C8J'S that a CPMS has been eligible for the credit program. 
s: 	 INDEX rders to the difficulty in aCCCMiog a CPMS. An Indcx of 1 is assigned to CPMSa that are 

physic:a1ly accessible while 2 is assigned to CPMSs that arc loc:atcd deep in the bushca and are difficult 
to rcadl.

• 	 Repreacms significaDcc at 10 percent leYd. F'JgurCS within parenthcais refers to the aignific:aacc Icvd 
under which HO: p - 0 is rejected. 

Table 111-13B Detenalaaatl 01 Lou Size RatlODlq: Raaltl 01 the Repaaloa ~ 

Variables eo.cmcient T-ratio 

(1) (2) 

Dependent Variable 
RATIO 

Indcpendcal VariIbIc 

IDtcrccDt 0.265 2.886. 
(0.092) 

RECOV 0.291 1.830" 
(0.159) 

GMur' 0.217 1.102 
(0.197) 

Sample Size 68 
R-sqiiare 0.15 

• 	 SignifiC'-I"t at S pcrccDl level. 
•• Significant at 10 pcrccDl Icvd. 
Standard error gi\'cn in parenthesis. 
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Table 111·1.. " 	 AYeI'8ge aad Total Volume or Short Term aad Medium Term Loaas Dlabuned to New aad 
Old CPMS and Vlllase Branches, 1988-92. 

Average Volume of Loans (in '000 dalasis) 	 Total Loans 

CPMS1 Village Branches2 (in '000 dalasis) 

Years Old New Old New Old Units New Units 

(1) (2) (3) (4) (5) (6) 

1988-89 477.656 36.743 0 2388.28 
(0) (5) (0) (65) 

1989-90 122.658 134.817 9.435 8.049 613.29 2696.34 
(5) (20) (65) (335) 

1990-91 118.632 79.164 9367 3354 2603.96 395.85 
(22) (5) (278) (118) 

1991-92 88.902 82.266 13.045 3.941 2400.36 1316.25 
(27) (16) (184) (334) 

Number of CPMS given in parenthesis. 

Number of village branches given in parenthesis. 
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Table 111·15 Re..ymeat PerfOl'lllaDCle OD Curreat and Lout 0ftN.ae, 1981-1991. 

Years 

1981/82 
1982/83 
1983/84 
1984/85 
1985/86 
1986/87 
1987/88 

88/89 (86 CPMS) 
89/90 (25 CPMS)2 

(54 CPMS) 
(86 CPMS) 

90/91 (27 CPMS)' 
(54 CPMS) 
(86 CPMSj 

91/92 (44 CPMS) 

LoaDs Duel Loans Rec:ovcred % Recovered 
(1) 

5,414 
3.712 
5,598 

10,509 
1,762 

12,324 
NA 

4,295 
3,151 
4,403 
4,939 
3,712 
4,433 
4,911 
6,018 

(2) 

('000 Dalasis) 


Pr;-ReorpoiutioQ (iucludes 86 CPMSs) 
2,982 
3,290 
3,376 
5,599 
1,181 
9,500 

NA 

Post Reorpoiption 
2,f116 
2,944 
3,187 
3,205 
2,693 
3,005 
3,016 
3,176 

(3) 

55 
89 
60 
53 
87 
T1 
81 

48 
93 
n 
6S 
13 
68 
61 
53 

Souret': GCU. 

Note 1: Includes principal and interest on current loans and overdue loans. 


2: 	Repayment performance is reported for those 25 CPMSs that qualified for the program, 54 CPMSs that 
remained after 1988 and 86 CPMS, that were origina11y affiliated with the GCU since 1959. The 86 
CPMSs includes the 54 and 25 CPMSs and the 54 CPMSs includes the 25 CPMSs. 

3: 	Repayment performance is reported for those 27 CPMSs that qualified for the program, 54 CPMSs that 
remained after reorganization in 1988 and 86 CPMSs that were originally affiliated with the GCU since 
1959. The 84 CPMSs includes the 54 and 25 CPMSs and the 54 CPMSs includes the 27 CPMSs. 
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Table 111·16 	 RepaymeDt Performaaca oa CUlTeDt LoaDs aad All LoaDs oUtataadlaa lor die CPMS that 
QuallIIed lor 1990-91 Loaaa from tile GCU. 

Years 

Circle/CPMS 88/89 89/90 90/91 91/'12 

(1) (2) (3) (4) 
(pcrceDt Rcpaid) 

I. Basse Cjrcle 
1. Sudowol 93.1 95 74 4S 
2. Bansang 95.1 100.0 100 38 

II. a. Iown - SQUlb ~irclQ 
3. Dankunku 76.9 100.0 86 16 
4. Kudang 66.4 96.6 79 23 

III. a. IslMl - H2nb ~jrgQ 
5. ChamCD 25.6 94.4 64 67 
6. Yoona 95.8 94.6 40 06 
7. Kaur 30.4 86 69 71 

IV. MQ~gkonkg ~iJ:g" 

8. Burcag 95.7 100.0 71) 10 
9. Buroag 100 98.9 93 89 
10.Sankwia 81.6 100 90 44 
11. FarafcDDi 90.0 91.9 tr1 58 
12. Sara kunda 79.8 100.0 92 23 

13. N'Saajal 47.4 95.0 93 13 

14. Kataba 68.5 983 92 r1 
V. Kerewap Circl" 

15. Njawara 743 99 72 73 

16.SalikcDc 77.5 99.0 69 84 
17. Njal>:... kunda 94.7 98.6 74 42 
18. No kunda 100.0 100.0 67 28 

VI. Bana CjrgQ 

19. Darsilame job 93.7 95.9 88 76 
VII. Brikama Circle 

20. Sulcula 97.4 91.9 51 35 
21. Brikama 41.4 983 69 SO 
22. Faraaba 28.1 97.4 94 82 

21. N'dcmbaa 90.6 94.7 tr1 71 
24. Sibaaor tr13 91.5 81 69 

25. B'wiam 82.9 95.6 60 33 

Source: GCU. 



T8ble 111-17 Sampled CPMS: QuaIlDcatiOD Status, Membership Size, Village Branches, Loans Issued and Repaid, and Grouuclnut PurdUased ID 1991
92. 

CPMS 

Qualified
Year 

Members 

Total Women 

Vdlage Branches 

Registered Qualified2 Iss.ncct 
Loans' 

Repaid' 

GroUDdnut 
Purchase 

Brikama 

Sukuta 

N'demban 

N'Jawara 

Njabakunda 

Burong 

KwineUa 

Njau 

Dingana; 

Bribma-ba 

Fatato 

Baneang 

(1) 

1990 

1989 

1988 
1988 
1988 
1989 

I 

1990 

1991 
I 

1989 

(# members) 

(2) (3) 

1057 4 

2122 3 

8SO 3 

U32 94 
700 70 

3D 0 

2SO 10 

9S4 100 

NA NA 

1500 400 

NA NA 

1386 SSO 

(# branches) 

(4) (5) 

16 NA 

16 14 (88) 

11 6 (55) 

12 7 (58) 

32 22 (69) 

14 6 (43) 

7 0(0) 

51 10 (20) 

26 17 (65) 

2S 0(0) 

14 0(0) 

21 21 (100) 

('em dalasis) 
(6) (7) 

132 66 (SO) 
155 SO (33) 

147 101 (69) 

160 111 (70) 

366 176 (48) 

69 57 (83) 

NA NA 

170 150 (88) 

42 17 (41) 

46 5 (12) 

21 2(8) 

'1Z1 103 (45) 

(IODS) 
(8) 

388 
159 
414 

223 
96 

301 

45 

18 

4 

8 

SS 
70 

VI 
~ 

Source: OSU sUl'Vey. 

Note 1: Not yet qualified. Loans issued (or these CPMSs refers to loans outstanding from 19frI/88. 


2: Percentage of qualified to total villages registered is given in parenthesis. 
3: Both seasonal and term loans are inclu~ 
4: Includes principal and iilterest dues. 
5: Percentage of loans repaid to issued is given in parenthesis. 
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Table 111·18 Aiteraatlve Roles 01 Key AaeDta OD GCU OperatiODI. 

Markets/Agents GPMB FAO NODs Senegal Banks/ADPD 

(1) (2) (3) (4) (5) 
Scenario I (favorable) 
a. Output INl IN IN Competitive A2 

b. Input IN IN IN IN A 
c. Ymancial IN IN IN IN IN 

Scenario U (unfavorable) 
a. Output A IN IN Subsidized IN 
b. Input 1\ A A DI' IN 
c. Ymancial A A A A IN 

Note 1: luactivc. 
2: Active. 
3: Not applicable. 
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Figure 111-1 
Commodity (Input and Output) and Credit Flows through the Gambia Cooperative Union (GCU)in the Post ERP period. 
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Notes: 

L o • Primary Creditor; o. Retailers; 0... Input Consumers & Output Producers. 
2. ADPll: Agric:u1tural Development Program Hi GPMB: Gambia Produce Marketing Board; CPMS: CoopcratiYc Produce Marketing ~ 
3. Qualified CPMS and village branches represent those that qualified for 1991-92 loan cycle based on the 95% repayment rule. 
4. F'agures within parenthesis gives number of participants in the operations in 1991-92. 

5. - Loans supporting input and output marketing operations are repaid by the GCU to its primary creditors. 
6. • : represents input flows; •• : output flOWS; ••• : represents input-output linked transactions. 
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Appendb: Table 111·1 	 IJJt or the CPMS Sampled b)' 'IbcIr Status or QuaWlcatJoa lD the Credit· Prugram 
and GeOll'aphlc:aJ LocatJoo. 

NameofCPMS 

Circle Qualified Not Qualified 

(1) (2) 

I. Brikam'J N'demban 
Sukuta 
Brikama 

NODe 

II. Kerewan Njawara 
Njabakunda 

Nooc 

III. Barra Kerr-Gumbo Bakalar 

IV. Georgetown - North Njau 
Dingarai 

NODe 

V. Georgetown - South Bansang Brlbma-ba 

VI. Basse None Fatato 

VII. Mansakonko 

Total 

Burong 

10 
Kwinclla 

4 

Source: OSU SlIn'Cy 

Appendb: Table 111·2 	 Name and LoattJoo of Samples VUJaaa .. wblda Farmen/KalOI were latenlewed. 

Name.of the Villages 

(3) 


Sukuta, N'demban-JoIa, Besse 


Burong. Kwine1la1 


Panneh-ba, Foddakunda, Dipakunda, 

Kcl r-Gumbo, Bakalar 


Boraba 


Dingarai, Njau 


Fatoto 


No. 

I 

D 

DI 

IV 
V 

VI 

Division 

(1) 


Brikama 


Mansakonku 


Barra & Kerewan 


Georgetown (South) 


Georgetown (North) 


Basse 


No. ValIagcs 

(2) 

3 

2 

3 

3 
2 

1 

TOTAL 	 14 
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Appeadb:Tabie 111-3 ' Number 01 ePMS AmUaCed with the GCU, 1964-1992. 

Years #CPMS Additioaal Total 

(1) (2) (3) 

IE-B;g[painliaa 
1964 38 0 38 

1965 38 1 39 
1966 39 7 46 

1967 46 4 SO 
1968-71 46 0 SO 
1972 SO 3 53 
1973 53 1 54 

1974 54 8 62 

1975-11 62 0 62 

1978 62 19 81 

1979-82 81 0 81 

1983 81 1 82 

1984-85 82 0 82 

1986 82 4 86 
1987 86 0 86 

Post B;gmlaintiaa 
19881 86 -32 54 

1989-~ 54 0 54 

Source: OCU. 

Note 1: 32 CPMS were either closed or merged with existing CPMS. 


2: This includes all CPMS affiliated with OCU regardless of their qualification into the loans program. 
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Appendix m-4 

LendinK Conditions and Eliiibility Criteria 


for the 1991/92 t\&riculturaJ SeasonS7 


The following are the major lending conditions and qualifying criteria that will apply to all 
loans made by OCU to CPMS and members for agricultural purposes in the coming season. 
Any variation of these will be communicated to the CPMS and others associated with this 
loan programme in advance of the lending period. 

1. LendinK ArranKements 

oeu will provide resources on credit to affiliated CPMS which will in tum be oDlent 
by the CPMS to individual members (or groups). These resources will be for 
agricultural production purposes only. This will give rise to a two level contractual 
arrangement with loan contracts between GCU and borrowing CPMS and other 
contracts between CPMS and their individual borrowing members (or groups). 

2. fWod of LQa.~ 

Loans will be either seasonal (a maximum of one year) or medium term loans (a 
maximum of five years). For medium term loans the principal amount will be repaid 
in 5 equal, annuaI installments starting in the first year and no grace period will be 
permitted. 

3. ~ture of Loans 

Seas,,)D1'II loans will be primarily for fertilizer but may also include seed, crop 
chemicals and cash to meet farm labor costs. Medium term loans will be primarily 
for vmious items of animal drawn equipment such as farm carts, seeders and sine 
hoes. Other types of loans may be provided by GCU depending upon the availability 
of funds. 

4. Interest Rates 

Interest will be charged to the end users of loans at the following rates: 

Seasonal Loans 21% per annum 

New Medium Term Loans 18% " " 

n Source: GCU. 
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Previous Medium Term Loans 	 15% " " 

Arrears brought forViard since 	 24% " " 
1987/88 season 

CPMS will be paid by GCU at the end of the recovery period an amount equal to 
5% of the value of the current loan installment recovered (this includes arrears 
brought forward since 1987/88) in order to meet their own intemalloan management 
costs. 

5. 	 Repayment of Loans 

All loans will be repaid by members to the CPMS where the loan was drawn and will 
normally be made by cash deductions from the proceeds of produce sales. This, 
however, does not preclude any member from making loan repayments in cash. 
CPMS will repays loan to GCU in cash and amounts will be deducted by GCU from 
crop purchase finance sent to each repaying CPMS. The final date for the 
repayment of both seasonal loans and medium term loan installments is the 31st 
March 1992. Any loans disbursed during the dry season will have a different 
repayment date dcpenuing on th~ date of disbursement and periodicy of the loan. 

6. 	 Bm7OWin~ Member's Contributions 

Members are not required to make any financial contribution in respect of seasonal 
loans aud may cb \w 100% of their requirements. In respect of medium term loans 
a down payment in cast to the approximate value of 10% of the retail price is 
required for all items. This must be paid in full to the CPMS at the time of delivery 
and these amounts will in tum be remitted by the CPMS to the GCU. 

7. 	 Security for Loans 

Loan made by GCU will be secured by the assets of the CPMS which may include 
any payment owed by GCU in respect of farm produce purchased. Members 
borrowing from the CPMS will not normally be expected to provide any security 
beyond a pledge to market the produce, for which the loans are taken, to the same 
CPMS. 

·b·l· Cd .8. Et·Iii utytena 

8.1 	 In resPect of cpMS 

a. 	 No CPMS will qualify for agricultural loans from GCU unless it shows 
itself capable of conducting its produce marketing and other 
commercial activities on a sustainable financial viable basis. 
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b. 	 In addition, all CPMS must ratify with GCU the "GCU Bilateral Loan 
Management Agreement" which regulates the manner in which 
agricultural loans are managed on the basis of the Village Branch 
Group Loan system. 

c. 	 Any CPMS wishing to enter the Village Branch Loan system for the 
first time must have discharged a minimum of 95% of what is due for 
payment in terms of principal and interest on all loans received from 
GCU during and since the 1987/88 season. Amounts to be repaid on 
loans still owing from before the 1987/88 season will be negotiated 
separately. 

8.2 	 In respect of Yilla~e Branches 

a. 	 Each Village Branch must agree to establish a 5 man loans committee 
with the primary function of screening loan applicants and supervising 
loans. The election of this committee must be in accordance with the 
wishes of the CPMS Executive Committee and Village Branch 
members. 

b. 	 No Village Brant;:h will qualify for further loans until it has repaid a 
minimum of 95% of principal and interest due on all previous loans 
drawn under the Village Branch Group Loan system. 

8.3 	 In respect of ipdividual members 

Other than the standard requirement that each borrower is a registered 
member of the CPMS, Village Branch Loan Committees should determine the 
eligibility criteria for the individual membern, However, the following is 
proposed as a guide. 

a. 	 Each individual is free of any previously incurred debt to the CPMS. 

b. 	 Each individual has marketed produce to his CPMS during the 3 
previous seasons. 

c. 	 Each individual has the productive capacity to repay the loan both in 
terms of the size of his land holding and his managerial ability. In this 
respt ~1, it is proposed that the quantum of loans to individuals do not 
exceed one third of the total value of their marketable produce. 
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9. Group Loans 

Within the framework of its lending policy GCU is developing a system of lending 
to groups of farmers such as Kafo Farms and Womens' Groups, etc. For such a 
group to qualify for a loan it must be thoroughly screened by the Village Branch 
Loans Committee who must consider the group cohesive and with the productive 
capacity to repay the amount of any loan advanced. The group must also have the 
approval of the CPMS Executive Committee. In order to meet the requirements of 
cooperat~ve legislation and as the group loan will be approved and disbursed in the 
name of the group leader, it is only the group leader who need be a registered 
member of the CPMS from where the loan is drawn. Each member of the group will 
be jointly and severally responsible fOi the repayment of amounts owed by other 
group members. 

, "..' 
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Appendix Table 111-5 Ust of cress that QualUIed .. 1_ to r.,... cu•. 


1. Diambalollatch Womcn ercs 
2. Dock Workcrs of Kaur POlt ercs (mcn) 

3. Gcorgc town Womcn's ercs 
4. Kuntaya Womcn's ercs 
5. Poultry Fanncrs ercs 
6. Santa Valla crcs 
7. Tambasangsang Womcn's crcs 
8. Sotokoi Mandina Womcn's crcs 
9. Gambia Beekeepers crcs 

Source: ACCOSCA., 1990. 
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Appendb Table 111-4» Growth of WIaie BIucbeI dial Qualilled ror LoaDs froID GCU, 1988 ta 1991. 

-.---
Yearsl 

Cirde/CPMS 1988-89 1989-90 1990-91 1991-92 
(1) (2) (3) (4) 

(No. of Vallage Branches) 
I. DII~ Cird, 

1. Suduwol 15 11 6 
2. Basse 23 0 0 
3. Jahkunda 18 0 0 
4. Bana Tenda 16 0 0 

D. 
S. Baja Kunda 
OLQl[KSi,owu-SgUlb 

9 

1. Bansang 19 21 21 
2. Dankunku 7 9 9 S 
3. Kundaug 16 13 
4. Sare Sofie 18 19 
S. Galleh Mada 9 
6. Mamud Fana 4 
7. Brikama-ba 
8. Fulla Bantang 

lAl. OLQl[8"owu-tlgrth 
1. Kaur/Ba1anghar 19 18 34 
2. Yooaa 16 16 1 
3. Koli-kunda 20 22 0 
4. Chamen 18 S 
S. Njau 40 
6. Wassu 31 
7. Karawtabe 

IV. Millakggkg 
1. Burong 13 12 8 
2. Burcng 6 S 3 
3. Sankwia 11 10 6 
4 Jiffarong 8 
5. Kwmella 

v. Kcrewap 
1. Njawara 12 12 4 7 
2. Njaba Kunda 24 32 32 23 
3. SaUkcne 13 13 1 
4. Farafenni 20 18 18 
S. Sare Kunda 8 9 8 
6. No Kunda 11 17 17 6 
7. Kataba 8 10 
8. Ngayen Sanjal 16 20 
9. Saaba 14 
10. Illias.g 10 
11. Dibba Kunda 
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Appendb: Table III'" (CODt.) 

Circle/CPMS 1988-89 1989-90 
Yearsl 

-. 
1990-91 1991·92 

(1) (2) (3) (4) 
(No. of Village Branci.les) 

VI. IWu 
1. Darsilameh Job 11 11 8 
2. Kerr Jarga 10 
3. Ndungu Kebbah 14 
4. Buniadu 12 
5. Medina S. Mass 8 
6. Pwu-Peuu 11 
7. P8f.5}' Mamudjaw 2S 
8. Kuntaya 17 
9. Banacar 

VII. Brikama 
1. Sukuta 13 9 7 
2. Brikama 16 19 11 
3. Faraba·Banta 15 15 15 
4. N'Dcmban 11 11 7 7 
5. Sibanor 26 22 6 
6. Bwiam 21 20 7 
7. Bondali 21 
8. Gunjar 

Total 6S 400 396 518 

Source: OCU. 

Note 1: ••• indicates that the CPMS is Dot qualified for loans in that )'W'. 




CHAPTER. FOUR 

THE FAO INPUT SUPPLY SYSTEM 

by 

Geetha Nagarajan 


and 


Richard L Meyer 




• • • • • • • • • • • • •• 

• • • • • • •• 

• • • • • • • • • • • 

• • • • • • • •• 

Table of Contents 

I. 	 IN'1RODUC'n'ON .••.•••••..••.•.'. • . • . • • • • • • • • • • • • • • • • • • • • • • •• 1 

.. 


II. 	 MBTIIODOI..OCTY or nilS S'fUDY • . • . . • • • • • • • • • • • . • • • • • • • • • • • •• 3 


m. 	 AN'ALYSIS .........•...•••••..•••••.••••.•• '. • • • • • • • • • • • • • • •• 3 


1. 	 The Network • • . • • . . . . . . • • . • • • • . . • • • • • • • • • • • • • • • • • • • • • • .• 4 

A. 	 The Participants ..........•••••••••.••.•••••••••••.• 4 


a.) Importation of Inputs 4
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 • • • 	 • •• 

b.) 	 Retailers of Inputs .....••.••••••••••••••••••••• 5 

Bo 	 Credit Flows through the Network •••••••• 0 7 


a.) The Revolving Fund . • . • . • • • • • • • • • • • • • • • • • • • • • •• 7 

0 0 •••••••••••••• 0 • • • • • ••bo) Importation of Fertilizers 7 


c.) Re~g of Inputs .••••••••••••••.••••••••••••• 8 

do) Input Credit through the Sample PDs •••••• 0 8 


IV. 	 STRENGTIIS AND WEAKNESSES OF nIB FAO PROGRAM AND 

PROPOSED CHAN'GF~ . . . . . . . . . . . . . • . . • • • • • • • • • • • • • • • • • • . • . • •• 9 


1. 	 Strengths ....•..•...•.•.....••.•.••'•••••••••.••••••••..• 9 


20 	 Weakn.esses • • • • . • • . • • . . • . . . , • • . • • • • • • • • • • • • • • • • • • • • • • • • 11 

A. 	 Problems with the PON •....•••••••••••••••••••••••• 12 


a) The Choice of P.Ds .•..•.•••••••••••.•••.•••••• 12 

b.) Limited liability for the PDs .••••••.•••••••••••• 13 

c.) Rudimentary Financial Technology •••••••••••••••• 13 

d.) Poor Record-Keeping Procedures •••.••••••••••.. 0 14 


3. 	 Changes Being Proposed for the F AO Program ••••. 0 15 

A. Strengthening the PDA 	. . . . . • . • • . • • . . • • . • • • • • • • • • • • •• 15 

B. Expansion of the PDN 	 ....•..•••••••~................ ,15 

C. 0Uniform Accounting Procedures •••••••••••••• 0 •.~ •••• 0 15 

00 Establish a Guarantee Fund .•••• 0 • • • • • • • • • • • • • • • • • • •• 15 

E. 	 Encourage the NGOs to provide input credit •••. 0 16 


4. 	 Integration of the F AO Program with Other Institutions 0 16••• 0 • 	 • • • •• 

A. 	 Integration into the Department of Agriculture (OA) ••.•.. o. 16 

B. 	 Integration with WID •.....•.•...••..••.•.•.••..••.• 16 


i 



V. CONCLUSIONS AND RECOMMENDATIONS . . . . . . . . . . . . . . • . . . . .. 17 


1. 	 Scenario One ......................................... . 17 

A Guaratltee Fund ..... .. ,........................... 17 

B. 	 PD Network ..................................... . 18 

C. 	 Future Fertilizer Development Programs ................ . 19 


2. 	 Scenario Tw-o .......................................... 19 

A Guarantee Fund ................................... 19 

B. 	 PD Network ...................................... 19 

C. 	 Future Fertilizer Development Programs . . . . . . . . . . . . . . . .. 20 


REFERENCBS ................................................... 21 


List of Tables 

Table IV-! Sample of Private Dealers (Affiliated with FAO) Interviewed for the 
Study. ................................................ 24 


Table IV-2 Quantity of Fertilizer Imported through the FAO Channel, 1989
1991. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 25 


Table IV-3 Value of Inputs Distributed through the PDA Under the FAO Channel 

by Type of Agent, 1989-1991. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 26 


Table IV-4 Sample Private Dealers: Crops Financed, Modes of Sale and Client 

Type by Gender. ........................................ 27 


List of Figures 

Figure IV-l Financial Services by the FAO to Various Agents Involved in Fertilizer 

Marketing in The Gambia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 23 


ii 



List of Appendices 

Appendix IV-1 Objectives of the Fertilizer Use, Promotion, Distribution and 

Credit Assistance Project(GCPF /GAM/014/DEN) ......... 29 


Appendix Table IV-6 Previous Experience of Sample Private Dealers by 


Appendix Table IV-7 Number of Retailers in the PDN and Their Repayment 


Appendix IV-2 List of Studies on the FAO in The Gambia. . . . . . . . . . . . . .. 31 

Appendix IV-3 Block Demonstration Concept. . . . . . . . . . . . . . . . . . . . . . . .. 33 

Appendix IV-4 Technical Sales Adviser, Terms of reference .............. 37 

Appendix IV-5 Terms of Trade, Agricultural Input Office (DAS/FAO FP) ... 39 


Gender and Type of Activities. ................... 41 


Performance, 1989-90. . . . . . . . . . . . . . . . . . . . . . . . . .. 41 

Appendix VI-8 Private Dealer Criteria for Retailers ...........•........ 43 

Appendix IV-9 Concept of Guidelines for Guarantee Funds: The FAO 


Design .......................................... 45 


iii 




ACRONYMS USED IN CHAPI'BR FOUR 

AATG Action Aid, The Gambia 

AlO Agricultural Input Office 

BD Block Demonstration 

COP Cotton Development Program 

CPMS Cooperative Produce Marketing Societies 

D Dalasis 

DA Department of Agriculture 

ERP Economic RecoveIY Program 

FAO Food and Agriculture Organization 

GCU Gambia Cooperative Union 

GOG Government of The Gambia 

GPE Groundnut Private Entrepreneurs 

GPMB Gambia Produce Marketing Board 

GRT Gambia River Transport 

JP Jahally-Pacbarr Rice De\'elopment Project 

MGA Maize Growers Association 

NGO Non-Governmen~Organbation 

PD Private Dealers 

PDA Private Dealers Association 

PDN Private Dealers Network 

PE Private Entrepreneurs 

RPE Registered Private Entrepreneurs 

TSA Technical Sales Advisors 

UPE Unregistered Private Entrepreneurs 

URDIP Upper River Division Irrigation Project 

WID Women in Development 

iv 



CHAPTER FOUR 
THE,FAO INPUT SUPPLY SYSTEM' 

I. INTRODUCfION 

The Food and Agriculture Organization (FAO) is a United Nations organization that 
has been involved in supplying agricultural inputs on credit to farmers and farmers' organi
zations in The Gambia.1 Beginning in the late 1970s, the FAO has been coordinating with 
Government of The Gambia and agricultural extension services to develop farmer's aware
ness about modem agricultural practices and fertilizer use. While the FAO launched a 
project "Fertilizer Use, Promotion, Distribution and Cred~t Assistance (GCPF /GAM/014/ 
DEN)" in 1981 with external funds from the Government of Denmark, its direct involvement 
in the input and credit markets was prompted by the liberalization of thelgricultural inputs 
market with the implementation of the Economic Recovery Program (ERP) in 1985.2 

The FAO actively advocated deregulation of the agricultural inputs market and 
encouraged participation of private entrepreneurs (PEs) in its distribution networks. With 
the lethargic response from PEs to independently enter into the inputs market due in part 
to capital constraints,3 and the reluctance of d'lmestic banks to finance private 
entrepreneurs to enter the market or farmers to purchase agricultural inputs in rural areas,4 
the F AO assumed the role of a supplier of agricultural inputs, such as fertilizer, seeds, plant 
protection chemicals, etc., on credit beginning in 1988. The FAO intended to initially 
stimulate the participation of the PEs in the market by the provision of financial and 
physical infrastructure, and to gradually transfer the responsibility over to them. 

We acknowledge witb appreciation tbe valuable assista.ucc provided by Mr. Sven Cbristenssen and Mr. 
Amadou Sowe, and tbe 12 Sample Private Dealers in conducting this study. The usual disclaimers apply. 

I The FAO is tbe primary international organization involved in assisting to provide inputs on credit in The 
Gambia. The services are channeled through the FAO office located within tbe Agricultural Input Office (AIO) 
wbich is attached to the Department of Agriculture (DA), The Gambia. To avoid confusing FAO's activities 
in the AlO office with DA, this report refers to FAO as tbe alternative supplier of inputs on credit. 

2 See Appendix 1 for the specific long-term objectives of this project. 

3 The response by private entrepreneurs to become involved in the agricultural input market, especially 
fertilizer, has been limited due to capital constraints, uncertainty in government fertilizer policy, low profit 
margins compared to otber commercial activities, high carry-over and market risk, and lack of experience in input 
marketing (see Chapters VII and VIII for details). 

4 See Cbapter I for tbe reasons for the lack of access in rural areas to the formal fmancial institutions in 
The Gambia. 

1 
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Whereas the FAO is not a specialized financial intermediary and its financial services 
are limited to the provision of agricultural inputs on credit to private entrepreneurs, the 
value of this credit in the total agricultural credit market has been substantial.oS 

Furthermore, its role in encouraging the participation of the private sect!lr in the rural 
financial market has been significant. To help incorporate private entrepreneurs into 
fertilizer marketing, especially at th~ retailer leve~ the F AO established a Private Dealer 
Network (PDN) in 1988. The private dealers (PDs) function as retailers to extend in-kind 
loans such as fertilizers, farm machinery, and seeds to farmers. 

There has been a growing interest among policy makers in finding private sector 
solutions to impruve agricultural marketing efficiencr in developing countries. The FAO's 
experiment with PDs helps to identify several issues encountered in incorporating them into 
the input market in The Gambia. Furthermore, with a large loan demand from farmers to 
purchase agricultural inputs and with the almost complete absence of formal banks in rural 
areas, it is important to analyze how this type of program functions to supply loans to the 
agricultural sector.6 While several studies exist on tbe FAO in The Gambia,' there is a 
dearth of documented information on F AO's input marketing system, especially through its 
innovative PDN and the associated credit provided by it. Therefore, this study analyzed the 
FAO's PDN method of suVplying production inputs on credit, especially considering the 
possible withdrawal of external support from the F AO and the implications for full 
privatization of the fertilizer sector. The study was undertaken not to evaluate the 
fertilizer program, but rather to assess its financial arrangem~nts because in-kind loans for 
inputs represent an important alternative credit source for farmers. However, to understand 
this credit source, it was necessa.ry tn analyze aspects of the entire program. 

After outlining the methodology of the study in the next section, the participants in 
channelling inputs and credit through the FAO channel are descnbed. The strengths and 
weaknesses of the FAO Program and changes proposed or underway are discussed in section 
four. This study then ends with a section on conclusions and recommendations. 

S Sec Table 0-2 in Chapter O. 

6 The majority or fanners buy fertilizer OD credit &om IOUI'CCI such as the Gambia Cooperative UmOD 
(GCU), PEs attac:bcd to FAO, 80YCrDDleDl program&, etc. For CDlDpIe, ill 1990-91, 85% of FAO's fertilizcr 
sales were on credit through POs, while 80% or the fertilizer supplied through the GCU was OD credit (see FAO, 
1992). 

7 Se1."!:ral studic:& eDst that trace the evolution of FAO', illvoIwmCDt ill Gambian agric:ulturc, documCDt the 
reasons that guide the operational procedures followed by the FAO, and provide rccommen~ns on tcclmical 
aspcc:ts of fertilizer markct':l8 through FAO (sec Appendix 2 for a list or theM fltudies). 

• Consult references listed ill Appendix 2 for dctaiJs of the FAO operations that arc DOt diac:uaacd ill this 
section. 

http:necessa.ry
http:substantial.oS
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II. METHODOLOGY OF THIS STUDY 

Although there is a relatively large amount of general information about FAO's 
program in the inputs and credit markets, there is limited detailed information about these 
activities, especially data on the volume of business and loan repayment performance of the 
individual PD's with FAO and the loan repayment performance of farmers with the PDs. 
Although the details of all transr "Dns between FAO and the individual PDs are currently 
being compiled in a uniform fasl' n, the data were not available for this study. Therefore, 
a rigorous examination about the feasibility of the PDN at; a viable alternative supplier of 
inputs on credit is difficult. Nonetheless, enough data were obtained to develop some fairly 
clear impressions about the possibility of using the PDN to regularly supply inputs on credit 
in rural areas. This study is based on the aggregate data provided by the FAO, interviews 
conducted with the local FAO officials, selected PDs affiliated with the FAO and a few of 
the farmer beneficiaries, and consultant reports. 

The selection of the PDs that were interviewed for this study was based on several 
factors including their (i) geographic location of operations, (ii) gender, (iii) proximity to 
other financial D .. t~orks, and (iv) unofficial information on their past loan repayment 
performance with the FAO. The list of sample PDs inclllded in the study is provided in 
Table IV"!. They were interviewed by the senior author during April 1992 to gather 
information on infrastructure facilities, marketing activities, type of clients, terms and 
conditions of credit contracts, and the constraint; they faced. Since the majority of them 
either did not maintain accurate records or were reluctant to share them with an outsider, 
quantitative information on their volume of business, loan transactions, and loan repayment 
performance could not be collected. 

III. ~~YSIS 

Currently, the FAO functions as one of the major channels supplying agricultural 
production inputs in The Gambia along with the Gambia Cooperative Union (GCU), the 
Government of The Gambia (GOG) and several registered and unregistered private 
entrepreneurs.9 The marketing of inputs through the PDN is facilitated by credit from the 
FAO. The operational procedures of the FAO for the importation and distribution of 
agricultural inputs through the PDN and the terms and conditions of the credit provided are 
discussed in this section. Specifically, all the participants in the FAO input supply channel 
are first described to illustrate the role of the PDN. This is then followed by a detailed 
examination of the input anc~ ~edit flows through the PDN as revealed by the aggregate 
FAO data and by observations obtained from the survey of the 12 PDs. 

, Coasult Chapter VD in this report for a detailed report OD the fertilizer marketing c:IwuIcla in The 
Gambia. 
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1. The Network 

A. The P.~11icipants 

The FAO began its involvement in the disttibudon of agricultural inputs, especially 
fertilizer, on behalf of the Department of Agriculture in 1985 (FAO, 1991). The FAO 
intended to identify efficient agents at all marketing levels to establish a network for selling 
inputs on credit. The GCU with its widespread Cooperative Produce Marketing Society 
(CPMS) network was considered as an option to distribute fertilizer imported by the FAO. 
A total of five CPMS were r.bosen in 1988-89 to distribute inputs to farmers. The inputs 
were given on credit to the (1CU.10 However, with the restructuring of the GCU in 1988, 
the FAO decided to establish its own network by incorporating private entrepreneurs at the 
retailer level. Consequently, a total of 36 PDs were selected from all over The Gambia in 
1988-89 and they became operational as the PDN in 1989-90. Currently, the PDN is 
composed of several heterogenous agents at variOu.~ levels in the marketing channel for 
importation and distribution. 'The importation of inputs is primarily carried out by the FAO 
and established private food importers, the wholesaling is done by the FAO, and the 
retailing is primaIily conducted by the PDN. 

The PDs in the PDN formed a legally backed Private Dealers Association (PDA) in 
1989. Although the PDA was formed as a coordinating body for the PDs, the FAO has 
maintained responsibility of coordinator, monitor, financier of the PDN, and importer and 
wholesaler of agricultural inputs. The coordinating functions of the FAO included: (i) 
demonstrating improved fertilizer use technologies to PDs and their clientele; (ii) conducting 
training activities for the PDs; (iii) gathering and disseminatiny market information to the 
PDs, especially regarding the for inputs; (iv) distribution of inr Jts to PDs; and (v) provision 
of technical advice to PDs. 

a) hnportationofmputs 

While the FAO imports fertilizer directly from foreign suppliers, part of the 
importation has been carried out through selected private food importers, such as S. Madi 
and Mukthara enterprises, working as agents for the FAO. Table IV-2 shows the quantity 
of fertilizers imported into The Gambia through the FAO channel. A total of 32m tons of 
fertilizer was reported to have been imported into The Gambia in 1991-92. Of this, the 
FAO accounted for 30 percent. Table 1V-2 shows that all of the FAO imports were 
conducted through private entrepreneurs in 1991-92 in contrast to previous years. 

10 The funds to fiDaDcc the imports and provide in-kiDd credit to GCU were drawn &om the moIviDg fund 
established by the FAO in 1988. 
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b.) Retailers of Inputs 

The FAO functions as the wholesaler for the inputs. The set of primary retailers for 
the FAO is composed of 36 PDs of the PDN, 76 PDs serving nearly 5000 members of the 
Maize Growers Association (MGA),11 4 Block Demonstration Villages (BD), the two 
NGOs of Action Aid (AATG) and Women in Development (WID), and government pro
grams such as the lahally-Pacharr rice development project (lP). These primary retailers 
supply inputs to farmers through their established secondary and tertiary retailer networks. 
While fertilizer is the.~u)ijor 1f1ilUt supplied through the FAO channel, limited quantities of 
seeds, pesticides, and farm implements were also distributed, Table IV-3 gives the value of 
inputs distributed through various agents involved in the FAO channel. It is obvious that 
PDs were the major retailers for the FAO program. 

The FAD functions only as a wholesaler for the AA TG, WID and lP which are 
physically and financially supported by external agencies including foreign donors and the 
Government of The Gambia. While the BD program is part of FAO's fertilizer trial 
programs, the inputs were supplied on cash or credit through the pDS.12 The PDs, on the 
other hand, were selected and supported through a revolving fund created by the FAD. 
Therefore, the discussion in this chapter about the retailing of inputs through the FAD 
channel is limited to the PDs. 

i) The PDs 

In order to develop a well knit retail network of private entrepreneurs as retailers, 
the FAO established the PDN in 1988. A total of 36 PDs, including 10 women, were selec
ted throughout the country to serve as primary retailers. The selection of PDs was supposed 
to be based on the entrepreneur's infrastructure facilities available to store and distribute 
fertilizer, ability to deal with formal financial institutions and their reputation jn the 
community. These 36 PDs along with 76 PDs of the MGA and four BD villages formed a 
Private Dealers Association (PDA) in 1989. The PDA is supposed to be responsible for (i) 
disseminating market information among its members, (ii) conducting training programs for 
the PDs, and (iii) employing support staff such as the Technical Sales Assistants (TSA).13 

Table IV -3 gives the value of agricultural inputs distributed through the PDN 
beginning in the 1989-90 season. The FAO, based on the demand for inputs ':.stimated by 
the Department of Agriculture, supplies the inputs on a consignment basis to the PDs. The 
FAO maintains ownership of the inputs supplied to the PDs until they are sold. An interest 

11 MGA covers about 107 villages in the Upper River Division and MaCarthy Island Division. This 
association was formed in 1988 to improve the production of maize in The Gambia. 

12 The DD program is outlined in Appendix 3. 

13 See Appendix 4 for the functions of the TSAs. 



6 

rate of 1.5 percent per month (18 percent per annum) was charged only on th. actual quan
tities of inputs sold by the PDs. The unsoid stocks are returned to the FAO at no cost to 
the PDs.1• The PDs are not required to make any partial down payment on the consign
ment. They were required to repay into the FAO revolving funds the principal and interest 
due on the actual quantity of inputs sold by the end of the season. This marketing mechan
ism based on a consignment system transfers the marketing risks from the PDs to the FAO 
(see Appendix IV-5 for the terms and conditions of input sales from the FAO to the PDs). 

The storage facilities and transportation required by the PDs to carry out their retail 
operations is currently provided by the FAO in coordination with government parastatals 
such as the Gambia Produce Marketing Board (GPMB) and the Gambia River Transport 
Ltd., (GRT). While the POS are required to pay for the transport and storage services 
provided through the FAO, these costs are often subsidized by the FAO. Therefore, the 
operational costs of the PDs appear to be low and undere'.itimate the true costs that would 
exist without FAO's involvement. 

ii) Analysis of the Sample PDs 

To assess the performance of the PDs and to identify their constraints, a total of 12 
POs, seven men and five women, were interviewed for this study. The results can be 
summarized as follows: 

• While 50 percent of the sample was previously CI.'gaged in small-scale food retailing 
(rice, sugar, cooking oil, etc.)15 and 40 percent in farming and non-farming activities, only 
9 percent were previously involved in fertilizer trading (see Appendix IV-6 for details).16 

• Some POs reported owning small storage rooms at the back of their houses and 
donkey carts to transport products within a limited geographic areas. However, they lacked 
large storage and transportation facilities for use in marketing agricultural inputs. 

• It was difficult to gather quantitative information on the volume of business from the 
sample POS. The available information showed that an average of 200 to 300 bags of 

... This aystem is in contrast to • aystem of saIc& OD credit in which the OWDCfIIUp of the inputs would be 
transferred from the FAD to the PDa once the inputs are delivered by the FAD. While the PDa need not pay 
for the inputs immediately, they would be rcspoosiblc to pay the FAO (priDcipal and interest) on the entire 
supply irrcspcct.ivc of their volume of sales and unsold stocks. Obviously, the risb would be greater for the PDa 
under this system compared to the current system. 

IS This food trading was primarily financed through equity funds. A Iimit~,.. amount of abort-term suppliers 
acdit was also available. For a more complete discus.sioa of the food trade, ICC Chapter vm. 

•6 The PD involved in fertilizer retailiDg bought fertilizer (.-\HIl the GPMB for DIOfbag and sold it for cash 
at D13fbag or for D20fbag on. four months loan to about 30 to 040 farmen who bad familial and tribal links 
with him. This PD was a large farmer and used equity funds to finance his operations. 

http:details).16
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compound fertilizer and urea were sold through each PO per season. However, the women 
POs sold a smaller quantity than the male POSe 

• Among the 12 sample POs, ten had some form of formal euucation, while two were 
illiterate. Of the ten educated POs, five (two women, thrta: men) were able to communicate 
in English. The low education level of the POs has serious implications for their ability to 
assimilate the training given by the FAO and to maintain proper records of their 
transactions and business. 

The interviews revealed that in general the POs increased farmer access to fertilizer 
but the majority of them were limited by their lack of business experience and limited trans
port and storage facilities. The low profit margins and SI0111 fertilizer turn-over, especially 
in the last two years, were reported to provide insufficient incentives and did not cover the 
cost of operations of the POSe 

B. Credit Flows through the Network 

The flow of credit through the various agents involved in the marketing channel in 
the FAO network is diagramed in Figure IV-I. 

a.) The Revolving Fund 

The FAO established a revolving fund in 1988 through grants from the Oanish 
Government in order to finance the importation and distribution of inputs. The Danish 
grants provided the seed money for the FAO to purchase fertilizer auctioned by the GOG 
in 1988. The FAO bought 2,000 tons of fertilizers from the auction at a low price of 05/50 
Kg. and sold it through the PDN at D 70/50 kg to establish the revolving fund worth D 1.5 
million. The revolving fund has been used since then to finance the importation, 
wholesaling and retailing operations of the FAD channel. Thus, the revolving fund functions 
as a source of working capital for the F AO to cover all importation and distribution costs, 
since it does not have any equity capital for these purposes. The revolving fund is 
maintained as a current account in the local Standard Chartered bank. 

b.) Importation of Fertilizers 

In the 1990 and 1991 trade seasons, the FAO used the two RPEs of S. Madi and 
Mukthara Ltd., as agents to import fertilizer. The RPEs financed their imports and delivery 
to provincial depots through lines of credit obtained from commercial banks in Londo,l. 
The FAO revolving fund was used as a 100 percent guarantee to obtain the line of credit 
from these offshore banks. The revolving funds were later released by the Standard 
Chartered to the FAO to pay the RPEs for the fertilizer imports and its transportation to 
provincial depots. 
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c.) Retailing of Inputs 

At the prL nary retail level, the PDs and MGA receive fertilizer on credit from FAO 
at a 18 percent am:.ual interest rate charged on the quantities actually sold on cash or credit 
to the farmers. The PDs are required to pay into the revolving fund the principal and 
interest charges rates due on the inputs actually sold by them. The revolving funds are also 
used to finance the transportation of inputs to the individual POs and for the storage of 
inputs at these provincial depots. 

At the retail level, it is left to the discretion of the PDs as to whether or not they will 
sell the inputs on cash or on credit to their final consumers. The explicit inteL'est rate, 
according to FAO stipulations, at which POs can sell on credit to farmers cannot exceed 18 
percent per annum. This is the same rate that F AO «::harges the POs for interest. The POs 
are, however, allowed to fix the retail price of the inputs. Therefore, the POs mark up the 
input prices according to the method of sale: on cash or credit. In general, the price of 
inputs sold on credit were marked up by an additional 2 percent over the price of inputs 
sold on cash. On the average, a 5 to 1.0 percent profit margin was reported to be realized 
by the POs from cash sales, while the profits tJ~:· credit sales varied bas~' J on the loan 
repayment performance. 

d.) Input Credit through the Sample POs 

Table VI-4 indicates that there were notable differences among the men and women 
POs regarding their choice of clients in terms of gender, crops grown, and method of input 
sale. The observations can be summarized as follows: 

• Men POs were observed to sell fertilizer, either on cash or credit, mainly to men far
mers, while women POs p:imarily sold fertilizer to women farmers. The crops financed by 
the POs reflect their gem.kr preferences. Women farmers were traditionally engaged in rice 
and vegetable growing, while men farmers mainly grew groundnuts and other cash crops. 

• All men POs extended fertilizer credit, especially to men farmers, while all women 
POs sold fertilizer on credit to women farmers. One women PO extended credit to men 
farmers who were guaranteed by women's kafos. The loans were generally made for a 
period of 4 months. 

• The explicit interest rate was 18 percent per annum. The POs marked up the prices 
of inputs to realize profits. In general, the price of fertilizer sold on credit was marked up 
by about 2 percent over the cash price. 

• No explicit collateral was required by the POs for the loans made to farmers and 
kafos. However, collateral substitutes such as third party guarantees, group loans and 
familiarity were used. Women POs usually supplied fertilizer loans to wom~. 's kafos and 
individual women and men farmers guaranteed by women's kafos. The men POs were 
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observed to extend fertilizer loans to both kafos and individuals. The individual loans were 
made to their long-term customers. Two men PDs offered moneykeeping services to some 
of their clients and therefore were able to monitor the cash flow of some of their borrowers. 
One male PD tied fertilizer loans to the sale of groundnuts from the fanners. 

• The loan repayment performance of the borrowers to the PDs, although not 
quantifiable, was reported to be better for the women than for the men POS. The women 
PDs were more cautious in their borrower screening techniques. The loans were extended 
to only those kafos and farmers who had established their reputation through earlier 
transactions. The men PDs were better than women PDs in contract enforcement through 
legal proceedings and social sanctions. Despite all the care taken in extending loans to 
farmers, only two PDs, both women, were able to collect all the loans on time in 1991-92. 

• All PDs reported that they have insufficient equity capital to offer a partial down 
payment or pay cash for the inputs provided by the FAO. Therefore, they were totally 
dependent on the FAO consignment system to support their operations. They expressed 
their concerns, however, about their dependence on the FAO and possible consequences for 
its withdrawal from the market. Although all the PDs have bank accounts, none were able 
to obtain fonnal loans. 

• The majority of the PDs did not maintain proper records of their transactions, and 
lacked experience in selling inputs on credit. Their borrower screening and contract 
enforcement techniques were not well developed. Consequently, they suffered large 
repayment problems. It was reported that only four out of the 12 sample PDs would qualify 
to receive inputs on consignment from the FAO for the 1992-93 season because of their 
overdue accounts. 

IV. 	 STRENGnlS AND WEAKNESSES OF 11IE FAO PROGRAM AND PROPOSED 
CHANGES 

1. 	 Strenilhs 

Ein1, the FAO's efforts to incorporate established private food retailers into a net
work to carry out input distribution at the retailer level has been important. Although the 
PDs are highly subsidized by the FAO, its ability to utilize them, especially women PDs, and 
retain them in its marketing operations for the past four years has been noteworthy. Of 
late, this has increased the confidence of the private entrepreneurs and therefore there has 
been a growing voluntary response from them to independently enter into the agricultural 
input markets. For example, the recent interest shown by three Lebanr,:.e traders involved 
in food commodity imports to enter into the inputs market at all marketing levels has 
demonstrated that (i) private entrepreneurs with a temporary external risk reducing goaran
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tee can create the marketing confidence needed to identify and exploit trade opportunities 
in agricultural inputs market, and (ii) there may be scope for product complimentarity so 
that inputs can be efficiently accommodated with food commodities in a trader's 

' 'ti' 17actiVI est 

Second the PDN through its wide national coverage has increased the timely 
availability of agricultural inputs and has promoted some competition in rural areas among 
the various sources that supply these inputs} especially through credit arrangements, The 
input prices offered by the PDs have been competitive and free of subsidization, although 
high from the farmer's perspective, 

Third the successful use of pdvate dealers as agents to import fertilizer may facilitate 
the gradual transfer of F AO's responsibility over to the private sector. 

Fourth. the horizontal linkages established with other fertilizer distnbutors, such as 
NGOs, governmental programs and the maj~ growers association, have helped achieve 
some economies of scale at the importation level,1s 

Eif1h, it has been cost efficient to use the idle infrastructure owned by government 
parastatals such as the GRT, the GCU and the GPMB rather than invest in the 
development of new infrastructure by the POS. 

Sixth, the banking discipline made mandatory among the PDs is supposed to allow 
them to establish a good reputation with formal banks. 

Seventh. the use of revolving funds as a guarantee to obtain access to off-shore 
financing for the private food importers was successful, This has indicated the importance 
of setting up of a guarantee fund to achieve self-sustainability once the FAO pulls out of the 
market 

17 The interest dcmoastratcd by priwtc cntrcpreacun hu been induced by the noo-intCrfCrcDCC of the 
Government in thc inputs market for the put four years, cspui,JIy during the eicctioa year of 1992. 

I. A nOD-linear surcharge is assessed by the foreign suppliers on the quantity of fertilizer imported (i.e., the 
charges decline with an increase in the quantity imported). Abo, the majority of fertilizer suppliers arc reluctant 
to supply less than SOO tons of fertilizer per shipment since it is not economical for them to produce or m~ the 
special type of fertilizer (8-24-24 compound) demanded in The Gambia. Wath total fertilizer coo.aumptioo leas 
than 3000 tona and with more than four different suppliers, it is more ccooomical to have ODe organization with 
thc comparative advantage !o assume the responsibility for aU imports (CODS~.!1t Chapter VB for details). 
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2. Weaknesses 

Eiat, in the current program the FAO is the principal actor in fertilizer marketing 
and in the provision of credit associated with it. The FAO was established in The Gambia 
to primarily demonstrate and train farmers in modem 9gricultural practices to increase 
agricultural productivity for attaining food self-sufficiency. Therefore, while the FAO agsist~ 
with creating awareness among the fanners about fertilizer use through conducting fertilizer 
trials, it is not expected to directly involve itself in the functioning of domestic fertilizer 
market as a seller nor act as a bank substitute for credit sales. 

Second, although the FAO project helped establisb a private retailer network, the 
PDN is an "artificial" ",Teation, and the current involvement of the PDs is an "induced" 
phenomenon. The PDN has some weaknesses because it didn't emerge spontaneously 
through market forces. A voluntary response from PDs requires incentives created by 
profitable opportunities generated in the marketplace. 

The PDs are supported by the FAO through the implicit subsidization of their oper
ating costs. Despite the subsidization, however, the majority of the PDs have not been able 
to break-even and suffered losses because of low tum-over and high loan delinquency by the 
farmers, especially in the last two years. The low turn-over in 1991-92 was due iD part to 
higher. prices charged b~ the PDs compared to other input suppliers such as the GCU and 
government programs. 9 Loan delinquency has been due in part to poor borrower 
screening procedures followed by the POS. While the repayment performance of PD loans 
to FAO was above 90 percent in 1988 and 1989, some informants suggest that it declined 
to below 50 percent in the past two years (see Appendix IV-7 for details). Loan repayment 
by the fDs is affected by: (i) loan repayment (supposedly) by fanner/kafo borrowers; (ii) 
the lack of equity by the PDs means that they may not have enough cash flow to pay FAO 
when they do not recover the loans made to their customers; (iii) confusion about the 
amounts owed and the loans calculated by the FAO; and (iv) the possibility of willful 
default. 

Because of the recovery probiem, the FAO implemented a "repayment rule" in 1991
92 to bring greater repayment discipline to the POOi"ly performing POS. It requires a 100 
percent repayment of FAO loans (principal and iuterest) by the PDs to qualify for further 
loans. As a result, the number of PDs qualified to carry out retailing operations for the 
FAO declined in 1991-92. Of the 36 PDs originally included in the PDN, only 10 PDs, six 
women and 4 men, were qualified in 1991-92 to receive inputs on consignment.20 

19 While the GCU was able to kccp its operational costs low due to c:.cooomies of scak ud low fixed cow, 
and, therefore, offered lower fertilizer prices, it has also received explicit aDd implicit subsidies (see Chapter nI). 

:I) In 1991-92, the unqualified PDs were, Jlowaocr, aUowed to seU for cash their inWDtory of uaaoId inputs 
carried OYer from previous seasoas. 

http:consignment.20
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Therefore, the poor loan repayment performance h~ reduced the number of participants 
in the inputs markets and hence farmer access to inputs. Furthermore, the poor loan 
repayment performance has led to the erosion of the revolving fund used to finance the 
program. Unofficial sources suggest that 50 percent of the revolving fund (which was 
originally about D 15 milliOIi) has been eroded and that the 1991-92 marketing operations 
were supported by the newly injected external funds of about D six million from the 
Women's World Bank. These issues have raised serious ooncerns regarding the 
competitiveness and sustainability of the entire system. 

A. Problems with the PDN 

Several factors related to design flaws are respoDSlble for the poor performance of 
the PDN, and they can be summarized as follows: 

a.) The Choice of PDs 

The PDs included in the PDN were not selected based on a rigorous criteria required 
to reflect capacity to effectively market inputs. While care was exercised to not include indi
viduals who lacked previous experience in trading activities, it was implicitly assumed that 
input trading could be integrated with other food trading activities and that experience 
gained from trading in food commodities could be transferred to trading inputs. In other 
words, the design assumed product complimentarity and homogenous marketing technology 
for different commodities. The majority of the PDs were previously engaged in petty tr&iding 
of food commodities that are characterized by inelastic and continuous demand, quick turn
over and small investments in infrastructure facilities. Agricultural inputs, on the other 
hand, involve elastic demand, slow turn-over ud have a high correlation with production 
risks compared to food commodities. These differences were not adequately considered in 
the design. 21 

Furthermore, even if the experience gained by the PDs from food trade could be 
applied to the input trade, they lack adequate infrastructure facilities required for large scale 
input trading. The majority of the PDs do not possess adequate trucks or storage capacity 
to handle the inventory of inputs that are seasonal in nature. The result was that the 
majority of the PDs maintain diverse pror~ssional interests that are not complimentary with 
their input marketing activities. Therefore, the majority of PDs tend to operate on a part
time basis leading to few economies of scope due to product complimentarity. 

It is interesting to note, however, that the FAO was not enthus!astic regarding the 
inclusion of established groundnut traders in its PDN. There were 42 registered groundnut 
PEs (OPEs) engaged in groundnut buying operations for the GPMB in 1988. These OPEs 
were experienced in large-scale commodity trading and possessed adequate physical facilities 

21 Sec Chapten VD ad vm for a detailed discussioD of the dwactcristica of the fertilizer trade that 
distiDguisb it &om food commodities. 
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for their trading activities. Furthermore, they were linked to formal banks to finance their 
trading activities. However, the FAO feared that these established OPEs would tie their 
input operations to their output operations which would lead them to ration (i) small 
farmers who lack a large groundnut marketable surplus, and (ii) non-groundnut farmers, 
especially women. Therefore, the FAO selected new PDs to include in the PDN. Perhaps, 
a balance between established OPEs and food PDs would have improved the viability of the 
FAO program. The established GPEs might have used their reputations established with 
the formal banks through previous groundnut trading to acquire credit to finance their input 
trading and would not have depended exclusively on the FAO for financing the inputs 
received through the consignment system. Also, since groundnut trading is subject to 
production and price risks, these OPEs are equipped to deal with problems inherent to 
agricultural trading. Furthermore, the GPEs can link input sales to farmers with output 
marketing (as is frequent in Asia), thereby improving their loan repayment performance and 
the long-run sustainability of the FAO program. 

b.) Limited Liability for the PDs 

The PDs operate on 100 percent financing from FAO and are not required to offer 
any collateral or down payment for the inputs received on consignment. Therefore, the PDs 
have less of a stake in the marketing operations and they consider thems~lves as mere con
duits to distribute inputs for FAO. The lack of PD equity capital in their marketing opera
tions and the lack of limited penalties in the early stages of operations for non-performing 
PDs hruj led to inadequate borrower screening procedures by the PD~, as they offer inputs 
on credit to their customers resulting in a risky loan portfolio and pOQr loan recovery. 

c.) Rudimentary Financial Technology 

nle majority of the PDs were previously involved in food retailing operations that 
requires working with only small and short-term loans (often less than one month). 
Therefore, they did not have the appropriate financial technology required for making input 
suppl~ loans that are large, are six to nine months in term, and involve substantial lending 
risks. The lending risks can be mitigated in part through innovative and carefully 
designed contract terms and conditions. Whereas the PDs maintain market level interest 
rates, the other contract terms and conditions are weak and provide incentives for default 
by farmers. While some PDs are creative in using third party guarantees offered by kafos 
as collateral substitutes, the majority of the inputs are sold on credit to farmers free of 
collateral and with soft penalties for default. In the absence of land as a tangH-le collateral, 
the use of innovative collateral substitutes such as interlinked contracts (eg., input-credit
product linkages, input-credit-Iabor linkages) could enhance efficiency in input marketing 
through improved loan recovery performance by farmers. However, there is no evidence 
that the PDs use such interlinked contracts. Perhaps their lack of equity capital and the 

U Consult Chapter VII for further details. 
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limited external funds provided by the FAO to finance their operations prevent the PO's 
from offering output linked input loans. Therefore, the POS may ne~ to obtain other 
extelnal sources of finance for their output marketing if they are to offer interlinked 
contracts, but these sources may be expensive or inaccessible to all POS. 

d.) Poor Record-Keeping Procedures 

Since most POs were previously engaged in small-scale food retailing that involved 
quick turn-over and used mostly equity capital, they are not rigorous in maintaining accurate 
records about their business transactions. The relatively more complex marketing of inputs 
procedures involves working with a larger clientele, loans, inventories and external financing 
sources and requires more sophisticated accounting. The POS were, however, not trained 
in accurate record-keeping procedures. Therefore, they were unable to understand complex 
operational procedures and hence were unable to account for all their transactions. For 
instance, while the in-kind loans from the FAO resemble the terms and conditions of sales 
on consignment, the POS often mistook them for sales on credit. Therefore, there is 
confusion among the POS about the interest rates charged by the FAO on (i) the total 
quantity of inputs supplied to them, (li) the actual quantity of inputs sold to farmers, and 
(iii) unsold quantities held at their stores. Therefore, t.hey have been unable to account for 
their liabilities to the FAO and are unaware of their eligibility for the program in the next 
season. This uncertainty reduces the incentives for the POS to continue in the FAO 
program. The system needs simpler operating procedures. 

Third the availability of the revolving fund to finance fertilizer importation and 
distribution has led the private entrepreneurs to continually depend on external funds. With 
the drying up of the revolving fund due to inflationary losses and low loan repayment, 
alternative mechanisms are needed for program sustainability. Currently, the alternative 
financial sources of domestic banks and informal markets to finance fertilizer marketing are 
either absent or expensive. Furthermore, the PDs are not enthusiastic about exploring 
alternative financial sources which might involve offshore loans or trader finance. 

B1~ the current program does not provide adequate incentives to POs who are 
interested in establishing their own retail network to distribute inputs. The POS interested 
in wholesaling are required to use the PDN established by the FAO. If POs are to set up 
independent operations, they need to establish their own network of agents. To do so, they 
can either select efficient POS from the current PDN and/or select entirely new agents to 
serve as retailers. They also need to develop alternative sources of finance and devise 
Wnovative financial contracts to facilitate input marketing activities. 

fif1h, the program provides few incentives for the POS to establish horizontal linkages 
among themselves. Weak linkages have been stimulated by the FAO to exchange 
information among the POS about lessons learned in marketing inputs. But the PDA is 
inactive and does not serve the interests of the PDs well. 
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SixUL while the 14 Technical Sales Advisors (TSA) appointed by the PDA and paid 
through the FAO revolving fund provide technical advice about fertilizer use to PDs and 
their clientele, they have weak links with other government agricultural extension programs. 
Therefore, farmers may have some doubts about the validity of their technical 
recommendations. 

3. Chan&<;s HeiDi Pro.posed for the FAO Prgmm 

The FAO is in the process of withdrawing as an inputs marketing channel. We 
understand this withdrawal will be completed by 1995. Before withdrawing from the market, 
however, it has been involved in restructuring the current program based on the lessons 
learned in previous years. Some of the proposed changes are outlined here. 

A Strengthening the PDA 

The PDA is intended to be strengthened to (i) provide training to PDs, and (ii) to 
disseminate market information. The strengthened PDA is expected to take the 
responsibility of coordinator of the PDs. Plans are being made to implement the proposal. 

B. Expansion of the PDN 

'The lessons learned from the poor performance of some retailers has led to 
restructuring of the PDN. Plans are made to (i) eliminate non-performing PDs, (ii) include 
new PDs to replace the eliminated PDs, and (iii) expand the PDN. The existing PDs are 
required to clear all their arrears by the end of 1992; if they fail to do so they will be 
eliminated from the PDN. Strict criteria have been established to select PDs to include in 
the new and expanded PDN (see Appendix IV-8 for the list of criteria for private dealers). 
The expanded PDN is proposed to include 46 PDs of which at least 40 percent will be 
women. The basic principle behind the ~xpansion is that DO farmer should travel more than 
15 kilometers to purchase agricultural irr9',;ts. 

c. Uniform Accounting Procedures 

The accounting procedures are proposed to be streamlined and the . PDs will be 
required to maintain proper records. . 

D. Establish a Guarantee Fund 

The revolving fund is proposed to be converted into a guarantee fund (see Appendix 
IV-9 for guidelines on the guarantee fund). The guarantee fund is proposed to be 
established as a savings deposit at a local bank to provide overdraft facilities to PDs at the 
retail level. The FAO/AIO will be one of the parties included in the Guarantee Fund 
Board rtlsponsible for selecting and monitoring the beneficiaries. 
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E. Encourage the NGOs to provide input credit 

The NaOs are being requested to help in the formation of village banks that can 
provide· short..term loans to farmers to purchase agricultural inputs. 

4. Inte&mtign of the FAD PrQmm with Other InStitutions 

While the proposed changes in the current FAO program attempt to strengthen and 
streamline tbe PDN activities for a self-sustaining program, several issues about its 
integration with other institutions are left unanswered. This issue is important because 
of FAO's proposed withdrawal from the market and the responsibility of supplier of inputs 
will be turned over to local agents. 

A. Integration into the Department of Agriculture (DA) 

The proposed changes in the current FAO program obviously do not address the 
fundamental issue of naming the future coordinating agent in the event of its withdrawal 
from the market. While the proposed changes implicitly indicate that the Agricultural 
Inputs Office (AlO) of the Department of Agriculture (DA) will function as principal 
coordinator and monitor of future supplies of inputs through the PDN, it is not clear if it 
is committed to or even has the capability to carty out the revised FAO program. The fact 
that the PDs in the field recognize the program as being FAO's and not the AlOIDA and 
the fact that the program hired its own TSAs rather than using the agricultural extension 
staff of the DA indicates that the current program is heavily dependent on the FAO for its 
implementation and involves little commitment from the DA This suggests weak 
integration of the FAO program into the DA, and the DA's commitment to continue the 
project is uncertain. 'The proposed changes in the FAO program do not address this issue. 

B. Integration with WID 

The involvement of WID with the FAO program through its request to train anc 
place women PDs in the field and its contribution to the revolving fund for that purpose 
raises questions about the possible integration of the new WID retailers (with future 
OOiJrdinatID~ agent for the FAO). It is not clear if the women PDs trained for the WID will 
be part of the PDN and will be accountable to the future coordinating agent or will function 
independently from the PDN. The proposed changes do not address this issue either. 
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v. CONCLUSIONS AND RECOMMENDATIONS 

This analysis has documented the extensive role that the FAO has played in 
developing the fertilizer sector. Several strengths and weaknesses of the current system have 
been identified and some of the proposed changes have been reviewed. Apparently, the 
FAO project that has supported this work will end in 1995 as part of the privatization 
process for the fertilizer sector. H that happens, it is important to consider the poUt) 
options that may exist for the government This section summarizes our analysis of two 
scenarios. Scenario one represents a rapid shift to a completely privatized sector (this might 
be referred to as the "cold turkey" scenario). The second scenario represents more of a 
gradual reduction in the intensive role that the FA~ IAIO has played, but assumes that the 
AlO will continue some level of SUppOit to the private sector agents involved in the sector. 
The sele(.1ion of which of these or other scenarios to pursue depends on governmental 
decisions about: 1) how much of the fertilizer trade it expects will be entirely left up to the 
private sector, 2) what capability the GCU has and/or will develop in supplying inputs to 
farmers, and 3) the investment it will make in supporting public sector involvement in some 
aspect of the fertilizer sector. The nature and extent of future donor involvement, especially 
FAO, will undoubtedly shape these decisions. 

1. Scenario One 

The objective of scenario one is to get the FAO/AlO out of fertilizer importation 
and distribution as soon as possible, and attempt to accelerate full privatization of the 
sector. No assumptions are made about the nature of the primary agents that will evolve 
in the sector. They could be cooperative; they could be private. It only ac;sumes that the 
governmental agencies do not have a comparative advantage in the fertilizer trade. There 
are three primary components to this scenario. 

A. Guarantee Fund 

The current balance of the revolving fund would be converted into a Guarantee Fund 
(as proposed in Appendix IV-9 but with a different operating approach). The Fund will be 
located in and managed by any local commercial bank. Strong efforts will be made to 
collect the balances due by the PDs. However, this may not be very successful if the PDs 
learn that there Lc) no assurance that they will get new fertilizer stocks if under this scenario 
they pay their current obli3ations. Therefore, the governme!:t and/or the donors should 
review the possibility of augmenting the size of the Fund if, as reported, the revolving fund 
balance is small. The donors might want to support a project to absorb a specific portion 
of the potential losses of the guarantee fund. 
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The Fund would be used by the domestic bank to guarantee loans made to any agent 
(GCU, PDs, private groundout traders, NGOs) that operates in the fertilizer sector: 
importer, wholesaler, retailer. Any commercial bank in The Gambia that agrees to the 
terms and conditions of the Fund could receive guarantees for the loans made. The 
objective of the Fund would be to acceleratt~ the learning process of the domestic banks by 
reducing their risk of lending to these borrowers. The expectation is that because of the 
guarantees banks will use their existing resources (discussed in Chapter I) to make some 
fertilizer loans that otherwise they would not make because of their risk perceptions. The 
guarantee should also encourage banks to charge a lower risk premium in their loan rates 
for the fertilizer loans made. 

Specific terms and conditions would need to be established for use of the Fund, 
including the percentage of gu~antee cover, procedures to access the guarantee fund, the 
standards that guaranteed loans must meet, and a fee structure designed to make the Fund 
self-sufficient. An Advisory Committee for the Fund could be created including representa
tives of the banks, traders, AID, and donors, that provided funds and shared the risk. 

Farm loans could be guaranteed but, because of the limited bank branch network in 
the country, it is not expected that many farmers would incur the transaction costs of trying 
to get a loan. Rather it is expected that by lending for the working capital requirements of 
agents in the marketing channel this liquidity will pass down the channel so that retailers 
will be encouraged to sell fertilizer to farmers on credit. The retailers are located close 
enough to the farmers so they have a better chance than banks to successfully screen 
farmers and determine creditworthiness. Obviously, retailers will have to learn to do a 
better job of lending than has been done by many of the PDs to date. 

B. PO Network 

This scenario does not contemplate an ongoing role by AID in developing and main
taining the PDs and the PDA, because there is no certainty that any of the agents (pri'l·,~te 
dealers or cooperatives) that will expand into the fertilizer trade will choose to use any of 
the PDs to form part of their retail network. The fertilizer importers and wholesalers will 
each need to develop their own markets. They may decide to do business with some of the 
better PDs or start from scratch with their own agents. They may decide to accept the risk 
of continuing the consignment approach, or reduce their risks by choosing to sell fertilizer 
on credit only to those dealers they determine are most creditworthy. 

Since this scenario assumes that the AID will not actually handle input stocks in the 
future, the current fertilizer inventory should be auctioned off along with any equipment that 
might have been acquired for this program. The bookkeeping accounts will need to be 
evaluated for each PO, an attempt will need to be made to collect delinquent payments, and 
a determination made to write-off uncollectible debts. Any substantial inventories with PDs 
should either be paid for or returned to AID depots for sale. 
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C. Future Fertilizer Development Programs 

There are several activities that the Department of Agriculture should continue to 
implement and some of them could be logically supported by the FAO and/or other donors. 
First, strong programs are needed to acquire and test seed varieties, measure fertilizer yield 
response, and evaluate optimum rates and types of fertilizer application. This information 
should be disseminated to farmers to help them with their fertilizer use. It should also be 
disseminated to the dealers so that they can augment the extension function by transmitting 
information to their farmer customers. Second, it may be useful to implement business 
development programs for private dealers in the fertilizer sectors. These programs could 
disseminate information about the FAD/AID experience in importing and distributing 
fertilizer. They could also teach the basic rudiments of business management (accounting, 
finance, etc.) to small scale firms. 

There are several implications with this scenario. There may be temporary 
disruptions in fertilizer supplies as the current distribution system is replaced by the new 
privatized one. Fertilizer prices and interest rates for fertilizer loans will rise as the 
remaining subsidies are eliminated. Some of the current PDs will no longer be involved in 
fertilizer retailing. The losses that have occurred in operating the currt. nt program, which 
are currently difficult to observe, will become transparent when the size of the remaining 
revolving fund is known. 

2. Scenario Two 

The objective of this scenario is to privatize parts of the fertilizer sector but leave a 
more active role for the AIO. 

A. Guarantee Fund 

The guarantee fund is created in the same way as proposed in scenario one but there 
may be a possibility for some remnants of the PDN to receive guaranteed loans in addition 
to the other agents already identified. 

B. PD Network 

:qis part of this scenario is most problematic. The fundamental issue is whether or 
not the Department of Agricultural Services will decide to more fully integrate the AID into 
its operations and provide it with adequate staff and resources once the FAO project ends. 
As described above, the AID currently seems to be largely a donor-funded appendage that 
is not fully integrated into the Department. The Department must also decide if it wants 
to support the PDN as currently designed, in which fertilizer is supplied on consignment, or 
if it wants to convert the PDs into truly private dealers who will buy and sell inputs 



according to their market opportunities. The former implies that the AlO would continue 
to bear the risk of acquiring and distributing inputs. The latter alternative would transfer 
much of this risk to the private sector. If it chooses the latter alternative, the AlO will have 
to maintain a capacity to store and transport inputs and distribute them to a strengthened 
PDN. The PDs, however, would be developed to operate as viable, independent retailers 
that could acquire inputs from any source. PresUDlllbly, the Aln would acquire inputs 
through traditional lender operations. Resources would need to be acquired to pay for the 
fertilizer stocks and the operational costs of the office, either through budget allocations or 
donor funds. The AlO would need tc- develop a capacity to undertake all the tasks now 
done by the FAO personnel. 

C. Future Fertilizer Development Programs 

These would be conducted as discussed in scenario one. Regardless of which 
scenario is chosen, the importation and distribution system for fertilizer will have to undergo 
substantial changes. Privatiza.tion implies that the private sector will h2ve to play a more 
significant role, and will have to be renumerated for the resources used and the risks faced. 
This implies higher fertilizer prices in the future. As will be argued in Chapters VD and 
vm, there are some reasons for optimism about the future role of the private sector. There 
are, however, serious problems that must be addressed before a completely self-sufficient 
privatized system will emerge. Furthermore, it is possible in the long-run tha,t the GCU will 
have the comparative advantage to supply agricultural inputs to farmers for the reasons 
outlined in Chapter ill. 
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Figure IV·, 

Financial Services by the FAO to Various Agents Involved in Fertilizer Marketing in The Gambia 


Letter of cred t 
to overseas banks 
to pay ferti1izer 
supp1iers 

STANDARD CHARTERED 
Repository for %n-kJ.nc1 10..... 
FAC revo1ving funds 

It.pay FAO 10ana 

It.~y FAO 1oan. • •• 

••• It.pay PDA 

Pay. ror importing •• 

a.pay bro 

Notes: 
1. 	 FJg1lfes in parenthesis represent the number of participants through the respective program/association. 
2. 	 RPEs: Registered Private Entrepreneurs; JP: Jahally-Pacharr Rice Development Project; MGA: Maize Growers Association; PDA: Private Dealers 

Association; PD: Private Dealers 

3. 	 A = Importer; 0 = Retailers; 0 = Consumers; = Represents instances where fertilizers are distributed through kafos to indivi<iual'V\n.. 

farmers (intermediated by kafos). 
4. 	 • : Importation through RPEs; •• : FAO-RPE links in importation; ... : Distribution through FAO network. 
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Table 1V·1 Sample 'of Private Dealers (AIIIllated with FAO) IDterviewed for the Study. 

No. 

1 

2 

3 

4a. 

4b. 

5 

'fotal 

Division 

(1) 


Western Division 


Lower River Division 

North Bank Division 


MaCarthy Island Division 

(South) 


MaCarthy Island Division 

(North) 


Upper River Division 


Male Participants: Female Participants: 
Name of Village Name of Village 

(2) (3) 

Brikama Sukuta, 
Faraba-Banta 

Burong None 

Munyagcn Farrafenni, Bakindik 

Bansang, Madina-UmfaUy 
Brikama-Ba 

None None 

Basse, None 
Fatoto 

7 5 
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Table 1V·2 	 Quantity or Fertilizer Imported through the FAO Channel, 1989· 
1991.' 

Importers 

Items 

Urea 

NPK (8-26-26) 

Total 

Urea 

NPK 

a.8-24-24 

b.l0-20-2O 

Total 

Urea 

NPK (8-24-24) 

Total 

FAO Private Entrepreneurs 

(1) 

610 

1550 

2160 

(100) 

500 

1000 

165 

1665 

(77) 

o 
o 
o 

(O) 

(2) 

(In Tons) 

1989-00z 

0 

0 

0 

(0) 

1990-913 

500 

0 

0 

500 

(33) 

1991-9r 

o 
1000 

1000 

(100) 

Totall 

(3) 

610 

1550 

2160 

(100) 

1000 

1165 

2165 

(100) 

o 
1000 

1000 

(100) 

Source: FAD. 
Percentage of total is given in parenthesis. 
Imported from Italy through Italian grants. 
Imported from Poland except for 10-20-20 NPK that was imported as grants 
from rrance. The PE used was S. Madi Enterprise. 
Imported from Senegal. The PE used was Mukthara Enterprise. 

3 
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Table JV.3 	 Value or Inputs Distributed through tbe PDA Under the FAO Cbannel by Type or 
Agent, 1989·1991. 

Items Fertilizer Seeds Pesticides Others Total 
(All types) (Food & vegetable) (Implcmcnts) 

(In '000 Dalasis) 

(1) (2) (3) (4) (5) 

1989·90 

PD's 1118.6 53.3 31.6 20.4 1223.8 

MGA 101.6.5 0 0 0 1016.5 

BO 122.3 73.9 42.8 37.9 276.9 

1990-91 

PO's 1734.2 272.9 167.2 189.7 2363.9 

MGA 939.2 o 37.8 3.1 979.9 

BD 493.6 170,6 34.1 46.9 745.1 

1991-92 

PD's 870.4 151.1 56.0 196.4 1273.9 

MGA 280.0 42.0 o o 322.0 

BD 181.9 25.1 30.9 135.5 373.4 

Source: FAO. 

1fi\ 
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Table 1V-4 Sample Private Dealers: Crops Financed, Modes or Sale and Client Type by Gender. 


Men PDs 

Item Men 
Farmers 

Women 

Farmers 


(2) 

Groundnut, 
Rice 

Women PDs 

Men 
Farmers 

Women 
Farmers 

(3) (4) 

Groundnut Vegetables, 
Rice 

(1) Crops fmanced 

(2) Modes of Fertilizer Sale 

a. Cash 

b. Cash & credit 

c. Credit 

d. No sale 

(3) Client type 

a. Kafos 

b. Individuals 

c. Kafo & individuals 

Source: OSU survey. 

(1) 

Groundnut, 

Cotton, Rice 


o 
1 

6 

o 

2 

5 

o 

(No. of PDs under each category) 

1 1 o 
3 1 3 

1 1 2 

2 2 o 

3 1 4 

2 2 o 
o o 1 
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Appendix IV-1 

Objectives of the Fertilizer Use, Promotion, Distribution and Credit Assistance 


Project(GCPF /GAM/014/DEN)1 


Short~term Objectives 

To increase production of crops like rice, sorghum, millets, maize, vegetables, 
groundnut and cotton by: 

1. 	 conducting fertilizer demonstration trials in farmers' fields to show correct use of 
fertilizer and to affirm recommended doses of fertilizers, 

2. 	 developing systematic training of agricultural extension workers, and 

3. 	 providing support for fertilizer marketing through technical and financial assistance. 

Long-term Objectives 

1. 	 to assist the GOG in increasing agricultural productivity, especially of small farmers, 
to attain self-sufficiency in food and increase revenue through increase in production 
of cash crops; 

2, 	 to facilitate wider use of improved farm technology through an adequately equipped 
and trained extension service, and; 

3. 	 to develop effective extension techniques, train staff, formulate long-term policies for 
the use of farm inputs, with special reference to fertilizers. 

1 Source: FAO. 
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Appendix IV-2 

List of Studies on the FAO in The Gambia2 


1. 	 Zeller, Manfred, K~n John, and Ebrahim Kamara, " Rural Financial Markets an,j 
Their Food Security Linl{ages in The Gambia: Current State and Policy Implications, 'I 

Washington, D.C., IrPRI, 1991. 

2. 	 Zeller, M., J. Von Braun, K. John, &nd D. Puetz, "Sources and Terms of Credit 
Faced by the Rural Poor in The Gambia: Policy Implications," Washington, D.C., 
IFPRI, 1991. 

3. 	 FAO, "Report of the Consultancy on Fertilizer Procurement, Distribution Strategies 
and Pricing Policies in The Gambia," Rome: FAO, 1992. 

4. 	 FAO, "Private Dealers Network," Cape Mary: Agricultural Inputs Office, 1991. 

5. 	 Von Braun, J., Kenneth John, S. Kinteh, and D. Puetz, "Structural Adjustment, 
Agriculture and Nutrition: Policy Options in The Gambia," Washington, D.C., IFPRJ 
Working Paper No.4, 1990. 

6. 	 FAO, "Promoting Comp(~tition in Fertilizer Marketing in Africa," Rome: FAO, 1987. 

2 Source: FAO. 
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Appendix IV -3 . 
Block Demonstration Concepe 

Introduction 

This paper focuses on the operational modalities of the block demonstration scheme 
for crop production in selected areas of The Gambia. It is based essentially on the experi
ence gained so far from the block demonstrations, carried out through F AO Fertilizer 
Project with the cooperation of the Department of Agriculture from 1987-1990. 

The effect of an intensive trial, demonstration and training (T & V) programme on 
farmers' fields during the first and second phase of the FAO Fertilizer Programme in The 
Gambia, has created an increased demand both for fertilizer and other related inputs. For 
this reason, and in line with the Government's policy to intensify and expand crop produc
tion, the project has impiemented a Block Demonstration Programme with a view to bring 
farmers to a sustained application of technical and economic recommendations for all crops 
under varying local soils and llgro-climatic conditions. 

Major emphasis will be given here to the operational arrangements and services 
related to the execution of the block demonstrations which are considered as the centre 
points of the formation of farmers' groups and serve also as pilot undertakings for a sound 
education for the er~try of their members into a credit system. 

A number of ideas have developed since the start in 1987 and a number of adjust
ments have been necessary over the years and might still be necessary for the years to come, 
in order to make the programme suitable and sustainable. 

The block demonstrations can be divided in two types: 

The Dry season block demonstration focuses almost entirely on womens' vegetable 
production, where the group of women running a block demonstration might range as high 
as thl~ nUiiioer of members. In practice a whole vegetable garden in participating with the 
size ot the gardens ranging l/Z - 5 Ha. 

The ~et season block demonstration focuses on upland crops and the participants 
have so far mainly been male farmers with groups of 5-20 members cultivating 5-30 ha per 
block. 

3 Source? 
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Objective and Concept 

The objective is to demonstrate on a larg~r commercial scale, the beneficial effects 
of efficient and economic use of fertilizer anrl related inputs, in combination with other 
improved cultural practices. 

This is done without creating any new institutions but rather by strengthening the 
input distribution and marketing services set up by the Fertilizer Project, which in return has 
the block demonstration as a sales promotion tool. 

Site Identification and Selection of Farmers Gr~ 

Prior to the lay-out of a block demonstration farm a rough survey of a suitable 
location is done and meetings held with the field extension workers and the key farmer 
before selecting a uniform five to thirty hectares block demonstration farm. 

Within each block demonstration farmers are organized into a cohesive group of 5 
to 20 members according to the size of farm holding prevailing in the area. 

Willingness of well-motivated farmers in joint groups is basis criteria used for the 
selection. The group could be a dabada or compound comprising 5 - 20 members with a 
farm size of 5 - 30 hectares. The individual fields of each participant on which all recom
mended practices are applied and all inputs used accordingly to recommendations, should 
be adjacent thus forming a block. 

Extension Approach 

The block demonstration programme is part of the T & V system and thus managed 
by the extension staff in collaboration with the technical sales advisers attached to the 
private dealers network. 

The success of the demonstration scheme depends largely upon the degree of follow
up by the field extension agents under the District Extension Centres. Through the Divi
sional Agricultural Coordinators and the extension centres farmer training, intensive 
supervision and extension programmes is carried out to ensure timely f.nd right use of inputs 
and technologies. 

Input Supply 

Once the selection and fmming of block farms is made, timely and adequate 
provision of fertilizer and other recommended inputs is planned. The required inputs are 
worked out by the YEW and the technical sales advisers according to the projects recom
mendations and submitted to the AgrIcultural Input Office for approval/recommendation. 
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After approval the nearest retail outlet is approached for supply of the required inputs and 
a contract is signed between the president of the farmers group and the supplier. 

Credit A~eement 

The above inputs, all given oul in kind, are not on an individual basis, but are 
co .lsidered as a group credit to the members involving group responsibility for repayment. 

Upon delivery of inputs and as a kind of guarantee for repayment, agreement 
contract is submitted to each farmer's group. Such credit agreement includes basically: 

Farmers' Group Leader's name and address 

Location and number of participants 

No. of hectares including specification of crops 

Type of inputs received and principal value of the credit. 

Total value of credit, including interest 

Date of credit disbursement 

Date of repayment. 

Each contract is to be signed by two members of the group, normally the group 
leader contact farmer and the secretary or/and treasurer. Usually the group leader takes 
responsibility for storing and distributing the inputs to the individual members, based upon 
their landholding within the block farm. 

After harvest and sale of produce, the group leader and treasurer collect from each 
member the individual credit value plus interest and repay the supplier. 

This simple procedure has the advantage of reducing considerably all administration, 
overhead and supervision costs. 

Suppliers 

Farm inputs for the block demonstration programme can be obtained from any retail 
outlet on terms specified by the particular outlet delivering the inputs. Presently the private 
individual dealers and the block villages are providing the inputs for the programme, as they 
are financed by the project's Revolving Fund. As credit is provided on the dealers own 
discretion, implementation is subject to a final agreement between the group of farmers and 
the supplier. 
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. The concept is in line with the government policy of privatizing the farm input sector 
and making it sustainable. 

Data Collection 

Data collection is an integral part of block demonstration activities. Data are 
collected on yields and inputs supplies to the blocks. Yields are recorded, because it is from 
the yield that the loan can be paid. 

Yield data are collected by way of random sampling from a few representative blocks, 
in accordance to National Agricultural Sample Survey (NASS) procedures. Staff involved 
are provided with a written guide on procedures. 

Data on inputs given out on credit to blocks from private dealers are deducted from 
contract forms signed by both parties. Values and interest on such inputs are clearly 
inscribed on these form. 

Mter each season, AIO will organize a workshop, in order to analyze the results from 
the block demonstration programme. Result and recommendations emanating from such 
workshops are deployed in adjusting and improving the programme. 
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Appendix IV-4 

Technical Sales Adviser 


Terms of reference4 


Under the general guidance and supervision of the Agricultural Input Office under 
the Department of Agricultural Services, and under direct supervision of the committee of 
the Private Dealers Association, the Technical Sales Adviser will carry out the following 
duties: 

i) Assist, advise and train the private dealers participating in the private dealers 
network in distribution of agricultural inputs in all aspects of marketing of 
farm inputs, and more particularly, assessment of input requirements, product 
knowledge, timely ordering, storage, sales promotion and record keeping. 

ii) Liaise with the Extension Service in the area in all aspects related to use of 
agricultural inputs. 

iii) Assist and liaise with the Extension Service in organizing and evaluating the 
Block·demonstration Programme or other credit programmes. 

iv) Carry out all other duties related to the activities of AlO and the private 
dealer network as may be required. 

4 'Source: FAO. 
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Appendix IV-5 

Terms of Trad,e 


Agricultural Input Office 

(DAS/FAO FP)S 


1. 	 As from 1 April 1990 the interest rate is 1.5% per month but month of delivery is 
free of interest charges. 

2. 	 Interest is debited last day of every month on basis of outstanding las day of the 
previous month. 

3. 	 Stocktaking on Wet Seasons (1/4 - 30/9) is carried out from 30/9 after closing hours 
to 7/10 by the TSA's. Deadline for payment of the Wet Season supply is 28/2 the 
following year. 

4. 	 Stocktaking on Dry Seasons (1/10 - 31/3) is carried out froIT' 31/3 after closing hours 
to 7/4 by the TSA's. Deadline for payment of the Dry Season supply is 31/5 the 
same year. 

5. 	 Payment due (28/2 and 31/5) is calculated as follows: Opening stock + supplies 
closing stock = payment due. 

6. 	 Any stock at any time is the property of AlO and AlO might transfer any stock at 
any time from one dealer to another. 

7. 	 The dealer will receive a statement of account minimum twice a year, one for the 
Wet Season transactions and one for the Dry Season transactions. 

8. 	 Last day of each month the dealer must transfer the wholesale value of any cash 
sales during the month from her or his personal account to the AlO Revolving Fund. 

9. 	 Any credit to farmers is at the dealer's own discretion, risk and responsibility. 

10. 	 Any guidelines on retail prices from AlO are only guidelines and dealers are not 
obliged to follow them. 

11. 	 Legal action will be take against any retailer failing to settle his outstanding with 
AlO at above given time. 

S Source: Agricllitural Input Office (AIO), 1990. 
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Appendix Table IV'" 	 PrevIous Experience or Sample PrIvate Dealers by Geuder and Type or Actlvl· 
ties. 

Private Dealers 

Item Men Women Totalc 

(1) (2) (3) 

(No. of PDs in each category) 

1. Food retailersl 3 3 6 
(SO) 

2. Farming and non-farming 
activitiesZ 

2 1 3 
(25) 

3. Farming 1 1 2 
(16) 

4. Fertilizer retailer 1 0 1 
(9) 

5. Total sample 7 5 12 
(100) 

Source: OSU survey. 

1 Engaged in rice, sugar, cooking oil retailing. 

Z Non-farm activities included jeep driving, sale of petrol and groundnuts buying activities. 

3 Figures in parenthesis gives percentages to the total. 


Appendix Table IV·' 	 Number or Retailers In t1" PDN and Their Repayment Performance, 1989-90. 

Number of Retailers 	 % Repayment Performance 

Agents1 1989-90 1990-91 1989-90 1990-91 

(1) (2) (3) (4) 

1. PDs 36 34 97 64 

2.MGA 77 33 74 36 
3. BD 2 3 95 39 

Total 115 70 - 87 53 
._. , 

Source: FAO, 1991. 
PDs: Private dealers; MGA: Maize Growers Associations; BD: Block Develop.nent. Villages. 1 
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Appendix VI-8 

Private Dealer Criteria for Retailers6 


All private, individual retailers financed by the Revolving Fund of Agricultural Input 
Office (Ala) shall be selected and approved by AlO, in accordance with a set of criteria: 

1. GEOGRAPHICAL LOCATION: 

In cooperation with Private Dealers Association and the Extension system of 
Department of Agricultural Services (DAS), Ala selects areas with expected 
sufficient demand for agricultlual inputs, enabling a private retailer to make a 
reasonable living of the business. 

2. STORE FACILITIES: 

A private retailer must have adequate store and shop facilities. The shop should be 
located where it is easily attracted by potential customers. Safe guarding, theft, 
maintenance and any expenses or losses are entirely at the private retailers own cost 
and responsibility. 

3. BUSINESS EXPERIENCE: 

A private retailer must have some basic knowledge and experience on business 
miitters, such as: risk involved when providing credit to farmers, costs involved when 
calculated margins, interest, demand if prices increase/decrease, sales and margin 
necessary enabling the private retailer to make a reasonable living of the business. 
At any times the private retailer must be aware, when selling a commodity, which 
money belongs to him/her (margin), and which money is due payment to the 
Revolving Fund of Ala. 

4. PERSONAL BANK ACCOUNT: 

A private retailer must have (or open) a p~rsonal Bank Account with a commercial 
Bank. No cash or cheque payment to any TSA or staff of Ala will be accepted. 
The private retailer must pay for inputs provided, by depositing receipts into their 
own accounts, which are then transferred by Banker's order into the Revolving Fund 
of AlO. 

6 Source: F AO. 
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5. FINANCIAL CAPACITY: 

A private retailer must have some financial means to meet expenses such as costs of 
transport of fertilizer from the nearest GPMB-Depot to his/her shop, major repairs 
of his/her shop or store, deposit to open a personal account and any other expenses 
vital for maintaining his/her busi&1ess. 
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Appendix IV-9 

Concept of Guidelines for Guarantee Funds: The FAO Design7 


The credit line to Private Dealers (in kind) is presently financed by the AIO 
Revolving Fund. 

In order to bring the financing of the Private Dealers (PO) into normal commercial 
channels, the AIO has developed an alternative to the Revolving Fund. The model is 
named the Guarantee Fund. 

The concept of the Guarantee Fund: 

1. 	 The money from the Revolving Fund will no longer be revolved but will be deposited 
in a commercial bank account. 

2. 	 These funds are then the guarantee against overdraft facilities for the PO's. 

3. 	 The limit for overdraft for each individual PO is based on turnover and performance 
from previous years. 

4. 	 If new dealers are appointed, they will only be given very limited overdraft facilities 
for the first year to test their performance. 

5. 	 The total overdraft from all the dealers must not exceed the total value of the 
Guarantee Fund. 

6. 	 A Board is formed, jn charge of the Guarantee Fund. The major task of this Board 
is maintain the effective value of the Fund. The Board will approve the limit for 
overdraft for each individual PD twice a year (Wet Season and Dry Season supply 
to the PO's). 

7. 	 The Board is: Agricultural Input Office (AIO), Private Dealers Association (PDA) 
and a representative from the commercial bank where the Guarantee Fund is 
established. A lawyer will be attached as advisor to the Board on all legal matters. 

8. 	 The AIO and the Technical Sales Advisers (TSA's) attached to the PDA will assist 
the PO's in estimating the demand for agricultural inputs within the PD's area of 
operation. This demand forecast will take place twice a year (Wet Season and Dry 

7 Source: FAO. 
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Season). Based on the forecast a request is forwarded to the Guarantee Fund Board. 
The Board will estimate the value of the inputs requested and will set the limit for 
overdraft t'ccordingly. 

9. 	 The AlO will ask potential wholesalers for quotations on the requested inputs by 
PDA The quotation must be within the total approved limits for the PDA The 
Board will evaluate the quotations and approve the wholesaler who brings the best 
offer (prices, quality, timeliness, etc.) 

10. 	 All quotatior.s must be based on delivery provincial depots enabling the PO's to link 
up with the wholesaler. The PO's will transport the goods from the depots to their 
stores at their own cost. The wholesa!er will receive a distribution list from AlO on 
the quantities to be delivered at the various depots (which is based on the PD's 
locations, request for inputs and approved overdraft). 

11. 	 The wholesaler must finance the import and the in-country distribution to the various 
depots. 

12. 	 When the goods have been received in all the depots in accordance with the agreed 
terms, the bank will pay the wholesaler. In each depot a TSA will be in charge, 
receiving the goods and releasing it to PO's according to the approved quantity. The 
bank will be informed by AlO on the total value of goods supplied to each dealer 
and the ban will debit each individual account. 

EXAMPLE: 

[ Wholesaler I-- L'---_B""!"'ank_-tl- Debits--. 

I 
I 
IValue 	of goods Isupplied to Ideposit: 200,000. 

[GUarantee Fund I 

Personal 
accounts 
40,000 Individual 
40,000 dealers 
40,000 approved 

overdraft.40,000 

40,000 

200,000 

Above exan1ple shows that the dealers do not get money in hand but their private 
individual accounts are debited according to the value of goods they have received. 
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13. 	 Every dealer must have a personal individual account with the bank where the 
Guarantee Fund is established. 

14. 	 The PD's pay back to their individual accounts and must settle the overdraft at a 
given deadline, set by the Board of the Guarantee Fund. 

15. 	 The PD's pay their overdrafts with interest. (At present, the lowest interest rate 
against 100 percent guarantee is 23.5 percent per annum). 

16. 	 If a dealer fails to settle his/her account at the given deadline, the Guarantee Fund 
pays the remaining outstanding. The lawyer attached to the Board will take legal 
action against defaulters. 

17. 	 If a PD does not sell all his stock by the end of the season, he might not be able to 
settle his account at the given time. The TSA's will carry out stocktaking twice a 
year and two weeks before the given deadline for repayments. The Board will 
calculate the value of the PD's stock and this is included in the next seasons 
overdraft. 

At present, the Revolving Fund is a normal current account established in Standard 
Chartered Bank Ltd. 

A Guarantee Fund would be established as a savings account, enabling the Fund to 
earn interest on its deposits. 

Standard Chartered Bank has offered to pay 13.5 percent per annum but has also 
accepted that treasure bills can be deposited as guarantee against the overdrafts, which 
would earn 18 percent per annum. 

In other words, 18 percent interest is the amount available per annum to maintain 
the value of the Guarantee Fund, which means that its value can only be maintained if 
inflation + non recovered defaults are below 18 percent. 
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CHAPTER FIVE 

ALTERNATIVE FINANCIAL NE1WORKS: 


VILLAGE SAVINGS AND CREDIT ASSOCIATIONS (VISACAs) IN DIE GAMBIA· 


I. A BRIEF HISTORY OF THE VlSACAs IN THE GAMBIA 

1. Introduction 

Village Savings and Credit Associations (VISACAs) were launched four years ago 
in 1988 as a pilot project in The Gambia. The primary objective of these village banks is 
to collect local savings and male'! ioans to individual villagers Of groups. A total of six 
VISACAs function currently in villages in the Sapu area, located in the McCarthy Island 
South Division (~1ID-South), about 350 kms East of Banjul, the capital city of The Gambia. 
The first VISACAs were created in 1988 as a pilot project with the Gambian Ministry of 
Agriculture and managed by Centre International de D~veloppement (::t de Recherche 
(CIDR) a French NGO (Non governmental organization), in cooperation with KreditanstaIt 
fur Wiederaufbau (KFW) of Germany and the Jahally-Pacharr Rice Project. 

The Jahally-Pacharr small holders rice project of the Sapu area was originally 
launched in 1984 through support from IFAD, the ADB and the governments of Holland 
and West Germany. The project was designed to improve rice yields in the region. With 
irrigation, up to two rice harvests are possible in a year. Income from the sale of rice was 
expected to provide farmers with surplus liquidity and a continuous flow of income from 
which the VISACAs would be able to mobilize their savings. According to one of the 
Jahally-Pacharr project managers, the Sapu area produces 30 percent of all the rice 
consumed in The Gambia and accounts for 80 percent of all domestic rice production in the 
country. The population of the Sapu area is a good representative sample of the major 
eilinic gtDUpS present in The Gambia with 32.5 percent Fula, 32.5 percent MandinXa, 18 
percent Suahol~ and 17 percent Wolof. 

• We would like to thank the people who have made this VlSACA report possible by gMDg us full support 
during our mission in The Gambia and the Sapu area. They are: Jcan·Fran~ LeGrand, ClDR Manager of 
the VlSACAs in The Gambia was an invaluable colleague helping us throughout our work from the beginning 
Flltou and Ais&atou Camara, Gambian assistants to the ClDR and the Lamine Mannch and Amadou Cham were 
Gambia translators lMisring the Ohio State University tcam. We also thank the director and staff eX the 
International T:ypanotolerancc Center (ITC) in liansang for providiog us with accommodations and adequate 
working conditions. Kcbbah Njic, the driver who accepted to spend all of the Ramadan fasting month with us 
in the very hot Sapu weather and did not complain once deserves special thanks. F'maUy, our thanks go to aU 
the villagers with whom we had to deal wiLh in the Sapu area and who were always accommodating in so many 
thoughtful ways. 

1 
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The distance from Jahally to Pacharr is 15 Ians. This area comprises 73 villages. 
Most villages are members of the rice irrigation project and enjoy ample access to pump
irrigated fields. Within the Jahally-Pacbarr area, six villages were chosen to participate in 
the V1SACA program. They are: Ahallulie (Wolof village), Sare Ngai (Fula village), 
Tabanani and Wellingara (Mandinka villages), Jahally and Madina (Saraho16 villages). Four 
of the VISACA villages are members of the rice project. One village (Aballulie) recently 
pulled out of the Jahally-Pacharr program because of the difficulties of maintaining their 
rice fields from such a long distance. An additional VISACA village (Tabanani) is currently 
waiting to be included in the rice project (after wells are dug to irrigate their fields). 
Besides rice cultivation, farmers in Jahally-Pacharr also grow groundnuts, millet, sorghum 
and raise livestock. Rice cultivation \\'85 traditionally a women's activity in The Gambia. 
But with the advent of the Jahally-Pacharr project, men have become &.llvely involved in 
rice growing because of its potentially promising source of substantial revenues. A few 
NGOs that are present in the Sapu area are also helping women to set up vegetable gardens 
as a means to diversify their crops and income generating sources. 

2. Internal Re&nlatjoDS of the VISACAs 

Internal regulations of VISACAs are discussed and established at a general assembly 
of all villagers. The villagers decide upon membership conditions, interest rates for deposits 
and loans, and management procedures and practices. Membership consists of both 
individuals as well as kalo groups. Furthermore, members of kalo groups can and frequently 
do have individual accounts as well. Each VISACA has a lll3.IUl6ement committe(: whose 
responsibilities consist of: (1) keeping members informed Df V1SACA activities; (2) 
expanding membership; (3) encouraging members to open savings accounts; and (4) 
evaluating and granting loans. Each management committee is composed of six to ten 
people, with an equal number of men and women chosen by all villagers during the 
preliminary meetings. Two to three cashiers are also selected to carry out bookkeeping 
responsibilities. Cashiers receive a small financial compensation for their services from the 
interest income generated by their VISACA. Committee members, on the other hand, are 
volunteers and do not receive any salary. All committee members and cashiers receive 
some initial numeracy training offered by the CIDR. The accounting practices used in the 
VISACAs have been kept simple during this initial phase. However, they will progressively 
incorporate some conventional double bookkeeping entries in the future. 

Membership fees have been sufficiently low (10 and 20 dalasis) to allow everyone the 
opportunity to become a member. Membership is required to make deposits and/or receive 
loans. Some V1SACAs require their members to make a one-time deposit of any amount 
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in order to become eligible for future loans.1 In general, VISACAs do not try to match the 
deposits of a particular person with his/her loan request. Instead they try to match the term 
structures of assets and liabilities of the VISACA as a whole. Loans are made out of the 
three types of savings instruments, i.e. three, six, and nine months "term deposit" accounts. 
Twelve-months deposit accounts exist but have not received too much attention from 
VISACA members. Non interest bearing current account deposits (i.e. demand deposits) 
are also available but are not used for loan purposes, i.e. the VISACAs hold 100 percent 
reserves on demand deposits. 

Annual interest rates are set through discussions at open meetings including all 
villagers. It is interesting to note that these villagers after discussion voted to set relatively 
high positive real rates of interest. Four VISACAs set annual deposit rates at 20 percent 
and loan rates at 40 percent. Two VISACAs established 40 percent annual deposit rates 
and 60 percent annual loan rates. Thus, the gross intermediation margin reaches 20 percent 
between deposit and loan rates in all VISACAs. This just happens to be the same margin 
recorded by commercial banks in The Gambia (though banks achieve this with lower deposit 
and loan rates M discussed in Chapter I). These high positive real rates of interest allow 
the VISACAs to effectively compensate for inflation (currently 10 percent) and to generate 
interest earnings to cover incidental expenses and, most importantly, create a growing 
surplus to service new loans. Initial Capital is made up of membership fees which are quite 
low and would not offer at present adequate collateral to external partners such as 
commercial banks. These rates are set on an annual basis so that a 6 month loan would pay 
20 percent interest at a 40 percent annual rate and a six month deposit would eam 10 
percent interest at a 20 percent annual rate. 

3. VISACAs and Credit Unions; OperatioDaI PbiIoso.phies Compared 

In many respects VISACAs are similar to the generaIized model of Credit Unions 
(CUs). Nevertheless there are some operational differences that need to be pointed out. 
Credit Unions are organized under rules and regulations that are fairly uniform wherever 
they exist. The member's share contribution in a CU is crucial in determining eligibility and 
size of loan. Credit union members have a right to a loan equivalent to a multiple of their 
share (frequently two to one). At times deposit accounts in some CUs are used (in addition 
to shares) as the basis to establish the loan multiple. In this case the deposit account is 
blocked during the life of the loan. These loan to share multiples for individual loans are 
not part of the VlSACA's loan practices. The VISACAs do not have any explicit loan size 
criterion for individual borrowers based on shares or deposits. However, it is clear that they 
try to balance the term maturity of their volume of deposits to the same maturity (or l~~s) 

It is interc&tiDg to note that CIDR did not ask the villagers to tie saviags behavior to acdit. Howc\W, 011 

their own initiative the village VlSACAs (4 out of 6) implemented the requirements ofsome prior saviags before 
receiving a loan. The CIDR wisely did not interfere. 

I 
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for a comparable volume of loans. Thus, a volume of three months loans (or less) is 
matched (i.e. supported) by a comparable volume of three months deposits, six months loans 
with six months deposits, etc. Hence the VISACAs engage in an institution-wide term 
matching of assets and liabhities instead of an individual client criterion between loan and 
savings. Also non-members can own a deposit account in a CU in contrast to a VISACA 
where only members can hold deposits. Finally, current accounts (i.e. demand deposits) 
do not exist in CUs as they do in VISACAs. 

The sharpest difference between VISACAs and CUs pertains to interest rate policy. 
As pointed out earlier, VISACAs currently charge annualized short term loan rates of 40 
or 60 percent. Credit unions, on the other band, generally charge a 12 percellt annual 
interest rate on loans and usually require installment payments of principal plus one percent 
interest each month. VISACAs only expect payment at the end of the loan term. However 
it should be pointed out that the effective interest rate on CU loans turns out to be much 
higher than the stated 12 percent annual rate since the deposited share is in practice rarely 
withdrawable, hence it represents an additional cost (above and beyond the 12 percent 
annual interest rate) to secure a loan. This adjustment notwithstanding, VISACA loan and 
deposit rates are much higher than those normally found with cfedit unions. 

Another pertinent difference lies in the much broader role for non-member villagers 
to influence interest rates and other loan and deposit terms and conditions in the VISACAs 
in open village nssemblies. Credit Unions, in contrast, restrict these decisions to their mem
bership. The more open village approach creates local legitimacy and acts as a member 
recruitment vehicle. This is no doub, feasible in the relatively small sized villages in which 
the VISACAs currently operate. It would likely be less feasible in larger villages or towns. 

There is also usually a formal limit on the size of a single loan in a credit union 
whereas this is not explicit in a V1SACA, although it would appear that an implicit threshold 
is recognized. Double entry bookkeeping is the standard in all CUs (though sometimes 
imperfectly administered) whereas more rudimentary single entry procedures are currently 
practiced in the VISACAs. Any realized net earnings in CUs are given to shareholders as 
dividends or paid out as patronage refunds to borrowers. In V1SACAs net interest earnings 
are used for further loan activity. In VISACAs, net interest earnings are used for further 
loan activity and mainly for strengthening of V1SACA reserve/capital. Finally, kafo groups 
as well as individuals can be members in VISACAs while individual membership alone 
characterizes credit union membership. 

II. MEMBERSHIP GROWl1l 

The first VISACAs opened in October 1988 were Jahally and Sare Ngai. Three more 
VISACAs, Ahallulie, Wellingara and Madina were launched one year later in 1989. 
Tabanani was the final VISACA founded in February 1991. Some VISACAs accept 
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members residing in neighboring villages. As of December 1991, a total of 1305 villagers 
and kafo groups were members of the six VISACAs of the Sapu area, with 676 women, 574 
men and 55 Wo groups (Table V-I) according to the VISACAs mem~rship files. 

K:.uos are groups of individuals that have common interests and organjze for diverse 
reasons. Originally, kafos were an intrinsic part of every Gambian village and were the 
symbol of social cohesion as weJI as solidarity as every villager automatically belonged to 
a men's or women's kafo. They have been gender specific and involved mainly in 
community activities (digging public wells, helping neighbors in the fields, building or 
repairing houses, cleaning up village streets, etc.). A number of Wos originally also 
engaged in credit activities. Today, kafos vary widely in size and nature (e.g. soccer club 
kafos, political party kafos, gardening kafos, NGO kafos, etc.). Some kafo groups have even 
crossed the gender line and have male as well as female members (e.g. VISACA committee 
kalos, health center kafos, etc.). 

By March 1992, the total membership of the six VISACAs had reached 1384 villagers 
and groups with 52 percent women, 44 percent men and 4 percent kalos. Of the S6 Wos 
in the six VISACAs, the majority (21 kalos) were found in just one village while the other 
five VISACAs had an average of seven kafos. The VISACAs as a group recorded a growth 
in membership in 1989 roughly 2.6 times their 1988 membership. In large part this was due 
to more villages joining the first two VISACAs bringing in 223 new members (Table V-2.). 
The original two villages increased their own membership by 87 members. Growth was 
lower in 1990 (57.6 percent), the year no new VISACA was launched. However, in 1991, 
with the addition of Tabanani, the most recently created VISACA, total membership 
increased 65 percent from 1990. Another 6 percent increase was recorded within the first 
three months of operation in 1992. 

Table V-I and Figure V-I show the growth trend of the membership in VISACAs 
from their creation in 1988 up to March 1992. The growth multiple ratio in column 6 of 
Table V-2 obtained by dividing the cumulative total membership as of March 1992 by the 
total membership recorded back in December 1989 giv~s a better insight into the pattern 
of growth that might be anticipated in the future for all VISACAs. For the five VISACAs 
then in operation, a total growth multiple of 2.8 suggests that for the two year and three 
months to come, VISACAs will at best triple their original membership if they are to emu
late their past growth. It is evident that any particular VISACA realizes much of its mem
bership growth in the very first year of its creation, capturing up to ~o percent or more of 
the total economically active adult population in their village. The total membership record
ed by the VISACAs as of December 1991, shows that up to 52 percent of the villagers are 
members in some VISACAs and, on average~ one-third of the villagers in all the six villages 
are VISACA mem~rs (Table V-3). If we bear in mind that 30 to 40 percent of the total 
population consists of minors, then (taking a 35 percent average for the non-active popula
tion) VISACA membership accounts for 4S percent of the adult economically active age 
group. 
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Women have shown a strong participation in the VISACAs. By March 1992, women 
represented 51 percent of the total membership of all six VISACAs. They recorded a 
memhenwp growth of 72 percent from 1990 to 1991 compared to a male membership 
increase of 59 percent over the same period for all six VISACAs (Table V -4). Women form 
the ~Jority in the two Sarahol6 villages (60 percent and 59 percent respectively). However, 
they represented only 19 percent of the Fw;.. village's membership. We do not have any 
unique evidence to explain the reasons behind the relative predominance of women in the 
two Sarahol~ "illages where curiously most men are involved in trading and therefore, one 
would expect these men to use the VISACA loan services to meet their cash flow. 11: 1he 
Fula village, the unusIJr~l> ~ow participation from women (19 percent) reflects the overall 
low village population, i.e., onl~f a small percentage of the village (16 percent) are VIs..4.CA 
members. Table V4 and Fi~e V-2 also highlight the relative growth by gender from 
December 1989 to lAarch 1992. Overall the growth multiples indicate that both men and 
women members increase'd almost three fold (2.8 and 2.9 respectively) over this period of 
two years and three months. However female membership grew much more rapidly in only 
two VISACA s. Male membership grow more rapidly than fem.ale membership in two other 
VISACAs. The data in Table V-2 also shows that Ahallulie and Madina are the rapid 
growth VISACAs overall while the remaining three are the slow growth associations. 

III. VISACA SAVINGS AND CREDIT FLOWS 

1. Savings Flows 

A. Membership Participation and Savings Accumulation Through Time 

The VIS ~CAs started collecting deposits in 1988 and by December 1991, members 
with three, six and nine month savings accounts represented 47.4 percent of the total 
membership (Table V -5). The most popular savings instrument among the membership is 
the six months term deposit. Twenty three percent of the membership held these accounts. 
On the other band, (:urrent accounts (demand deposits) recorded a relatively low 6 percent 
membership participation (Table V-5). This low percentage of current accounts held by 
members is no doubt a reflection of the low demand for an account that pays no interest 
and is only accessible once a week (i.e. VISACAs are only open for one day a week, hence 
current account deposits can only be withdrawn once a week). 

By December 1991, a total of 399,693 dalasis bad been mobilized cumulatively from 
their inception by all six VISACAs in 698 demand deposits and savings accounts (see Table 
V-6). At an average excbangl~ rate of 1.00 dollar = 8 dalasis (the dollar exch~nge rate went 
from 6.50 dalasis in 1988 to 9.00 dalasis in 1992), this amounts to a savmgs inflow of 
$49,961.6 dollars. Deposits in all accounts range from 10 dalasis to a maximum of 7,000 
dalasis. The relative importance of the four principal deposit accounts varies by VISACA 
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and, as can be seen in Table V-7, three month term deposits were the most popular deposit 
instrument in Village 1 (Wolof) and Village 2 (Mandinka) (63.6 and 43.2 percent respective
ly). Members preferred six month term deposit accounts in Village 4 (Mandinka) and 
Village 6 (Sarahol~) (43.8 and 45.7 percent). Nine month term deposits were favored in 
Village 3 (Fula) and Village 5 (SarahoI6) and accounted for 58.1 percent and 45.2 percent, 
respectively, of all accumulated deposit funds over this period. Overall all VISACA mem
bers from all six 'villages have a relative preference for the six mnnths term deposit account 
which captured 33.8 percent of the accumulated deposit flow from 1988 until December 
1991. 

Another interesting pattern can be seen in Table V-7 in the intertemporal bias for 
shorter or longer term deposit instruments. Village 1 and Village 2 are predominately short 
term VISACAs (i.e. the relative weight of current accounts and 3 month deposits is 
overwhelming in total deposits). On the other hand, the other four VISACAs are 
predominantly associations with a bias for longer term deposit instruments (6 or 9 month 
deposits). This particularly stands out for Village 3 and Village 5. One factor seems to lie 
behind this contrasting intertemporal preference for different deposit instruments. The first 
two VISACA villages mentioned above are not part of the Jahally-Pacharr Rice Project and 
therefore do not grow rice. The other four are. Savers cannot afford to lock themselves 
into relatively illiquid savings if they don"i. have alternative streams of income to service 
their liquidity needs tL'oughout the year. In effect, the rice project creates thi~ liquidity for 
the four longer term VISACAs. They can rely upon two irrigated rice harvests per year 
while the other two non-rice villages cannot. Being subject to much less certain income 
flows, they mus~ protect their liquidity with shorter term deposit instruments. 

B. Growth of Deposit Outstanding Balances 

Another revealing perspective is the trend in deposit growth over time that can be 
seen through the change in the end of year outstanding balances for the four principal depo
sit instruments for all VISACAs combined since 1988 in Table V-B. As of ~cember 1991, 
a total of 188,006 dalasis was outstanding in 485 accounts resulting in an average balance 
of 388 dalasis per account The growth was a little over threenfold for total outstanding 
deposits of all VISACAs in Table V-B for the two years from January 1st, 1989 through 
December 31st, 1991. Current account bahrnces grow most rapidly (about 8 fold) followed 
by 6 month deposit balances (4 fold) with the longest kim 9 month deposit instrument 
growing the slowest (2.4 times). As pointed out earlier in the cumulative data, the 6 month 
deposit account was uniformly the most popular savings instrument from 1989 to 1991, 
accounting for 43 percent of total deposits in 1989, representing 58 percent in 1990 and 49 
percent in 1991. 

Of all VISACAs, Village 4 ranked first with the largest share of outstanding balances 
through time, capturing 38.4 pera;nt of total outstanding balances for the four years com
bined (see Table V-9 and Figure V-3). Village 6 and Village 5 were second and third with 
28.1 percent and 23.9 ~rcent respectively. Village:: 1 had only 4 percent of all outstanding 
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deposit balances summed up for four years, closely followed by Village 2 with 3.5 percent 
Village 3 was last with only 2.1 percent (Table V-9 & Figure V-3). Again, the two non-rice 
project village VISACAs (Village 1 and Village 2) stand out as relatively less secure and less 
wealthy villages mobilizing a much smaller volume of savings deposits. At the same time, 
Village 3 is the only rice-village that also appears insecure in its deposit behavior ~rhaps 
because rice constitutes a rather minor part of the villages activity. It records the slowest 
growth in deposits of all villages, has the smallest participation by women and the highest 
number of kafos. It is also the village most involved in cattle raising activity (a classic male 
occupation). Among other things, this suggests that an agricultural base to village life leads 
to more regular income flows and savings than one based on livestock herding. 

It is still too early to draw any definite conclusions about the seasonality of deposits 
in the VISACAs because no definite pattern is evident in the data. However, the economic 
environment in the Sapu area and the VISACA villages is a useful barometer to make a few 
predictions. In all villages, deposits should be expected between February and May when 
groundnuts are sold. In the months after the groundnut season, commonly called the trade 
season (June to January), little mC;"tey would be collected in VISACA villages where irriga
ted rice is not grown. The only rf,ID~.ining source of income for villagers would, therefore, 
come from secondary off-farm acu·ii'des like trade and handicrafts. On the other hand, 
villages actively engaged in th~ Jahally-Pacharr irrigated rice project (Village 3, and 
especially Villa8;e 4, Village 5 and Village 6) and enjoying two harvests of rice a year would 
be able to maintain a less seasonal pattern of deposits throughout the year. In general, for 
these villages, depos.its would increase again by August and September as the dry season rice 
harvest is sold. 

2. Loan pisbursement in tbe VISACAs 

A Credit Flows Through Time and Term Matching Practices 

Most VISACA members list loans as the primary reason for joinin( the association. 
Lending is an important part of the VISACAs' operation and access to lOans is valued 
highly. Despite what some may think of as high interest rates (40 and 60 percent), the 
VISACA loan rates compare favorably to village money lender rates that can reach 140 
percent The confidentiality involved in individual loan disbursement is another feature 
members like about the VISACA. 

Since the VISACAs began granting loans in 1989, a total of 366,709 dalasis (45,838.6 
dollars) have been iliSued cumulatively to 1266 members as of December 1991 resulting in 
an average loan size of 290 dalasis or about 36 U.S. dollars equivaici1! (see Table V-IO, 
columns 8 and 12), The average loan term for all loans issued during this period has been 
156 days (five months) which, not surprisingly, is approximately one month less than the 
preferred deposit term length. As a general policy, all VISACAs try to match the term 
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structure of a given volume of loans with that of a comparable volume of deposits so as to 
be able to service withdrawals. Moreover, to instigate the savings habits of their member
ship, some VISACAs now require a one-time deposit for members to be eligible for future 
loans. The proportion of people who receive a loan is still very much dependent on 
membership involvement through savings accounts activities that comprises the loan pool. 
Consequently, 48.3 percent of the members were issued 630 loans in 1991, very much in line 
with a total participation of 47.4 percent of the members holding the 619 existing savings 
accounts at the same time. 

The term matching feature so characteristic of VISACAs deserves more commenL 
Any financial institution must be prepared to engage in responsible liquidity or cash flow 
management. Loan repayments must be scheduled in such a way as to facilitate deposit 
withdrawals. Moreover, this must be programmed so that possible delays in repayments do 
not lead to a liquidity crunch (i.e. an inability to service regularly scheduled deposit 
withdrawals or renewals). The VISACAs protect themselvC'.s from this risk through two 
mechanisms: the high interest rate margins pointed out earlier and the staggered scheduling 
of loan terms for a period shorter than the deposit instrument supporting this lending. The 
twenty point margin between depCisit and loan rates generates substantial net interest 
earnings, to contribute to the funds needed to cover deposit withdrawals in the face of late 
loan repayments. At the same time, a given volume of three month deposits are drawn 
upon to support a comparable volume of loans but staggered or ~hortened to two months 
or less in term, six month deposits tiUpport loans at five month terms or less, etc. In this 
way, VISACAs are able to meet obligated term deposit withdrawals when they mature 
except in the case of extreme loan delinquency, a rare event in most VlSACAs. 

B. The External Funding Issue 

The VISACAs were able to mobilize 304,098 dalasis from their savings accounts (ex
cluding current accounts which are not used for loans) while, as pointed out above, 366,709 
dalasis were issued cumulatively to members as loans. The shortfall in funding was obtained 
through external funds in June 19'91. External donors lent to the VISACAs' management 
at 11 percent annual interest rate for nine months. The management in tum lent to two 
VISACA "illages at the same 11 percent interest rate for the same nine months maturity 
(without revealing the source of the fund). Each village then lent to its respective members 
at 40 and 60 percent annual interest rates for eight months. Borrowers thus paid an effective 
27 and 40 percent interest on their eight months loans. For the first experiment with donor 
funds, the margin for VISACAs was 18.4 percent [(40% x 8/12)-(11% x 9/12)] anei 31.75 
percent [(60% x 8/12,-(11% x 9/12)] respectively. In fact, Village 5 has seen a dramatic 
increase in the number of loans granted from 101 loans in 1990 to 234 loans in 1991, after 
receiving this injection of outside money. Village 4 also received some of this money. This 
volume of outside money was placed in nine month deposits with loans going out for eight 
months terms, thereby lengthening the term maturity (term transformation) beyond the more 
common five month term supported XjY locally mobilized deposits. Among other things, this 
increases the probability that more loans could be issued for agricultural operations that 
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have longer gestation periods than the short-term 'trading activities typically supported by 
VISACA deposits. In practice, however, many of these long term loans were paid off early 
following the harvests of groundnuts and rice in December and January. It would appear 
they were used to smooth consumption expenditures over the period June-December and 
then paid off with harvest proceeds. 

This external funding of loan activity raises some important questions. Outside funds 
can make a contribution to VISACAs through allowing them an opportunity to expand their 
loan activity beyond the level of their deposit resources. At the same time, it allows lending 
for longer term loans, thereby opening up the possibility of incorporating more agricultura1 
loans in the portfolio that heretofore had been dominated more by trading loans. Because 
these loans were granted at a time when people were in need of seeds and fertilizer for 
their upland fields (end of May 1991), it is not unlikely that these loans directly supported 
agricultural undertakings. They also probably played the equally valuable role of smoothing 
the cash flows for consumption over this period. In any event, the fungible nature of 
financial inflows and outflows make it difficult to identify the probable use of funds. No 
doubt they were used for a variety of purposes. More important for our ~~ion is that 
this external funding can also introduce a donor virus into a healthy local savings and loan 
effort. The careful loan evaluation and loan recovery practices can quickly collapse into a 
"take the money and run" psychology since it is not the villagers own money (or the savings 
of their neighbors). In short, borrow~rs would not encounter any severe sanction in not 
repaying externally financed loans. 

The VISACAs, fortunately, have carefully and laboriously established their indigenous 
village-based and village-run identity based on village savings. Hence loan recovery (as we 
shall see shortly) has been reasonable. The gradual introduction of some outside funding 
could possibly allow these associations to expand their loan activities and engage in oome 
term transformation as long as the relative share of outside money remains a distinctly 
minor share of tolai funding and is not associated with any earmarked or targeted loan 
scheme. Targeting merely signals borrowers that the money comes from outside resources 
and, not surprisingly, it is precisely this part of the association's loan portfolio that would 
then not be repaid. Currently outside money has reached almost 10 percent (9.&6 percent) 
of total funding. Fortunately, all these loans were repaid by March 1992, indicating that the 
experiment worked successfully this one time. Nevertheless, it would be risky to increase 
this outside funding much beyond the 20 percent range without placing at risk the VISACAs' 
incentive structure for repayment and saturating the market for secure lending opportunities 
in these villages. 

C. Loan Practices and Characteristics of the Loan Portfo!io 

Loans are granted on a first-come, first·served basis according to available funds. 
The VISACA loan committee makes the final decision on loan approval and the amount 
approved. Collateral, often in the form of livestock or farm implements and gold jewelry 
for women, is required to secure a loan. Moreover, field interviews suggest that this 
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collateral is linked to a sufficiently credible local enforcement milieu within the village to 
ensure good loan repayment. Most loan applicants indicate trading as the purpose of their 
request although loans are issued for a wide variety of other purposes. The VISACAs do 
not engage in loan targeting. They quickly realized that money is fungible and consumption 
credit is just as productive as any other loan. Indeed, the availability of consumption loans 
can smooth out consumption flows throughout the year, thereby releasing personal savings 
to be used for investment purposes rather than consumption. In brief, the availability of 
consumption loans can be a form of insurance that guarantees consumption levels, thereby 
leading indirectly to an increase in investment through the borrowers savings. 

In the year 1991 alone, 630 loans were granted to 48.3 percent of the total 
membership of the six VISACAs. Loan sizes in the VISACAs range from a low ten dalasis 
to a maximum of 3,000 dalasis and loan duration never exceeds a year. According to a 
CIDR report in 1990, most loans went out for trade purposes as 56 to 97 percent of 
VISACA loans were given out to shopkeepers, for petty trade, sale of coarse grain, and 
cattle trading (CIDR, 1990). The high share of loans for trading activity and fewer loans 
for farming was explained by the presence of other NGOs in the area (Action Aid) and the 
Jahally-Pacharr Project that specialized in granting fertilizer and farm equipment loans at 
very low interest rates. Given the relatively short term loans in the VISACAs (more 
commonly three to six months), most loans would not be expected to support agricultural 
production that has a longer seasonal gestation. Many loans are used to finance village 
trading activity in which the inventory turnover of goods is consistent with the shorter term 
structure and where trade margins can support the higher interest rate than those commonly 
associated with agriculture. 

Women account for 52 percent of total VISACA membership and are equally well 
represented in the loan portfolio. VISACA female me;mbers received 659 loans as of 
December 1991 which accounted for 52 percent of the 1266 total loans cumulatively granted 
to all members from the inception of the VISACAs (Table V-ll). Loans requested by 
women are mainly for petty 'trade and handicrafu;, according to the same 1990 CIDR report, 
and based on some information from one of the VISACAs' files. For three consecutive 
years from 1989 onwards, more than 50 percent of all loans were issued to women while, 
on average, 40 percent of the total female membership of the VISACAs has been able to 
secure a VISACA loan. 2 

2 It is important to point out that bios ha\'C become Jess important in VlSACA loan actiWy. Kalos very 
rarely apply for loans, but they participated in an important way in the savings effort, particularly at the beginning 
of the VlSACAs. Individual bio members are DOW more commonly applying fQ" individual loaDs to satisfy their 
Deeds. 
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IV. LOAN RECOVERY PERFORMANCE 

Table V -12 documents 1O&D disbursement and loan recovery for the VISACAs for all 
954 loans issued and due for repayment from January 1st 1989 through December 31st 1991. 
All due dates for repayment fell within this three year period. Five VISACAs had complete 
information on loan disbursements and loan recovery. Since Village 2 began operations 
only in 1991, none of its 29 loans issued in 1991 fell due during this year. One VISACA, 
Village 3, issued 50 loans during this two year period, however, the research team was 
unable to secure any information on the loan repayment status of these loans. 

Therefore, based on the information on the four VISACAs that had a documented 
history of loan disbursements and loan recovery from January 1989 through December 31st 
1991, the overall repayment rate was an outstanding 94.4 percent by number of loans and 
94.7 percent by the volume of loans (Table V -12, column 8). The best performing VISAc}~ 
were Village 6 and Village 1 with a remarkable 97 percent loan recovery rate over this three 
year period. The lowest repayment was recorded by Village 5 at 90 and 92 percent a still 
vel)' fine performance. For the VISACAs as a whole, some delay in loan repayment is a 
very common phenomenon, as Senegalese purchasers have taken 4 to 6 months to pay 
Gambian farmers for their groundnuts. This suggests that VISACAs may well be playing 
an interesting insurance role by allowing these groundnut producers and traders, along with 
other borrowers, more flexible loan terms to repay their loans somewhat later than 
scheduled. 

Table V -13 highlights this issue in detail through documentation of the time profile 
of loan repayments for all 906 loans in the four VISACAs discussed above. Overall roughly 
37 percent of all loans due were repaid proml,tly or in advance whereas 36 percent of the 
loans were repaid one month late, approximately 16 percent between one and three months 
late, and 4.3 percent more than three months late (panel B, column 7). It is interesting to 
note that a significant part of all loans (30 percent) were repaid early. As mentioned 
earlier, no repayment information was available on the Village 3 VISACA which has had 
a sluggish operation for some time now, recording the lowest share of village membership 
and the slowest growth of all VISACAs, while more investigation of this VISACA is called 
for, oral evidence in field interviews suggest that most all loans have been repaid. 

In summary, the VISACAs, record outstanding repayment records over this three year 
period. No other formal or NGO financial intermediary in The Gambia can match this 
performance with the possible exception of the BICI and SCBG, but no data on loan 
recovery or arrears are publicly available for these private banks, hence comparisons are n.ot 
possible. Furthermore, judged on the risks inherent in the VISACAs portfolio with an 
overwhelming low income rural constituency, the above performance stands out as a 
remarkable achievement. 
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To place this in a relevant context, the credit union movements in Togo and the 
Cameroon are frequently pointed to as the outstanding success stories for non-bank financial 
intermediaries in Sub-Saharan Africa. Yet, the Togo movement in 1986 after 20 years of 
history and donor support still registered 18 percent of its loan balances as more than one 
year overdue. (Cuevas, 1989). 

Another pertinent performance indicator is the rate of return of the VISACA loan 
portfolio. This was estimated for the VISACAs for the calendar year 1991 (see Table V-14). 
Overall the five VISACAs register a 26 percent weighted average annual rate of return, a 
promising result reflecting the solvency of the movement during this period. Village 3 
registers the highest annual rate of return (40 percent). This grows out of it5 higher average 
annual interest rate (60 percent) vis-a-vis the other VISACAs in the table and the fact that 
a larger majority of its loan portfolio was issued for a longer term (8 mnnths or more) 
leading to a higher average annualized interest rate compared to other VISACAs (where 
5 to 6 month term loans were more common). 

A final indi,tor of the remarkable performance of the VISACAs is its loan deposit 
ratio of 100 percent, i.e. the term matching practice of the VISACAs for loan and deposits, 
excluding demand deposits, means they operate with a one-to-one loan deposit ratio. This 
ratio is much higher than that characteristic of credit unions worldwide (50 to 60 percent) 
who hold much of their savings in deposit accounts in branches of banks rather than using 
them for loans. Similarly, this ratio is much higher than that of the private banks in The 
Gambia (33 percent) who allocate most of their deposit resources into T-bills or other non
loan assets. This high ratio for the VISACAs implies a "no reserve" policy for time deposits, 
a seemingly risky practice. However, since 100 percent reserves are held on demand 
deposits this compensates for no reserves held on time deposits. 

v. LESSONS LEARNED AND CONCLUDING REMARKS 

The single most important feature behind the VISACAs success is the local savings 
mobilization dimension that has nurtured and expanded the funding base from its inception 
in 1988 to the present. This feature quickly established the legitimacy of these young 
associations. It meant that villagers controlled their own association, guaranteed their 
autonomy in decision making and introduced a moral authority for responsible loan 
administration and loan recovery of their own funds. This locally mobilized resource base 
clearly created the environment for local village assemblies to meet and discuss such 
questions as the composition and responsibilities of the management committees and the 
establishment of interest rate policies and composition of savings instruments. 

Six important operational fealor"~ have come out of these discussions and have 
shaped the positive performance of the VlSACAs since their inception. Em, the depositors 
were paid positive real rates of interest on their savings and borrowers have paid positive 
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rates on their loans. Moreover, the effective interest rate earned on deposits and paid for 
loans are higher than those earned and paid in the formal financial markets of The Gambia 
in Banjul. This is an important lesson underscoring the fact that rural borrowers in fact can 
and do pay 20 to 30 percent interest rates on 6 month loans (based on 4f) to 60 percent 
annualized rates). On the savings side, depositors in the VISACAs earn substantially more 
on their savings than do depositors in formal banks. Six month deposits (the most 
commonly held deposit instrument) earn either 10 or 15 percent interest (based on 
annualized deposit rates of 40 to 60 percent). Banks at best pay 12 to 14 percent annualized 
interest on time deposits. 

Second loans are not targeted in the VISACAs. Since outside money played no 
initial role in the funding base for on-lending, villages had the autonomy to decide whether 
loans should be targeted in any way or remain untargeted with management committees 
servicing loan requests on a first come, first serve basis. They decided on the latter course 
of action with positive results in the end as a diversified loan portfolio contributed to good 
loan recovery. 

Third short term loans of six months or less have predominated in the VISACAs. 
Only a few loans beyond 9 months have been made. Among other things, this implies that 
trading activity, artisan activities and handicrafts, and other non-agricultural activities will 
necessarily have to play an important role in any village banking initiative. These activities 
generate value added in their own right, are more suited to shorter term finance and can 
cover the interest rate charges with their earnings. Nevertheless, some farming loans are 
made, especially to the rice irrigated farmers who benefit from a two harvest season. More 
importantly, farm families are involved in many of the off-fa."11l and non-farm activities 
mentioned above and clearly benefit from VISACA loans. Forcing targeted loans into what 
are misleaclingly called "productive" activities is a misplaced and counterproductive effort 
often undertaken by donors. It is refreshing to see the VISACAs have been unencumbered 
by this typical form of donor intervention. 

Fourth. the VISACAs have managed their assets and liabilities intelligently by 
carefully matching the term structure of loans and deposits in a consistent fashion to meet 
liquidity demand. This is an extremely important lesson that should be followed by all 
village based savings and loan initiatives. These organizations must calibrate the cash flow 
derived from their loan repayment schedules to meet the term schedule of depooit 
withdrawals. Among other things, this implies that several (ieposit instruments should be 
made &vailable so that several loan term maturities can be t()ffered to meet loan demand 
consistent with these deposit term instruments. The VISACAs have shown that a safety 
cushion should also be programmed into this term matching exercise to cover for the fact 
that some loans may be repaid with delays. Hence, loan maturities are typically issued for 
slightly shorter terms (usually one month) than the deposit term obligation supporting them. 

The fiflh operational feature that comes out of the VISACA experience is the impor
tant role of collateral. Farm equipment and livestock were the typical forms of collateral 
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pledged by borrowers. Management committees take these pledges responsibly and will 
take possess~Dn of the collateral of seriously delinquent borrowers. The important lesson 
here is that the credibility of local enforcement of collateral obligations will only work when 
it is based on local saVillgs (that are not being repaid) and when local officials support these 
actions as ethical and proper. It would appear that the threat of taking collateral is 
sufficiently credible in the VISACA villages to encourage responsible loan repayment 
behavior. 

Last but not least of all the features is the self-management approach to the 
VISACAs. The successful experience here has proven once again that villagers can be and 
should be given more, if not full responsibilities to manage their own finances. Along with 
these six operational features are two important lessons from the donor program design for 
the VISACAs that merit discussion. First, the VISACA donof3 were only interested in 
setting up VISACAs where there was substantial non-agricultural activity (or c .mversely, an 
amply funded region-specific agricultural development project that generates substantial 
non-agricultural income streams). This grows out of a '.:oncem that a local village savings 
and loan effort could not hope to pay savers an attractive return on savings through interest 
earnings from loans primarily based on agricultural activity alone. The loans are too risky, 
the returns too pro11Jematical, and the term maturity too long to service 3 to 6 month 
deposit instruments that would be required to attract local savings. People in rural areas 
cannot afford tu lock up their savings for 12 month periods, and certainly not for interest 
rates & low as the average rate of return to farming in these settings (adjusted for risk and 
default). This is an extremely important lesson for any NGO effort designed to issue loans 
through locally mobilized savings in rural Gambia. 

The seco"d important lesson of program design in the VISACA experience is to 
appreciate the logic of a two stage sequence of donor involvement in promoting local 
savings and credit associations. In the first stage, donor support was focused on promotion, 
technical assistance, and training, with a long term resident advisor working closely with the 
VISACAs. No external funding was provided for on-lending. The objective was to promote 
properly remunerated local savings deposits as the exclusive base for on-lending, thereby 
ensuring local identity and local control and autonomy in decision making, both of which 
are essential ingredients for promoting responsible loan recovery. 

The second stage, some three to four years later, allows for some donor funding to 
be use';'} for on-lending through the vehicle of 9 month or 1 year deposits. This exp8.l'.ds the 
base for on-lending beyond the limits set by the local deposit base. More importantly, it 
extends term transformation into longer term loans than would be possible with locally 
bast=d term deposits. The loan activity that grows out of this action is untargeted and there
fore blends into the generalized practices used for other loans. Still, there is little likelihood 
that these longer term loans would move substantially into agriculture if borrowers have to 
pay 40 to 60 percent annualized interest charges (depending on the VISACA). It is unlikely 
that any agricultural activity earns that kind of return in The Gambia. An important caveat 
to this second stage is to limit the volume of outside funding for on-lending to no more than 
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15 to 20 percent of total lending sources. Otherwise, the image of local identity, local 
control and, most importantly, local savings could become jeopardized as a donor virus 
contaminates the portfolio with an entitlement or dole psychology, and borrowers "take the 
money and run." 

The next stage of the VISACA movement is the most challenging, namely, expanding 
the movement into a larger number of villages in several other regions of the country. This 
action could begin to create a network of VISACAs that, in effect, would generate scale, 
scope and spatial economies and possible linkages to the banking system. This would occur 
only if a seoond level regional federation would emerge that could play a role in 
intermediating between surplus and deficit units within the movement, become a lender of 
last resort, and a service center for auditing and other teclmical assistance. It may be 
premature to expect this to emer3e in the immediate future. However, it is not an 
unreasonable long term objective as long as there are other regions in The Gambia that can 
generate the income streams for savings mobilization comparable to those generatt:d by th~ 
Jahally-Pacharr project. 

The current discussion about setting up a regional training center for NGOs to 
expand the VISACA experiment to other regions is opportune and potentially promising. 
It is time for NGOs to sit down and discuss the lessons learned from the VlSACA experi
ence. It is also opportune to identify the information needed to design and launch new 
VISACA initiatives. Finally, it is pertinent to spell out the type and magnitude of start up 
(non-loan) subsidies that are needed to launch viable long term village banks. In this 
regard, heavy expenditures on literacy, numeracy and bookkeeping training are required in 
large part becal'.5e the Gambian government has failed to invest in basic schooling in the 
countryside. 

The issue that surfaces at this point is whether an initiative of this scope and 
magnitude combined with other international donors would preempt the perceived role of 
TANGO currently envisioned in the rest of the NGO community in The Gambia. At the 
very least, it could represent a parallel effort emulating many of the roles and functions 
currently under discussion in TANGO. The contrasting operational philosophies between 
the VISACAs, on the one hand, and other NGO operators in The Gambia, on the other 
hand, perhaps have led to this separate independent stance. Nevertheless, it would be in 
the ulterest of TANGO officials to encourage the VISACAs from their current observer 
status, to advise the TANGO movement and playa decisive role in shaping TANGOs 
agenda. The VISACAs are the only entity in The Gambia that has created a viable, village 
based savings and credit movement It would be wise for the TANGO to build on this 
experience and incorporate the VISACA group to play a meaningful role in designing 
TANGO's future. 
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Table V-I 	 ladhldual ..d Group (Kafo) Me.benldp ...eu._tIft EIId GlY,.. ..... by VIuca ad 
Gallier from 1_ to MardI 1992. 

1988 

VlSACA MALB PBNALB ICAPO TOTAL 

ValJal'C 1 
Vt1lqe 2 
Va1IaJc 3 
V·t1lqe 4 
Vt1lqe S 
ValJal'C 6 
TOTAL 

0 
0 

22 
0 
0 

'70 
9Z 

0 
0 
1 
0 
0 

'79 
80 

0 
0 

17 
0 
0 
3 

20 

0 
0 

.eo 
0 
0 

l.52 
192 

1989 

VlSACA MALB PBNALB ICAPO TOTAL 

VJUaae 1 
Vt1lqe 2 
Vt1lqe 3 
Vt1lqe .. 
Vt1lqe S 
ValJaac 6 
TOTAL 

14 
0 

34 
34 
57 
81 

220 

2 
0 

10.. 
61 

129 
~ 

1 
0 

20 
1 
5 
S 

32 

17 
0 

64 
83 

123 
215 
502 

1990 
VlSACA MALB PBNALB ICAPO TOTAL 
ValJal'C 1 
VilJa&e 2 
Vt1lqe 3 
VuJqe 4 
VlUqe S 
Vt1lqe 6 
TOTAL 

37 
0 

39 
66 

133 
as 

360 

31 
0 

12 
83 

132 
134 
392 

3 
0 

21 
4 
S 
6 

39 

71 
0 

7l 
153 
m 
225 
'791 

1991 
VlSACA MALB PBNALB - ICAPO TOTAL 

Va1JI&'e 1 73 61 4 138 
Va1JI&'e 2 68 82 8 lSI 
VilJa&e 3 .51 17 21 89 

VillaI'C .. 106 102 8 216 
Vallal'C S 1'79 2M 7 <151 
Va1JI&'e 6 97 149 7 2S3 
TOTAL 574 676 55 13Q:S 

1992 

VlSACA MALB PBMALB ICAPO TOTAL 

Villa. 1 71 62 4 143 
VlUqe 2 9S 106 9 210 
VllIaF 3 52 17 21 90 

VlUqe" 112 106 8 226 
VlUqeS 1'79 269 7 45S 
VilJa&e 6 97 156 7 260 
TOTAL 612 716 56 1384 

Source: VlSACA (del. 
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TableV·2 	 Almual PruftIe 01 Ead 01 Yar T.... M........p 'or all VlSACAI hal Deceiaber 1_ to 
MarcIa 1m. 

1988 1989 1990 1991 March Growth 
1992 Multiplel 

(1) (2) (3) (4) (5) (6) 
Village 1 0 17 71 138 143 8.4 
Village 2 0 0 0 158 210 

Village 3 40 64 72 89 90 1.4 
Village 4 0 83 153 216 226 2.7 
Village 5 0 123 270 451 4SS 3.7 
Village 6 152 215 22S 2S3 2tiO 1.2 

Total 192 S02 791 130S 1384 2.8 
Perccnt Change 161.5 57.6 65.0 6.1 

Sourcc: Table m-l. 

Note 1: The growth multiple was cakulatcd as the ratio of column 5/cobmlD 2. 
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FJaure V-I 

Individual and Group (Kafo) Mcmbcnhip Ewlutioa 


by Gcndcr from 1988 to March 1992 


Membership 

1378 ................ 

............. 

,.' Total 
1184 

990 

,.,./ 
796 ,. , ,. , . 

.,. 
,.'602 .,., ,. ,. ,. 


408 
,. 


, ,,. ,. 
214 

20~--~------~··~··~··~··~··~··~··~··~··-·~··~··-··-··-··-··-.. -..-.. -.. -.~.. .. - - ~----.. - - .. -.. -.. -.. -.. -.. .. 
1988 1989 1990 1891 1892 

Year 

Source: Table V-I. 
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Table V-3 Share of VlSACA'. Membenll.p .. 0nnII ~'.:~ Popu..tiM .. of Deeaaber 1"1. 


VlSACA Vil1agc Population VISACA Membership ...!.!ISACA Membership 

(1) (2) (3) 

Village 1 491 138 28.1 
Village 2 443 158 35.7 
Village 3 547 89 16.4 
Village 4 413 216 S2.3 
Village S 1683 451 26.8 

Village 6 897 2S3 28.2 
Total 4056 130S 32.2 

Source: Data OD village population were obtained from a ClDR report. 
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Table V-C 	 Female PartJdpaUoa ID tile VlSACAs' Cunal.tIft Meaabenlalp u 01 MardlI99.Z aad Growth 
Multiples ror Male aad Female Memben rn. Def:eaaber 1989 to MardI 1992. 

March 1992 March 1992 Growth MultipIel (March 
1992/Decembcr 1989) 

VISACA Total Membership % Female Male Female 
(1) (2) (3) (4) 

Village 1 143 43.4 5.s 31.0 
Village 2 210 SO.5 
Village 3 90 18.9 1.5 1.7 
Village 4 226 47.0 33 2.2 
Village 5 455 59.1 3.1 4.4 
Village 6 253 60.0 1.2 1.2 
TOTAL 1384 51.7 2.8 2.9 

Source: Table V-I. 
Note I: 	The growth multiples are the ratio of total mcmbcnbip as of March 1992 to mcmbcnhip as of 

December 1989. 

Flaure Vel 

Relamc Size of Membership by Geuder in all VlSACAs 


as of March 1992 


(4%) 

SoUrce: Tables V-I aad V-3. 



T2~V-5 Number or Deposit AcICounts aDd Pcn:eDt orMembership as Depositors for the Four PriPdpal Deposit &:cOWlts by VlSACAt December 
1991. 

Number of Accounts and Percent Membership Holding These Accounts 
Current % 3 months % 6 months % 9 months % 
Account Membership Deposit Membership Deposit Membership Deposit Membership 

VISACA Accountl Accountsl Accountl 

(1) (2) (3) (4) (5) (6) (1) (8) 
Village 1 16 lL6 Xl 19.6 4 2.9 1 0.7 
Village 2 15 9.5 17 10.8 6 3.2 0 0.0 
Village 3 0 0.0 17 19.1 17 19.1 6 6.7 
Village 4 2.1 10.6 45 20.8 145 67.1 28 13.0 
Village 5 11 2.4 22 4.9 (fJ 153 63 14.0 
Village 6 14 5.5 6S 25.7 6S 25.7 22 8.7 
TOTAL 19 6.1 193 14.8 306 2.1.4 120 9.2 

Source: VISACA files. 

Note 1: The interest rate paid OIl ddcposits wu 20 pcrcCDt in 4 VlSACAs and 40% ia 2 VlSACAs. 
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Table V"' 	 VoIlIIII'! of Dep.lt. (Ia Dalull) AcallalaW TIaroaP n.e rro. die IIM:epd_ 01 Each 
VlSACA to December 1991 Ia die Four Prbadpal De,.lt Accoutl by VlSACA. 

Deposit ACOO'4IDls l 

CUrrent 3 Month 6MODth 9 Month Total 
VISACA Account Deposit Deposit Deposit Deposit 

(1) (2) (3) (4) (5) 

Village 1 14,765 40,141 3,200 5,000 63,106 

Village 2 4,312 5,335 2,700 0 12,347 
Village 3 0 2,7ff7 2,S8S 7,435 12,807 
Village 4 29,048 17,360 48,338 15,625 110,371 
Village 5 14,471 7,065 25,216 38,532 85,284 
Village 6 32,999 19,913 52,921 9,945 115,178 
TOTAL 95,595 92,601 134,960 76,537 399,f1J3 

Source: VISACA files. 

Note 1: The annuallli!ercst rate on term deposits were 20% Rnd 40% depending on the VISACA. 


Table V·7 	 Relative Importuce 01 tile Vol.... 01 DepollU .. die FOUl' Prbadpal De,..t Aa:oantl 
Accumulated 'I1IrouP 11IDe rn- die 1IM:epda. 01 EadI VlSACA to Decelllber 1991 by 
VlSACA. 

Volume of Deposits (%) 

CUrrent 3 Month 6Moath 9 Month Total 
VISACA Account Deposit Depodt Deposit 

(1) (2) (3) (4) (5) 
Village 1 23.4 63.6 5.1 7.9 100.0 

Village 2 34.9 43.2 21.9 0.0 100.0 

Village 3 0.0 21.8 20.2 58.1 100.0 

Village 4 263 15.7 43.8 14.2 100.0 

Village 5 17.0 8.3 29.6 45.2 100.0 

Village 6 28.5 17.2 45.7 8.6 100.0 

TOTAL 	 23.9 23.2 33.8 19.1 100.0 


Source: Table V-6. 



26 


TableV.s· OutstaacUaa Bela...,.. '01' all VlSACAI eo.lUed b; tile 'oar PriIIdpai Depoelt Acawats, 

from 1988 10 1991. 

~ 

Cum:at Accouatl 3 _tb tenD dcpoIitl 6 IDOGtb term dcpoIitl 

Year #- Amouat 
Avmp 
BlJaaceI #- Amouat 

AYe" 
BlJaaceI #- Amouat 

Ave,.. 
Belaaccl 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

1988 0 0 0.0 4 5,180 1,445.0 0 0 0.0 

1989 1 1,502 1,502.0 18 1,395 71.5 11 11,155 1,014.1 

1990 18 2,040 113.3 38 12,345 324.9 101 «J,'T14 399.1 

1991 43 111,511 2,7.U8 19 4,142 218.0 121 42,948 338.2 

Tolal BIJaace 62 15,293 346.1 19 23,662 299.5 340 94$T1 395.3 
Growth 43 1.8 1.1 3,0 11.5 3.9 
Multlplc2 

9 IDOGtb term depoIitl 	 Total 

Year # Amouat Ave,.. Ballacel # Amouat Ave... Blluccl 

(10) (11) (12) (13) (14) (15) 

1988 0 C 0.0 4 5,'1110 1,445.0 

1989 15 11,7lO 181.3 45 25,m 512.1 

1990 34 14,623 430.1 192 69,182 leA 
1991 55 21,831 506.0 244 86,672 355.2 
Total Belaacc 104 54,114 520.9 4&S 1Il8,006 381.6 

Growth Multip!c2 3.1 2A 5A 3A 

Note 1: Average is obtained by dividiDg total volume by the Dumber of ac:c:ounts. 
2: Growth multiple is obtaiDcd by dmdiDg total balaac:e in 1991 by total balance in 1989. 

Table V-9 	 VoIUJDe olOutstudlq Depoelt ""Peel '01' AU '0lIl" DepolltAa:outs by VlSACA froID 1988 
10 December 1991. 

1988 1989 1990 1991 Total 
Outstandiug OutstaDdiug Outstandiug Outstandiag Outstandiug 

VISACA Deposits Deposits Deposits Deposits Deposits % Total 

(1) (2) (3) (4) (S) (6) 

Village 1 0 0 1270 6291 7561 4.0 

Village 2 0 0 0 6670 6670 3.5 

Village 3 2SO 570 1180 1935 3935 2.1 

Village 4 0 S920 30840 35415 72175 38.4 

Village 5 0 10417 11786 16715 44918 23.9 

Village 6 5530 8865 18706 19646 5'rT47 28.1 

Total 5780 '1ST12 697frl 86672 188006 100.0 

Source: VISACA files. 
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FlpreV..J 
Share of Cumulatiw OutstaDdiag Deposit Balances (or 1988 through December 1991. 

lage 3 (2%) 

lage 2 (4%) 

(4%) 
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Table V-I0 	 Total Value 01 Loau lulled, AftI'IIIe Lou sa. .. Dela'll, .... T_ MatultJ (Ia DIIJI) by 
VlSACA ....... 196 ta 1991. 

1990 
 Total 

VISACA 


Village 11 

Village 2" 
Village 3 
Village 4 
Village 5 
Village 6 
Total 

No. of 

Loans 


(1) 

o 

11 

62 
52 
84 

209 

1939 


Total 

Value 


(2) 
o 

rno 
4810 
9320 

21,S45 
38,445 

No. of 
LoaDs 

(3) 

33 

7 
193 
101 

93 
4rT 

Total 
Value 

(4) 

18,S4O 
o 

1400 
44,290 
29,980 

30,405 
124,615 

1991 

No. of 
LoaDS 

(S) 
tr7 
29 
32 

151 

234 
97 

630 

Total 
Viluc 

(6) 
25,986 

2760 
8930 

52,013 
10,050 

43,910 
203,649 

No. of 

Loans 


(7) 
120 

29 
50 

4106 

3lr1 
27,4 

1)66 

Total 

Value 


(8) 

44,526 
2,7(JJ 

13,100 
101,113 
109,350 

95,860 
366,709 

Awragc Loan Size (in Dalaais)' 	 Awragc Term (in days)4 

1989 1990 1991 1989 1990 1991 

VISACA Average 
Loan 
Size 

Awragc 
Loan 
Size 

Average 
Loan 
Size 

Total 
Aw. 
Size 

Awragc 
Term 

AYCI'I8C 
Term 

Awrage 
Term 

Total 
Aw. 
Term 

Village 11 
(9) (10) 

S62 

(11) 

299 

(12) 
371 

(13) (14) 
as 

(15) 
157 

(16) 

137 
Village 2" 95 95 121 121 
Village 3 252 200 279 262 tr7 139 195 163 
Village 4 78 229 344 249 109 134 110 145 
Village 5 179 297 299 283 167 m '1JJ7 1tr7 
Village 6 2S6 327 453 350 129 151 138 140 
All VlSACAs 184 292 323 290 131 138 176 156 

Source: VlSACA files. 

Note 1: No loans were granted in 1989 in Vallage 1. 


2: 	Village 2 was not yet in operation in 1989 and 1990. 
3: 	Averaee loan size is obtained by dividing amount of loans issued by the number of loans issued. 
4: 	Average term is obtained by dividing total number of days usoc:iated with all loans issued by the total 

number of loans issued. 
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Table·V-ll Selected Iodlcaton ofWomen's Access to VlSACA Loaa. from 1989 through 1991 by VISACA. 

VlSACA Membership Female 
Members 

# of Loans 
Issued 

% of members 
with loans 

# of Femalcs 
wh" lcc:eivcd 

a loan 

% of Female 
members who 
received a loan 

(col 5/0(12) 

% of Loans that went to 
Women 

(wi 5/0(13) 

(1) (2) (3) (4) 
1991 

(5) (6) (7) 

Village 1 138 61 'K1 63.0 39 63.9 44.8 
Village 2 158 82 29 18.4 17 '1IJ.7 58.6 
Village 3 89 17 32 36.0 14 82.4 43.8 
Village 4 216 102 151 (1).9 T1 75.5 51.0 
Village 5 451 26S 234 SL9 125 47.2 53.4 
Village 6 2S3 149 'T1 383 59 39.6 60.8 
TOTAL 130S 676 630 48.3 331 49.0 S2.S 

1990 
0\ 
N 

Village 1 
Village 2 
Village 3 
Village 4 
VillageS 
Village 6 
TOTAL 

71 

72. 
153 
270 
22S 
791 

31 

12 
83 

132 
134 
392 

33 

7 
193 
101 
93 

41:1 

46.5 

9.7 
126.1 
37.4 
41.3 
54.0 

14 

1 
106 
47 
54 

222 

45.2 

8.3 
lZl.7 
35.6 
40.3 
56.6 

42.4 

14.3 
54.9 
46.5 
58.1 
S2.O 

1989 
VdIagc 1 17 2 0 0.0 0 0 0.0 
Village 2 
Village 3 ~4 10 11 17.2 2 '1IJ.o 18.2 
Village 4 83 48 62 74.7 34 70.8 54.8 
Villagc S 123 61 52 42.3 28 45.9 53.8 
Vdlage6 215 129 84 39.1 42 32.6 50.0 
TOTAL S02 2SO 209 41.6 106 42.4 50.7 

Source: VlSACA Flies. 



'TableV-12 Doc:ameutadoa or Loan RecoYa)' by Number or Loans and by Volume or Loans by VlSACA ror an Loans lasued from 1989 0iIwants 
and Due ror Repayment through December 1992. 

Total Loans Issued as of Total Loans Issued and Due Loans Due and Repaid by Recovery Rate for Loans 
December 1991 by December 19IJl December 1991 in% 

VlSACA No. Amount No. Amount No. Amount No. Balances 

(1) (2) (3) (4) (5) (6) (7) (8) 

Vdlagc 1 12D 44,526 72 37,470 70 36,340 972 97.0 

Vdlage2 29 2,7fIJ 0 0 0 0 

Village 3l SO 13,100 48 13,035 
Vdlagc4 406 101,113 324 72,398 3f17 67,388 94.8 93.1 

Village 5 387 109,350 2SO 72,775 226 66,975 90.4 92.0 

Village 6 274 95,860 260 88,29S 2S2 85,94S 96.9 973 

Total 1,266 366,709 9S4 283,973 8SS 256,648 94.4 94.7 

w 
0Source: VlSACA files. 


Note 1: No information was available on Village 3 loan repayment. 
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T..ble V-13 	 Bale DocumeatatiOil of'Ome ProftIe ofLou Re,.ymeats .. Tcnu of NUlDber of LcNuIs aDd 
Rata of Re..,..aat ror Total N ....ber of Loau lulled ad Due ror Repaymeat froIIl Jaalllll')' 
lit 1989 1'hrouab nece.ber 311t 1991 by VlSACA. 

A. Number of Loans 
Indicator/Schedule Village 1 Village 2 Village 3 Villagc 4 Village 5 Village 6 Total 

(1) (2) (3) (4) (5) (6) (7) 
1. Loans duc 72 0 324 2SO 260 9(x; 

2. Repaid on timc 21 18 8 17 64 
3. Repaid ahead of 19 87 102 6S 273 

time 
4. Repaid but less 25 132 67 103 3Z1 

than a month latc 
S. Rcpaid but 1 to 3 S 61 30 46 142 

months latc 
6. Repaid but morc 0 9 10 20 39 

than 3 months latc 
7. Undetermined 0 0 9 1 10 

lcngth' 

B. Rates of Loan Rcpaymcnt by T'JDlC Profile of Rcpayments 
1. Prompt recovery 29.2 5.6 3.2 6.5 7.1 

rate (%)2 
2. Early recovery 26.4 26.9 -iO.8 25.0 30.1 

rate (%)3 
3. Less than a month 34.7 40.7 26.8 39.6 36.1 

arrears rate (% t 
4. One to 3 months 6.9 18.8 12.0 17.7 15.7 

arrears rate (%)4 
S. More than 3 0.0 2.8 4.0 7.7 4.3 

months arrears 
rate (%t 

6. Undetermined 0.0 0.0 3.6 0.4 1.1 
length recovery 
rate 

7. Total recovery 97.2 94.8 90.4 96.6 94.4 
rate (%)' 

Note 1: Undetermined length refcrs to loans with DO due datc listed in VlSACA files. 
2: 	Prompt recovery rate was obtained by dividing the number or loans repaid on timc in linc 2, pancl A, 

by the number of loans due in line 1, pancl A. 
3: 	Early recovery rate was obtained by dividing the number of loans repaid ahead of time (line 3, panel 

A) by the total loans due (line 1, panel A). 
4: 	Recovery rates for less than one month in arrears, &om oae to three months in arrears, etc. is based 

on the number of loans finally repaid during these specified periods (lines 4, 5, and 6 in panel A) over 
die number of loans due (line I). 

5: 	Total recovery rate (line 7, panel B) is derived by adding up all the recovery rates estimated in lines 1-6, 
panel B. 
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Tab1eV.14 Almual Rate 01 Retana lor tile VlSACA Portfolio by VlSACA lor tile Calaadar Year 1991. 


VISACA . 
Average Monthly 

Loan ~aJancc 
Average Monthly 
Interest EarnUJss2 MODthIy Rate of Yearly Rate of 

(in Dalasis) (in Dalasis) Return' Return" 
(1) (2) (3) (4) 

Village 1 8,038.0 149.1 1.9% 22.3% 
Village 21 
Village 3 S;J.17.5 174.8 3.4% 40.8% 
Village 4 29,273.8 632.3 2.2% 26.4% 
Village 5 38,000.4 TlS.6 2.0% 24.5% 
Village 6 19,665.8 450.3 2.3% 27.5% 
All V1SACAs 100,195.5 2,182.1 2.2% 26.4% 

Source: V1SACA files. 

Note 1: None of the Village 2 loans were due in 1991. 


2: Average monthly interest carniDgs is the SUDl of monthly interest payments divided by 12. 
3: Monthly rate of return is column (2)/column (1). 
4: Yearly rate of return is column (3)-12. 

http:Tab1eV.14
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CHAPTER SIX 

ALTERNATIVE FINANCIAL NE1WORKS: 


'1HE SMALL SCALE ENTERPRISE SECI'OR IN 11IE GAMBIA-


I. INTRODUcrION 

This chapter reports on the micro and small scale, enterprise sector in The Gambia. 
Our concern is focused on the sources of the financial services entreprent ,Jrs draw upon in 
operating their businesses. These channels are comprised of the formal institutions 
providing services to a limited number of these entrepreneurs and the diverse informal 
channels servicing a much larger number of this constituency. 

In our review, only one microenterprise program currently operates in the country 
through the Indigenous Business Advisory Service, (mAS). This program provides training 
and financial services to microentrepreneurs. Although the World Bank had initiated an 
enterprise development project in The Gambia in 1988, the funds have not yet been utilized. 
Loans were to be channeled through banks who would borrow from the enterprise develop
ment fund deposited in the Central bank at an interest rate equal to 3 percent below the 
T-bill rate. Banks would then on-lend at the prevailing market interest rate (currently about 
27 percent). The problem with this formula is obvious, with the T-bill rate between 18 and 
19 percent banks could access the World Bank enterprise fund only at 15 to 16 percent 
when regular time deposits were only costing the bank 12 percent The banks had no inter
est in accessing a more expensive source of funds for on-lending. As a result, this enterprise 
development fund has not made any loans in the three year period since its inception. 

Consequently, mAS is the only program in operation which has had made loans to 
small scale entrepreneurs. The first section of this chapter reviews the progress of this 
program based on information collected from mAS' records. The second part of the 
chapter reports on the findings of OSU's survey of mjcro and small scale enterprises 
undertaken in The Gambia in the spring of 1992. The purpose of the survey was to examine 
the relative importance of diverse formal and informal channels and agents that 
entrepreneurs draw upon for financial services. The results of this survey will close out our 
discussion of micro and small scale e Ilterprise finance in The Gambia. 

• special thanks are due to Mr. Benjamin Carr, Ms. lsatou Dca SaWIDC and Mr. Sherif Conntch who 
assisted in many ways to make our SUlYCy feasible. We would like to thauk also Mr. John Sylva and Mr. P. 
Mamoudou Cham at IBAS for their time and c:onsidcratc c:oopcratioa in supplyiag us with the information we 
nccdcd to analyze IBAS. 
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II. 	 REVIEW OF THE MICROENTERPRISE PROGRAM IN THE GAMBIA: 

INDIGENOUS BUSINESS ADVISORY SERVICE (IBAS) 


1. 	 Institutional Backwrund 

The Government of The Gambia set up the Indigenous Buuess Advisory Service 
(mAS) in 1976 under the Ministry of Economic PJanning and Industrial Development 
(MEPID) to assist the microentt:rprise sector. mAS continues to be a government depart
ment presently under the auspices of the Ministry of Trade, Industry and Emp'oyment. The 
principal function of mAS is to deal with employment creation and the development of 
smaI1 scale enterprises (SSEs) in The Gambia. This section provides an overview of this 
program and an assessment of the current portfolio and institutional performance. 

A. 	 Structure of the Institution 

Services are extended by mAS to entrepreneurs who operate SSEs and employ five 
or less employees. mAS provides advisory and consultancy services, training packages, and 
financial assistance to small scale entrepreneurs. In addition to the head office in the 
Kombo area, mAS operates 4 branch offices located in Farafeuni, Bansang, Barra and 
Basse to service rural areas. Volunteer help from the n.o or the Peace Corps occasionally 
provides assistance to the current employees which make up a total of 22 professionals and 
27 support staff. The program is supported by the government although the intention has 
been for some time to make mAS an autonom.ous institution. Program costs are reportedly 
750,000 dalasis on average per year. 

The general manager of mAS reports directly to the permanent secretary of the 
Ministry of Trade, Industry and Employment, and manages the three main departments at 
WAS. These departments are the advisory and extension services unit, training and research 
unit, and \~e credit control unit. The advisory and training facilities at mAS are accessible 
to all interested SSEs. Last year it was reported that a total of 250 SSEs were trained free 
of charge at the main offices of mAS. 

B. 	 Administration Prccedures 

Currently, there are about 600 active member clients registered with mAS. The 
majority of these clients are engaged in manufacturing services, retail trade and horticulture 
produce marketing activities amoung others. Credit services, the principal objective of many 
members and the concern of most of the staff, are available to all entrepreneurs who take 
the initiative to request a loan from mAS. Typically, entrepreneurs fill out loan applications 
with the credit control officer where loan amounts are often negotiated. 
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The first step in the loan evaluation procedure is taken by the extension officers who 
visit the enterprise and assess the potential investment. Second, financial statements, namely 
an income and cash flow statement, are prepared to project the performance of the enter
prise with the new investment plan. Third, the credit control staff review this information 
and make recommendations to the loan committee. The loan committee members then 
evaluate the loan proposals and makes the final decision accepting or rejecting the loan 
request. Loans are given for periods ranging between 2 to 3 years; however, monthly 
installments are generally due after the first month but in all cases before the end of 3 
months of disbursement. 

mAS is currently trying to recover many delinquent and defaulted loans. Thus, in 
the process of evaluadng the performance of the current portfolio and the ability of the 
program to become viable and self sustaining, the following section will review the 
characteristics of this portfolio, followed by a detailed analysis of the performance of the 
portfolio and an assessment of the institution's performance. 

2. Current Portfolio 

A The Overall Portfolio 

Currently, mAS administers three financing schemes drawing on three different 
sources of funds. These funds have been provided by donors and the government as grants 
and were designed to serve as revolving fund schemes. The two funds which were granted 
by donors are the European Economic Community (EEC) Fund and the United Nations 
Capital Development Fund (UNCDF). The third Fund was provided by the government as 
a Resettlement Program for Retrenched Civil Servants. A total of 4,955,290 dalasis was 
disbursed from the inception of the program to l!.lSS under the three schemes. These 
schemes have serviced a total of 433 borrowers (Table VI-I). The average loan size of the 
total portfolio is Dll,444 and the average term is 27 months given at an average interest 
rate of 9.7 percent per annUlI!. Sl)~: tmportant differences exist, however, among the three 
sources of funds. Thus, characteristics of these three funding schemes will be discussed next 
in more detail. 

B. CharActeristics of the Three Funding Schemes 

Table VI-I presents an overview of some of the representative characteristics which 
describe the overall portfolio as well as each funding scheme. The EEC revolving [:md 
scheme was initiated in 1986 and by 1988 had disbursed a total of 1,017,297 dalasis to 121 
borrowers. The UNCDF revolving fund scheme was initiated in 1985 and by 1988 had dis
bursed a total of 2,797,204 dalasis to 188 borrowers. The resettlement program for 
retrenched (i.e. laid-off) civil servants was initiated in 1987 and by 1988 had disbursed a 
total of 1,140,788 dalasis to 124 borrowers. Although a part of these loans were paid back 
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into the revolving·fund schemes, no new loans have been disbursed within these programs 
since 1988. 

mAS was maintaining these accounts and working in collaboration with the Gambia 
Commercial and Development Bank (GCD8) until 1991. The GCD8 was in charge of dis
bursing loans to borrowers based upon the recommendations made by mAS personnel. It 
was reported that loans were granted at the set interest rate of about 11 percent per annum, 
where the bank had a 6 percent share of the interest charge and mAS 5 percent. Seventy 
five percent of the loan amount was guaranteed by the government and 25 percent by the 
bank. 

a.) Loan Size 

On the one hand, the average loan size under the BEe fund which amounts to 
D8,407 is much smaller than the D14,878 average loan size under the UNCDF and D9,I99 
average loan size under the government program. The spectrum of loans given under each 
source of funds, presented in Table VI-2, provides an additional insight into the differences 
in loan size and the concentration of small loans under the EEC program versus the 
UNCDF and the government programs. 

First, almost 20 percent of the loans given under the EEe scheme were below D3000, 
whereas the UNCDF had only 11 percent and the government program had a mere 4 
percent of their loans in this category. The EEC loans are basically concentrated in the first 
3 categories which cover loans up to D9OOO; about 12 percent of the loans faIl in the range 
of D9000-12000 and another 12 percent faIl in the range of DI2000-15000. Only about 6 
percent of the EEC loans are above DI5,OOO. The UNCDF loans are largely concentrated 
in the categories between D3000-12000 with only 1 percent in the range DI2000-15000; 
however, almost 23 percent of the loans faIl in the categories above DI5,000. The 
government program loans, on the other hand, are mainly concentrated under 2 categories. 
First, 37 percent fall in the range of D6OOO-9000 and 41 percent faIl in the range of D9OOO
12000. About 11 percent of the loans faIl below D6000 and another 11 percent faIl in the 
categories DI2000-25000. Thus, these different concentrations present large differences 
between these programs which probably explain in part the different performances of the 
three funding schemes. 

b.) Terms and Conditions 

Figures presented in Table VI-1 show that the average interest rates are highest for 
the EEC loans which amounted to 11.6 percent per annum whereas rates for the UNCDF 
and the government program lo~ns were respectively 10.5 percent and 6.8 percent per 
annum. The average interest rate for the overaIl portfolio is 9.7 percent. This is much less 
than the market interest rates in The Gambia during this time. These nominal interest rates 
are effectively negative in real terms because of the inflation rates ruling in The Gambia 
during the period 1985-1990. 
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Maturity periods ranged from one to three years. The average maturity period for 
the overall loans provided by mAS from 1985 through 1988 is 27 months. However, the 
average maturity period varies by source of funds. Figures in Table 1 show that the BEe 
loans have the shortest average maturity of 23 months, followed by UNCDF loans of 
average maturity of 27 months and, third, the longest maturity of 33 months is given for the 
governnnentloans. 

Almost 80 percent of the total portfolio was concenb'&ted in the greater Banjul area. 
Personal guarantors were required and served as the typical collateral. Important political 
figures frequently served as personal guarantors. This feature induced substantial political 
intervention and probably explains some of the high default rates which will be discussed 
in a later section. 

c.) Gender Composition 

The group of borrowers is comprised of 67 percent male and 33 percent female 
entrepreneurs. However, wide differences exist among the programs. The EEC 
beneficiaries are made up of roughly 47 percent male and 53 percent female entrepreneurs, 
the UNCDF includes 64 percent male and 35 percent female entrepreneurs while the 
governnnent program, reflects a strong male dominance with 91 percent male and 9 percent 
female entrepreneurs. This no doubt reflects the original gender imbalance in government 
service. Figures in Table VI-3 indicate a considerably larger average loan size for male 
borrowers (D13,111) than for female borrowers (D7,789). Larger average loan sizes for 
male borrowers are also associated with longer average maturity periods of 28 months versus 
25 months for female borrowers. Another component associated with larger loan!i for male 
borrowers is the larger arrears rate which equals 63 percent for male borrowers and only 
27 percent for female borrowers. 

d.) Sectoral Distribution 

Originally, the UNCDF scheme excluded entrepreneurs operating in retail trade. 
However, this conditinn was later changed when it was reported by mAS officers that there 
was a high demand for loans by microentrepreneurs operating in this subsector. There were 
no other conditions imposed by donor targeting criteria. Table VI-4 presents the 
concentration of beneficiaries in services, manufacturing and agriculture in each program. 

Beneficiaries of the EEC program are almost equally divided between services (52 
percent) and manufacturing (48 percent). There are no agricultural enterprises under the 
EEC fund although it was not reported that this sector was explicitly excluded. Beneficiaries 
under the UNCDF program are concentrated, first, in the manufacturing sector (54 percent), 
second, in services sector (34 percent) and, third, in agriculture (9 percent). The 
governnnent program records entrepreneurs operating enterprises mainly in the service 
sector (54 percclnt), some in agriculture (29 percent) and only a few enterprises in 
manufacturing (14 percent). 
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Sectoral distribution gender composition, terms and conditions, loan size and sources 
of funds are among the factors which explain the poor repayment performance of the overall 
portfolio as well as the large differences in repayment rates among the three schemes. 
These features are explained below. 

3. Performance of the Current Portfolio 

A. The Amounts of Arrears 

Recovery rates registered in the three programs do not indicate a successful perfor
mance. The arrears rate for the total portfolio is 44 percent; however, there exist large 
differences among the three schemes. Figures in Table VI-I present the amounts and rates 
of arrears for each program. The highest arrears rate relative to the amounts disbursed are 
recorded for the government program (76.8 percent), followed by the UNCDF program (37 
percent) and, last, for the EEC program (27 percent). Many factors explain this behavior. 
We will, first, review the arrears distribution in the three programs and, later, examine a 
model to identify which factors are associated with the arrears rates. 

Table VI-S presents the distribution of loans in arrears associated with each source 
of funds. The BEC program has the highest percentage (72 percent) of successfully repaid 
loans, with the UNCDF second (56 percent), and last the government program with a 
negligible 1 percent. Under the EEC program the concentration of loans in arrears is 
highest (16 percent) in the first arres..rs category (DI-3000) with very small percentages of 
loans in the other larger size categories. The concentration of arrears under the UNCDF 
program exhibits a somewhat different pattern in that tile highest percentage of loans in 
81Tears (19.7 percent) falls in the first size category; however, roughly 25 percent of the 
loans are still in arrears in amounts above D3000 which are scattered among the rest of the 
larger loan size cp.tegories. Arrears under the government program are concenttated more 
visibly in the larger loan sizes compared with the other two programs. 

B. The Loan Repayment Model 

This section analyzes the repayment performance of loans disbursed by mAS under 
the three lending programs. These programs constitute the active portfolio of mAS and the 
repayment rate as of June 1991 indicates to a large extent the still fragile conditions of the 
institution. The literature on financial markets has e.18mined loan repayment problems 
facing many financial institutions. Both loan and borrower characteristics are among the 
variables that explain these loan repayment rates. 

To identify the factors explaining loan repayment rates, a multiple regression model 
was estimated utilizing the available information on the loan and borrower characteristics. 
Loan size, interest rate, term maturity, and source of the funds were among the pertiuent 
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information available on loan characteristics. Gender and sector·of operation werc'among 
the pertinent features of the borrower. 

In our analysis, the repayment model is .defined as: 

ARR&JM7E-tZo +DJLAMT+4jR+D,MAT+DiJoY+D,UNCDP+D,GENDER+a,AGR(l) 

with the variables identified in Table VI-6. 

Results of the model are presented in Table VI-7. These results were generated 
using Ordinary Least Squares regression. They indicate a relatively high R-Square and F 
value. The relationships between the significant explanatory variables and the resulting loan 
arrears rate arc as expected. 

The coefficient for the amount of loan granted (lAMT) is positively and significantly 
associated with the arrears rate. This implies that larger loans are in larger arrears, an 
unsurprising finding in the typical lending institutions in developing countries where the 
screening of borrowers is less important than political intrusions to favor larger borrower 
clientele. 

As expected, results show that longer maturity periods (MAT) are associated with 
larger arrea.rs. Longer maturity periods involve a higher risk of moral hazard problemsl 

and, thus, a higher chance of delinquency and default. Higher interest rates (IR) are also 
associated with higher arrears. Higher interest rates may be charged for riskier borrowers 
whose investment projects have a higher variance of net returns. However, riskier borrowers 
may introduce a larger percentage of defaulters because of adverse selection problems2 

where bad borrowers who cannot be <fu.dnguished in some cases from good borrowers have 
a higher probability to default. 

Two dummy variables, (GOY) and (UNCDF) were included to determine the 
variation between the three lending programs. Results show that the coefficient for the 
government program (GOV) is significant implying that borrowers under this program are 
associated with higher arrears rate than those under either the UNCDF or the EEC 
programs. 

Gender is not significant; however, this result is not surprising considering the high 
correlation coefficient between the variable identifying borrowers from the government 

Moral hazard problems are associated with :: borrower»s unpredictable actioa at a later point lcadiag to 
defauJt which the lender cannot predict. 

2 Adverse sclcc:tion problems are associated with a borrower»s iDdctcrminate type where a lender may scIcct 
som~ bad borrowers &om a pool of appUcants and reject some good borrowers. 

I 

http:arrea.rs
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program and male entrepreneurs. Thus, the variable (GOV) is capturing the effect of the 
large number of male borrowers concentrated u ~der the government program who are in 
large arrears rate. This relationship is also manifested between the variable (AGR) 
representing the sector of operation of the entrepreneur and borrowers from the government 
program who are largely concentrated in agriculture. The coefficient for (AGR) implies 
that the relationship between sector of operation and the arrears rate is insignificant. These 
results confirm expectations that larger loans given for longer maturity periods lack adequate 
screening of borrowers and, thus, are associated with larger arrears. 

The institutional viability of the microenterprise program is largely dependent on loan 
recovery since its swvival is linked to a revolving fund in which the only infusion of funds 
comes from loan repayments. The results reported here are not encouraging concerning the 
number of times these funds can revolve. One strategy to deal with this would be to charge 
interest rates that would allow the program to break even. This is explored in the following 
section reviewing the issue of estimating a risk premium to cover default. 

4. Institutional Performance 

Any financial institution or program must cover its total lending costs (administrative 
casU. and the costs of funds) plus an allowance for bad debt or non-performing loans. This 
latter component catl be estimated and incorporated into total lending costs through a risk 
premium for bad debt. Estimates of the risk premium can be derived using the formula 
below; 

r - [d/(l-d».(1 +G+c) (%) 

where r =risk premium per dalasis lent; 
a =per unit administrative costs; 
c -= p-er unit cost of funds; 
d =proportion of the portfolio in default (unrecoverable loans); 

This measures the loss to the institution (program) brought on by the proportion of 
the portfolio that has fallen into default plus the administrative costs and deposit costs that 
were incurred in servicing these defaulted loans and are now permanently lost or 
irrecoverable. The premium that results from this estimation (r) is the rate that must be 
added to the institutions administrative and deposit costs to generate total lending costs. 
To highlight this relationship consider total lending costs as: 

(3)TLC-G+c+r 

where 11£ =total lending costs (per unit of dalasis lent) and a, c and r are as defined 
above. 
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The administrative costs at mAS have been reported to be roughly D7SO,OOO per 
year. These funds are provided by the government as D.".AS is still a government 
department We will consider the estimates under the assumption that the bulk of the loans 
have been disbursed during two ye~tS, 1986-87, and considering conservatively that only 2S 
percent of the material and pe~.,oDDel costs at mAS reported above were being utilized to 
support this loan administration process. Thus, the per unit cost of funds (a) comes to 0.076 
of the disbursed loan portfolio denoted in Table VI-I. The CQst of funds is practically zero 
since they were given as grants to support microenterprisc development The overall default 
rate was 44 percent as indicated earlier. 

Given these parameters, the risk premium is estimated to be 84 percent and total 
lending costs per dalasis lent is estimated to be 92 percent3 Admittedly no program would 
be able to charge an interest rate of 92 percent in The Gambia today. But the exercise 
above nevertheless serves a useful purpose by underscoring the severe financial 
consequences of a program whose default late is 44 percent Put differently, the interest 
rates charged (jfrom 7 to 12 percent) were little more than a token gesture to price loans 
and come nowhere close to covering the losses incurred through default loans. The d~fault 
rate that would be consistent with a 12 percent total lending costs needs to be only about 
4 percent for the program to break even." Thus with the current performance there is no 
way the program could become viable. A large permanent subsidy is necessary for the 
program to function. 

Recent refol'DlS, initiated in early 1992, wt:re designed to reduce the deficiencies of 
the program. These allow mAS to take over the loan administration of the revolving funds 
still available to the progr'lDl throu~~l the loan recovery from past clients who honored their 
loan repayment obligation. Under these new reforms, loans are disbursed through the 
Banque International de Commerce et Industrie (BIc!) rather than the GCDB (which has 
now terminated operations). The new loans are issued at a current interest rate of 14 
percent per annum, and mAS is totally responsible for loan recovery. Average loan size is 
set at about to,OOO Dalasis given for a period of 2 to 3 years. Political guarantors have been 
eliminated and the new system legally obliges guarantors to payoff the borrower's debt in 
case of default A precondition for loan approval is a signed contract which allows mAS 
access to the guarantor's bank account in case of default Disbursements are made by 
issuing a Local Purchase Order (LPO) to obtain input materials upon which mAS makes 
a payment to the local supplier rather than disbursing cash directly to the borrowers. 

This new approach seems to have more stllct requirements in order to discourage 
default Recent progress has been made in collecting on delinquency in courts. Loans of 

:I The estimation is 15 follows: 1-0.076; c-O; d=O.44; so that r-[0.44/0.56]·[l.076)-0.84 aDd totallcnding 
costs OD a per unit basis is TLC-(0.076)+(0)+(0.84)-0.92. 

• The estimation of the default rate d is carried out by using the formulas for; risk premium (r) and total 
lending COlt (TLC). GiYc TLC-O.12; .-0.076; c-O implies 0.044-[d/l~](1+0.07S+c);1o that d-O.039. 

http:TLC-O.12
http:TLC-(0.076)+(0)+(0.84)-0.92
http:r-[0.44/0.56]�[l.076)-0.84
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D 20,000 or less can be handled now in the magistery court where foreclosure on default 
loans is faster than in the supreme court. This should expedite proceedings against 
defaulting borrowers. Without a substantial breakthrough dramatically reducing default the 
program will quickly expire. However, discouraging default, though strategic for survival, 
is only part of the problem. The administrative costs are still covered by the government, 
interest rates are below market rates and the remaining revolving funds that IBAS is 
administering have already eroded rapidly in volume because of the lamentable past 
repayment experience described above. In order to maintain its lending capacity, IBAS 
needs to be charging interest rates that not only should be positive in real terms to counter 
the eroding effect of inflation, but also high enough at least up to market rates to offset or 
reduce to some extent the losses inevitably associated with subsidized and targeted credit 
programs (i.e. poor loan recovery). Finally, administrative costs need to be reduced and 
organized to create a more cost efficient operation. It is true that IBAS has been designed 
to be a development and promotional program for microenterprises, however, in our 
previous calculations we have taken this into account by allocating only 25 percent of the 
overhead costs to the loan program and 75 percent to the development and promotional 
mission of IBAS. We feel that the agency could be more cost effective in its loan operation 
than it has been to date. To facilitate this, IBAS should be taken out from the main line 
ministry where it is currently oj>Crating, given a more autonomous state and the right to hire, 
and fire and reassign personnel outside the civil servants rules. This added flexibility should 
prove more cost effective. 

However, this microenterprise program is only one channel serving the financial 
demands of micro and small scale enterprises in The Gambia. Entrepreneurs have found 
other channels to meet a part of their demand for financial services. These channels are 
the focus of the following section which reporLS en th!: OSU small scale enterprise survey 
undertaken in the spring of 1992. 

III. 	 CHARACfERlSTlCS OF mE MICRO AND SMALL SCALE ENTERPRISE 
SURVEY 

1. 	 Purpose of the Study 

The OSI Tsmall scale enterprise survey was undertaken in the manufacturing sector 
for three reasr ,IS. First, little is known about the characteristics of the small scale enterprise 
sector in Th~ Gambia. ~cond, much less is known about the operations of small scale 
enterprises, and their contracts with suppliers and customers. Last, practically nothing is 
known about the sources of finance, and the financial contracts small scale entrepreneurs 
typically draw upon. Thus, this small scale enterprise survey was initiated to explore these 
issues and provide some answers to yet pending research questions regarding the financial 
transactions of small scale enterprises. 
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2. Overview of The Survey 

A survey of 153 small scale manufacturing enterprises was carried out by the OSU 
team of researchers in Match and April of 1992. The surveyed enterprises were randomly 
selected in the greater Banjul area. This area includes the capital, Banjul, and the 
surrounding suburbs, the Kombos. This dynamic urban area was chosen because it is the 
only setting in the country in which one finds a large and diverse number of manufacturing 
enterprises that could pro\"1de information about the issues in question. 

The following sections present an empirical profile of selected characteristics of these 
enterprises. These include first economic and busines.~ ~haracteristics of the small scale 
enterprise sample. Second, ilie relevant business history of the entrepreneurs in the sample 
is documented along with rele\'ant socio-economic data on the entrepreneurs in the sample. 
This description concludes witil a brief discussion of the sources of funds and saving 
channels reported by the entrepreneurs. 

A. Economic and Business Characteristics 

The enterprise survey covered four subsectors in the manufacturing sector. These 
consisted of bakeries, both traditional and modem, metal Vlorkshops, tailoring workshops 
and tie-dye producers. Roughly, 40 enterprises were surveye,d in each subsector. Table VI-8 
provides the breakdown of the share of the number of enrerprises in each subsector in the 
sample. Figures in table VI-8 also show that these enterprises are operated similarly by 
owners (84 percent). Few enterprises are operated by managers (4 percent) and even fewer 
(12 percent) are rented by entrepreneurs who pay their landlords a fixed rent per month. 

The average value of physical assets was DI28,727. This value, however, varies 
especially by subsector. Modem bakeries have electrical equipment and ovens, where the 
average value of physical assets is D1,387,238. On the other hand, traditional bakeries, rely 
on manual mixing and clay ovens for baking purposes with the average value of their 
physical assets only reaching D4 '306. Tailor workshops have electrical and manual 
machinery with an average value of physical assets equal to D32,638. Metal workshops also 
have electrical and manual machinery where the value uf the machinery is somewhat less 
expensive as the average value of pbysical assets is only D9,186. However, tie-dye producers 
need only some hasic tools for their production process and the calculated average value of 
these tools equaled the lowest level of all the subsectors, only 0626. 

The average number of employees in the surveyed enterprises was 5 persor?~ 
however, the range of employees was from 1 to 26 workers. Thus, the sample includes 
micro, small and a few medium scale enterprises. Some enterprises have been in business 
for as long as 30 years and others have bee.n ill operation for only a year. The average 
business has been in operation for 10 years and the average business experience for an 
entrepreneur before starting her lhis business was 5 years. 
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B. Business History of the Entrepreneur 

Small scale enterprises frequently have been characterized as consisting of many 
unemployed workers who o,perate mostly in the informal sector. In our sample, however, 
Table VI-9 indicates that 78 percent of the enterpri~ are registered with the area or city 
council, a government department that grants entrepreneurs license1 to operate their 
businesses. Roughly half of the interviewed entrepreneurs (51 percent) were employees 
before they decided to start their own businesses. Another 33 percent were all'~ involved 
in another private business and 16 percent started by working in the same line of business. 

Most entrepreneurs have started their own ~usinesses (83 percent). A large share 
of those en1repreneurs who are operating existing businesses (17 percent) are either renting 
them, as pointed out earlier, or they have inherited the business. Interestingly, a small 
group of entrepreneurs (23 percent) operate a secondary business or hold a job at the same 
time as they run their enterprise. When asked about the rea~c:~ !.bey started their busin~ 
almost half (45 percent) responded that they wanted to become self-employed (Table VI-9). 
Roughly, one fourth (26 percent) have inherited the family business; physical assets, and 
most indicated thei' also inherited the line of business. A very small share of the entrepre
neurs (4 percentI reported that they started the business because they perceived a good 
opportunity in operating an enterprise in their subsector of activity. Finally, only a small 
percentage of the entrepreneurs (8 percent) reported that there was no other work available. 

C. Socio-Economic Characteristics 

The socio-economic characteristics of the entrepreneurs recorded in the survey are 
gender, marital status, educationalleve~ age and household size (Table VI-IO). The gender 
composition of the sample is 29 percent female and 71 percent male entrepreneurs. 
However, like other characteristics of the enterpIise, these percentages vary by subsector. 
The two subsectors of bakeries and metal workshops are absolutely dominated by men, 
which is not surprising in this typically traditional society. However, the two other 
subsectors of tailoring and tie-dye work have a mix of female and male entrepreneurs. The 
tailoring workshops were 58 percent female operated and 42 percent male operated 
enterprises. The tie-dye producers were 57 percent female and 43 percent entrepreneurs. 

Interestingly, even married entrepreneurs keep separate accounts from their spouse's 
accooota in The Gambia, like most other countries in Africa. In the sample, 83 percent of 
the entrepreneurs are married and 17 percent either single or divorced. The average age 
of the entrepreneur is 38 years and the average household size the entrepreneur is 
responsible for is 10 members. The lack of adequate eriucation is evident in the sample in 
that only 14 percent of the entrepreneurs have comple·~.ed their high school education, 27 
percent have had some schooling, and 59 percent are illiterate. 

http:comple�~.ed
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3. Si&njficance of the Existinl Fjnancial Channels 

The sources of finance and savings channels entrepreneurs draw upon are various. 
They fall into informal and formal spberes. The informal channels that were found to 
prevail in The Gambia include family, friends, suppliers credit, customer advances, Osusu 
groups (Rotating Credit and Savings Associations, or RoSCAs), and moneykeepers. The 
formal channels include commercial banks and the mAS microenterprise program. Figure 
VI·l presents a comprebensive diagram of these cbannels summarizing the key findings that 
will be discussed in more detailed tables through the succeeding sections. Compared to the 
wide array of informal financial cbannels, the formal channels seem rather scant and limited 
in the role they have played as financial intermediaries. 

We first look at tbe source of initial capital. Second, we documented those sources 
financing current operations. Sources of financing, like other characteristics, vary by 
subsector of operation. Tables VI-ll and VI-12 conclude our discussion by presenting the 
sources of funds and savings channels by subsector of operation. 

A. Initial Capital 

Initi.aJ capital was provided from personal savings for most entrepreneurs (92.1) 
operating metal workshops (Table VI-ll). Only a small sbare (7.9 percent) reported taking 
a loan from family members. In contrast, only 15.4 percent of the modem bakeries were 
launched frDm personal savings. The large majority of the entrepreneurs o~rating modem 
bakeries (76.'i percent) reported using formal loans to initiate their businesses. However, 
these loans were granted by their foreign suppliers who provided the equipment through 
offsbore financing arrangements and the bakers acquired access to local bank guarantees 
in order to repay their loans in installments. 

On the other hand, 69 percent of the traditional bakers initiated their businesses as 
an investment from personal savings. A small sbare (11.5 percent) reported using family 
sources to get est;\blished and another 1.9.2 percent reported using supplier credit for the 
purchase of input materials to start their businesses. 

Tailoring workshops and tie-dye producers exhibit a similar trend in acquiring their 
initial capital. Roughly half of eacb group (48 percent in the case of tailoring and SS 
percent in the case of tie-dye) started their bl1!liness with personal savings. Roughly, one 
fourth reported using family funds (34 percent and 27 percent respectively), a few reported 
taking loans from friends (5.6 .,ercent and 2.5 percent respectively) and less than a handful 
in eacb subsector (2.8 percent and 2.5 percent respectively) acquired a formal loan. Some 
tie-dye eutrepreneurs started with some assistance from their suppliers where 12.5 percent 
p.ccounted for supplier credit as a source of financing to start the business. 

http:Initi.aJ
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These statistics indicate, first, the heavy reliance on personal savings as a source of 
financing to start business ventures by the majority of the small scale entrepreneurs (65 
percent) in all four subsectors. Second, loans from family members contnDute 2S percent 
of the initial start-up capital while loans from suppliers only amount to 3 percent. Last, 
formal loans constitute a mere 7 percent in which more than half was acquired from 
offshore financial institutions and suppliers for initial capital. 

B. Sources of Financing Current Operations 

Sources of finance for the auTent operations include both informal and formal 
channels, although, again they are concentrated on the informal side. First, all 
entrepreneurs (100 percent) operating in the four subsectors reported that they use retained 
earnings as a source of financing for their current operations (Table VI-11). 

Second, about ~7 percent of the entrepreneurs in the four subsectors reported that 
they draw upon informal sources of finance from other enterprises, or family and friends in 
their current operations. A more detailed break-up of the shares of entrepreneurs 
borrowing from each particular source, and lending these sources, is presented in figure VI
I. The informal sources are more significant in the case of the tie-dye producers which is 
relatively less profitable than the other activities surveyed. A large share of the 
entrepreneurs in this subsector (85 percent) borrow on tal informal basis for their 
businesses. Traditional bakers (69 percent) and entrepreneurs operating metal workshops 
(68 percent) draw upon informal sources for small and shon term loans in their current 
operations. This source may not be as important in the case of tailoring and modem 
bakeries; however, it is still significant. Roughly half of the entrepreneurs in each of these 
two subsectors (54 percent of the modem bakeries and 50 percent of the tailoring) reported 
using informal sources of financing in their current operation. 

Third, 62 percent of the entrepreneurs in the total sample reported using customer 
advances to finance their business operations. This channel of financing is very significant 
in tailoring and metal workshops. Customer advances were a source of financing l\,r 97 
percent of the entrepreneurs operating metal workshops and for 92 percent of the 
entrepreneurs operating tailoring workshops. Roughly half of the tie-dye producers received 
customer advances to finan~ their production. None of the bakers, neither modem nor 
traditional, reponed drawing on customer advances for financing their operations. ~Iowever, 
entrepreneurs in this subsector draw on other sources as will be revealed below. 

Fourth, supplier credit is evidently an important source of financing for some 
entrepreneurs. It was reponed to be used by 32 percent of the total sample. It stands out 
in the case of bakeries, both modem and traditional where 85 per~nt and 81 percent of the 
bakers respectively reported frequent use of this source of finance in purchasing their input 
materials. A limited number of tailors and tie-dye producers reponed using supplier credit 
(22 percent of the tailoring workshops and 27 percent of the tie-dye producers, see Figure 
VI-I and Table VI-II). In the case of metal workshops, supplier credit is non-existent. This 
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may be explained by a lack of competitiDn in the case of steel suppUers whereas in the case 
of flour suppliers there are many importers and wholesalers who use credit as a marketing 
facility to gain a competitive edge on their rivals. 

Fifth, and last, a total of 23 percent of the interviewed entrepreneurs have acquired 
formal finance for the purpose of operating their businesses. Subsector differences indicate 
that formal loans are significant in the case of the modem bakeries and much less significant 
in the other subsectors. A large share of the modem bakers (69 percent) reported acquiring 
formal loans in their business, whereas none of the traditional bakers did. Few of the 
entrepreneurs operating metal workshops (10 percent) or tie-dye producers (22 percent) 
have acquired fonnalloans and about 39 percent of the tailors reported using folllW loans 
in their businesses. 

The sources of finance may be characterized in a ranking order starting with the most 
to the least utilized. First is retained earning as the ovelWhelming source; second are 
infom·31 sources from other enterprises, family and friends; third comes customer advances; 
fourth is supplier credit; and last is formal finance. This preliminary ranking order falls in 
line with the pecking order theory (Cuevas; Myers). 

This theory argues that firms choose to finance investments from intemally generated 
funds first because this represents the safest source of finance (i.e. does not jeopardize their 
compl~te control of their business). This impUes that external sources of finance come 
second since this introduces a potential threat to the complete owner control of the business. 
In case external finance is required, again, the safest sources are drawn upon first, with 
itll'ormal external sources preferred to formal external financing because they do not hold 
the threat of loosing the enterprise which might be required as collateral for a formal loan. 
Among informal sources, family, friends and fellow entrepreneurs come first, followed by 
customers and last of all suppliers. Suppliers frequently are in a position to take serious 
measures to collect on delinquent loans. This may involve losing a source of input supplies 
and even control over the firm. 

C. Saving Channels 

Entrepreneurs save. Even the low-income producers who eam very little nevertheless 
save sufficient amount of monetary savings to operate therr businesses and take care of their 
household needs. Entrepre~ ~urs in the sample were found to participate in different savings 
channe~s. Formal channels consisted of accounts in commercial banks. The inf'crmal 

channels are represented by osusu groups and moneykeepers. Table VI-12 presents the 
share of entrepreneurs saving with formal institutions, osusu groups and moneykeepers by 
subsector of operation. 

Among the most common saving channels are the commercial banks. Roughly half 
of the entrepreneurs held at least one account with one of the four commercial banks in the 
country (Figure VI-I). Not surprisingly, most of the entrepreneun; operating modem baker
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ies (90.9 percent) held accounts with formal institutions. About 86 percent of the tailors and 
50 percent of the metal workers held deposits with these institutions. Roughly 35 percent 
of the tie-dye producers also held accounts with formal institutions; however, none of the 
entrepreneurs operating traditional bakeries held an account with commercial banks. 

Osusu groups are the second most widely used saving channel among the 
entrepreneurs in the sample. About 30 percent of the entrepreneurs reported participating 
in osusu groups (Figure VI-I). The concentration of osusu groups is largely in the 
traditionally female dominated professions of tailoring and tie-dye work. These groups are 
very rare among the ma!e dominated professions of metal working and bakeries. Only a 
handful of entrepreneurs in these two latter subsectors participate in osusu groups, whereas 
roughly half the entrepreneurs in the two former subsectors (44 percent in tailoring and 65 
percent in the tie-dye area) participate in these groups. This is further evidence that women 
in Africa more commonly function in groups (Osusus and Kafos) than do men. No doubt 
this reflects their more precarious economic position and the likelihood that a group of 
similarly situated female colleagues offers them a better opportunity to cope with cash flow 
and related financial problems. Men, on the other hand, apparently feel less need to work 
or save through such groups. 

Moneykeepers are the safe guards of those entrepreneurs who do not keep deposits 
with formal institutions and do not participate with osusu groups (12 percent of the total 
sample; Figure VI-I). This trend is evident among the entrepreneurs operating traditional 
bakeries. Among the traditional bakeries interviewed in the sample, 38 percent keep 
deposits with moneykeepers. Very few tie-dye producers do so where osusu groups are very 
active. In the case of entrepreneurs operating modem bakeries and those operating 
tailoring workshops, who deposit largely with commercial banks, none reported keeping 
deposits with moneykeepers. Thus, moneykeepers would appear to service the lower income 
strata in our sample, especially among male entrepreneurs. 

In snmmary, the wide array of savings channels and the different concentrations of 
entrepreneurs by subsector among these channels indicates a very important finding. 
Monetary savings are very important to entrepreneurs. Almost every entrepreneur has used 
at least one savings channel to keep her/his deposits as a means to manage their liquidity. 

IV. LESSONS AND CONCLUSIONS 

1. SummillY of mAS Proil'am 

The mAS microenterp~ program of the mid to late 1980's recorded substantial 
defaults. As of June 1991, 44 percent of the total portfolio comprised of three separate 
donor funding sources were in default. Factoring this finding into a risk premium which in 
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turn was incorporated into total lending costs concludes that the program could only have 
broken even if it had charged interest rates as high as 92 percent to make up for the default 
losses. Such a measure was, of course, not feasible, but the dramatic results serve a useful 
purpose here by highlighting the severe financial shortcomings of the program and that the 
interest rates charged in the programs were mere token gestures at pricing loans to cover 
default losses. Such a program can only function through a substantial flow of subsidies 
from donors or the government since loan recoveries are insufficient to maintain the 
revolving funds behind the program, or cover the costs incurred in servicing the program. 
Not surprisingly, high arrears were associated with large, long term loans as compared to 
other loan characteristics. 

2. CritiQues and Recommendations 

In the face of these serious program deficiencies, recent attempts at program reforms 
were undertaken to improve program performance. mAS has assumed complete 
responsibility for loan recovery, a function previously carried out with a guarantee program 
by the former GCDB. Political intervention in the allocation of funds have allegedly been 
lessened. Collateral in the form of a guarantor's bank account is presumably able to be 
assessed in the event of default. However, interest rates (14 percent) are still substantially 
below market rates (e.g. 20-26 percent), risk-prone longer terms loans are still empha.;ized, 
and administrative costs of the program are still covered by subsidies issued through the 
government's budget. It is unlikely that the program could even cover its costs with such 
a low interest rate (14 percent) even if the default problem is reduced substantially from its 
past high levels. 

A. New Information System 

An important strategy to reduce the risks of default would be to introduce a loan 
tracking information system. This approach quickly identifies shortfalls in installment repay
ments over amounts due for long term loans and then correlates this with loan properties 
and borrower characteristics. This contributes to risk management in two ways. First, one 
could immediately address the problem of default early in the history of the loan and 
immediately confront borrowers before any delinquent habits have been locked in place by 
inertia Second, management could easily generate valuable information on the aggregate 
profile of loan arrears by borrower and loan type. This could create a risk/return profile 
by borrower type and business characteristics that could be used by loan officers evaluating 
new lor.D proposals. Such a system would allow mAS to engage in more efficient risk 
management, thereby lowering its default losses and prolonging the life of its revolving 
funds. 
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B. Cost Effectiveness of the Program 

The issue for the government to face is whether the program is at least cost effective, 
i.e. whether it is economizing in the most efficient manner the budgeted resources per loan 
issued and recovered and secondly, whether there are a sufficient number of deserving non
delinquent beneficiaries to justify the budgetary costs involved. In short, authorities would 
have to estimate the opportunity cost of using public monies in this fashion rather than in 
some alternative use recognizing that there is a substantial default problem in this loan 
program. 

C. One Time Only Loan Practice 

A controversial issue in the current mAS program is the fact that a large majority 
of the borrowers are one time only clients. While there is no explicit restriction limiting 
borrowers to one loan, only a handful of entreprenel!J'S have received two loans in the 
current portfolio. mAS authorities try to reach as large a number of microentrepreneurs 
as possible. They should be more interested in inculcating good loan habits over time and 
training their borrowers to manage financial flows in a sustained fashion with a more slowly 
growing clientele. The "one-shot" philosophy can develop a "turn-key" flavor in that the goal 
is to quickly allow the microentrepreneurs to buy some investment goods and then abruptly 
turn them loose to get on with business of production without any further access to finance 
from the program. This philosophy overlooks the equally important role that financial 
services should play in the process of modernizing small scale manufacturing activities. 
Once investment loans have been issued to a responsible borrower and her or his equipment 
is in place, smaller working capital loans could play a useful role in allowing 
microentrepreneurs to generate a higher stream of retained earnings for future investment. 

Another weakness of this single loan approach is the probable impact it has on loan 
recovery. H a borrower does not gain a reward of continuing access to financial services 
through repaying his/her loan, then there is little incentive to do so. One suspects this may 
have played a role in the high arrears of the earlier programs describfo..d in this chapter. 
Given the fact that poor loan recovery quickly erodes a revolving fund, thereby hastening 
the end of the loan program, it would be in the interest of mAS authorities to build more 
tangible incentives for loan repayment into their current program by permitting follow-up 
working capital loans to previous borrowers in good standing. In the end, mAS would be 
servicing a smaller number of clients, but the program would be servicing these clients over 
a longer period of time with more sustained £inane!;'i. :.ervices (for those responsible borrow
ers repaying their loans) thereby graduating them into more secure business growth in the 
future. At the same time, the revolving fund would not be eroded through negative incen
tives creating poor loan recovery. In addition, mAS gains additional valuable information 
on the borrowers performance that can allow it to screen its clientele more efficiently for 
future loan services. In conclusion, we recommend that mAS continue working with the 
remaining volume of the revolving fund at their disposal to implement the above suggestions 
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for a trial period of one to two years. In the' meantime, no new funding for credit should 
be permitted until result.; can be determined· from these new prograni guidelines. 

3. Summary of OSU Small Scale Enterprise ,Survey 

Finally, a random sampJe survey carried by the OSU team in Greater Banjul 
underscored many revealing operational characteristics and financial channels servicing 
micro and small scale entrepreneurs in the Gambia. One hundred and fifty three 
entrepreneurs were interviewed divided equally into four key subsectors: bakeries, metal 
workshops, tailors, and tie and dye producers. Most were owner-operated with an average 
of 5 employees and a modest physical asset base of D 128,727. A majority of these small 
scale operators were working for someone else before launching their own business. Most 
were illiterate (59 percent) with an average age of 38 years and were members of fairly 
large households (10 members on average). Seventy percent were men and about 30 
percent women entrepreneurs. Further, there was a distinct gender profile with female 
entrepreneurs accounting for a majority of the tailoring establishments and tie-dye 
operations unlike male operators who were predominant as bakers and metal workers. 

A substantial majority of these entrepreneurs launched their businesses with personal 
savings rather than with external loans. The single exception to this rule was the subset of 
modem bakers who received off-shore financir.lg for their equipment All owner-operators 
drew heavily on retalned earnings for their wo:rking capital. Next in order of priority was 
informal borrowing from family and friends. hI third rank were advances from cw;tomers. 
These stood out in tailoring enterprises and metal workshops. Last in rank order was 
suppliers credit and formal loans. The former was most visible in the bakeries subsector 
and the later in the modem bakeries subsector. This descending rank order of funding 
sources follows the pecking order theory common to businesses in developed countries in 
which the safest soU!ce of finance (that does not jeopardize the entrepreneur's ownership 
control over her/his business), retained earnings, is used first, followed by various external 
sources in descending order of increased risk to the entrepreneur's control over her/his 
business. 

All operators used both formal and informal savings instruments with fonnal bank 
savings accounts standing out for the relatively modem bakeries and tailoring subsectors and 
informal group savings or moneykeeper services used by the other more traditional 
subsectors. Women entrepreneurs more commonly operated through group savings vehicles 
(Osusus) while traditional male operators used moneykeepers. 

Given the meager presence of formal loans through mAS or through banks in this 
random sample of small scale operators, large expensive microenterprise programs can only 
hope t.o reach a very small subset of these producers. Therefore, it is all the more 
important to keep in mind that these producers can only be reached by more broad based 
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macroeconomic and trade policies. They are all universally impacted by any government 
regulations or policies that affect their costs or revenues such as tariffs, taxes, registration 
fees, access to foreign exchange, price controls, etc. Generally speaking the more open and 
liberalized the economy, the better the economic environment for microentrepreneurs. In 
conclusion, the recent liberalization of the Gambian economy has produced a mOlt positive 
environment for such small scale operators. It is to be hoped that such policies continue 
and the transaction costs of registration and licensing be held at a minimum for these 
operations. 
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Table VI·l 	 Fl·.... lad.lcaton ad Related OancterIItia oldie lacl.ltleHu Ba.lwa. MYiIo'!7SenIce 
(IBAS) Portfolio by ........ Fud.laa Source u 01 Joe 1991. 

Program 

BEe UNCDF GoYemmcDl Total 

(1) (2) (3) (4) 

Year Started 1986 1985 1987 

No. of Borrowers 11 ; 188 •.24 433 
Male Borrowers 4~"/" 64% 91% 67% 
Female Borrowers 53% 36% 9% 33% 
Disbursemcntl 1,017~ 2,797~ 1,140,788 4,955,290 
Amount Duel 1,261,763 3,5S7,s91 1,34S,512 6,164,867 

Total Interestl 244,466 7ro~ 2(M,T13 t;JfI),577 

Av. Loan Sizel 8,407 14,879 9,200 11,444 
Av. Maturity (months) 23 '1:1 33 1:1 
Av. Intcrest Rate (%) 11.6% 10.5% 6.8% 9.7% 
Arrearsl 344,078 1,316,007 1,034,520 2,694,60S 
Arrears Ratc (%) '1:13% 37% 77% 44% 

Source: Information derived from IBAS records. 
Notc 1: All amounts arc in Dalasis. 
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Table vi.2 ... CuI_tift DlJtrlbIltioa 01 Lou AIIoutl GnaW .". Pnpua SeIII'ee of,..dI u ofJue 
1991. 

Program 

BEe UNCDF GcwcmmeDt Total 

Loan Amount 
Categories (in 
Dalasis) No. (%) No. (%) No. (%) No. (%) 

(1) (2) (3) (4) (5) (6) (7) (8) 
0-3000 23 (19.6) 21 (11.2) 5 (4.0) 55 (113) 

3001- 6000 36 (29.7) 49 (27.6) 8 (6.5) 101 (223) 

6001· 9000 24 (19.8) 44 (23.4) 46 (37.0) 123 (263) 

9001·12000 15 (12.4) 28 (14.9) 51 (41.0) fJ7 (21.7) 
12001 - 1SOOO 14 (11.6) 2 (1.0) 9 (7.0) 12 (5.8) 
1SOO1 • 2SOOO 2 (1.5) 15 (8.0) 5 (4.0) 22 (5.0) 
25001 • 35000 1 (0.7) 4 (2.1) 0 (0.0) 5 (1.1) 
35001 - 45000 3 (2.5) 5 (2.6) 0 (0.0) 8 (1.8) 

45001 - 6SOOO 0 (0.0) 8 (4.2) 0 (0.0) 9 (1.8) 
65001 - 8SOOO 2 (1.5) 3 (1.6) 0 (0.0) 5 (1.1) 
85001 - l(xx)oo 0 (0.0) 6 (3.2) 0 (0.0) 6 (1.4) 
Above l(Xmo 1 (0.7) 0 (0.0) 0 (0.0) 1 (0.2) 
Total Number 121 (100.0) 188 (100.0) 12A (100.0) 433 (100.0) 
of Loa.c.s (and 
percent) 

Source: Same as Table V1·1. 
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Table VJool Selected CbariildertltIc. of die ToaaIlBAS Portfolio by Gender. 


MaleBorrowcn Pemale Borrowers 

(1) (2) 

Average Loan Size (0) 13,111 7,789 

Average Maturity (months) 28 2S 

Average interest Rate (%) 9.8 9.4 

Arrears Rate (%) ., n t 

63.1 26.8 

Source: same as Table VI·1. 

Table VI-4 Sectoral Dlatrlbutloa of Eaterprlaa Senic:ed by IBAS by Fudllla Socan:e u 01 JIIIIe 1991. 

Program 

EEe UNCDP Government Total 

Sector No. (%) No. (%) No. (%) No. (%) 

(1) (2) (3) (4) (5) (6) (7) (8) 

Services 63 (52%) 66 (35%) 67 (54%) 196 (45%) 

Manufac:turing 58 (48%) 103 (55%) 18 (14%) 179 (41%) 

Agriculture 0 (0%) 18 (9.6%) 36 (29%) 54 (13%) 

TOTAL 121 (28%) 188 (43%) 124 (29%) 433 (100%) 

Source: same as Table VI·!. 
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Table VI·S 	 DIItrtbutioa 01 DeIlaqueat Loau by ... 01 Anan ad Pre..... Sovce 011 '!'.ibIa u 01 
JUDe 1991. 

Program 

BEC UNCDP GovcmmCDt Total 

Amount of No. (%) No. (%) No. (%) No. (%) 
Arrears 

(1) (2) (3) (4) (5) (6) (7) (8) 

O"'Pully tr1 (72.0%) 105 (56.0%) 2 (1.6%) 196 (45.0%) 
Repaid Loans 

1- 3000 20 (16.5) 37 (20.0) 7 (5.6) 64 (14.8) 

3001- 6000 3 (2.5) 9 (4.8) 22 (17.7) 34 (7.8) 

6(101-9000 5 (4.1) 6 (3.2) 43 (34.7) 54 (12.5) 

9001- 12000 1 (0.8) 5 (2.6) 34 (27.4) 40 (9.2) 

12001 - 1SOOO 1 (0.8) 4 (2.1) 8 (6.4) 13 (3.0) 

15001 - 2SOOO 0 (0.0) 5 (2.6) 8 (6.4) 13 (3.0) 

25001 - 35000 0 (0.0) 3 (1.6) 0 (0.0) 3 (0.7) 

35001 - 45000 1 (0.8) 3 (1.6) 0 (0.0) 4 (0.9) 

45001 - 6SOOO 1 (0.8) 3 (1.6) 0 (0.0) 4 (0.9) 

65001 - 8SOOO 1 (0.8) 5 (2.6) 0 (0.0) 6 (1.4) 

85001 - 100000 1 (0.8) 3 (1.6) 0 (0.0) 1 (0.2) 

Above 100000 0 (0.0) 0 (0.0) 0 (0.0) 2 (0.4) 

Source: same as Table VI-I. 
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Table VI" DdIDIU.;a or Variables fa the Lou Re...,..t Model. 


VARIABLE DESCRIPTION 

ARREARA TE --------------------------------.-----------------Arrears Rate 

lAMT Amount of Loan Granted· 

IR Nominal Interest Rate in Percent 

MAT Loan Period in Months 

GOV Source of Funds Dummy Variable; I-Government Program 

UNCDF Source of Funds Dummy Variable; l-UNCDF ~ 

GENDER Gender Dummy Variable; I-Male 

AGR Sector Dummy Variable; I-Agricu1ture 

Note 1: All values are in dalasis. 


Table VI·7 RearesslOD CodIIdeDts lor tile LoaD Repa,...t Moc1Ci. 


Variable 

LAMT 

IR 

MAT 

GOY 

UNCDF 

GENDER 

AGR 

R2 

F-Value 

Arrears 

Coefficient T·Ratio 

(1) 

0.01 

3.22 

1.76 

74.44 

4.74 

·2.13 

2.68 

0.67 

127.4Q1 

(2) 

7.06

123S

7.as
17.54

1.46 

..Q.71 

0.65 

Note 1: Amount in dalasis. 
N = 428 Observations 
• Significant at I percent level. 
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TableVl-8 	 Ecoaomlc ad Bua.... CIIarac:terlIIIc:I 01 Suaple I1nIII .. tile S..u Scale J:.terprtae 
SUI'Ye)'. 

Sectors 

Bakeries 


Metal Workshops 


TailoriDg Workshops 


TIC-Dye 

Total 

Ownership Structure 

Owners 

Managers 

Rental 

Estab1jshment Profile 

Average Number of Years in Operation 

Average Years of Previous Experience 

Average Number of Curreot Employees 

Average Size of Physical Assets 

Source: Enterprise Survey. 

Number 

(1) 

39 

38 

36 

40 

153 

128 

6 

19 

Percent 

(2) 

25% 

25% 

24% 

26% 

100% 

84% 

4% 

1.!% 

10 years 

Syears 

S 

Dl2B,7r1 
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Table VI·, ReJmmt Buslaa. iliator)' 01 Eatl'epraeun .. tile S~ Scale Eaterprlae SlIIW)'o 

PreyjQWj Employment 

Started with tiCs Business 

Other Private Business 

EmpIQyee: 

DistQD' Qf Busjness 

Original Owner 

Business Already Existed 

ReasQn fQr BeiP& in Private BWjiness 

Self Employment 

Good Opportunity 

Family Business 

The only Profession he/she Knows 

No other Business was Available 

16% 

33% 

51% 

83% 

17% 

45% 

4% 

26% 

16% 

8% 

Source: Enterprise Survey 

Table VI·to 

Gender 

Male 

Female 

Marital Slaw 

Married 

SinglefDivorced 

Education Level 

High School Graduate 

1-11 Years of High School 

llIiterate 

A'YCrage Age 

A'YCrage Household Size 

71% 

29% 

83% 
17% 

14% 
'1:7% 
S9% 

38 years 

10membcrs.. 

Source: Enterprise Survey 



FIgure VI·I 

SouralS of YmanciDg and SaviDgs Cluumcls Identified in the Small Scale Enterprise Survey 


Formal F:inanc:ia1 
Inst:itut:ions 

Formal- Sector 

Informal- Sector 

Moneykeepex:s 

Oausu 
G:z::oups 

Offshore 
Suppl-:iers of 
Modex:n Baker:ies 

•• 1a.an. 

.,.. 
Ta.:il-o:z::s 
CUstomers ••• 

M:icroentex:px::ise
Px:ograms 

••••••••••••••••••••••••••••••••••••••••• 
ell.

I Other Entex:pr:isea 

~e-Dye~ 
~..tome~ 

CUatomers ~ 
IRe1at:ives I 

%: Share of ClllrcpralCUli CDgI8CCI in • fin.nciaI c:oatrad (citbcr receiYiag or gran!iDg loans or pIac:iDg dcposits orsaviap}wit1athe identified 
economic agent. 
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Table VI·ll 	 HII&orIcaI Soarca ol Capital ad· Curreat· Fuadlaa SoarceI Reported .. ,tile s..u Scale 
Eaterprlle Sune7. 

Bakcries 

Modem Traditional 
Metal 

WorbLops 
Tailor 

Worbbops 
rIC-Dye 

Producen 

IlIi&ill Capital 

Persoo.allnwabDcat &om Saviap 15.4% 69.2% 92.1% ..a% SS% 

Family 7.7% 11.5% 79% 34% 27.5% 

Fricnds 0% 0% 0% S.6CJb 2.5% 

Formal Loan 76.9% 0% 0% 2.8% 9.5% 

Supplicr Loan 7.7% 19.2% 0% 0% l2.S% 

SSU.II:~ Qf f'u.nda em: Curregt 
Qmi[atigm 

Entrepreneurs UaiDg Retained 
Earnings 

100% 100% 100% 100% 100% 

EntreprcDcurs UaiDg Informal 
l.oaa.s 

54% 68% 85% 

EntrepreDeurs UaiDg Formal 
LoaDs 

0% 10% 22% 

Entrepreneurs UaiDg Supplier 
Credit 

85% 81% 22% 27% 

Entrepreneuls UaiDg CUstomer 
Credit/ Adwnce 

97% 92% 

fallllW i.g11J1 

Received a Loan in the Put Favc 
Years 

61.5% 0% 29.6% 17.5% 

Received a Loan in the Put One 
Year 

38.5% 0% 11.4% 2.5% 

Ever Received a Loan 61.5% 0% 16% 47% 25% 

Source: Enterprise Survey. 

Note: % corresponds to percentage of the sample. 
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TableVJ-U SaYblp a...... Reported .. the SIDIlJ Scale Eaterprile SIII'ftJ'. 


Bakcrica 

Modem Traditional 

Metal 
Worbhops 

Tailor 
Worbbops 

TIC-D)'c 
Procluccn 

Savina 

Share of Sample Entre
preueurs With Deposits in 
FormallDstitutioa 

90.9% 16% 47% 25% 

Informal a[mlPI 

Entrepreneurs Participating in 
Informal Groups 

8% 5% 44% 65% 

A\'Cragc Size of Coatributioo 
(0) 

0 30 106 300 167 

Mopct,ykeeper 

EntrepreDeurs SaviDg with 
MODCykccper 

38.5% 16% 7.5% 

A\'Cragc size of Deposit (0) 0 120 0 333 

Source: Enterprise SUl\'Cy. 

Note: % corresponds to percentage of the sample. 
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CHAPTER SEVEN 

COMMODITY AND FINANCIAL FWWS TIlROUGH TIlE MARKETING CHANNEL! 

OF TIlE FERTILIZER SECTOR IN TIlE GAMBIA· 

I. INTRODUCTION 

Since the implementation of the Economic Re('overy Program (ERP) in 1985, the 
fertilizer sector in The Gambia has undergone a gradual process of liberalization. The 
evolving stages of privatization and liberalization of the sector relaxed legal barriers to entI) 
and tried to encourage private entrepreneurs to perform four functions in the acquisition 
and distribution of inputs to final consumers: importing, wholesaling, retailing and re
exporting.1 The response from private elitrepreneurs has been limited to date, but the 
number of fertilizer trade channels has increased, and the participants within each trade 
channel have changed. 

Currently, the various stages of fertilizer trade including importation and distribution 
are conducted through multiple trade channels that increase the timely availability of 
fertilizer. These channels include heterogenous formal, semi-formal and informal 
participants who compete and collaborate with each other using diverse market technologies. 

The fertilizer trade involves a flow of financial services provided under different 
contract terms and conditions by diverse types of financial sources. The trade and financial 
channels are often intertwined promoting linkages among the heterogenous agents within 
and across trade channels. 

While the proliferation of trade channels indicates numerous sources of supply, the 
lethargic response from private entrepreneurs raises serious doubts about the 
competitiveness and profitability of the fertiVzer trade.2 The continued involvement of the 
government in the sector through its special 'programs and the targeted programs of NGOs 
have distorted the fertilizer distribution systl~m and have created market fragmentation . 

• We acknowledge with appreciation the valuable assistance provided by Mr. Gai (GCU), Mr. Cbristenssen 
(FAD), Mr. Soussier (AATG), Mr. Mukthara (RPE), Mr Dibba (JP), Mr. Brewis (GPMB), FAD private dealers, 
and several farmers in conducting this study. The usual disclaimers apply. 

I The input market is composed of an array of sectors that involve trading in fertilizer, farm machinery and 
equipment, seeds and plant protection chemicals. This chapter is L\mited to the fertilizer sector. 

2 Chapter VIII reports OD bow the liberalization of commodity markets in 1985 has resulted in tbe active 
participation of private entrepreneurs and a contestable market for basic food commodities. 

1 
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Fertilizer is thought to be an important input in increasing returns to the agricultural 
sector.3 If fertilizer is truly an important production input, it is important, therefore, to 
create a viable fertilizer system that will provide a wide access to fertilizers by farmers 
throughout the country. The disappointing performance of public sector fertilizer 
importation and distribution led policy makers to opt for a private sector alternative when 
it embarked on the ERP in 1985. Several issues need to be addressed, however, in order 
to understand how the private sector may respond to fertilizer privatization in the future. 
Can private entrepreneurs function as independent and potential alternative channels? 
What are the major constraints that restrict their active participation ~n the sector? Are any 
special incentives necessary to induce private entrepreneurs to provide an efficient 
marketing channel? What should be the role of the government, NGOs, and international 
agencies in the sector? What role do financial markets need to play to support the 
development of a viable fertilizer distribution system? 

The objective of this chapter is to analyze the fertilizer sector and from this analysis 
derive implications that can be used to formulate appropriate policies for the fertilizer 
sector. Specifically, the chapter: 

• 	 describes the evolution of the fertilizer marketing system ove.;O time and documents 
the various types of formal, semi-formal and informal trade chat.nels and participants 
that currently constitute the fertilizer sector; 

• 	 explains the nature of the linkages that exist within and across the trade channels, 
and the heterogenous trade arrangements that facilitate the flow of fertilizers to 
farmers through various channels; 

• 	 analyzes the formal and informal financial contracts that facilitate the flow of 
fertilizer; and 

• 	 identifies the major constraints that still impede the d,welopment of a viable and 
competitive fertilizer marketing system. 

II. 	 METIIODOLOGY 

The current Gambian fertilizer sector is composed of diverse types of formal, semi
forn~~l and informal agents or participants who compete and coordinate with each other to 
facilitate the flow of fertilizers through various channels to farmers.· The flow of 

3 It has been estimated that 01 spent on fertilizers will increase benefits from agricultural production by 
02.67 to 03.08 (Braun et aI., 1990). 

4 The terms agents and participants are used interchangeably in this chapter. 
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commodities in a mecific sector in a sPecific market through different channels involving 
heteroKeuous participants under a competitive institutional and replatmy egyirngment 
cannot be adequately analyzed by simply examining individual channels in isolation or 
through cross-section studies that only involve final consumers. However, a subsector 
approach that consiG':1'S interactions, both competitive and complementary, among diverse 
agents and channels in a specific market is an appropriate methodological tool LO examine 
a dynamic sector characterized by heterogenous participants. Therefore, this study 
employed a subsector approach (Boomgard, et aI., 1986). 

The subsector approuh follows the principals of the New Institutional Economics 
(NIB) school of thought to examine the vertical integration that facilitates coordination 
among diverse types of agents and contracts.5 It is based on the concepts of verticality, 
coordination among channels, competition between channels, and leverage in a specific 
market engaged in production/distribution. By focusing on a single market, the subsector 
approach helps identify the institutional relationships that affect competitive positions of the 
various channels, the ease of coordination among the channels and obstacles to gr(lwth in 
different channels (Boomgard et aI., 1992). 

The research methodology employed in this fertilizer study can be SUJlllJl8lized as 
follows: 

• The fertilizer sector was seleCted because of its importance in the input market, and 
because it has undergone important changes in its composition due to deregulation of the 
input markets. It is generally believed that the use of fertilizer contributes significantly to 
agricultural production. For example, Table VII-I reports the FAO estimates of the impact 
of fertilizers on agricultural productivity. These estimates indicate a significant agricultural 
productivity response to fertilizer applications. While the value cost ratio is estimated to 
have declined over the past five years due to adverse input and oU'Fut price ratios, the 
additional revenue from fertilizer use is still estimated to be positive. 

• The number, size, functions and type of formal and informal trade channels were 
identified, along with the principal participrults involved in these diverse channels and the 
coordinating mechanisms in terms of contract terms and conditions that link the 
heterogenous participants within the channels. 

• Quantitative and qualitative data were collected through an examjnation of official 
records, field interviews with sector participants at various levels using systematic sampling 
procedures, and the direct observation of key operations by the research team. 

S Sec Nabli and Nugent (1989) for further details on New Institutional Economics. 

6 The value COlt ratio is calculated as a proportion relating the differencc in aop re~ue with and without 
fertilizer use to the cost of fertilizer. The FAD estimates use data from yields obtained on fertilizcr umon· 
stration plots and indicate the value added effect of C'bemical fertilizer use under thc&c controlled conditions. 
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• The competitiveness and coordination among various channels were examined to 
assess· the implications of proposed changes in inter- and intra-channel relationships. 

It was discovered that the fertilizer sector includes heterogenous formal, semi-formal 
and informal agents operating through various channels to supply fertilizer to the final con
sumers. For the purposes of this chapter, the formal participants were defined to include 
the FAO, the GCU, and government development projects.7 Non-Governmental Organiza
tions (NGOs) and Registered Private Entrepreneurs (RPEs) were classified as semi-formal 
participants while Unregistert.~ Private Entrepreneurs (UPES)8 and informal groups like 
~ were classified as informal participants.9 The informal participant.s operate indepen
dently or link with forma! participants to facilitate the flow of fertilizers to the consumers. 
The study carried out detailed interviews with four types of participants at all marketing 
levels: impnTters, wholesalers, retailers and final consumers. The importers and wholesalers 
were the GPMB, the GCU, the FAO, the ("~OG, the RPEs and the UPEs, while the retail 
distributors included the Cooperative Ai ltJduce Marketing Societies (CPMS), the FAO 
supported Private Dealers Network (PDN), government projects, the RPEs, the NGDs, the 
UPEs and kafos. 

Table VII-2 presents the composition and size of the sample of market participants 
interviewed at all marketing levels in the fertHizer sector. The sample size at each level 
within the market channels was dictated by logistical reasons. While all importers and 
wholesalers were interviewed due to their small number, a stratified random samplinffi 
procedure was followed to choose retailers located in all five divisions of the coun~ry.l 
The choice of private fertilizer retailers affiliated with the F AO was based on geographic 
location, and previous performance and gender, while the choice of CPMS was based on 
geographic location and previous performance in input marketing (see Appendices VII-l and 
VII-2 for a list of those sampled). Officials in gov{;rnment projects like the Jaha1ly-Pacharr 

7 The government development programs include the Jahally-Pacharr Irrigated Rice Development Project 
(JP project), the Cotton Development Project (COP) and the Upper Rivt:f Division Irrigation Project (URDIP). 

I The RPEs are licensed by the Department of Business and Comm.:rce. The UPEs are unlicensed and 
usually operate in parallel markets. 

9 Karos are informal groups of varying strengths and cohesiveness that are multifunctional in nature. These 
grOUp.Ii are homogenous in terms of members' age, ethnicity, heritage, gender and occupation but have various 
membership sizes. In general, members of farmer kafos cultivate a common plot of groundnuts, cereals or 
vegetables and contribute tbe sale proceeds to a common village fund. This village fund functions as an 
insurance substitute to prirr'!!'ily mitigate village level contingencies and, to a lesser extent, member 
contingencies. Some kafos also undertake savings and credit activities on an organized basili (see Shipton in 
Adams and Fitchett, 1992, for further details). 

10 The five divisions are Western Division (WD), Lower River Division (LRD), MaCarthy Island Division 
(MID), North Bank Division (NBD) and Upper River Division (URD). 

http:grOUp.Ii
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Rice Project (JP) and the Department of Agriculture were also interviewed along with 
officers in the NOO Action Aid, The Gambia (AATO).lJ 

To assess the extent of farmer access to the CPMS and to the FAO private dealers, 
a purposive sample of 14 villages was s~lected that were located in the market area of the 
sampled CY:IIMS and FAO private entrepreneur stores (see Appendix VII-3 for a list of the 
sample villages). In these villages, several farmers and kafos were interviewed in groups 
using the rapid appraisal technique rather than using structured questionnair'!s that are 
usually administered to individuals. 

Some of the information needed for this study may be considered to be sensitive, 
especially for private entrepreneurs involved in importing and marketing fertilizer. For this 
reason, informal interviews were conducted with participants at all levels using unstructured 
questionnaires designed to gather qualitative data on the nature of operations, number and 
type of clients, sources of finance, type of competitors, and major constraints faced by the 
respondents. In addition, several official documents like annual reports, financial 
statements, consultant reports and government memorandums were consulted to gather 
quantitative data on the size of the sector, mode of operation and sources of finance. 

III. ANALYSIS 

1. The Fertilizer Sector 

During the late 1970s, the Government of The Gambia (000) gave high priority to 
increasing agricultural production through the adoption of modern technology. The use of 
agricultural inputs like modern seed varieties, chemical fertilizers and piant protection 
material3 were stimulated to boost agricultural productivity. Government programs and 
agricultural extension services were, therefore, coordinated with international agencies like 
the Food and Agricultural Organi2'~tion (FAO) to develop farmers' awareness about fertili
zer use. A supply-leading strategy of input price subsidies was followed to raise the dl!mand 
for productioll-augmentiIlg chemical fertilizers. Fertilizer was distributed either free or at 
a retail price that represented only 15-30 percent of the actual elF price.12 Consequently, 
fertilizer consumpti'm increased as farmers responded to these subsidized prices. Table VII
3 reports the FAO estimates of fertilizer consumption which amounted to only about 400 
tons of nutrients in 1972 but rose to 4,000 tons by 1980. During the 1980s, fertilizer use 
fluctuated widely, ranging from a peak of 4,500 tons in 1984 to a low of 1,645 tone; in 1986. 

11 While AATG was the only NGO that distributes fertilizer, the JP was selected for logistical reasoru. as 
it was very active around Sapu, the sample area chosen for gathering data included in chapter V in this report. 

12 See GCU Annual Report, 1991. 
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The induced effect of subsidies on fertilizer consumption is shown in Table VII-3 by the 
sharp decline in fertilizer consumption after 1984 when the government phased out subsidies 
and deregulated the fertilizer sector.13 

The growing fertilizer demand was met by government parastatals like the Gambia 
Produce Marketing Board (GPMB) and the Gambia Cooperative Union (GCU) in the early 
1980s. These parastatals, however, suffered from mismanagement leading to poor marketing 
services, and required huge government subsidies to sustain their operations (Clark, 1987). 
The country's increasing external debt problem in the early 1980s restrained continued go
vernment lmpport of the parastatals.14 Inadequate and inconsistent fertilizer policies along 
with incoll.1petent management of the parastatals led to input market inefficiencies and esti
mates of a reduction in agricultural production.15 The need for a more efficient and self
sustaining fertiHzei sector became obvious. Therefore, in June 1985, the government em
barked on the ERP that suggested liberalizaticn of the fertilizer sector to improve market 
efficiency through a competitive private sector. The fertilizer sector was deregulated, price 
subsidies were phased out and private entrepreneurs were encouraged to enter and compete 
in the sector. 

The implementation of the ERP has had a profound influence on the composition 
and market share of the various fertiJizer trade channels. The deregulat",d policy 
environment aimed at promoting competition in the fertilizer sector through the active 
participation of private entrepreneurs. A competitive market system was expected to 
provide efficien~ alternative trade channels that would improve farmer access to fertilizer. 

While government parastatals were the sole participants in the fertilizer sector in the 
pre ERP period, a number of private entrepreneurs entered the markei in the post ERP 
period. However, the response by private entrepreneurs to enter the fertilizer importing and 
wholesaling business has been limited due to capital constraints, uncertainty in the 
govenunent's fertilizer policy, low profit margins compared to other commercial activities, 
high fertilizer carry-over, market risk, and a lack of entrepreneurial experience in fertilizer 
marketing.16 Therefore, the Department of Agriculture engaged in fertilizer importation 
on an emergency basis using Italian grants from 1986 to 1989. The fertilizer was distributed 

13 It is interesting to note that tbe sharp decline in fertilizer use after 1985 did not appear to affect yields 
of major crops SUCill as groundnuts, maize and millet in a significant way. The reduction in yields in 1990-91 was 
dl!e tl.. severe droughts during tbe early crop production cycle. There are two possible explanations: (i) low 
output response to fertilizer;;, (ii) overuse of cbeap fertilizers in pre ERP period. The implications of these 
observations will be discussed later. 

14 See Chapter I for details. 

1.5 It was estimated that tbe delay in fertilizer distribution in 1985 resulted in a reduction amounting to 10% 
of agricultural GDP (FAD, 1991). 

16 See FAD, 1991. 
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to fanners through the GCU during 1986-87, and through the GCU and the FAD with its 
network of private dealers selling to fanners since 1988.17 Consequently, following the 
ERP a number of heterogenous agents entered the fertilizer sector leading to a change in 
the composition of the marketing channels involved in fertilizer distribution. 

2. The Participants 

The fertilizer marketing system changed substantially following the ERP. Table VII-4 
presents the evolution of the marketing system from 1974 to 1991. The presence of multiple 
channels and participants in the post ERP fertilizer sector is obvious. While participation 
by private entrepreneurs was negligible before the ERP, there has been a limited response 
in the post ERP period. 

A. Pre ERP Period 

Until 1985, there were no fertilizer production/mixing units in The Gambia. 
Therefore, the GPMB was exclusively entrusted with fertilizer importation through its 
London office. The volume of fertilizer imports is presented in Table VII_5.IH The 
imports were based on an ~stimate of national fertilizer demand provided by the 
Department of Agriculture. The GPMB also functioned as a wholesaler. The m~rketing 
margins and the retail price of inputs, which often involved subsidies, were determined by 
the GPMB in consultation with the government. Fertilizer re(ailing was primarily carried 
out by the GCU through its affiliated 86 Cooperative Produce Marketing Societies (CPMS) 
and several government projects. 

Private entrepreneurs were considered to be a viable alternative method to retail fer
tilizer in the late 1970s. A pilot project was initiated in 1979 through funds from the FAD 
under the Fertilizer Marketing and Credit Assistance Project to incorporate private entre
preneurs into fertilizer retailing. About 50 RPEs were used to distribute 204 tons of fertili
zers. The program collapsed, however, due to a lack of government support and low profit 
margins for the traders.19 Nonetheless, a parallel market operated through UPEs. These 
UPEs were often involved in petty fert~lizer jmport and export transactions through cross 
border trade, especially with Senegal. The direction of fertilizer flow was influenced by 

17 Because of the weak voluntary response by private entrepreneurs, FAD established a Private Dealer 
Network in 1988 til incorporate private entrepreneurs into fertilizer trading, especially at the retail level. 

II The quantity of fertilizer imports in 1988 was low due to huge stocks carried from the previous years. 

19 The government supplied fertilizers at a subsidized rate immediately after introducing the private 
entrepreneurs (PEs) into the market, and the PEs could not compete without subsidization. The lack of 
commitment from the government towards the PEs discouraged them from continuing in the fertilizer market. 
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fertilizer price policies followed in The Gambia and Senegal. While there is no official 
documentation on the volume of fertilizer transacted through these informal channels, it was 
reported to be minimal. 

B. Post ERP period 

With the implementation of the ERP in 1986, the GPMB was divested of fertilizer 
importation. Import tariffs were lowered and price subsidies were discontinued in 1987 as 
shown in Table VII-6. While the subsidies ranged from 6 to 80 percent in the pre ERP 
period, they were gradually reduced to zero after 1986. In the post ERP period, fertilizer 
prices at the wholesale and retail level were based on world market prices. Private 
entrepreneurs were encouraged to actively participate in fertilizer imports, distribution and 
reexports. The volume of fertilizer imports and its distribution through various channels is 
presented in Table VII-5 and Table VII-7.20 

a.) Importation of fertilizers 

Whereas the ERP reduced import tariffs and regulation which favored private entre
preneurs, they were unable to engage in fertilizer importation reportedly due to capital con
straints, access to foreign exchange, uncertainty in the government's fertilizer policy, low 
profit margins compared to other commercial activities, high carry-over and market risks due 
to slow tum-over, and a lack of marketing experience. Therefore, the Department of 
Agriculture imported fertilizer through grants from the Italian government during the 1986
89 period. With the drying up of Italian grants in 1989, the GCU, the FAO, the GOG and 
a few RPEs (with the help of FAO) got involved in fertilizer importation. While there is 
anecdotal evidence on importation by UPEs through cross border trade with Senegal, it is 
difficult to quantify the volume transacted. 

b.} Wholesale Fertilizer Distribution 

The GPMB remained as the principal fertilirer wholesaler until 1987. With the 
divesture of the GPMB from the GCU coupled with the slow resp,)!'c;e from private 
entrepreneurs, the GCU and FAO assumed the responsibility of fertilizer wholesaling 
beginning in 1988. In that. year, the fertilizer imported by the Department of Agriculture 
was auctioned off to the FAO and the GCU for wholesaling. 

c.) Retail Fertilizer Distribution 

The GCU was exclusively entrusted with primary level retailing during 1986 and 1987, 
and it utilized the CPMS and government development projects as secondary retailers. In 
1988, the FAO established a Private Dealer Network (PDN) network to act as its primary 

~ The differences in fertilizer imports and distribution were smoothed by inventories carried from previous 
years. 
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retailers, and the GCU became a fanner owned private cooperative with S4 affiliated CPMS 
to engage in retailing.21 Since 1988, the GCU used its affiliated CPMS while the FAO 
"'hanneled its fertilizer through its PDN, NGOs (AATG) and government programs at the 
.,.'imary retail level. Furthermore, kafos and an undocumented number of UPEs have also 
functioned as secondary retailers. The kafos, in general, were linked to FAO private 
dealers, the NGOs, and the UPEs. 

d.) Reexport of fertilizers 

No official documentation exists on fertilizer reexports in The Gambia but a limited 
amount of fertilh ..:'r reexportation is known to exist among agents in informal trade channels 
involved in cross border trade. All importers interviewed expressed a need to reexport to 
neighboring countries to realize greater scale and scope economies in fertilizer trade. 
Indeed, reexports are a rational option considering the strategic geographic location of The 
Gambia and its liberal export and import tariff structure compared to neighboring countries 
like Senegal, Bissau, Mauritania and Guinea-Bissau. Furthermore, the cost of maintaining 
a large inventory is not economical if it only serves the limited demand of local consumers. 

The efficient flow of fertilizers through layers of heterogenous marketing agents 
within various trade channels requires a well knit organizational nel-work that includes a 
good physical and financial infrastructure. The next section examines the operational 
practices of the various trade channels in the fertilizer sector. 

3. Fertilizer Trade and Financial Services Throuih Various MarketinG Channels 

As discussed above, the liberalization of the fertilizer sector has led to an increase 
in the number of marketing agents and trade channels used to distribute fertilizer. Because 
of the ERP, farmers generally have a wider choice of fertilizer sources to satisfy their 
demand,. 

The efficiency of fertilizer distribution is influenced by two important factors that 
were included in this study: (i) the c.vailability of physical infrastructure facilities, and (ii) 
access to financial services. These factors can be seen in the operational systems of the var
ious fertilizer marketing channels described in this ~ection for the pre and post ERP periods. 
The participants within the various trade channels are described first followed by the terms 
and conditions of the financial contracts that link the diverse agents within a trade channel. 

21 The 86 CPMS that existed before 1988 were reduced to 56 CPMS after 1988 through mergers and the 
closure of a few non-performing CPMS. See Chapter III on the GCU for further details. 
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A. Pre ERP period 

Fig. 1 illustrates the configuration of the fairly simple fertilizer trade channels that 
existed in the pre ERP period. The fertilizer sector was dominated by two channels: (i) the 
GPMB (Cl) at the import and wholesale level collaborating with the GCU at the retail 
level, and (ii) a number of UPEs (C2). 

a.) The GPMB Channel (Cl) 

The GPMB was a government parastatal primarily involved in buying, processing and 
exporting groundnuts. To increase ground nut production, it undertook the importation and 
wholesale marketing of agricultural inputs including fertilizers. Imports were based on ferti
lizer demand estimated by the Department of Agriculture. After importing the product 
through the port of Banjul, the fertilizer was moved to seven GPMB and GCU sto:-Q~e de
pots upcountry by The Gambia River Transport (GRT) company. The GCU with its \\ide
spread network of 86 CPMS served as an ideal channel to distribute fertilizer at the retail 
level.22 The fertilizer was moved from GPMB and GCU depots to CPMS depots from 
which it was transported to the respective village branches for distribution to farmers and 
kafos. 

The fertilizer trade was financed by multiple financial sources using simple alTange
ments at the various stages in the fertilizer channel. The importation and wholesale activi
ties of OPMB were financed through revenue from groundnut exports.23 The primary 
retail activities of the OCU were financed by the OPMB, the GCDB and government 
programs. From 1972 to 1984, the GPMB sold fertilizer to the GCU by extending interest 
free credit lines. An annual interest rate of 21 percent was charged after 1984. The OCU 
purchased groundnuts from the farmers and sold them to the GPMB. Therefore, the 
repayment to the GPMB by the OCU was secured by direct deductions from th~ groundnut 
marketing proceeds of the GCU. The OCU was also financed through an overdraft facility 
extended by the OCDB from 1972 until 1985. While the interest rate charged by the GCDB 
on these overdrafts varied over the years, it was 9 percent/per year beginning in 1980.24 

In addition, donor funded projects such as tl.e Jahally~Pacharr Rice Development Project 
provided interest free loans to the GCU beginning in 1983 to !'urchase fertilizer from the 
OPMB for distribution to farmers in their project areas. Beginning in 1985, the ADP II 
funds from the World Bank financed the OCU's fertilizer operatiuns free of interest. The 

2Z The CPMS are large farmer organizations frequently with a membership of over 1000 farmers serving a 
geographical area covering 10 to 15 villages. Each CPMS is sub-divided into village branches and each village 
branch has an elected committee that represents the village in the CPMS management committee. 

23 The GPMB purchased groundnuts from the GCU through loans from the Central Bank and processed 
them for export. 

~ The GCDB in turn obtained refmance funds from the Central Bank. 
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secondary fertilizer retail distribution by tbe CPMS was financed by the GCU at 13 
percent/per year beginning in 1980. The CPMS usually distributed fertilizer on credit at 17 
percent/per year to its final consumers at the same time that the government programs 
frequently su;,plied fertilizer on credit to fanners charging zero or very low interest rates 
(see Table VII-S for details). 

The low interest rate ~ ('harged were due in part to the non-profit objective followed 
by these various agents invoh ed in the fertilizer sector. The primary objective of the GPMB 
and the GCU was output marketing. Thereforr., the fertilizer trade was not considered to 
be a business venture; rather fertilizer distribution was used as a hidden subsidy to farmers. 
Furthermore, grants from international agencies were aimed at increasing fertilizer use to 
stabilize agricultural production. Consequently, the fertilizer sector was not self-sustainable 
and req1Jired huge subsidies from the government. Although 'J! 'able VII-6 shows that fertili
zer was distributed at a very low price up to 1985 by the parastatals, the flow was irregular. 
The inefficient distributional organization of the parastatals was partly responsible for these 
problems. 

b.) Unregistered Private Entrepreneurs (C2) 

While it was rarely documented, several UPEs were reported to be involved in 
fertilizer trade, especially in exporting fertilizer to Senegal through borders. Informal 
interviews with groups of farmers revealed that they were active in selling fertilizer to the 
Senegalese since the Gambian prices were lower than Senegalese prices. In the early 1980s, 
fertilizer prices were heavily subsidized in" ..! Gambia compared to market prices in 
Senegal. The majority of the UPEs obtained their fertilizer from the GCU on credit and 
sold it to Senegalese. 

B. Post ERP period 

With the liberalization of the fertilizer sector, the configuration of the trade channels 
began to ('hange. New trade channels and financial sources emerged with different terms 
and condttions. While domestic banks have been reluctant to finance fertilizer distribution 
activities, a number of external financial sources have been available from international 
agencies. 

a.) Trade Channels 

The current configuration of fertilizer trade channels is diagramed in Figure 2. It is 
led by the GCU (C1), the FAO (C2), the RPEs (C3), the GOG (C4) and the UPEs (CS) 
that represent a diverse Sf.~t of objectives.2S 

2.1 See Chapters II, III and IV in this report for further details on the AATG, the GCU and the FAC, 
respectively. 
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i) The GCU Channel (Cl) 

After it was privatized into a private farmer cooperative in 1988, the GCU has made 
efforts to revitalize its organizational set-up for efficient input and output marketing. While 
the non-profit motive still remains, attempts are being made to run a sustainable marketing 
operation through its CPMS and village branches. Beginning in 1988, nonperforming CPMS 
were either merged or closed, the savings activity was discontinued, overstaffmg was 
reduced, and strict guidelines for agricultural input credit operations were followed.26 

Consequently, the 86 CPMS were reduced to 54 which undertake output and input 
marketing, including fertilizer. 

After importing the fertilizer, the GCU transports it to the CPMS depots before the 
rainy season. The volume of fertilizer transported to each CPMS is based on its demand 
estimates and fertilizer availability at the GCU. The CPMS base their demand estimates 
on fertilizer requests received from their respective village branches that in turn solicit 
fertilizer loan applications from farmer members.27 

The GCU, despite the entry of other agen!:;, still remains the primary trade channel 
in the fertilizer sector with a wide r1Jfal penetration through its CPMS network. Ne~rly 
10,000 farmers, mostly men, are estimated to have access to fertilizer through the GCU net
work. Visits to 14 CPMS throughout the country revealed that while the GCU is yet to be 
vitalized as a cost: efficient trade channel, it nonetheless has an infrastructure to function ~ 
a viable alternative fertilizer trade channel. The new village responsibility system was obser
ved to revive member participation in the cooperative movement and create member aware
ness about mismanagement within the GCU headquarters.28 The efficiency of the GCU 
is affected by macroeconomic policies, input and output price policies in The Gambia and 
Senegal, and natural calamities in the country which influence fertilizer demand by final 
consumers. 

ii) The FAO Channel (C2) 

fhe F AO has actively advocated the liberalization of the fertilizer sector and has en
couraged participation of private entrepreneurs in its distribution networks. However, be

)6 The savings mobilization activity was reinitiated begj.aning 1991 on a pilot basis in 3 CPMS. 

T1 The fertilizer , · ufien sold on cremt to farmers. h1 1990, 80% of the fertilizer was sold on credit through 
the CPMS (see G9.i, 1:191). 

211 The Village Responsibility System (VRS) was introduced in 1988, after the restructuring of the GCU. 
The VR~ is based on village branch group lending system. Under VRS, each qualified village branch should 
form a commiU~e of five members to screcn individual member borrowers in the village, and to approve, 
disbur;,e, supemse and recover loans frOID tbem. The purpose of the VRS is to incorporate the local decision 
making and credit disciplinary ful,ctions that exist in each village community into the lo::n programs to strengthen 
the management of the GCU (see Chapter III in this report for details) . 
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cause of the lack of response from private entrepreneurs, the FAD assumed the role of an 
alternative fertilizer trade channel in 1988. While fertilizer importation was done by the 
GOG through Italian grants, wholesaling was done by ~he FAD during 1988 and 1989 in 
addition to the Geu. With the drying up of the Italian Grants and with the inability of pri
vate entrepreneurs to engage in fertilizer importation and wholesaling, the FAD also assu
med the role of importer beginning in 1990. It imported fertilizer from Poland in 1990 and 
Senegal in 1991 using the trade conn~ctions of two RPEs, S. Madi in 1990 and Mukthara 
Ltd., in 1991. 

To develop a well knit retail network of private entrepreneurs as retailers, the FAO 
established a Private Dealer (PO) network in 1988. A total of 36 PDs, including 10 women, 
were selected throughout the country to serve as primary retailers.29 These FAO backed 
PDs formed a Private Dealers Association (PDA) in 1989. The set of pnmary retailers for 
the FAD is currently composed of 36 PDs in the PDA, 76 PDs serving nearly 5000 members 
of the Maize Growers Association (MGA), four Block Demonstratio.il Villages (BD), two 
NGDs including Action Aid (AA TO) and Women in Development (WID), and government 
programs such as Jahally-Pacharr rice development project (JP).j() 

A total of 11 PDs of which 5 are women were interviewed for this study. The 
majority of women PDs sold fertilizer, especially on credit, to women's kafos and farmers 
guaranteed by women's kafos, while men PDs were observed to sell fertilizer on cash and 
credit to men. In general, the women's kafos and women farmers were vegetable growers 
while men cultivated groundnuts. Whereas the PDs increased access to fertilizer, the 
majority of them were limited by their lack of business experience and limited transport and 
storage facilities. The reported low profit margins and slow fertilizer tum-over provided 
poor incentives and did not cover the retail operational costs of the PDs.31 

AATG bought fertilizer from the FAD and distributed it to farmers in their service 
areas through kafos beginning in 1990. Interviews with a women's kafo in an AATG 
serviced village revealed that the AA TG distributed fertilizer to the kafo as a grant. 
However, the kafo had to sell the fertilizer to its members at a kafo determined price and 
had to form a village level revolving fund for future purchases of fertilizer. The fund was 
collected and deposited by the AA TG in a formal institutiDn, and the AA TG held signatory 
power over those funds until a total of 2000 Dalasis per household was reached. After 
attaining the 2000 Dalasis per household, the funds were deposited in individu21 beneficiary 
accounts with the banks, and the beneficiaries were allowed to draw on it for fertilizer 
purchase in future. In addition, individual men and women farmers in three samp~e villages 

29 The selection of the PDs was supposed to be ba\ed on their infrastructure facilities to store and distribute 
fertilizer, their ability to deal with formal fmancial institutioDS, and their reputation in the community. 

30 The PDA is currently composed of 36 PDs, MGA. and 4 BD villages. 

II See Chapter IV for further details on the sample PDs. 
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reported receiving fertilizer as interest free loans from the AATG for a period of six months 
with the condition that a village revolving fund be formed to purchase fertilizer in future. 

The NGO, WID, supported by Women's World Bank, began operations in 1992. 
WID intends to ",xpand the women PDs network of the FAO and use these agents as their 
r~tailers. The F AO has selected and trained 6 women PDs to act as retailers for WID in 
t1. e 1992-93 production season in addition to the existing 10 women PDs. The WID pro
gram targets women kafos and women farmers engaged in rice, cereal, ground.nut and 
vegetable farming.32 

The Jahally-Pacharr rice development project obtains fertilizer from the FAO 
through the PDs operating in the MID-S division. The JP project then distJibutes the 
fertilizer to its members through village committees. 'ine distribution is usually restricted 
to the growing of rice. The PDs of the MGA buy fertilizer from the FAO and distribute 
it among its 5000 members. The fertilizer used by demonstration farmers j;n four BD 
villages is df:ectly supplied by the PDs operating in the neighboring areas. 

iii) The GOG Channel (C3) 

While the GOG was historically involved in fertilizer trading through parastatals 
before the ERP, its role in the present fertilizer sector is limited to a few government 
programs. Currently, the GOG through the Department of Agriculture is involved in 
fertilizer importation and wholesaling to support cotton growers and irrigation projects. The 
Cotton Development Project (COP) and the Upper River Division Irrigation Project 
(URDIP) function as retailers to distribute fertilizer to farmers in project areas in MaCarthy 
Island and the Upper River Divisions .. 

iv) Registered Private Entrepreneurs (RPE) Channel (C4) 

As noted above, the response to date from the RPEs to independently engage in 
fertilizer trading has been slow. The prospects of earning an acceptable long-term profit 
margin W;.&S too uncertain and subject to possible erosion due to unexpected government 
subsidized competition so that there has been reluctance to invest in the expensive 
wholesale function up to the present. 

In 1990-91, a RPE, S. Madi enterprises, entered the fertilizer sector to assist the FAO 
in fertilizer importation.33 The S. Madi firm used its trade connections and physical 
infrastructure to import 500 tons of urea from Poland and delivered it to the provincial 
depots used by the FAO. In the 1991-92 season, another RPE, Mukthara Limited, imported 
fertilizer for the F AO from Senegal. The use of the RPEs as agents by the F AO to aid in 

32 See Chapters II and IV for details on the WID program. 

33 The S. Madi enterprise primarily specializes in rice, oil, flour and. textile trading. 
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importing and wholesaling was recommended by the Tripatriate Review Mission (TRM) in 
1990. The TRM suggested a joint operation between the FAO and the RPEs at all levels 
of the fertilizer trade with FAO serving as a technical consultant and FAO revolving funds 
guaranteeing the RPE's trade operations. 

The positive experience by the RPEs in the past two trading seasons and the absence 
of government intervention in the election year of 1992 has encouraged more RPEs to 
consider entering the sector. In fact, the FAO was recently approached by three Lebanese 
RPEs for technical assistance in the fertilizer trade including importation and 
wholesaling.34 

v) Unregistered Private Entrepreneurs (UPE) Channel (CS) 

The UPEs have always been an alternative fertilizer trade channel in The Gambia. 
They have been dynamic and their operations involve innovative trade procedures that are 
often considered illegal. Whereas the size and market share of the UPEs, and the trade and 
financial arrangements that facilitate their operations in the fertilizer sector are rarely 
documented, there is some evidenr:e in the field of their active participation in the sector, 
especially through cross border trading with Senegal. 

Informal interviews were carried out for this study with two UPEs who were not 
vertically or horizontally linked with each other in any trade channel. One was a fertilizer 
importer/wholesaler (hereafter UPE 1) and the other was a fertilizer retailer (hereafter 
UPE 2). While UPE 1 wus primarily a wholesaler in rice, oil, sugar, cement, soap, etc., 
UPE 2 was primarily a retail operator dealing with the same commodities. UPE 1 imported 
urea from Senegal in 1991-92 and sold it to kafos and individual farmers in neighboring 
villages. UPE 2 bought urea and compound fertilizer from a UPE e~aged in fertilizer 
importing/wholesaling, and sold it to individual farmers in two villages. UPE 2 reported 
that his wholesaler imported urea from a UPE in Sen,'!gal using donkey carts through the 
countryside. Invariably, these two UPEs sold fertilizer only to those farmers with whom they 
had familial or long-term business relationships. 

In addition, a limited quantity of fertilizer was available in local weekly markets 
(lumos) that meet adjacent to Senegalese borders. The Senegalese UPEs generally bring 
fertilizer to these Gambian markets and sell it to individual farmers or Gambian UPEs. An 
informal survey by the FAO stated that the fertilizer sold in the lumos is of low quality and 
often was und,erweight. The farmers interviewed for this study, however, claimed that the 
fertilizer was of good quality and was cheaper than the fertilizer sold by the F AO and the 

~ Informal evidence suggests that these RPEs control two thirds of the rice market in The Gambia and have 
one of the largest private networks in the country to move over 60,000 tons of rice annually within and outside 
The Gambia (refer to Chapter VIII in this report). 

15 This fertiIizer wholesaler also functions as a rice and oil wholesaler for UPE 2 since 1986. 
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OCU. For instance, the price of urea was D 90/50 Kg. in lumos compared to D 135/50 Kg 
at FAO retailers in the 1991-92 season. Furthermore, urea was not available in the OCU 
network of CPMS during the 1991-92 season. 

vi) Consumers 

The farmers interviewed reported that they generally purchased their fertilizer either 
directly f}'om primary retailers or from secondary retailers such as village branches of CPMS 
and kafos.36 The source of fertilizer supply reported by farmers was influenced by the 
gender of the farmer, the type of crops grown, and the price and convenience offered by the 
various sources. Indeed, market segmentation was indicated by the observed source of 
fertilizer among various types of farmers. While the GeU was the major supplier of 
fertilizer to groundnut farmers, FAO women PDs were the principal suppliers to women and 
vegetable farms. Government programs were the primary suppliers of fertilizers to specific 
crops in their service areas despite the presence of various other ~upply sources. For 
example, the Jahally-Pacharr Rice Development project was the primary fertilizer retailer 
for rice farmers in the MID-S division, and the Cotton Development Program and the 
Upper River Irrigation Project were the major suppliers to cotton farmers in the Upper 
River Division. In general, F AO traders were active in villages that did not qualify for GCU 
fertilizer loans, and Action Aid was active in 2 villages that did not qualify for GCU and 
FAO trader loans.37 Therefore, in spite of the post ERP expansion of fertilizer marketing 
channels, because of this segmentation there is little significant evidence of multiple sources 
of fertilizer available for a farmer in a given village. 

A nationwide survey conducted by NASS covering 666 dabadas in 222 villages 
indicates that traders were a more frequent source of fertilizer supplies for groundnut 
farmers than was the GCU (Table VII-9).38 This result seems to be at odds with the 
reported source of fertilizer in the villages we sampled. Whil~ the comparability between 
this study and the NASS study is limited, the wide differences in the two sets of observations 
indicate some intervillage differences that need to be examined further. 

In general, while the farmers intetviewed iy;, this study were appreciative of the timely 
availability of fertilizers, they reported a concern about high fertilizer prices. Indeed, the 

l6 This section is based on the informal interviews conducted for this study with groups of farmers from 14 
villages across the country. Since no structured que~.Dnnaire was U£.:d to quantify the details, the broad observa
tions made here need to be interpreted with caution. 

37 The secondary status of FAO traders compared to GCU was due to the lower fertilizer prices offered by 
GCU during 1991-92 season. 

38 Dabada in MandinJca means an agricultural production unit. It is composed of all male members of a 
compound who pool their resources to farm or raise livestock. In general, members of extended families live 
within an enclmed compound. A compound also accommodates strange farmers (migratory labor attached with 
farms cultivated by the dabada) (see Judith Carney, 1990 for details). 

http:VII-9).38
http:loans.37
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declining value cost ratio reported in Table VII-1 was stated as one of the major reasons 
for the reduced use of chemical fertilizers in groundnLlt cultivation by the farmers. The 
majority of the groundnut farmers sampled reported that they used less than one third of 
the recommended dosage of chemical fertilizer in 1991-92. About half of these groundnut 
farmers, however, reported complementing chemical fertilizers with farm-yard manure. The 
NASS survey results confirm the above observations. Table VII-tO shows that only 11 
percent of the groundnut area was fertilized in 1991-92 compared to 15 percent in 1990
91.39 The NASS data comparing 1990 and 1991 results suggested that the use of manure 
in groundnut cultivation was on the increase (Table VII-ll). This treud could be '. Ie to the 
increase in chemical fertilizer prices. 

b.) Competition and Collaboration among Trade Channels 

Although there is a proliferation of fertilizer marketing channels, there is currently 
limited competition and coordination among them. It is important that the increase in trade 
channels be accompanied by increased competition and collaboration among the alternative 
channels in order for farmers to have a timely access to fertilizer. While existing trade 
channels tend to compete for market shares, it is not clear if they are sustainable in the pre
sence of low fertilizer demand. Competition is often undermined by differences in social 
and economic objectives of the participants that introduces negative externalities into the 
system. For example, the targeting of fertilizer to women by WID and the distribution of 
fertHizer as a grant by the AA TG has created artificial credit rationing and market segmen
tation in the s:!ctor rather than a healthy market driven competitinIl among sources for the 
same clients. 

There is, however, a limited amount of collaboration among the participants that 
helps exploit scale economies and comparative advantages to improve market efficiency. 
Scale economies can be realized at the importation level through lower surcharges and 
through the use of the local infrastructure to full capacity at the wholesale and retail levels. 
The use by the FAO of the RPEs infrastructure to import fertilizer with fewer bureaucratic 
delays is a step in the right direction. At the same time, the FAO establishment of retail 
level linkages through NGOs and RPEs removes the need for these smaller agents to import 
small quantities of fertilizers at high costs. It is also important to improve the coordination 
among various channels related to the financial arrangements used for the fertilizer trade. 
The next section discusses the nature of these financial arrangements. 

39 The fagures in table 11 need to be interpreted with caution. There are obvious differences in these fpes 
due to various sources. The FAO, 1992, reports that 60% of area under groundnuts was fenilized in 1991-92 
season. The differences underscore the lack of standard procedures in measuring the fertilizer use in The 
Gambia and the lack of reliable data on the fertilizer sector. 
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c.) Financial Arrangements 

The terms and conditions of the financial arrangements that facilitate the flow of 
fertilizer through the various trade channels are summarized in Table VII-12. The terms 
and t:onditions of these financial contracts are influenced by the source of the finance and 
tl!'! economic objectives of the agents involved. 

i) The OCU Channel 

The OCU fertilizer trade activities have been fmanced by ADP II grants since 1984 
in addition to the OPMB and the OCDB. In 1988, the OCU was privatized and the GCDB 
and the GPMB ceased to be creditors.40 A ;e', .,lving fund was established through ADP 
II gr&1lts to finance fertilizer imports and wholesaling, and the credit activities of the OCU 
at !he retail level through the CPMS.41 

The GCU has been the only source of finance for the retail operations of its CPMS 
network which in tum has traditionally been the major retail supplier of fertilizer through 
short-term credit to farmers.42 The OCT T provided fertilizer to all affiliated CPMS 
irrespective o( previous loan repayment performance until 1989 which led to poor repayment 
performance and erosion of the revolving fund. Therefore, strict procedures were 
implemented in the 1989-90 trade season to sueamline the GCU's credit operations. OCU 
fertilizer credit was extended only to CPMS that recorded a 95 percent recovery rate on 
current loans from their clients, and to village branches that recorded a 95 percent recovery 
rate in current loans and loans in subsequent years from their member clients. A village 
branch lending system thN shifts loan disbursement and loan recovery responsibility to 
village branch{:;s was imple.nented in 1988 on a pilot basis in five C;PMS that qualified based 
on the 95 percent rule to ir lprove GCU's management. This approach was extended to all 
qualifiea CPMS in 1989. In the 1991-92 trade season, of the 54 CPMS that were registered 
to perform groundnut buying activities, 43 CPMS, covering 518 village branches qualified 
for fertilizer loans from the OCU. Since the majority of the CPMS do not have their own 
funds to purchase fertilizer from the OCU on cash and since the bulk of the fertilizer 
distributed to consumers was on credit, the unqualified CPMS ceased fertilizer retailing. 
The CPMS on-lent fertilizers to qualified village branches that in tum functivned as 
secondary retailers to distribute fertilizer as 100 percent in-kind loans to farmers . 

.0 All GCU loans outstanding with the GCDB prior to 1988 were paid by the government. 

41 It was difficult to obtain exact data on the volume of funds utilized by the GCU for the fertilizer trade 
in 1991-92. An amount of 8 million dalasis was reported from GCU's fertilizer tra(:~ operations in 1991 to be 
outstanding with ADP II revolving funds. Of this amount, roughly D 3.5 million were re(;overed by GCU from 
CPMS in 1991. Theref~!'''. in the absence of other sources, it is expected that D 3.5 million may have been llf..ed 
for fmancing GCU's 1991-92 fenill-rer operations. 

42 Nearly 80% of the fertilizer w~s sold on credit by 43 CPMS in the 1991-92 agricultural season (FAD, 
1992). 

http:farmers.42
http:creditors.40
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ii) The FAO 

The FAO operation at the importation and wholesaling level is financed by a 
revolving fund established in 1988 through grants from the Danish GoveITh"TIent. The 
Danish grants provided the seed money for the FAO to purchase fertilizer auctioned by the 
GOG in 1988. The FAO bought 2,000 tons of fertilizer at D5/50 Kg. and sold it through 
the PDA at D 70 per 50 kg to establish the revolving fund.43 The revolving fund has been 
used since then to finance the importatio~ wholesaling and retailing operations through the 
FAO channel. In the 1990 and 1991 trade seasons, the FAO used the two RPEs of S. Madi 
and Mukthara Ltd. as agents to import fertilizer. The RPEs financed their imports and 
delivery to provincial depots through lines of credit from commercial banks in London. The 
FAO revolving fund was used as a 100 percent guarantee to obtain the line of credit from 
the RPE's off-shore financiers who paid the fertilizer suppliers.44 This experience provides 
evidence that guarantee funds may help to induce more private sector participation in the 
fertilizer trade at the wholesale level and to encourage domestic banks to become actively 
involved in financing fertilizer marketing operations. 

At the primary retail level, the PDs and MGA receive fertilizer on credit from the 
FAO at an 18 percent annual interest rate payable to the revolving fund. The AATG buys 
fertilizer on cash from the FAO through grants from England, while WID uses interest free 
loans from WWB and the JP project uses fort;lgn grants to procure fertilizer on cash from 
the FAO to distribute to their clients. 

At the secondary retail level, the PDs can choose to extend fertilizer loans or sell on 
a cash ba!Jis to their final customers. The men PDs, in general, extend fertilizer credit to 
the majority of their clients. The majority of the women PDs sell fertilizer on cash and 
extend credit on a selective basis to women's kafos and women farmers guaranteed by 
women's kafos. While the explicit interest was 18 percent per year, the PDs were allowed 
to mark-up the retail price to realize profits. In general, the price or fertilizer sold on credit 
was higher than the price of fertilizer sold on cash. The marK-Up contributed to about 5-10 
percent of profit margins on cash sales but varied based on loan repayment performance for 
sales on credit. The AA TG distributed fertilizer as a grant to kafos in their service areas. 
However, the kafos had to sell the fertilizer to their members at a kafo determined price 
and form a village level revolving fund for the future purchase of fertilizer. The AATG 
intends to charge an annual interest of 12 percent to kafos beginning in 1992-93. The JP 
and CDP plojects charge 11 percent per year to their consumers. 

43 The fertilizer was auctioned off by the GOG to liquidate huge stocks carried over from the Italian grants 
in 1986. 

44 See F'agure IV-1 in Chapter IV for details. 

http:suppliers.44
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iii) GOG 

The GOG operations are generally financed through external grants. 

iv) RPEs 

The RPEs involvement in the fertilizer sector is fairly recent and is in collaboration 
with the FAO. In the 199G and 1991 trade seasons, the FAO used two RPEs f S. Madi and 
Mukthara Ltd., to import fertilizer. The RPEs financed their imports and delivery to 
provincial depots through lines of credit from commercial banks in London. The F AO 
revolving fund was used as a guarantee to obtain the line of credit. 

v) UPEs 

Our interviews with the UPEs revealed that generally they are self financed or obtain 
funds through informal credit. markets to conduct their trade operations. A limited amount 
of trader finance through UPE wholesalers is available. Price markups instead of explicit 
interest are used to finance these operations. The UPEs extended credit only to their long
term clients and charged an implicit intelest rate of 18 percent for 6 months. 

vi) Final Consumers 

The majority of farmers interviewed reported that they purchased fertilizer on credit 
from the GeU followed by the F AO, government programs, the NGOs and informal 
sources.4S The terms and conditions, however, varied with the source of fertilizer. In 
general, loans were taken for a period of six months with no down payment or explicit 
collateral requirements. However, the GCl1 implicitly linked its loans with groundnut 
marketing, and women PDs from the FAO required guarantees from kafos. Vlhile the GeU 
charged an annual interest of 21 percent, the PDs from FAO charged 18 percent, and the 
Jahally-Pacharr rice development project charged 11 percent. A limited amount of inter
and intra-household borrowing of fertilizer based on reciprocity was also observed. 

The above discussion indicates the: emergence of segmented markets due to variations 
in the terms and conditions used to finance fertilizer at the retail level. The government 
and NGO channels offer below market interest rates on 10a,lJ.S in contrast 10 the F AO-PDN 
and GCU network which has tried to meet a market standard. Therefore, there is no level 
playing field here and this will likely delay the emergence of a full blown private fertilizer 
sector in The Gambia. 

4S Very few sample farmers reported buying chemical fertilizer for cash or for a small down payment, 
perhaps because they had the option of using credit. In the absence of any credit, it is likely that the number 
of farmers buying fertilizers on a cash basis would rise substantially if yield response and prices are favorable. 

http:sources.4S
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IV. CONSTRAINTS ON THE DEVEWPMENT OF THE FERTILIZER SECfOR 

The policies and programs of the Gambian government during the last two decades 
have contributed to a dramatic expansion in the use of and demand for fe·rtilizer. The 
liberalization of the fertilizer sector with the implementation of the ERP has resulted in an 
increase in the channels for fertiHzer distribution. There are no formal barriers to entry on 
the supply side so new entrepreneurs can ento;i and compete in fertilizer marketing. As a 
result, the sector currently includes multiple supply channels that compete and collaborate 
with each other at various stages in the impOr1ation and distribution of fertilizer. 

Serious problems exist in the sector, however, and the country does not yet have an 
efficient, reliable fertilizer marketing system that can provide wide access to fertilizer. The 
purpose of this section is t, :iummarize the current major strengths and weaknesses of the 
system, and identify the most imvortant constraints that limit development of the sector. 

1. Stren~ths and Weaknesses of the Current System 

The strengths and weaknesses of the various fertilizer distribution channels are 
summarized in Table VII-l3. On the positive side, the supply system is fairly well developed 
with the network that includes the widespread GCU system and the FAD sponsored PDs. 
The physical infrastructure for transporting and storing fertilizer exists at th~ wholesale and 
retail levels in this network. Linkages have been developed for the importation of fertilizer 
stocks. There appears to be a significant number of farmers that have had some experience 
with fertilizer use and are potential customers for a privatized fertilizer sector. 

There are substantial weaknesses in the current system, however, and some of them 
present formidable challengec; for the future development of the sector. The first is the 
fairly small total fertilizer demand in the country. Five thousand tons of fertilizer nutrients 
represents a small market, and it was reported that few foreign sources of fertilizer want to 
bother with the small volume of exports required to satisfy total demand. The domestic 
distribution system is still inadequate. The GCU and the NGOs have the desire, but not 
the capacity at this time, to provide a large number of fanners with a regular fertilizer 
supply. The private sector also faces problems. For the several reasons discussed below, 
it is difficult to clearly estimate future demand under a completely privatized system. The 
uncertainties about the future role of the GCU, the government, and the donors create an 
unfavorable environment for private traders to enter the sector and develop the 
infrastructure and distribution netwotk r~quired for fun privatization. The possibilities of 
local financing for fertilizer imports and distribution are uncertain, given the situation of the 
financial system as described in Chapter I. Whereas private traders can access off-shore 
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financing for importing rice, sugar and textiles,46 the fertilizer trade has been dependant 
on grants, not lo.9.l1S. Moreover, the difficulty in loan recovery experienced by the GCU and 
the FAO PD3 dt.'monstrate that these channels have not yet developed adequate expertise 
to make and recover fertilizer IDans. TherefDre, while dDmestic banks have financed 
ground nut trading, they have been reluctant to finance the fertilizer trade. TherefDre, 
whereas gDvernment failure during the past few years led to' the need to' privatize the 
fertilizer sector, market failure now impedes the full develDpment Df a privatized system. 
With the drying up of foreign grants, it is essential to' encDurage a mDre active role fDr 
private entrepreneurs and to' analyze the possible financial and other cDnstraints that impede 
their full participat~on. The fDllowing section outlines some of these constraints. 

2. Constraints Faced by Priyate Entrepreneurs 

The constraints faced by private entrepreneurs can be summarized as (1) difficulties 
in predicting fertilizer demand, (2) questionable profitability of the fertilizer business due 
to difficulties in achieving econDmies of scale and scope, and (3) financial cDnstraints. 

A. Problems in predicting fertilizer demand 

An important problem facing anyDne interested in fertilizer in The Gambia is the 
difficulty in forecasting future demand because past usage is a pDor predictor of the future. 
Private entrepreneurs respDnd to' market signals. Their success depends on their ability to 
forecast market demand and identify opportunities to make an investment and generate a 
profit in that market. However, fertilizer demand in The Gambia is quite unpredictable fDr 
several reasDns. 

The past consumptiDn Df fertilizer under a system of heavy gDvernment interventiDn 
dDes not provide a good base from which to predict future demand in a privatized system. 
Fertilizer demand has been manipulated through price subsidies and grants, and has not had 
to adjust to market signals. The data presented on fertilizer cDnsumption show no. clear 
patterns of demand relative to fertilizer prices, so. there is little validity in predicting demand 
based Dn past market trends. Indeed, there is no study that really measures fertilizer 
demand in The Gambia. Static estimates that do. nDt incorpDrate risk and uncertainty have 
led to. overestimates of fertilizer demand. For insta.llce, the F AO estimated a requirement 
of 24,000 metric tons Df chemical fertilizer for the 1991-92 seasDn based Dn the estimated 
area under cultivation and the assumptiDn that 80 percent Df the farmers use at least 60 
percent of the recDmmended dDsage Df chemical fertilizer. However, only 2,190 tons of 
chemical fertilizer were sDld through the GCU, FAO, GOG and RPEs netwDrks in 1991-92 
(FAO repDrt, 1992). The low fertilizer consumption was assumed to. be due to declining 

~ See Chapter VIII in this report. 
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agricultural profitability that resulted in an upward shift in the demand for manure and a 
downward shift in the demand for chemical fertilizers. 

The future demand for fertilizer by farmers will depend on four variables: 1) fertilizer 
prices, 2) the yield response of current and future varieties to fertilizer applications, 3) crop 
prices, and 4) financial terms and conditions for buying fertilizer. Furthermore, farmers 
must make their decisions about fertilizer adoption while facing three sets of uncertainties: 
1) uncertainty about production conditions, especially rainfall, 2) uncertainty about market 
trends in fertilizer and crop prices, and 3) uncertainties about future government and donor 
policies and programs that may affect fertilizer supplies and prices, credit availability and 
cost, and access to product markets. 

a.) Fertilizer prices and subsidies 

Future prices are unknown but the government is committed to reduce and/or 
eliminate subsidies. The prices reported in Table VII-6 after 1987 give an indication of how 
fertilizer prices rose when subsidies were removed. The value cost ratios presented in Table 
VII-1 also give an indication of how declining price ratios will discourage fertilizer 
consumption if the price trend continues. 

b.) Yield response 

A complete analysis of this issue is beyond the scope of this study but some 
uncertainties encountered in our research need to be discussed. 1be FAO data in Table 
VII-1 based on fertilizer demonstration plots show a significant, though declining, return 
from fertilizer use on several crops, presumably due to price changes rather than a decline 
in yield response. If these data are indicative of farm level response, it would be logical to 
expect a correlation between the wide swings reported in Table VII-3 in fertilizer 
consumption and average crop yields reported in Table VII-14. However, no such 
correlation seems to exist. How can this apparent discrepancy be explained? 

First, there may be considerable problems with the quality of the data that are 
unknown. to us. Second, the large subsidies of a few years ago may have encouraged the 
overuse of fertilizer so that some recent cutbacks can be absorbed with little effect on yields. 
Third, there may be enough carry-over of nutrients so that reductions in application are 110t 
immediately translated into yield declines. Fourth, the percentage of farmers regularly using 
fertilizer may be much lower than is bf~!ieved, a~ suggested by the NASS data in Table VII
10, so that the wide usage of manure as reported in Table VII-ll may be relatively more 
important than fertilizer in explaining yields. This implies that there are many factors that 
may mask the impact of fertilizer use when analyzing aggregate yields. Fifth, the preoccupa
tion with gmundnut:; in the country may cause analysts to overlook the important shifts in 
cropping that have occurred and the role that fertilizer may have played in these shifts. The 
data in Table VII-14 show fairly significant increases in harvested area for maize, and early 
and late millet in recent years, in contrast to a stagnant or perhaps slight decline in the 
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harvested groundnut area. If this new crop area is on land with marginal fertility, the large 
frequency of fertilizer use reported for these crops in Table VU-II may have served to 
maintain rather than increase average yields.·7 Sixth, the yield response on groundnuts 
may have deteriorated if as reported the quality of seed has declined in recent years. 

Although we cannot answer the questions of yield response, the substitutability of ma
nure, and the trends in usage of this fertilizer substitute, they demonstrate part of the pro
blem faced in projecting demand. If in fact yield response is low, future fertilizer demand 
will be low in a privatized system operating without subsidies. Furthermore, our impression 
is that The Gambia does not have the type of agronomic research system that is likely to 
discover 01' adapt varieties in the near future that are likely to be more fertilizer responsive. 

c.} Groundnut prices 

The analysis presented in previous chapters outlined the problems faced in the 
groundnut sector, including the issue of cross border trade with Senegal. The ability of the 
government to resolve the several problems of this sector will have a significant impact on 
demand for fertilizer sinC'.e this important crop still represents the largest amount of crop 
area. 

d.} Credit for fertilizer purchases 

There are no data available to document bow many farmers regularly obtain fertilizer 
on credit. The impression is that few farmers pay 100 percent cash for fertilizer. 
Furthermore, some of the fertilizer loans have been provided at zero or low interest rates. 
The delinquency and default rates that appear to exist in the CPMS and FAO PD networks, 
coupled with past loan writeofis, suggest that many loans were converted into grants through 
nonrepayment. Unquestionably, a privatized system will be reluctant to provide as much 
credit for fertilizer either through bank loans to farmers OIl through fertilizer sales on credit 
by retailers. Furthermore, both banks and retailers will have to charge higher rates and will 
have to do a better job in loan recovery if the fertilizer system is to become self-sustaining. 
These changes will affect fertilizer consumption in two ways for farmers who lack liquidity 
to pay cash for their inputs: the effective cost of fertilizer will rise for creditworthy farmers 
who will continue to qualify for loans, while some fanners will reduce their purchases 
because they will no longer qualify for credit. 

e.) Uncertainty about government and donor programs 

The past heavy involvement in the fertilizer sector creates uncertainty in the private 
sector today. Although the government appears to be moving out of fertilizer importation 
and distribution, private entrepreneurs reported their suspicion about the probability of the 

(1 Sec Appendix VD-4 fo:, fertilizer recommeadatioas and requirements for various aops. 
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government and donors permitting the private sector to be solely responsible for the fertili
zer trade. The private sector is concerned that any perceived fertilizer shortages or high pri
ces would cause panic so that subsidized fertilizer would be imported and dumped into the 
market after private traders had invested in their fertilizer imports' and distribution systems. 

B. Profitability of the Fertilizer Trade 

a.) Economies of scale and profitability 

'The difficulty in predicting demand complicates any estimation of total market size 
and the optimal number of frrms needed in the sector to achieve economies of scale from 
the fertilizer trade.48 Consequently, incomplete information about aggregate market size, 
possible number of competitors, and market share leads to uncertain estimates of 
profitability for any participant in the fertilizer sector. 

b.) EconolT'Jes of scope for existing trading firms 

The existing private entrepreneurs already engaged in trading other commodities 
(such as those discussed in Chapter VIII that import rice, cooking oil, and flour) would be 
obvious candidates to enter the fertilizer trade. Since they already have international trade 
linkages, have experierrce in importing, have facilities and wholesaling/retailing networks, 
and have some equity capital and access to credit, it is possible that they would experience 
economies of scope by adding fertiHzer to the commodities they sell. Economies of scope 
exist when one multiproduct firm can more cheaply provide a product or service than ano
ther firm that specializes in it. The ability to realize economies of scope through product 
diversification would then become a barrier for new firms to enter the fertilizer sector. 

Economics of scope are achieved through reduced costs due to product complemen
tarily. The recent participation in the FAD fertilizer markp,t by importers of food commodi
ties suggest that these firms may already perceive that there are product complementarities 
by expanding into fertilizer. But the capacity of these firms to include fertilizer within the 
set of products currently being sold may be limited by the special characteristics of the 
fertilizer sector. These are discussed in greater detail in Chapter VIII but are highlighted 
here. As discussed above, the volume of total domestic fertilizer demand is small and the 
reexport trade has been insignificant. The volume of other commodities these traders sell 
is quite large, however, due in part to their large reexport trade. Furthermore, the sales 
turnover is much faster and there are few domestic substitutes that customers can tum to 
if prices of these basic food commodities rise. These traders currently finance many of their 

48 Anecdotal evidence suggests that at current market prices a minimum of 500 metric tons of fertilizer 
needs to be imported per transaction because (i) surcharges levied on shipping declines with increases in 
quantities imported, (ii) costs involved in producing/mixing the type of compound fertilizer consumed in The 
Gambia (8-24-24) declines with increases in quantitites produced. Based on the above estimates, the fertilizer 
sector allows for very few fums in the market since the fertilizer consumption in 1991-92 was about 2190 toDS. 

http:trade.48
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commodity imports through short-term letters of credit obtained offshore but, as discussed 
below, financial arrangements for the fertilizer sector may have to be different. 

c.) Barriers to entry for new firms 

For new entrepreneurs not currently engaged in commodity trading, entry into the 
fertilizer trade is constrained by high fixed costs involved in building a physical infrastructure 
and distribution system in the face of great uncertainty about demand, government and 
donor policies, and access to finance. Even though competition may be greater, the business 
prospects for beginning to trade consumer goods may appear more profitable and less risky, 
especially for entrepreneurs with limited capital and business experience. 

C. Financial constraints 

a.) Offshore fertilizer loans 

As described in Chapter VIII. the existing large scale food commodity traders use 
offshore financial facilities to finance their imports, but this has not been the case with the 
fertilizer trade. Fertilizer trading requires relatively longer term loans and involves a slower 
turnover commodity compared to food commodities. Therefore, the typical offshore 
suppliers who usually offer 30 to 90 day letters of credit would need to devise appropriate 
financial instruments that match the term structure required in fertilizer trading.49 It is not 
clear if the reputation built up by existing traders with their offshore creditors is transferable 
to other offshore lenders that may specialize in financing the fertilizer trade, or if these 
offshore financial sources are accessible to new Gambian entrants into the fertilizer sector. 
If not, alternative sources of finance would need to be found among domestic banks. 

b.) Making retail loans for fertilizer 

The financial technology required to facilitate fertilizer retail lending needs to be 
developed in The Gambia and cannot be a simple duplication of the methods used to 
finance trading of other commodities. Both the existing commodity traders and any new 
entrants into the fertilizer trade need to recognize the differences between trading fertilizer 
and food commodities. Fertilizer trading requires longer term loans (six to nine months for 
the typical crop season) than made for food commodities and involves higher lending risks 
due to production and policy uncertainties. Longer term loans increase moral hazard 
problems for the creditors (i.e. borrowers engage in unsound business practices after 
receiving a loan) at the farmer/consumer level. By granting shorter term supplier credits 
and having frequent contact with their customers because of the high sales turnover of other 

49 For instance, the two private food importers of Mukthara and S. Madi enterprises used the FAO's 
revolving funds as a guarantee to obtain offshore loans to fmance fertilizer imports for FAO. They, however, 
did not engage in wholesale and retail distribution for the FAO, perhaps due to their lack of access to offshore 
financing for a longer period of time. 
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commodities, food traders are able to more easily monitor the loans made and avoid loan 
losses. For the fertilizer trade, the traders need to develop lending procedures that will 
permit them to screen their borrowers better and that will ensur,e good loan repayment for 
longer term loans. This may require desiyning appropriate incentives and penalties to 
discourage loan nonrepayment. It may also involve developing input-product linkages or 
other types of interlinked contracts frequently found in Asia to reduce: information problems 
and enhance borrower screening. This type of interlinkage may already exist for some PDs 
that sell fertilizer along with basic food commodities to their clients. The borrowers of 
fertilizer loans may be more inclin~d to repay if they face a cutoff in their supply of food 
commodities when they fail to repay their fertilizer loans. Interlinkages may also exist when 
crop buyers sell fertilizer on credit to farmers with the condition that the loan amount is 
automatically deducted from the crop proceeds. One of the problems that traders face in 
The Gambia is that either they do not engage in crop trading so they cannot develop these 
interlinkages, or when they do buy crops they cannot be assured that farmers wiIl actually 
deliver their crop to them. Other buyers (including the Senegalese) may offer better prices 
or farmers may choose to sell to other buyers precisely to avoid loan payment. 

c.) Cost of borrowed funds 

The comparative cost of borrowed funds influences entry into the fertilizer sector and 
the nature of the competitive conditions that will emerge. Entrepreneurs that can borrow 
more cheaply have a cost advantage compared to their competitors. As is shown in the 
Chapter VIII, the large private food commodity importers possess good collateral and have 
access to cheaper offshore sources of loans. This is not the case for medium and small scale 
or new firms that have to rely on the more expensive domestic financial market because 
they have not established their creditwOlthiness. Furthermore, the informal financial 
markets are better equipped to make small short term high interest consumption loans that 
are expensive for business ventures. These financial barriers to entry into the fertilizer 
sector need to be addressed in order to strengthen the privatization program. 

V. CONCI.USIONS AND RECOMMENDATIONS 

This chapter examined the evolution of the fertilizer sector in The Gambia from the 
early 1970s up to the present. Two points stand out in this analysis: fertilizer consumption 
increased dramatically up to the mid 1980s, then stagnated; and the marketing channels }lave 
become more complex and diverse. Although the private sector has played a more promi
nent role in recent years, the country is a long way from having a reliable self-sustaining pri
vatized fertilizer sector that provides regular access to a large number of farmers. It is 
difficult to forecast or proscribe the future configuration of the sector givt:n the large 
number of developments that are taking place in restructuring groundnut processing and 
marketing, in restructuring and strength~ning the GCU (see Chapter III), in the rapid 
expansion of the NGOs (see Chapter II), in restructuring the FAO dealer network (see 
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Chapter IV), and in the efforts of the government and the donors to creat..: a more vibrant 
private sector. 

A more prominent role for the private sector is not likely to develop because of the 
implementation of some government'll plan or program for fertilizer.50 Rather it is likely 
to occur through trial and error by private businessmen attempting to make a profit in an 
uncertain environment. The government and donors need to identify the few strategic 
actions they can take to facilitate the process of change, then step back and monitor 
developments. There appear to be four sets of activities that can b~ undertaken to facilitate 
privatization of the fertilizer sec~or. They are iljentified and bridl,y described below. 

• Make a clear commitment to get the government, donors and NGOs out of the 
business of importing and dlstributing fertilizer.51 Private entrepreneurs will not undertake 
risky and expensiv~ investmp.t~t5 if they think that they might Ix. destroyed by the unexpected 
dumping of cheap fertili:~er into the market as can occur when a well-intentioned donor 
panics because of supposed inadequate supplies or high prices. Occasional shortages and 
high prices need to be eApected as a privatized fertilir.er s~ctor works out the wrinkles in 
importation and distribution. The private sector is likely 10 "sit on the sidelines" until it is 
certain of the commitment to privatize the s(.",tor. So far, the entrepreneurs are not yet 
convinced enough to risk investing large amounts of their ovm <:apital. 

• Improve the yield response of important crops. The uncertainties surrounding yield 
response that were discussed above need to be clarified. If, as appears to be the case, yield 
response is low for many crops, then the problems need to be identified and solved. In a 
regime with reduced fertilizer subsidies, a ner.:essary condition for fertilizer use is that the 
yield response must be high enough to compensate for production and marketing risks. This 
is a logical tas~ for donors to undertake because they have ready access to foreign scientists 
and research centers with the expertise to deal with the problem. 

~ Improve product pricing and access to markets. This is a large topic and is beyond 
t.be scope of this study. Suffice to say that completion of the reforms of the groundnut sec
tor and any otl1er action that improves access to markets and the prices received by farmers 
will stimulate fertilizer demand and improve the conditions for privatized fertilizer trade. 

• Stimulate domestic lending to the fertilizer sector with a guarantee fund for fertilizer 
loans.52 The analysis presented in Chapter I demonstrated that there are substantial 
resources in the domestic banks to finance the fertilizer sector. As the private demand for 
fertilizer loans begins to expand, however, the learning process that the domestic banks will 

so Ckapter IV includes a discussion about the possible future role for the government in the fertilizer sector. 

SI See Chapter IV for a further discussion of this issue. 

51 A more complete discussion of a guarantee fund is presented in Chapter IV. 

http:loans.52
http:fertilir.er
http:fertilizer.51
http:fertilizer.50
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have to go through in serving this sector may be accelerated by a guarantee fund that 
reduces the risk to the bank of incurring a loss due to a bad fertilizer loan. The liquidity 
of the banks eliminates the justification for donor funds for on-lending but foreign resources 
could play a strategic role in sharing the risk and expense of operating the guarantee and 
thereby reduce the financial constraints that private sector firms may face. 
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Table VlI·1 PrOduc:tlvlty aad Value Cost Rado or Fertilizer Use on Major Crops, 1985 and 1991. 


Crops Production (Tons/lIa) Value Cost Ratiol 

Without With Based on 1985 Based on 1991 
Fertilizer Fertilizer Prices Prices 

(1) (2) (3) (4) 

Groundnut 1.27 1.64 8.5 2.5 

Maize 1.17 2.09 2.9 2.3 

Early Millet 1.09 1.88 4.1 29 
Sorghum 0.97 1.52 27 2.8 

Rice (Upland) 1.09 204 5.4 1.4 

Source: FAO. 
Note 1: Value Cost Ratio (VCR) is calculated as a ratio of the value added with fertilizer use relative to the cost 

of fertilizers. Data are based on experimental trials. 
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TallIe VlI-2 N........ 'I)p el Parddputl Sampled, b7 LocatI_ .. die I'~ ......... CIIaIa. 


MarketiDg Level Participudl 

I. importeR aDd 
Wholesalers 

Putidput twc N~eofPuticipmU~ 
of Institution 

Food and Agricu1turai 
Orpnj7JItjon (FAO) 

PopulatioD 
Size 

1 

Sample 
m.,
1 

Privatized CoopcratiYc Gambia Cooperative UDioa 
(GCU) 

1 1 

GovenunCDtofthc 
Gambia (GOG) 

DcpartmCDt of Agriculture 1 1 

ResiJtcrcd Private 
Entrepreneun (RPEs) 

Mukthara Ltd. and S. Madi 2 2 

Unrcsiatcrcd Private 
Entrepreneun (upEa) 

Confidential NA 1 

D. Retailers RPEs Private Dealer Network 
(PDN) with 36 members 

1 
(36mcmben) 

12 
members 

Non-gcwcnuncntal 
0rpDizati0u (NGOs) 

GoverDIIICDt Programs 

1. Action Aid, The 
Gambia (AATG) 

2. Women in Development 
(WID) 

Jahally-Pacharr Rice 
Development Project (JP) 

2 

1 

2 

1 

CoopcratiYc Societies 1. Cooperative Produce 
Marketing Societies 
(CPMS) 

2. Women's Horticultural 
Societies (WHS) 

54 

2 

12 

1 

UPEs Confidential NA 1 

Informal Farmer's 
Groups (IFG) 

kafos NA 8 

m. Consumcn Farmers Groups of Farmers NA 13 

NA : Not available 
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Table VII·3 Fertilizer Coasumptloa fa The Gambia. 1972·90. 

Consumption Nutrients (tons) 

Year N P205 ~O Total 

(1) (2) (3) (4) 
1972 69 348 417 
1973 220 540 760 
1974 219 708 927 
1975 141 659 800 
1976 575 1226 1801 
1977 700 1549 2249 
1978 494 1110 1604 
1979 1033 1953 2986 
1980 1355 2520 135 4010 
1981 1440 1940 135 3515 
J.c)82 935 1340 140 2415 
1983 1370 1600 60 3030 

1984 1765 2570 225 4560 
1985 610 705 470 1785 
1986 825 685 135 1645 
1987 595 690 425 1710 
1988 685 1245 135 2065 
1989 1626 1198 1051 3875 
1990 1132 897 897 2926 

Source: FAO,l992. 
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Table V114 	 Profile or Fertilizer Agents by Marketing Levels during Pre and Post Economic: Recovery 
Program (ERP) Periods. 

Trade Functions 

Years Importer 

(1) 

Wholesaler 

(2) 

Primary Retailer 

(3) 

Secondary Retailer 

(4) 

PreERP 

1974-1985 1. GPMB 
2. UPEs 

1. GPMB 
2. UPEs 

1. GCU 
2. UPEs 

1. CPMS 
2. Kafos 

Post ERP 

1986-87 

1988-89 

1. GOG: Italian Grants 
2. UPEs 

1. GOG (ltaly)1 
2. UPEs 

1. GPMB 
2. UPEs 

1. GCU 
2.FAO 
3. UPEs 

l.GCU 
2. UPEs 

I.CPMS 
2.PDN 
3. NGO: Action Aid 
4. Government Programs 
S. UPEs 

1. CPMS 
2. Kafos 
3. Government 

Programs 
1. Village Branches 

of CPMS 
2. Karos 

1990 1. FAO (Poland) 
2. GOG (Italy) 
3. RPEs 
4. UPEs 

I.FAO 
2. GOG 
3.GCU 
4. UPEs 

I.PDN 
2. Government Programs 
3. CPMS 
4. NGO: Adion Aid 
S. UPEs 

1. Village Branches 
ofCPMS 

2. Kafos 

1991 1. FAO (Senegal) 
2. GCU (Senegal) 
3. GOG (Senegal) 
4. RPEs (Senegal) 
S. UPEs 

I.FAO 
2. GOG 
3.GCU 
4. RPEs 
S. UPEs 

1.PDN 
2. Government Programs 
3. CPMS 
4. NGO: Action Aid 
5. UPEs 

1. Village Branches 
ofCPMS 

2. Karos 

Source: GCU, FAO, AATG. 
GPMB: Gambia Produce Marketing Board; GCU: Gambia Cooperative Union; FAO: Food and Agricultural 

Organization; GOG: Government of the Gambia; RPE: Registered Private Entrepreneurs; UPE: 
Unregistered Private Entrepreneurs; NGO: Non-Governmental Organizations; PDN: Private Dealers 
Network 

Note 1: Name of the country from where fertilizer was imported is given in parenthesis. 
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Table VlI·S 	 Volume or Fertll1zer Imported Into The Gambia, ~ and Post ERP, by Participant and 
Fertilizer Type, 198().1991. 

Fertilizer Type 

Years Participantl SSpZ Compound) Urea Total 

(I) (2) (3) (4) (5) 

(in Metric tons) 

PreERP 

1980 GPMB 6960 4385 148 11493 

1981 GPMB 7200 3690 673 11563 

1982 GPMR 7370 5415 NA 12785 

1983 GPMB NA 2854 NA 2854 

1984 GPMB 7497 3030 2555 13082 

1985 GOG 5986 6518 9962 22466 

Post ERP 

1986 GOG 3000 1500 1000 5500 

1987 GOG 1500 3000 0 4500 

1988 GOG 0 0 30 30 

1989 GOG 0 6453 1559 8012 

1990 FAO (0) (1165) (1(00) (2165) 

RPEs (0) (0) (500) (500) 

GOG(CDP) (0) (BOO) (100) (900) 

Totar 0 1965 1600 3565 

1991 FAO (0) (1000) (0) (1000) 

GCU (0) (500) CO) (500) 

RPEs (0) (1(0) (0) (100) 

GOG{CDP) CO) (fm) (0) (607) 

WID CO) (0) (1000) (l(J!!f'1) 

Totar 0 2'Jff/ 1000 3207 

Source: FAO, GCU. 

Note 1: 	GPMB: Gambia Produce Marketing Board; FAO: Food and Agricultural Organization; GCU: Gambia 
Cooperative Union; GOG: Government of the Gambia; RPE: Registered Private Entrepreneurs; COP: 
Cotton Devdopment Project; WID: Women in Development 

2: 	SSP: Single Super Phosphate 
3: 	Compound fertilizer contain NPK in the foUowing proportions: 

1980-82: 20-20-0; 1983: 26-14-0; 1984: 18-46-0; 1985-88: 15-15-15; 1989-90: 8-24-24 by Gt:U,RPE and 
FAO, and 14-23-14 by COP. 

4: 	This does not include fertilizer imported through unregistered private entrepreneurs (UPE) due to data 
limitations. 
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Table VII", Fertilizer Plices ID De Gamhia, 1980-89, ID o.tasls per Ton. 

Year 
Type of 

Fertilizer elF Wholesale Retail' 
Official 

Retail Pricez Subsidy 
Subsidt 

% 

(1) (2) (3) (4) (5) (6) (7) 

1980 SSP 278 378 411 104 307 75 
UREA 508 615 648 '}Jj7 381 59 
20-20-0 SOl 608 641 133 508 80 

1981 SSP 209 280 298 108 190 64 
UREA 520 591 609 419 190 31 
20-20-0 434 505 523 135 388 74 

1982 SSP 291 461 472 140 332 70 
UREA 520 724 735 239 496 68 
20-20-0 S48 755 766 194 572 75 

1983 SSP 291 399 435 160 275 63 
UREA 520 662 698 253 445 64 
26-14-0 538 682 718 245 473 66 

1984 SSP 48S 521 524 270 2S4 49 
UREA 803 839 846 370 476 56 
18-46-0 917 953 956 370 S86 61 

1985 SSP 385 525 630 520 110 18 
UREA SOO 640 745 700 45 6 
15-15-15 S05 645 7SO 600 150 20 

1986 SSP 903 1043 1148 700 448 39 
UREA 1001 1141 1~ 1030 216 17 

15-15-15 1246 1386 1491 1140 351 24 
1987 SSP 680 800 840 840 0 0 

UREA 968 1095 1160 1160 0 0 
15-15-15 1040 1168 1~ 1220 0 0 

1988 SSP 680 800 840 840 0 0 
UREA 968 1095 1160 1160 0 0 
15-15-15 1040 1168 1220 1220 0 0 

1989 SSP 680 800 840 840 0 0 
UREA 1260 1480 1540 980 560 36 
8-24-24 1540 1760 1820 1120 700 39 

1990 UREA 1571 1961 2200 2200 0 0 
8-24-24 1869 2160 2400 2400 0 0 

1991 UREA (FAD) 24SO 2700 2800 2800 0 0 
8-24-24 (FAD) 29SO 3100 3200 3200 0 0 
8-24-24 (GCU) NA NA 2400 2700 0 0 

14-23-14 NA NA 2800 2600 200 7 
(COP) 

Source: 	FAO. FAO: Food aDd Agricultural Organization; GCU: Gambia Co-operative Union; COP: Cotton 
Development Project. 

Note 1: 	Actual retail price. 
2: Price paid by the CODSWJ,U:t. 

3: Gives % of fertilizer price subsidized by the government at consumer level. 
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Table VII·7 Volume or Fertilizer Distributed, 1988-92. 

ParticipantsI 

Year 

1988-89 

Fert.Type 

(I) 

ssP' 
NPK4 

UREA 
TOTAL 

GCU 

(2) 

1.147 
J39 
ts.~ 

1640 

FAO GOG- 
(3) (4) 

(in metric tonnes) 

0 NA 
0 NA 
0 NA 
0 NA 

AATG 

(5) 

NA 
NA 
NA 
NA 

RPEs 

(6) 

0 
0 
0 
0 

Total 
CODSumed2 

(7) 

1989-90 SSP 
NPK 

UREA 
TOTAL 

42 
478 
43 

563 

0 
1550 
610 

2160 

NA 
NA 
NA 
NA 

NA 
NA 
NA 
NA 

0 
0 
0 
0 

1990-91 SSP 
NPK 

UREA 
TOTAL 

9 
605 
58 

672 

0 
1165 
803 

1968 

0 
800 
100 
900 

NA 
NA 
NA 
NA 

0 
0 

500 
500 

1991-92 SSP 
NPK 

UREA 
TOTAL 

0 
634 

0 
634 

0 
570 
197 
767 

0 
587 

0 
587 

0 
NA 
NA 
102 

0 
100 

0 
100 2190 

Source: FAO, GCU, AATG. 
Note 1: 	GCU: Gambia Cooperative Union; FAO: Food and Agricultural Organization; GOG: Government of 

The Gambia; AATG: Action Aid, The Gambia; RPEs: Registered Private Enterprises. 
2: The data on total fertilizer consumed arc not available except for 1991-92. 

3: Single Super Phosphate. 

-i: Refers to all compound fertilizers with v~ng combinatioDS of nitrogen, phosphorus and potassium. 
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Table VlI-8 	 Terms aDd CODditiODS of FlDudal Amulgements In the Fertilizer Sector ID the Pre ERP 
Period. 

Terms and CoDditions 

Years 

1980-84 

Marketing 
Level 

(1) 

Importer 

Participant2 

(2) 

GPMB 

Creditor 

(3) 

Self-fmanc:cl and 
Central Bank 

Annual 
Int. rate 

(4) 

0 

Collateral 

(5) 

Assets 

1980-84 Wholcsaler GPMB Self-fmanc:cl 0 Assets 

1985 Importer and 
wholesaler 

GPMB Italian Grants 0 None 

1980-83 Primary 
retailer 

GCU GCDB 
GPMB 

9 
0 

Assets 
Product market links 

1984 Primary 
retailer 

GCU GCDB 
GPMB 
ADPII 

17 
21 
0 

Assets 
Product market links 

None 

1985-86 Primary 
retailer 

GCU GCDB 
GPMB 
ADPII 

21 
18 
0 

Assets 
Product market links 

None 

1980-86 

1980-86 

Secondary 
retailer 

Consumers 

CPMS 

Govt. 
programs 

Farmers 

GCU 

Grants 

CPMS 
GoYl. programs 

13 

0 

17 
oor 
lower 

Loans outstanding and 
product market links 

None 

Product market links 
None 

Source: FAD, GCU. 

Note 1: rmanced through groundnut sales. 


2: 	 GPMB: Gambia Produce Marketing Board; GCU: Gambia Cooperative Union; CPMS: Cooperative 
Produce Marketing Societies. 

3: 	 GCDB: Gambia Commercial & Development Bank; ADPII: Agricultural Developmc.&1t Program II 
initiated by the World Bank. 



Table VII·' Percent of Groundnut Farmers Purchasing Compound Fertilizer by Source of Purchase and RegIonal Division in The Gambia, 1991.1 

Division #CPMS2 Coops in Cash Coops with Credit Trader #FAO PE'sl Family Member Other· 

(1) (2) (3) (4) (5) (6) (1) 

Western 7 100 (0) o (0) o (SO) 8 o (0) o (SO) 
North Bank 18 14 (41) 82 (41) 4 (14) 4 o (0) o (5) 

Lower River 4 0(13) 02 (13) 70 (25) 2 28 (13) 0(38) 

MID-North 5 0 (6) 17 (44) 83 (38) 2 o (6) o (6) 

MID-South 6 0 (0) 57 (0) 28 (0) 1 15 (0) o (0) 

Upper River 2 0 (0) o (0) 95 (88) 3 5 (1) o (5) 

The Gambia 42 3 (8) 19 (13) 71 (62) 20 6 (6) 0(11) 

Source: NASS 91 (NADC/DOP/MOA)j GCUj FAO. 
Interpret the fJ.gW"es as follows: 

Fertilizer used in groundnut fields in the Western Division was aU bought with cash from co-o.,erative unions, while in the North Bank Division 
.JoIy 14% was bought with cash from the same source. 

Note 1: FJgUI'es in parentheses refers to corresponding estimates in 1990. 
2: Gives number of CPMS qualified to supply input loans in 1991·92. 
3: Gives number of private deale:s affiliated with FAO who qualified to give input loans in 1991·92. 
4: Other refers to moneylenders, friends and relatives from other villages. 
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Table VlJ.10 Perceot or Area Using Fertilizer by Regloaal DlYislon and Crop, 1991.1 

Division 

Western 

North Bank 

Lower River 

MID-North 

I~IID-South 

Upper River 

The Gambia 

Coarse Grains 

(1) 


21 (15) 


45 (51) 


46 (33) 


17 (44) 


39 (44) 


51 (34) 


36 (39) 


Groundnut 

(2) 


14 (8) 


5 (12) 


13 (15) 


6 (18) 

12 (5) 

23 (30) 

11 (15) 


Swamp and Upland Rice 

(3) 


8 (9) 


3 (16) 


11 (4) 

o (0) 

2 (0) 

0(11) 

5 (6) 


Source: NASS 91 (NADC/DOP /MOA) 
Interpret as follows: 

In Western Division fertilizer was applied on 21% oftetal Coarse Grain area, 14% of Groundnut area 
and 8% of Swamp and Upland Rice area. 

Note 1: Figures in parentheses refers to corresponding estimates in 1990. 

Table VlI·ll Pen;ut or Area Fertilized In The Gambia, by Crop and Type or Fertlllzer, 1991.' 

Crop Manure SSP Compound Urea 

Maize 61 (59) 4 (2) 46 (43) 15 (13) 
Early Millet 50 (45) 4 (2) 42 (49) 3 (7) 
Late Millet 33 (23) 3 (8) 59 (55) 9 (22) 
Sorghum 61 (36) o (3) 37 (43) 3 (31) 

Coarse Grains 52 (41) 3 (4) 44 (48) 6 (18) 

Upland Rice 20 (4) 4 (11) 7 (9) 62 (55) 

Swamp Rice 15 (43) 6 (0) 41 (42) 24 (22) 

Upland and Swamp Rice 18 (24) 5 (6) 23 (26) 44 (39) 

Groundnut 22 (13) 24 (27) 46 (53) 9 (8) 

Retail price ('92) paid by D45/bag D135-145/bag D90-130/bag 
consumen2 

Source: NASS 91 (NADC/DOP/MO/ ': FAD; GCU. 

Note: Since more than one type of fertilizer may be used in the same plot, totals may exceed 100%. 


1: F'pes in parentheses refers to corresponding estimates in 1990. 
2: One bag = 50 kg; compound refers to 18-24-24 used on groundnuts. 
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Table VII·12 	 Terms and Conditions or Flnandal Arrangements in Fertilizer Sector by Market Level, Agents 
and Creditors duriog Post ERP Period. 

Tenns and Conditions 

Channel Marketing Level Participant Creditor 
Annual 
Int.rate Collateral 

(1) (2) (3) (4) (5) (6) 

GCU Import and Wholesale GCU ADPII (World 
Bank) 

0 None 

Primary retailer CPMS GCU 16 Outstanding loans, 
product market links 

Secondary retailer Village 
Branches 

CPMS 21 Outstanding loans, 
product market links 

Consumers Farmers Village Branches 21 Product market links, 
social links 

FAO Importation and 
Wholesaling 

FAO Grant &: Women', 
World Bant (WWB) 

0 None 

Primary Retailers PO, 
JP,AATG 

MGA 
BD 

WID 

FAO 
Cash sale 

FAO 
PDs 

FAOfWWB 

18 

18 
18 
NA 

None 

None 
Group guarantee 

NA 

Secondary retail Kafas PDs 
MTG 

18 
0(12% 

from 1992) 

Group guaranlee 
Group guarantee 

Women PDAs WIDfWWB 18 FAO guarantee 

Consumers Farmers PDs 
JP 

MGA 
BD 

PDs (thru'kafo) 
MTG (thru' kafo) 

18 
11 
18 
18 

18 
9 (15% 

from 1992) 

Legal protection 
Social links 
Members 

Demonstration farmers 
Legal protection 
Peer pressure 

GOG Import, Wholesale GOG Grants 0 none 

Primary Retail COP, URDIP Grants 0 NA 

Consumers Farmers COP 
URDIP 

11 NA 

RPE Import and Wholesale RPEs LC rrom London 
bank 

NA FAO mooIving fund as 
guarantee 

UPE Import, wholCSIIle, 
Retail 

UPEs InrormAI credit 
markets 

Variable Social and business links 

Consumers Farmers Inrormal credit 
markets, UPEs 

Variable Social and business links 

NA: Not available. 

Source: GCU, FAO, OSU survey. 




Table VlI-13 Strengths and Weaknesses of Current Fertilizer Markedng Agmts and Major Constraints Faced by The Market Channels. 

Channel Strengths Weaknesses Constraints 

(1) (2) 

Cl-GCU • Wide COYerage; national penetration 
-Established physical infrastructure 
oCommendable recent performance 
.Product linkages facilitatin, contract enforcement 
.Experience in fertilizer marketing 
.Increased community participation through implO\led 
marketing stnltegies 

.Competitive prices for fenilizer and loans 

O-FAO .Large involvement by private entrepreneurs 
.Wide COYenige through private entrepreneur retail 
networks 
.Economies of scale through horizontal integration 
with other channelS 
.Established reputation with foreign suppliers of 
fertilizers 
• Competitive fertilizer and loan prices 
-Established links with government and parastatals to 
use infrastructure facilities 

C3-RPEs .Competitive 
.Specialized in trading activities 
.Less formalities in marketing and financial 
procedures 

CA-GOG • Reputation to import fertilizer 
.Large manpower and physical infrastructure 
.Ability to mobilize funds to finance marketing 
operations 

CS-UPEs .Highly flexible operations 
.Innovative in designing contracts to mitigate lending 
risks 
.Efficient use of collateral substitutes to enforce 
contracts 

(3) 

.Restricted access to non-p..nc!nut farmers and women 

.Fragile management 

.Highly centralized operations 

.Poor image due to past performance 

.Dependence on external grants; sustainability of the 
program 
• Less developed financial instruments to deal with unlinked 
loans 
.Less produce diversification 

-Dependence on external grants 
.Paternalistic attitude towards private entrepreneurs 
.Less rigorous screening in choice of private entrepreneurs 
.No insistence on equity of collateral from private 
entrepreneurs; creates mOnll hazard problems 
oNo credit-product linkages 
.Sustainability of the program is question.Gle 

.Lack of expenise in fertilizer tradin, 

.Umited amount of financial and physical infrastructure 

.Lad: of experience in supplJing fertilizer loans; less 
developed financial instruments to deal with farmer credit 

.Highly centralized operations 
• Usually less efficient due to low incentive structures 

.Low repayment records for fertilizer loans 

.Subsidized loans 


.Highly scattered and adhoc operations 


.Small scale operations 


.Lack of links with other channels 


(4) 

.Financial constraints; lact of domestic 
and off-shore financiallOUrces 
.Manpower constraint; limited trained 
personnel to assist in maneting and 
financial activities 
•Lack of infrastructure for undertaking 
value added activities like processing, etc. 

.Non specialized in fertilizer madeting 
• Uncertainties in government policies 
impcdin, the encouragement of private 
entrepreneurs 

•Financial and physical infrastnlCtUrc 
.SIow turn-over and low profitability of 
fertilizer trade compared to other 
commodity trade 
• Uncertainty of government policies 

.Market size is small 

.Difficulty in achieving economies of 

scale and scope 

.Highly dependent on external &ranis 

.Financial Constraints 
• Physical infrast1\lClure constraints 

.Lack of legal protection 
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Table VII·14 Area, Yield and Production or MiVor Crops, 1979/80 to 1991/92. 

Groundnut SwampRicc Upland Rice Maize 

Harv'd Harv'd Harv'd Harv'd 
Year-- Areal Yield I Output I Area Yield Output Area- Yield Output- Area Yield- Output 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

1979/SO 671> 987 66.9 10.3 1,699 17.5 4.9 531 2.6 5.4 1,222 6.6 

SO/81 68.9 874 60.2 17.3 1,462 25.3 1.~ 1,200 U 5.9 1,068 6.3 

81/82 SO.7 1,349 108.9 22.3 1,251 27.9 4.2 1,119 4.7 7.6 1,645 12.5 

82/83 95.0 1,594 151.4 22.9 1,293 29.6 4.3 953 4.1 9.4 1,809 17.0 

83/84 97.2 1,171 113.8 10.2 1,775 18.1 3.3 7B8 2.6 6.9 1,232 8.5 

84/85 91.4 1,150 105.1 6.2 1,435 8.9 1.5 1,467 2.2 9.2 1,359 12.5 

85/86 58.5 1,296 75.8 7.3 1,603 11.7 3.1 ],161 3.6 16.7 1,587 26.5 

86/87 SO.4 1,373 110.4 9.7 1,320 121> 31> 1,132 4.3 11.1 1,559 17.3 
87/88 95.0 1,263 120.0 12.4 1,0GlI 12.5 1.6 875 1.4 13.0 1,185 15.4 

88/89 94.8 1,038 98.4 14.0 1,429 20.0 3.8 1,026 3.9 12.7 1,220 (5.s 

89/90 86.1 1,509 129.9 9.2 1,2S0 11.5 3.4 824 21> 10.5 1,343 14.1 

90/91 89.5 832 74.5 9.8 1,224 12.0 3.2 750 2.4 11.3 1,204 13.6 
91/92 79.5 1,054 84.2 10.2 1,228 12.5 2.2 1,048 2.3 17.3 1,179 :!I.4 

Sorghum Early Millet Late Millet 

HaIVd Harv'd Harv'd 
Year Area Yield Output Area Yield Output Area Yield Output 

(13) (14) (15) (16) (17) (18) (19) (20) (21) 
1979/SO 11.6 759 81> 1.7 1,000 1.7 9.3 753 7.0 
SO/81 14.3 958 13.7 6.0 900 5.4 11.6 853 9.9 
81/82 11.9 1,076 12.8 11.4 1,272 14.5 11.6 1,267 14.7 
82/83 16.3 963 15.7 13.6 1,243 16.9 16.0 1,050 16.8 
83/84 6.9 1,029 7.1 14.1 1,021 14.4 11.1 1,034 11.7 
801/85 7.3 1,123 8.2 19.2 1,193 22.9 13.7 1,139 15.6 

85/86 12.8 906 11.6 35.4 1,215 43.0 14.5 800 11.6 
86/87 8.8 1,023 9.0 32.2 1,20S 381> 12.6 984 12.4 
87/88 9.0 733 6.6 31.4 1,217 38.2 12.9 884 11.4 
38/89 8.2 878 7.2 30.2 1,116 33.7 13.5 1,059 14.3 
89/90 9.7 1,103 10.7 40.6 936 38.0 12.1 1,050 12.7 
f)iJ/91 13.1 626 8.2 39.3 919 36.1 12.5 864 10.8 

91/92 12.6 963 12.2 46.1 1,076 49.7 10.2 80S 8.2 

Source: National Agricultural Sample Survey, various years, Department of Planning, Ministry of Agriculture 
(NASS/DOP /MDA). 

Note 1: (Harvested area in '000 of ha; Yield in kg/ha; Output in '000 of ton. 
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Figure VI••1 
Configuration of the Fertilizer Trade Channels in the Pre ERP Period 

Agents/Channels Channel 1 <Cl) Channel 2 (C2) 

Importers 

Wholesalers 

Primary 
Retailers 

Secondary 
Retailers 

Consumers Farmers and Kafos 

Notes: 
1) o Formal Channel 

v Informal Channel 
2) GPMB: Gambia Produce Marketing Board; CPMS: Cooperative Produce Marketing Societies; JP: 

Jahally-Pacharr Irrigated Project; UPE: Unregistered Private Entrepreneurs. 
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Figure VII·l 

Configuration of the Fertilizer Trade Channels in the Post ERP Period (1990-92 Situation) 


Agents/Channels Cl C2 C3 C4 CS 

Importers 

Wholesalers 

Primary 
Retailers 

Secondary 
Retailers 

Consumers 

COP 
URDIP 

Notes: 

1) vv. Consumed at Kafo level and/or sold to Kafo members 
2) 0 Formal Channel 

o Semi-formal Channel 
v Informal Channel 

3) GCU: Gambia Cooperativp. Union; CPMS: Cooperative Produce Marketing Societies; FAa: Food and 
Agricultural Organization; RPE: Registered Private Entrepreneurs; WID: Women in Development; JP: 
JahaUy-Pacharr Irrigated Rice Project; PDA: Private Dealers Association; MGA: Maize Growers 
Association; AA TG: Action Aid, The Gambia; GOG: Government of The Gambia; CDP: Cotton 
Development Project; URDIP: Upper River Division Irrigation Project; UPEs: Unregistered Private 
Entrepreneurs 
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Appendix Table VII·1 Ust or Cooperative Produ&:e Marketing Societies Sampled ror the Study. 

No. Division No. Villages Name of the Villages 

(1) (2) (3) 

1 Western Division 3 Sulcuta, N'demban, Brikamma 

2 Lower River Division 2 Burong, Kwinella 

3 North Bank Division 3 Njawara, Njabakunda, Dipakunda 

4a. MaCartby Island Division 3 Brikama-Ba, Bansang, Kudang 
(Soutb) 

4b. MaCartby Island Division 2 Dingarai, Njau 
(North) 

5 Upper River Division 1 Fatoto 

TOTAL 14 

Appendix Table VlI·Z Sample or PrIvate Dealers (Amllated with FAO) Interviewed ror the Study. 

No. Division Male Participants: 
Name of Village 

Female Participants: 
Name of Village 

(1) (2) (3) 

1 Western Division None Sukuta, 
Faraba-Banta 

2 Lower River Division Burong None 

3 North Bank Division Munyagen Farrafenni, Bakindik 

4a. MaCarthy Island Division 
(South) 

Bansang, 
Brikama-Ba 

Madina-Umfally 

4b. MaCartby Island Division 
(North) 

None None 

5 Upper River Division Basse, 
Fatoto 

None 

TOTAL 6 5 
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Appendix Table VlI·3 Name and Location or Samples Villages where Farmers/Karos were Interviewed. 

No. 

1 

2 

3 

4a. 

4b. 

5 

Division 

(I) 


Western Division 


Lower River Division 


North Bank Division 


MaCarlby Island Division 

(South) 


MaCarthy Island Division 

(North) 


Upper River Division 


No. Villages 

(2) 

3 

2 

3 

3 

2 

1 

Name of the Villages 

(3) 


Sukuta, N'demban-Jola, Besse 


Burong. KwineUa l 


P~.nneb-ba, Foddakunda, Dipakunda, 

Kerr-Gumbo, Bakalar 


Boraba 

Dingarai 

Fatolo 

TOTAL 14 


Note 1: Kwinella was also selected to serve as a sample for Action Aid. 

Appendix Table VlI4 Fertilizer Recommendations and Requirements In The Gambia. 

Recommended Dosages Requirement kg/ha 

N Pp5 ~O NPk Urea 

(I) (2) (3) (4) (5) 

Groundnut 8 24 24 40 

Millet 54 24 24 20 20 

Sorghum 54 24 24 20 20 

Maize 81 36 36 60 60 

Rice 77 24 24 20 30 

Cotton 58 36 36 

Vegatables 81 36 36 60 60 

Olhers 54 24 24 66 66 

Source: FAO,I992. 
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CHAPTER EIGHT 

COMMODITY AND FINANCIAL FLOWS 


IN FOOD COMMODITY MARKETS' 


I. INTRODUCfION 

The service sector in the Gambian economy, as is typical in most developing 
countries, accounted for the largest share of total gross domestic product in 1990/91, 
followed by agriculture and then industry (Table VIII-I). Among the different subsectors 
under services, the most significant is trade which accounts for 25 percent of the GDP. The 
strategic location of The Gambia bas stimulated trading activity to meet the growing 
domestic demand and to service the reexport trade to neighboring countries. The total 
popUlation of The Gambia, which was estimated at 809,000 in 1988 (Jabara, 1990), 
consumes only a small share of total imports. Traders are heavily dependent upon the 
reexport trade which expanded greatly in the 1970s when Gambia maintained an open trade 
policy while neighboring countries increased tariffs to limit imports. This trend was even 
more evident under the Economic Recovery Program (ERP) which implemented trade 
liberalization policies in The Gambia. These measures contributed to a near doubling of 
the contribution of trade in commodities other than ground nuts to GDP from 9.8 per<=ent 
in 1974/75 to 17.4 percent in 1988/89 (Jabara, 1990). 

This large trading activity involves large amounts of imports which filter through a 
complex wholesale and retail network. This network consists of a large number of economic 
agents managing the flow of commodities through the three principal stages of marketing: 
importation, wholesaling and retailing. Each group of importers, wholesalers and retailers 
perform certain functions and operate according to a set of practices shaped by their 
objectives and constraints. 

Food commodities represent the largest import item in The Gambia (Table VIII-2). 
Food items constituted about 36.1 percent of total imports which amounted to US $179 
million in 1988-89 (AID, 1991; Jabara, 1990). These commodities are mainly rice, flour, 
sugar, tobacco, tea and cooking oil. The relative share of monthly household expenditures 
on food items was estimated at 63 percent on average for both urban and rural households 
(Jabara, 1991). Rice is the most important food item in the Gambian di.et representing 
about 40 percent of the daily caloric consumption for an adult, whereas grains and grain 
products add about 10 percent (Jabara, 1991). The two important food commodities of rice 
and flour will be analyzed in this chapter . 

• We would like to thank aU the traders who participated in our study and helped us understand how they 
run their businesses. Many thanks to Mr. Benjamin Carr for his assistance. The usual disclaimers apply. 
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The objective of this chapter is to examine the operations and linkages of traders 
involved in importing, wholesaling and retailing key consumption commodities. This inquiry 
will allow us to: first, sketch the activities of these traders who are among the most 
important economic agents in The Gambia as noted by the contribution of trade in 
commodities to GDP in Table VIII-1; second, identify the nature of the financial services 
traders demand and the sources of financing they draw upon; third, assess the role that 
formal financial institutirJflS play in financing the trade of these commodities; and fourth, 
explore the feasibility of an expanded role for these private traders in the fertilizer trade. 

The next section of this chapter presents the methodology of the study. The third 
section discusses the commodity flows and the downstream market linkages by the various 
traders from importation to final consumer. The fourth section describes the financial 
contracts associated with each stage of the commodity market from importers to retailers. 
The significance of the different financial instruments in the trade network is discussed in 
the fifth section while the last section presents lessons learned and implications for the 
fertilizer sector. 

II. METHODOWGY 

1. Subsector Analysis 

The subsector analytical methodology was chosen for this study. It facilitates the 
study of vertical (upstream-downstream) l~nkages in the distribution/production of 
commodities among the different economic agents (Boomgard et al.). Furthermore, it helps 
to identify the constraints affecting the different economic units and the appropriate means 
for intervention into the market. 

In analyzing the traoer network handling the flow of commodities, the subs ector 
approach reveals important insights into their vertical linkages, network coordination and 
competition in the market place. By conducting a survey of key traders operating at 
different levels of the marketing chain along with a number of end users, a considerable 
amount of information can be collected about the flow of commodities and the nature of 
the financial contracts associated with these flows. 

2. Data Collection 

Private entrepreneurs and especially large commodity traders are generally re" actant 
to give quantitative information to researchers who are not well known to them. On the 
other hand, they often take great pride in their successes and frequently enjoy discussing 
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their businesses in a general way. This situation presents a formidable challenge to 
researchers who need quantitative data to analyze economic problems. One way to reduce 
the data problem is to obtain as much information as possible from the traders, then check 
their responses and collect additional information from their customers. This procedure 
involves collt ... ting information from both sides of an economic transaction, i.e. buyer and 
seller, lender and borrower. In this way it is possible to compile qualitative data with some 
quantitative information about the traders' operations, the prim3.I}' trade channels that exist 
for a commodity and the economic agents involved, the important mechanism4) used in the 
flow of commodities from original source to final end users, and some of the most important 
constraints faced from the prospective of the current participants in the market. 

The process of data collection for this study followed the procedure outlined above. 
Structured questionnaires were avoided in order to not create suspicion with the 
interviewees. Rather lengthy interviews following a general outline were conducted by the 
researchers with selected entrepreneurs involved in the food commodity trade. The group 
of importers selected for interviews wac; identified from the list obtained from the port 
authorities, which included only three names, so additional importers were chosen based 
upon the referrals of persons in The Gambia knowledgeable about the sector. The group 
of wholesalers and retailers selected for interviews was chosen through a random walk in 
the market places where they are concentrated. Since the total number of importers is 
small, these wholesalers and retailers all did business with one or another of the importers 
interviewed. The interviews were conducted by a research team that had already spent 
several weeks in the country learning about the economy, the business environment and 
trading activities so the interviewers could engage in substantive discussions with the 
interviewees and not accept casual aru.;';ers to complex issues. 

A total of 12 traders constitute the sample for this study (Table VIII-3). These 
include 7 importers, 3 wholesalers and 2 retailers. The 7 importers are among thl.' largest 
importers of flour and rice in the country; therefore, the information obtained describes the 
operations of most of the trade in these two commodities at this time. The wholesalers and 
retailers have smaller size operations but it was felt that they are fairly representative of the 
sector. 

The other set of data used in this study was information collected in a survey of 
manufacturing enterprises in four subsectors. As described in chapter six, roughly 40 
enterprises were interviewed in each subsector which included tailoring, tie-dye production, 
metal-working and bakeries. Data from the subgroup of 39 bakeries that constitute the 
customers of the wholesalers and retailers who sell flour are used in the latter part of ~his 
chapter to complete the analysis of the flow of commodities to the end users. 
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III. COMMODITY FLOWS AND VERTICAL LINKAGES 

This section of this chapter is composed of three parts. The first part presents a 
description of the markets for the different commodities, the nature of the commodities, 
their perishability and frequency of turnover for traders, and a description of the marketing 
system, facilities, infrastructure and transportation systems in The Gambia. The second part 
involves an identification of the principal agents in the trading network, and their functions 
and lin.uges. The third part consists of an analysis of how commodities reach the end users 
,or final customers. 

1. Markets 

Most of the commodities imported into The Gambia come frorr V .stern Europe, 
namely UK, Germany, France and Italy, Southeast Asia, especially Cht;;;. Lu Thailand, and 
other Asian countries such as Pakistan. Trade in The Gambia is concentrated in and 
around the capital, Banjul, which is the point of entry for imports and where the few major 
importers and many of the wholesalers conduct their business. A large but unknown 
percentage of the imported commodities are re-exported to neighboring countries in West 
Africa, especially Senegal, Guinea Bissau, Guinea Conakry and Mali. Some wholesalers are 
located in the rural areas and distribute to the different local markets. Commodities reach 
the end asers throughout the country mostly through the small retail shops which are spread 
throughout the different local markets and neighborhoods. 

A. Products 

The high demand for consumer items and the lack of barriers to enter in new product 
markets, especially for existing traders, increases the competition among these traders and 
presents some opportunities for them to diversify in handling more than a single commodity. 
Traders, in general, are involved in simultaneously trading more than one food commodity 
as well as other consumer goods. The economies of scale and scope and the reduced risk 
from diversification yield cost effective results that induce traders to adopt these patterns 
of handling various commodities. New products with a large demand present incentives for 
traders to include them in their operations. 

Some traders switch commodities over time depending on market demand and the 
opportunities they perceive. The flexibility which traders gain by this strategy of switching 
among different commodities suggests this is a type of insurance against future trade shocks, 
such as unexpected shortages and price increases. The two principal commodities that 
constitute the bulk of the food concmmption items are rice and flour. These commodities 
will be reviewed in detail in their trade channels from their origin of supply until they reach 
the final end users. 
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a.) Flour 

Flour constitutes an important food ingredient in the Gambian diet because of the 
consumption of bread. The domestic consumption plus the large demand for the reexport 
trade are met almost solely from imports. Flour given to The Gambia as food aid last 
reported for 1987 was a negligible 300 tons (Jabara, 1990). 

The amounts of flour imported into The Gambia were reported to sum up to or 
perhaps exceed 120,000 tons in 1990/91.1 Hence, the commercial imports of flour represent 
about 99 percent of the total local consumption. Shipments are typically ordered from 
Western Europe every 15 to 30 days since flour cannot be stored for long periods and is 
more liable to spoil than rice. 

b.) Rice 

Rice is the principal staple food in the Gambian diet. Rice is grown in many rainfed 
parts of the country but the local production on 16,160 hectares in 1990/91 amounted to 
21,OC'J tons which does not meet the local demand (GOTG, 1992). The Jahally Pacharr 
program officers estimate that the total local production meets about 30 percent of the total 
local consumption.2 Food aid last reported for 1987 amounted to 12,000 tons so this leaves 
a significant amount of rice that is imported (Jabara, 1990). 

Rice imports were estimated, based on the reports of the major importers, to total 
approximately 200,000 tons in 1990/91. This implies that one third of these imports 
constitute roughly 70 percent of the total local consumption and the other two thirds are 
reexported to neighboring countries. Rice shipments are made every few months since rice 
inventories can be carried for relatively long periods of time. 

B. Distribution 

The marketing system in The Gambia combines highly sophisticated techniques with 
simple ones. The importation of commodities is facilitated by the efficient 
telecommunication system and the port facilities. However, while the international 
telecommunication system is first rate, communication with the interior is still not well 
developed. The BanjUl port is fairly efficient except for occasional congestion during the 
peak import-export season in June (AID 1991). Although the international airport has 
adequate facilities, most of the food commodities are imported via ocean vessels. 

River transport has lost its significant role in being the major distribution channel for 
goods from The Gambia to other West African countries. River boats are used mainly for 

Estimate based on reported figures by the major importers interviewed. 

Z Estimate based on anecdotal reference. 

I 
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carrying merchandise across the river from the south bank, where the port is located, to the 
north bank where it filters into Senegal. Although river transport was reported by one 
trader to be more efficient and cost effective than road transport for distribution to 
wholesalers around the country, very few traders actually move their goods to the interior 
via river boats. 

Many of the roads around the country are not paved but trucks are the common 
means of carrying goods throughout The Gambia as well as across the border. The 
traditional donkey carts called "Kouskous" are still a popular customary means of carrying 
goods around Banjul and among the villages up country. 

2. Economic Aients 

The marketing system analyzed in this chapter is represented in Figure VIII-I. The 
principal economic agents in the trade network are identified in the diagram as: foreign 
suppliers, brokers, importers, wholesalers, reexport traders, retailers, enterprises and 
households. Our analysis focuses mainly on the agents in The Gambia; however, we will 
discuss their links with foreign suppliers. Each economic agent has a set of functions which 
are defined by his/her position in the marketing channel; in some cases, certain functions 
overlap and/or ar:: carried out by more than one agent simultaneously. 

A. Importers 

The leading supply channel in The Gambia is the importers. The number of agents 
in this group is not large, particularly considering only those currently dealing \\jth major 
food commodities. As mentioned, the port records identified only 3 active importers; 
however, 7 major active importers of rice and flour were identified in the survey. The scale 
of operation at this stage in the marketing channel is large due to the need to capitalize on 
scale economies to sustain the viability of the transactions. It is expected that these traders 
also enjoy scope economies by using their established facilities and access to financial 
services, and reducing their risks through diversification into different consumption items. 

All the importers who are Gambian and Lebanese-Gambian entrepreneurs have been 
in the trade business for a considerable time and mostly inherited their businesses from their 
families. Thus, they have well established relationships with suppliers and clients and a 
considerable amount of information economies about market transactions. They can usually 
draw upon a large working capital which is basically the firm's equity. 

Typically, these traders import the sacks of commodities in containers via ships from 
foreign sources either directly from the suppliers or through brokers. The traders engage 
in importation on a regular basis, handle the port requirements and custom clearances, and 
store the merchandise in their depots until they are sold. The commodities are sold in large 
and small wholesale quantities which vary from a few hundred tons to just a few tons. 
Hence, these traders assume the roles of both importers and wholesalers. Their clients are 
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the reexport traders, smaller wholesalers I large retailers and medium scale enterprises, such 
as bakeries in the case of flour (Table VIII-4). 

The seven major importers interviewed included three of the largest flour importers 
and five of the largest rice importers with one importer engaged in trading both 
commodities. 

a.) Flour Importers 

Among the three flour importers interviewed, one; reported imports of 6000 
tons/month, another reported imports of about 1000 tons/month and a third indicated that 
he imports about 300-400 tons/month. One of the three has been importing directly from 
the same supplier in Germany for thl" past five years. The other two traders indicated that 
they deal with brokers in London wb ensure the quality of the consignment and handle all 
the arrangements with the differ. u~ suppliers. One trader, importing through an 
intermediary, indicated that the total cost of importing a ton of flour amounts to 04258/too, 
whereas another trader, importing c:lirectly from the supplier, reported that the cost amouniS 
to D2760/ton (based on the est~mate of D138/50kg/bag and 20bags/ton) which includes 
shipping and handling. These figures indicate a wide price range which represents the cost 
of involving the intermediary. 

Two of the flour importers transport some of their stock all the way to the interior 
and sell to wholesalers and retailers. One tradel'loads up to 60 tons in 1-2 trucks he owns 
twice every month and sells the tlour in the intl'!rior. Another trader owns a river vessel 
which docks at two locations in Farafeni and Kat'lT and sells mostly to Senegalese traders. 

The reexport channel is a very significant outlet for importers who deal with many 
reexport traders. It was reported by one of the major importers that almost 2/3 of the 
imported flour in The Gambia is reexported to neighboring countries. 

A third group of ,"'Ustomers who buy from importers are the wedium scale bakeries. 
Each of the thirteen medium scale bakeries interviewed reported purchasing between 200
400 bags of flour per month which amounts to a total consumption of 10-20 tons of flour per 
month for each bakery. This group will be discussed further in the section elaborating on 
end users. 

b.) Rice Importers 

Prior to the ERP in 1985, GPMB officials reported that they were the sole importer 
for rice. The dissolution of that monopoly in the process of abolishing government control 
over some prices presented traders with an opportunity to get involved in rice importation. 
Many importers who were already importing other commodities prior to ERP had the 
advantage of owning the infrastructure and the access to financial markets so they could 
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immediately seize the opportunity. One trader reported that he entered the market when 
he managed to get working capital to start his business. 

A total of five rice importers were interviewed. One of the interviewed traders 
implied that importing jointly with others is most efficient and, thus, he imports with two 
other traders. He reported that last year their imports equaled 150,000 tons. The other 
four importers interviewed work independently and the amounts they handle vary from 
50,000 tons/yr to 20,000 tons/yr. Most of these traders handle (lther food and non-food 
commodities as well. Three out of the five importers reported that they order their stock 
through brokers located in London or Paris. Rice is typically purchased in US dollars. 

Very large shares of the imported stocks are reexported to neighboring countries. 
These shares have been reported to amount to 70 percent and 90 percent in some cases. 
Hence, the reexport channel is an important market which helps importers to enjoy scale 
economies. 

Rice is transported to the interior, and filters across the borders, through the numer
ous small wholesalers who purchase from tne importers. Only one importer indicated that 
he transports rice, as well as other commodities, via river boats and sells to wholesalers and 
retailers up country. Another importer owns about 15 trucks used to transport ric:: to the 
interior. 

A profitable market niche that one of the importers has found exists in exchanging 
rice for cashew nuts in Guinea Bissau, which represents a typical barter transaction. Almost 
80 percent of the rice he sells there is exchanged on the basis of 1kg rice for lkg of cashew 
nuts, and only 20 percent of the farmers prefer to pay for the rice in cash. Profits result for 
the trade from the price difference as 1kg of cashew nuts is about three times the price of 
1kg of rice. 

B. Wholesalers 

TI,e £econd major category of agents in the supply channel are wholesalers. The role 
of wholesaling is sometimes assumed by a few importers who a150 sell to smaller wholesalers 
as discussed above. However, the typical wholesalers described in this section represent 
numerous entrepreneurs who buy solely from importers and not from foreign sources. This 
group is largely dominated by Mauritanians and a few Gambians. The wholesalers normally 
deal with one or two importers because they build a strong customer-supplier relationship 
which has some advantages with regards to financing their purchases as will be discussed 
later. Most of the wholesale activity is concentrated in Banjul where the importers are 
located. 

Three wholesalers were interviewed, two located in Banjul and one in the interior. 
The role assumed by these traders in the marketing channel is to operate as small scale 
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wholesalers and large scale retailers. Their major clients are small scale reexport traders, 
small local retailers, small scale enterprises and households (Table VIII-4). 

Most wholesalers, like most importers, deal with more than one commodity, such as 
rice, flour, sugar and oil, to diversify their portfolio. Diversification ensures some degree 
of expected returns associated with a lower risk in case there are any sudden changes in 
prices. Wholesalers are also dictated by the types of commodities importers handle. 
Wholesalers typically buy in large quantities and stock up inventories in their warehouses. 
It was repcrted that some wholesalers occasionally make very large profits from their 
inventories when shortages arise in the local market. 

The quantities purchased by wholesalers vary from month to month. One trader 
reported that he buys about 15 tons of rice per month and another reported amounts that 
vary between 70 to 100 tons per month. Another trader indicated that his purchases may 
vary from 200 to 5000 bags of total food items, i.e. flour, rice and sugar per month. 

In general, transportation costs are handled by the wholesalers. The estimated 
purchase price of rice reported by one of the traders was Dl42/bag which he sells at 
DI50/bag. It is not clear if that is the wholesale or retail price since he engages in some 
retailing as well; however, the wholesale price is normally less than the retail price. The 
major customers of wholesalers are retailers, small scale reexport traders and a few small 
scale manufacturing enterprises. 

C:. Ftetailers 

Retailers constitute the third and last category of agents in the trading channel. The 
role of retailers is assumed by the small wholesalers/large retailers discussed above, as well 
as by the small retailers. The latter group is represented by the small comer shops in the 
local markets and neighborhoods which carry many consumer items including rice, flour, 
sugar and cooking oil. 

Two retailers were interviewed for this survey. These retailers buy from several 
suppliers, often from the larger wholesalers and occasionally from the importers. One of 
these retailers reported that he buys from the suppliers in Banjul for a total of D20,000
25,OOO/month and transports the goods by truck or bus to Bangsang, in the interior, where 
his shop is Aocated. 

Typically, retailers buy in amounts ranging from 10 to 20 bags at each purchase. A 
bag of rice, for example, is purchased for V140 in BanjUl and sold for D160 in Bangsang. 
The other retailer who is located in Banju) reported that he buys a total of 300 bags in each 
purchase of the different commodities, flour, rice and sugar. Consumers often purchase 
their supplies on a daily basis from the retail shops. 
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3. End Users 

Households and manufacturing enterprises constitute the local end users in The 
Gambia. Households and small scale manufacturing bakeries are the two major types of 
clients who buy from retailers (Table vm-4). As mentioned earlier, the medium scale 
bakeries buy mostly from importers and occasionally from wholesalers. 

A Households 

The total population ofThe Gambia was estimated at 809,000 in 1988 (Jabara, 1990). 
The local production of rice meets only a small portion of total local demand and no wheat 
is produce in the country so there is a large dependency un imported rice and flour. 
Consumers rely heavily on these items for their daily consumption intake. Hence, 
households constitute the principal domestic consumers for these imported food items. The 
other group of end users is the manufacturing enterprises in the food processing industry. 

B. Manufacturing Enterprises 

Small and medium scale enterprises purchase some of the food items for processing 
purposes. As a part of a small scale enterprise survey, a group of 39 bakeries were 
interviewed in a sample totaling 153 enterprises.3 In the bak£des subsector, 13 were 
classified as modern and 26 as traditional bakeries based on the type of equipment they 
utilize. Both types of bakeries only produce bread but the types differs because of the 
different mixing techniques and recipes. 

Modem bakeries are medium scale enterprises which utilize electrical equipment and 
ovens, have an average value of assets equal to D1,387,239 and employ on average 14 
workers. The type of bread these bakeries produce is similar to the french loaf "Baguet" 
which is a little different from the type produced in the tradition bakeries. The traditional 
bakeries fall in the category of small scale enterprises which utilize traditional clay ovens 
that burn wood, have an average value of assets equal to 04,306, rely on manual mixing of 
b;~ead dough and employ on average 4 workers. The type of bread these bakeries produce 
is from a thicker dough and has a saltier taste. 

The principal input material that all bakeries purchase is flour. The amount of flour 
purchased depends on the size of the bakery. Typi~llly, the modern bakeries that purchase 
flour frequently from importers and occasionally from wholesalers require between 200 to 
400 bags of flour per month. They usually pnrchase once or twice a month. 

See chapter six for a complete description of the total sample. l 
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On the other hand, the traditional balceries require between 1 to 2 bags of flour per 
day. These balceries purchase frequently from retailers, as often as every day, and occasion
ally from wholesalers when they buy in larger amounts. These requirements measured per 
month and per day reflect the frequency at which the different balceries buy flour. 

IV. ME1HODS OF FINANCING COMMODITY FI.oWS 

Commodities are typically purchased for cash, or through a letter of credit, or sold 
based on the arrangements agreed to in a typically verbal financial contract drawn between 
the principal-supplier and agent-client. Credit sales are relatively more common than cash 
sales in the importation and wholesaling of commodities. This is partly due to the large 
quantities handled at these stages in the commodity flow. 

Suppliers credit is very common among suppliers and their clients. This type of 
credit exists at the different stages of commodity importation, wholesaling and retailing. 
Supplier credit typically involves a financial contract directly between the supplier and 
customer in most cases, while a letter of credit involves the participation of a financial 
intermediary. These different cases are discusses below. 

1. Financial Contracts for Importation 

Importers reported that they normally finance their merchandise purchases through 
a letter of credit rather than paying directly in cash. The financing of commodities 
purchased from foreign suppliers normally involves a bank or non-bank financing company. 
One trader reported that he obtains a letter of credit arranged by his suppliers and referred 
to that facility as supplier credit. 

Importers commonly hold brmk accounts with both local and foreign banks. The 
local bank accounts are used for financing local expenses, while the foreign banks are used 
for financing the large operations of commodity imports. Importers maintained that the 
local banks are not competitive enough in setting their conditions for a letter of credit to 
attract clients who seek offshore financing. Some traders have overdraft facilities at the 
local banks which are normally secured by physical assets. 

The definition, terms and conditions associated with the letters of credit used for 
commodity importation are discussed in detail in the following sections. 
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A Definition 

The typical financial contract drawn between the local importers in The Gambia and 
foreign suppliers involves the use of a letter of credit (L/C). This financial instrument 
drawn at a bank entails "a bank's guarantee of payment, indicated by a document that 
describes the handling of a specific transaction." (Koch, p. 695), that is the document 
specifies the contract terms and duties of all parties. These parties are the importer, the 
importerfs bank, the supplier (exporter) and the supplier's (exporter's) bank. Typically, the 
importer sends a purchase order to the supplier WId an L/C application to his bank. The 
importer's bank makes the payments to and handles all the transactions with the supplier's 
bank and sends the shipping documents to the importer so he can receive the Joods at the 
port. Finally, the importer fulfills the payment requirement at the maturity of the LIe. 

All the importers interviewed reported using letters of credit with foreign banks for 
financing their imports. They indicated that maturities range from 30 to 120 days to allow 
them enough time to receive the goods being shipped and inspect them before the LIC 
matures. One of the justifications they gave for using offshore financing was that the local 
banks require a 100 percent deposit up front to grant a letter of credit which is a very 
restrictive condition. In their use of foreign banks, however, traders may be required to 
deposit only 25 percent to 75 percent. One importer reported that although he is willing 
to make 100 percent deposit, to avoid paying interest charges, he still deals with foreign 
banks because of their efficiency in operations and to avoid foreign exchange problems. 

Another important point for importers is the access to foreign exchange which they 
need to purchase commodities. Rice is normally traded in US dollars and flour was 
reported to be purchased in French Francs. This factor influences traders to seek foreign 
financial institutions and reduce the exchange cost of converting loans to dalasis and back 
to foreign currency when they need to pay for imports. The problem with the local banks 
is that they do not allow foreign currency to be maintained in their accounts so all deposits 
or ·:-ansfers are automatically converted to dalasis. Thus, importers keep their foreign 
currency al~counts with offshore banks. 

An important consideration when assessing the traders use of offshore financing is 
the fact that most of them have been customers of foreign banks for a long time before the 
ERP when the domestic financial markets and foreign exchange were unstable. These 
traders have already established some credibility with offshor~ financial institutions and have 
reduced a large part of the jnformation costs for their lenders and, thus, reduced their own 
transactions costs. In light of these circumstances, and even after the liberalization of the 
financial markets in The Gambia under the ERP, there have been few incentives for traders 
to shift their financial transactions to the local banks. Furthermore, as noted in Chapter I, 
the banks have found other profitable ways to use their resources rather than make loans 
to traders. 
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B. Terms 

A letter of credit, like other financial instruments, is granted under some terms and 
conditions. In some cases, importers deal only with brokers who handle the financial 
arrangements with the banks or financing companies and thus, the importers may not know 
much about the details of the transaction. Importers in The Gambia reported that they 
typically draw letters of credit with maturities ranging from 30 to 120 days with most using 
a 60 day letter of credit. This facility allows traders to sell their commodities, collect 
payments from their customers and settle their letters of credit at maturity. 

C. Size 

None of the importers reported the size of the letters of credit they obtain. However, 
it is usually sufficient to cover an entire shipment which varies from one trader to another. 
As an example, a letter of credit needed to finance 6000 tons of flour would amount to 
about 14 million dalasis (about US $1.5 million), and a letter of credit to finance 350 tons 
of flour would amount to about 840,000 dalasis (about US $98,(00). Traders also use 
several letters of credit to finance various shipments of different commodities during the 
same period. 

D. Interest Rate and Implicit Charges 

Interest rates charged on letters of credit were reported to be around 1 percent per 
month. In addition, the financial institution usually charges a 2-5 percent service fee. 
Established traders have been involved in this type of transaction with offshore financial 
institutions for a long time. They do not have to include high transaction costs above what 
would be expected to have access to this type of facility. This may not be true for new 
entrants into the market who would need to establish contact with foreign banks or resort 
to using the expensive loea} banks. 

E. Collateral Requirements and Substitutes 

Collateral was reported to be a requirement by foreign fmancial institutions when 
opening a letter of credit. This collateral could be in the form of an account with the bank 
or a term deposit as one trader indicated. As mentioned earlier, foreign banks require a 
25-75 percent deposit to open a letter of credit, whereas the local banks require a 100 
percent deposit. The local banks typically ask for physical assets, such as the title deed on 
property, to grant a loan or overdraft facility. 

Collateral substitutes playa role in the formal markets as well. Bankers grant their 
trustworthy customers credit facilities when they know that customers are able to pay back 
from their business activities (other accounts). It is probable that foreign banks share 
information on the credit history of their customers and, hence, banks have access to 
sufficient information to make their decisions. 
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F. Delinquency and Default 

Interviewing bank customers is not the ideal way to obtain information on delinquent 
or bad loans. However, since importers operate in the formal financial market and deal 
with foreign banks, delinquent or bad loans would not be expected to be significant except 
for bankrupt or dissolved traders. Importers cannot afford to be on bad terms with their 
foreign financial intermediaries because it would have severe effects on their accessibility 
to offshore financial markets. 

2. Financia::,r~tracts for Wholesalin& 

Ccmmodity wholesaling is conducted by both importers and wholesalers. Consumer 
commodities, particularly food items, are imported in large quantities by multiple traders 
implying a large degree of competition. Supplier credit is often used as a tool to facilitate 
the marketing of these commodities., In periods when stocks are high, suppliers grant credit 
under fairly easy terms. When supplies are scarce, the terms are tougher. One importer 
reported giving credit to build a group of regular customers at the time when he was new 
and later reduced the amount of credit supplied when he became more established in the 
market. 

Importers and wholesalers reported selling both in cash and on credit especially to 
their regular customers. Credit sales amount to more than half of the total sales at times. 
Eighty five percent of the medium scale bakeries (modem) which purchase on wholesale 
basis reported that they purchase flour on credit from their suppliers (Table VIll-6). For 
those who had received formal loans for their businesses, most of these loans consisted of 
bank guarantees for the off-shore supplier loans they received when purchasing equipment. 

Only one small wholesaler reported that he prefers to acquire a loan from the bank 
and purchase from importers in cash. Thus, supplier credit is the most typical type of 
financial contract observed among all traders involved in wholesaling and the entrepreneurs 
purchasing on a wholesale basis. 

A Definition 

Suppliers credit is extended by importers and wholesalers to their well known 
customers. Importers and wholesalers indicated that it usually takes up to a year or two to 
get to know customers and judge if they are creditworthy or not. The suppliers credit 
contract typically involves a downpayment at the time of purchase and the promise of paying 
the balance due by a particular date. Clients frequently complete the payment, acquire a 
new consignment of goods and request suppliers credit again. 
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B. Term 

Suppliers credit is typically extended for a period of a few days up to a few weeks. 
The maturity is often determined by the frequency at which clients purchase from their 
suppliers. Small quantities are usually sold on terms which extend from a few days to a few 
weeks, whereas large quantities are often sold on terms which range from a few weeks up 
to a couple of months. 

C. Size 

Credit at the wholesale level is given in large and small amounts. On the one hand, 
large amounts of credit cover the price of a few hundred bags of flour or rice representing 
many thousands of dalasis in value. On the other hand, small amonnts of credit cover the 
price of few dozen bags of flour or rice representing a few thousand dalasis. In periods 
when stocks are high, larger amounts of credit are extended at fairly easy terms; however, 
when stocks are scarce credit is also limited and terms are harder. 

D. Interest and Implicit Charges 

Suppliers did not acknowledge charging explicit interest rates. This is not surprising 
or uncommon in a Muslim society where Islamic rules are important. Wholesale traders in 
The Gambia deal with many Mauritanian and Senegalese traders who are Muslims, so 
explicit interest rates cannot be charged. However, traders do recover the cost associated 
with supplier credit to sustain their economic viability. The typical practice is to mark up 
the price when selling on credit while discounts were often reported ranging: from 2.5 
percent to 5 percent, when selling for cash. Thus, the higher price representt; an implicit 
interest rate when selling on credit. 

E. Collateral Requirements and Substitutes 

Collateral was not an explicit requirement reported by any of the wholesalers 
interviewed. The e~ ,ablished supplier-client relationship and personal confidence serve as 
collateral substitutes. These collateral substitutes carry immense weight, especially in the 
small trading community in The Gambia where a trader's reputation is highly regarded. In 
some cases, wholesalers reported that they sometimes took risks by selling on credit to some 
foreign reexport traders who they did not know very well. 

F. Delinquency and Default 

Wholesalers reported that delinquency in repayment occurs on occasions. A few 
incidences of default were reported which were written off as bad loans. However, these 
problems did not seem to be a primary concern for any of the traders because they reported 
that these losses were not a serious business problem. 
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3. Financial Contracts for Retailin& 

Commodity retailing involves the frequent sale of small quantities of goods to a large 
number of customers. The customers of retailers, both households and small scale 
manufacturing enterprises, constitute the end users of the consumption goods. The large 
number of customers served introduces information asymmetries. Asymmetric information 
results because of adverse selection and moral hazard problems which are associated with 
unknown types of customers because of the difficulties in screening and unpredictable 
behavior of some because of the difficulty in monitoring by the suppliers. Therefore, to 
avoid these problems, retailers typically demand cash. However, suppliers credit is also 
granted to regular trust-worthy customers. Some of the traditional bakeries interviewed 
reported that they often deposit some of their cash with retailers who offer money-keeping 
services (Table VII-7). One of the two retailers interviewed reported that he extends cash 
loans as well as in kind loans. 

All the bakeries interviewed reported that they often offer supplier credit to regular 
customers. Eighty one percent of all the small scale bakeries interviewed which purchase 
their flour from retailers reported that they received suppliers credit and ouly 18 percent 
reported paying in cash (Table VIII-6). The terms and conditions for these contracts are 
discussed below. 

A Definition 

Suppliers credit provided in commodity retailing is similar to that found in whole
saling. The retailer-customer credit contract typically involves a downpayment at the time 
of purchase of the commodity and a promise to complete payment by an established due 
date. Customers frequently complete the payment, acquire more goods, and request credit 
again. 

B. Term 

One of the differences between wholesale-supplier credit and retailer-supplier credit 
is the term of the loan. For example, the small scale bakeries reported tbat the telm ranged 
from one day to a few days. 

C. Size 

The size of the retailer credit contract also differs from the wholesaler loans. The 
retailer's scale of operation has a direct bearing on the amount of commodities that can be 
sold on credit. Typically, small scale enterprises and households have ac"·.·s to one or two 
bags of flour or rice on credit. Thus, the amounts of these loans do not exceed a few 
hundred dalasis. 
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D. Interest and Implicit Charges 

Retailers sell goods on credit without an explicit interest charge. One of the two 
retailers interviewed reported that he gives discounts when selling in cash, although the 
other retailer refused to acknowledge that he charges any type of interest. Nevertheless, the 
bakers interviewed reported that they often receive price discounts of about 2-5 percent if 
they pay in cash. 

E. Collateral Requirements and Substitutes 

No collateral was reported to be required for retailer loans by either of the two 
retailers. The bakers likewise reported that they pledged no collatetal when they purchased 
flour on credit. Retailers typically know their regular customers very well by nature of 
geographic proximity. Thus, personal relationships and confidence playa large role as 
collateral substitutes in these transactions. 

F. Delinquency and Default 

Retailers did not report having any difficulties with their customers in terms of loan 
repayment and arrears. The proximity factor is probably the significant element in this 
relationship since any defaulters are not too far away from the small retailer who is literally 
around the corner. The consequences for default would be too severe for the customers to 
bear because that would eliminate future chances of gaining access to supplier credit. 

V. FINANCIAL CONTRACTS USED IN COMMODI1Y TRADING 

Table VIII-5 presents a summary of the typical financial contracts used at each stage 
in the marketing channel of commodity importation, wholesaling and retailing. Figure VIII
2 also presents a sketch of these contracts. The general terms and conditions describing 
these contracts are discussed in the following sections. 

1. Formal Financial Contracts 

The formal financial contracts are mainly represented by the standard letter of credit 
utilized by all of the importers. This financial instrument is obtained from foreign financial 
institutions under competitive conditions. Among the terms and conditions that characterize 
a letter of credit are the competitive interest rates of 1 percent per month, service charges 
of 2-5 percent, short term ~tructure of 30-120 days and collateral requirements of a 25-75 
percent deposit. . 
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The most significant advantage of this financial instrument is the flexibility it provides 
traders in the importation of commodities. Tradern have a high turnover of commodities 
and, thus, require large amounts of working capital to finance their purchases. In addition, 
importers find that this financial instrument is an acceptable and convenient means to pay 
their suppliers. Hence, a letter of credit seems to be an adequate financial instrument for 
meeting the demands of most importers. 

The interesting feature in the Gambian markets is that the letter of credit that 
importers utilize in their operations is acquired from foreign fmancial institutions. The 
domestic financial institutions provide occasional loans and overdraft facilities which traders 
use to pay their local expenses. But the principal financial contract that is vital for the 
importation of commodities is dependent on foreign imancial markets. It is also important 
to point out that most of the modem bakeries imported new mixing equipment and ovens 
using formal loans obtained from offshore suppliers and financial institutions. 

2. Informal Financial Contracts 

The significam fomi of informal contract used for commodity trading is suppliers 
cn~dit. This financial contract is predominant in the wholesaling and retailing of commodi
tie:;. The contract is an informal one between the suppliers and their customers, such as 
importers and wholesalers, wholesalers and retailers, and retailers and final consuiners. 

The terms and conditions for suppliers credit are largely informal. These contracts 
are characterized by im~licit interest rate charges of 2-5 percent per month on average, a 
very short-term term of 1-60 days, and collateral substitutes in the form of supplier-customer 
relatiom~hijJ. 

A panticular point which is suggestive of the typical reciprocity factor in informal 
contracts is the mutual benefit to both parties in continuing the supplier-customer 
relationship. This association insures the advantage of information economies for both 
supplier-principals and customer-agents. On the part of the suppliers, extending credit 
secures customer-outlets for their commodities. On the part of the customers who get 
access to credit, they establish credible informational records with their suppliers who offer 
a source of financing for commodity trade. 

There exist some similarities and differences between the informal suppliers credit 
and the formal letter of credit. The similarities arise first from the fact that almost all the 
customers draw upon this financing to purchase their commodities and second, each is 
specifically drawn to finance the particular commodity shipment being acquired. The 
differences exist, first, in the nature of th~ contracts. A letter of credit involves a formal 
contract between a financial institution and a borrower, whereas suppliers credit is typically 
a verbal agreement between the supplier and his customer. Other differences include the 
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term of the contract, size, interest rates. and implicit charges) and default (Table VIII-5). 
Generally, each agent in the marketing channel is able to grl~t credit to his customers in 
amounts much smaller than the amount of credit he received from his supplier and for a 
shorter period of time. The impm1er who acquires a line of credit for 30-120 days can offer 
suppliers credit for 7-60 days to wholesalers who in-tum offer retailers credit for 1-30 days. 
The term of these contracts is important because it is probably associated with the 
repayment ability of the agents at each stage. These sources of finance represent the two 
most important sources for the tables in these food marketing channels. 

3. Access to Financial Markets 

Access to domestic financial markets does not seem to be a problem for affluent 
traders who BIe predominantly importers and large wholesalers. These traders hold 
sufficiently large deposits with the local banks and can meet the collateral requirements 
needed to acquire access to commercial loans when demanded. However, even these 
traders reported that they do not draw heavily upon the local banks for credit, because of 
the high interest rates. Another restriction that importers reported is the local banks 
demand of 100 percent deposit Wh~il up~ning a letter of credit. 

On the other hand, importers who have; access to offshore financial markets where 
they also hold large d~posit~, can draw upon these sources for lines of credit to meet their 
short term working capitai demands. The competitive nature of foreign financial markets 
increases the probabiliti that tra" ers are charged reasonably competitive prices for the 
financial service they obtain. 

The problem existing that importers face in dealing with the local banks does not 
seem to be one of access but rather of lack of competition. The terms and conditions for 
domestic financial services are harsher than those obtained in the foreign markets. Since 
the large scale importers have had access for a long term to offshore financial markets, 
there is little incentive for them to deal with the local banks which seem satisfied to earn 
income in ways other than lending to traders. 

Small wholesaiers and retailers, who constitute the other classes of traders, have little 
access to credit from the domestic financial institutions which they often referred to as the 
"useless banks". Although some traders deposit with the local banks, the main barriers these 
traders face are the reported high interest rates and lack of collateral. These barriers to 
access lead these traders to self-select themselves and look for other channels to access 
financial services, particularly credit. These small wholesalers and retailers rely mostly on 
the informal loans they obtain from their suppliers. Once they establish a working 
relationship with and gain the confidence of their suppliers, they gain access to these 
informal loans. 
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It is clear that financial market segmentation exists in The Gambia. On the one 
hand, importers have access to both domestic and foreign financial markets. But they 
choose to deal mainly with the offshore financial institutions. On the other hand, the 
wholesalers and retailers did not report any association with foreign financial institutions, 
had only a limited access to the domestic financial institutions and relied mainly on the 
informal suppliers credit. 

4. Market Efficiency 

The overall performance of the domestic financial system was analyzed in the earlier 
chapters of this report. What remains to be discussed here is the degree to which the 
existing financial channels provide the services required to maintain a dynamic flow of 
commodities in the Gambian trade sector. 

Market efficiency is measured by the number and amount of the formal and informal 
financial services that exist and their relative cost structures. The letters of credit drawn 
from foreign sources seem to be working efficiently for importers in The Gambia. The large 
number and volume of these contracts as well as their prices indicate that they are cost 
effective. Likewise, the large number of transactions and the large volumes of funds 
involved in informal suppliers crerf.it and the implicit prices attached to these transactions 
seem to suggest that they are a cost effective means to facilitate commodity trading. This 
suggests that suppliers credit could probably be used to finance the trade of other 
commodities. 

On the other hand, the amount of services, er.pecia!ly loans, that the domestic formal 
financial institutions are providing is insignificant by comparison. About half of the small 
scale enterprises surveyed, ~.s reported in Chapter VI, have deposit accounts in the domestic 
banks. Most large importe.rs, wholeSalers, and retailers also have local deposit accounts. 
But only a small percent of these traders and the small scale enterprises received loans from 
the banks. Moreover, most of the large scale importers obtained most of their financing 
offshore. Therefore, the domestic banking system mobilizes deposits from these 
entrepreneurs but makes few loans to them. This is reflected in the data reported in 
Chapter I which shows the large amount of investments made by banks in government T
bills. The nature and efficiency of formal financial intermediations is questionable given this 
pattern of domestic resource mobilization and lending. 

VI. LESSUNS LEAr~D AND IMPLICATIONS FOR THE FERTILIZER SECTOR 

The analysis conducted on the food commodity trade has provided information about 
the importation and distribution of these commodities, and the financial arrangements that 
facilitate this trade. It provides important lessons about how the system operates and allows 
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us to speculate about how these traders may respond to the possibility of becoming more 
actively involved in the privatization of the fertilizer sector. The purpose of this section is 
to summarize the important lessons learned about the food commodity trade and identify 
the issues that will affect the ability and desire of these traders to expand into fertilizer. 

With the liberalized market environment in The Gambia, in which private trading 
has become more dynami,'=, food commodities, and especially flour and rice, are being 
imported and sold in large quantities and apparently at competitive prices. The existence 
of multiple agents at each level of the marketing channel contributes to competition. Part 
of the dynamism and effidency is due to the large reexport trade which allows the traders 
to achieve large scale operations. 

The financial COIJtract~ associated with the flow of commodities seem to be working 
fairly efficiently and the prices and interest rates for financial services are reasonably 
competitive. Offshore banks and suppliers credit provide most of the liquidity in the system 
because of the lethargic resporu;e of the domestic banking system. If the large importers 
could not access offshore funds, they would be faced with paying l~igher costs from domestic 
banks, while small and medium size firms without proven records of loan repayment would 
probably find it difficult to obtain loans at all. 

The large private traders have accumulated experience and knowledge over time in 
their trading activities. They have market contacts, storage and transportation facilities, 
knowledge about international trading, and established relations with offshore financial 
institutions. As noted in Chapter VII, two firms have been involved with fertilizer imports 
for the F AO. Given that the government and donors are trying to privatize the marketing 
of agricultural imports, especially fertilizer, a 10gical question is whether or not and under 
what conditions the traders of food commodities would expand into fertilizer. Several things 
learned in the course of this study allow us to speculate about the possibilities of this 
occurring. 

There are important differences and similarities between food commodities and 
fertilizer that affect the private sect3r response to the fertilizer sector in The Gambia. They 
can be grouped into possibilities for a) scale economies, b) scope economies, and c) access 
to finance. 

1. Scale Economies 

'The food commodity trade operates on a fairly large scale but there are several limits 
to the scale of operations in the fertilizer sec;tor. 

• The total volume of domestic fertilizer demand is much smaller than for food 
commodities, as discussed in Chapter VII. 
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• The production cycle for crops for which fertilizer would be used is much longer than 
the shorter-term consumption cycle for food commodities, so there is a slower turnover of 
inventory. Therefore, sellers have fewer contacts with buyers and have less opportunity to 
monitor their businesses. 

• There is great uncertainty about reexport demand for fertilizer. Fertilizer has been 
imported into The Gambia from Senegal. It is unclear what conditions \it'ould be required 
in neighboring countries for The Gambia to serve as an entrepot for regional fertilizer 
imports. 

• The amounts of food aid entering The G~"11bia with potential distortionary effects 
on prices is fairly small. However, the subsidized role of the government and donors has 
been very large in the fertilizer sector; therefore, the possibility of their future involvement 
creates considerable uncertainty for private traders who would be unable to complete 
against a subsidized public sector distribution channel. 

• The demand for food commodities that are important staples in The Gambia diet is 
likely to be quitl,! inelastic. As a result, consymption is prob~bly fairly stable" even when 
prices chang~. On the other hand, manure may be a fairly good substitute for chemical 
fertilizer or farmers may simply not use fertilizer if the price rises too much. Therefore, the 
quantity of fertilizer demand (Le. sales) may become quite volatile in a privatized market 
if prices fluctuate widely as may occur in the international market, in which The Gambia 
is clearly a price taker. 

These five factors suggest that private traders will find it difficult to achieve scale 
economies in the fertilizer trade and this will make them cautious about investing in it, 
especially if they expect that there may be several agents competing for a small market. 

2. SCQpe Economies 

If food traders decide to enter the fertilizer trade, there are four factors that suggest 
they might achieve scope economies. 

• The dealers could probably use many of their existing transportation and warehousing 
facilities for fertilizer if they have sufficient capacity, or even reduce their food trade if 
profits were sufficient to justify using more facilities for fertilizer. 

• The trade linkages established between impor~ers, wholesalers, and retailers in the 
food trade may be used for the fertilizer business. Retailers in villages and towns are 
accustomed to selling a variety of products and they may find it profitable to handle 
fertilizer and acquire it from the same channels as their food commodities. 



23 


• The large scale importers may be able to use their recognized creditworthiness with 
offshore financial institutions to acquire needed letters of credit and working capital for the 
fertilizer trade. 

• The food traders with multiproduct businesses have the flexibility of shifting among 
commodity lines and therefore may be able to make a profit and survive better in a dynamic 
market than a undiversified, single produce a fertilizer business. 

3. Financin& the business 

Food traders have established ways to finance their businesses which appear to be 
reliable and reasonably priced. 'There are several differences with the fertilizer trade, 
however, that may make it difficult to transfer these same techniques to the fertilizer 
business. These problems may exist either a) in the acquisition of capital for !.he business, 
or b) in the granting and recovery of credit given to customers. 

• As shown in this chapter, the large scale importers finance their businesses generally 
with short-term offshore letters of credit. Because of the rapid sales tumovei, they can sell 
their stock on credit to their customers, yet get repaid in time to pay their credit obligations. 
The crop production season is several months long, however, so credit given to customers 
for fertilizer must be for a longer term. This means that the importer must get longer term 
credit which may not be as readily available or may be more expensive everl from offshore 
sources. If th(,;y do not get longer term credit, there will be a mismatch in term structure: 
a trader would borrow short but would provide longer term suppliers credit to 
wholesalers/retailers who would provide seasonal credit to farmers. Interest charges (or 
foregone discounts) for credit sales would have to be higher for fertilizer credit to 
compensate for the larger interest expense. 

• It is more risky for wholesalers to make loans to retailers or retailers to make loans 
to their customers (farmers) for longer term fertilizer credit than for shorter term food 
commodity credit. They do not see their customers as frequently, cannot monitor their 
activities ac; well, and cannot as~ffectively use the threat of cutting off future loans (and 
therefore access to the commodities) if c:urrent loans are not repaid. This problem is 
somewhat less severe if the agent making the fertilizer loan also sells food commodities to 
the same customer. Then access to food loans can be made conditional on good repayment 
of fertilizer loans. 

• Fertilizer loans are made for an inherently risky farming activity which is several 
months in duration. The size of the typical fertilizer loans made by a retailer to a farmer 
i£ likely to be larger than a food loan. The capadty to repay the fertilizer loan may be 
dependent on agricultural production, while the food consumption loan may be paid from 
any source of household income. If the retailer must cut off future credit because of 

~) 
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nonrepayment of past credit, his total loss will likely be higher on a fertilizer than a food 
loan. This higher probability of a large loss makes credit sales of fertilizer riskier for the 
retailer than food credit sales. This is similarly true for suppliers credit at all levels in the 
fertilizer trade channel. 

• The repayment of fertilizer loans made to farmers in some countries is facilitated 
through input-output linkages. For example, food processors, traders, cooperatives, etc. 
purchase farm commodities so they deduct .the cost of fertilizer advanced from the purchase 
price of the commodities acquired. Unless the food commodity traders in The Gambia 
begin to acquire farm products, they will not be able to develop these types of linkages. 

This analysis suggests that agents at all levels in the food commodity trade channels 
may enjoy some economies of scope if they expand into the fertilizer sector. But problems 
of smaller scale and m~re complicated financial arrangements may discourage them from 
doing so. New specialized fertilizer traders would experience problems in all three areas, 
and it is unclear if they would enjoy any major offsetting advantages. 

There is little that policymakers can do outside of direct subsidies or granting a ferti
lizer monopoly to some dealer that will improve the prospects for privatizing the fertilizer 
trade under the particular circumstances faced by The Gambia. The best recommendation 
is to create a guarantee fund, as described in Chapter VII, that will increase the probability 
that private traders who decide to enter this risky business will have reasonable access to 
working capital. This analysis also suggests that the outcome of the current efforts to re
structure the GCU and the groundnut processing industry will have a crucial bearing on the 
future of the fertilizer sector. The agents, private or cooperative, that procure and process 
farm commodities will have the best chance of successfully developing the fertilizer trade. 
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Table V111·1 Gross Domesdc ProducL I 

INDUSTRIAL ORIGIN 


AGRICULTURE 

Groundnuts 
Other Crops 
Livestock 
Forestry 
Fisheries 

INDUSTRY 

Manufacturing 
Construction2 

Electricity & Water 

SERVICES 

Trade 
Groundnut Trade 
Other Trade 

Hotels & Restaurants 
Transport & Communication 
Real Estate & Business Services 
Government Services 
Other Services3 

G.O.P. at Factor Cost 

Indirect Taxes (net) 

G.D.P. at Constant mkt. Prices 

1990/1991 
Millions of Dalasis Percent 

(1) (2) 
109.67 20.45 

26.69 4.98 
45.71 8.52 
24.24 4.52 
2.97 0.55 
10.06 1.87 

65.33 12.18 

32.13 5.98 
30.10 5.62 
3.10 0.58 

361.15 67.36 

147.06 27.43 
9.50 1.80 

137.56 25.65 
24.61 4.59 
84.98 15.85 
33.04 6.15 
56.50 10.54 
14.96 2.79 

536.15 100.00 

71.85 

608.00 

Source: Central Bank of The Gambia, Annual Report, 1990/1991. 
Note 1: In millions of dalasis at constant 1976/n prices. 

2: 	 Includes mining, which is very limited. 
J: 	 Includes banking and insurance; imputed bank service charges; personal and household services; social, 

recreational and related services. 
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Table VlII·2 The Gambia: Composition or Imports, 1988/1999. 

ITEM Millions of DoUars Percent 

IMPORT GOODS 

Food and Live Animals 
Beverages and Tobacco 
Crude Materials 
Minerals and Fuel 
Animal and Vegetable Oils 
Chemicals 
Manufactured Goods 
Machinery and Transport Equipment 
Unclassified 

Other Nonfactor Services 

TOTAL IMPORTS 

Source: Jabara, 1990. 

(1) 

130.1 

40.3 
6.6 
1.3 
95 
2.0 
9.2 

33.1 
26.3 
1.8 

49.0 

1793 

(2) 
100.0 

31.0 
5.1 
1.0 
73 
15 
7.1 

25.4 
20.2 

1.4 
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Table VIII·3 Surveyor Economic Agents Managing tbe Flow or CommodJtles. 

Economic Agent Number of Interviews Commodities 

(1) (2) 

Importers/WboJesalers 7 Flour/Rice 

Wholesalers/Retailers 3 Flour/Rice 

Retailers 2 Flour/Rice 

Bakeries 39 Flour 

Table VIII-4 Types or Traders and tbelr Customers. 

Type of Trader PrincipaJ Customers 
----~-----------------------------------------

Importers 1. Reexport Traders 
2. Wholesalers 
3. Medium ScaJe Enterprises 

Wholesalers 1. Retailers 
2. Small ScaJe Reexport Traders 
3. Small Scale Manufacturing Enterprises 

Retailers 1. Households 
2. Small ScaJe Manufacturing Enterprises 
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Table VIII·! Characteristics of the Financial Contracts Used In Food Commodity Trading. 

Characteristics of the Financial 
Contract 

Type of Contract 

Type of Financial Market 

Term of Loan 

Size or Loan 

Interest Rate 

Fees or Implicit Charges 

Collateral / Substitutes 

Delinquency Rate 

Default Rate 

Source: OSU survey 

Importation 

(1) 

Letter of C:edit 

Formal 

30-120 days 

0840,000 
14,000,000 

1% per month 

2-5% 

25-75% cash up-front 

None reported 

None reported 

Contracts for: 

Wholesaling Retailing 

(2) (3) 

Supplier Credit Supplier Credit 

Informal Informal 

7-60 days 1·7 days 

D 7,000 - 50,000 D5O·500 

0 0 

2·5% 2·5% 

supplier. supplier. 
customer customer 
relationship relationship 

Few cases Few cases 
reported reported 

Few cases Few cases 
reported reported 
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Table VlII-6 Sources or Finance Reported In the Small· Scale Enterprise Sample. 


Bakeries 

Type of F'mance Modem Traditional 

Initial Capital 

Personal Investment from Savings 

Family 

Friends 

Formal Loans 

Supplier Loans 

Sources Qf Funds 

Entrepreneurs Using Retained Earnings 

Entrepreneurs Using Informal Loans 

Entrepreneurs Using Formal Loans 

Entrepreneurs Using Suppliers Credit 

Entrepreneurs Using Customer 
Credit/~dvance 

Formal Loans 

Received a Loan in the Past Five Years 

Received a Loan in the Past Qne Year 

Ever Received a Loan 

Source: See Chapter VI. 

(1) 

15.4% 

7.7% 

0% 

76.9% 

7.7% 

100% 

54% 

59% 

85% 

0% 

61.5% 

38.5% 

61.5% 

(2) 

69.2% 

11.5% 

0% 

0% 

19.2% 

100% 

69% 

0% 

81% 

0% 

0% 

0% 

0% 
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Table VIII·' Savings Channels Reported In the Small Scale Enterprise Sample. 

Bakeries 

Savin~ 

Sbare of Sample Entrepreneurs With Deposits in Formal Institutions 

Informal Groups 

Entrepreneurs Participating in Informal Groups 

Average Size of Contribution (D) 

Moneykeeper 

Entrepreneurs Saving with Moneykeeper 

Average size of Deposit (D) 

Modem Traditional 

(1) (2) 

90.9% 0% 

0% 8% 

o 30 

0% 38.5% 

o 120 

Source: See Chapter VI. 
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Figure VIII-! 
Flow of Commodities in the Food Marketing Channels 

I I 
Foreign Suppliers 

Brokers 

-

Re-Export 
Traders 

IMPORTERS/ 
Wholesalers 

I I Medium Scale 
Enterprises 

WHOLESALERS/ 
Retailers 

RETAILERS 
and Shopkeepers 

Households Small Scale 
Enterprises 
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I1pre VlII-2 

FIIWlc:ial Flows in the Food MarbtiDs O·nncls 


supplier'. Pinancial I 
Institution J 

~ 

.~ pOE.ign Suppli.n J 

ott-.hore 111111111111111111111111111111111111111111111111111111111111111111111111 
Pinancial Institution --

~ : LIe 30-120 cay.-I ••••• '.\ .--LIe ••~t 

7-60 day.Iae-Export -I 1111 I 

TIadeE. 

I................................ 

r................................ 

IHou.ehold. 

IMPORTERS/
Wholesalel:s 

- t t . , 

WHOLESALERS/ 
Retailers 

1-30 day. 

RETAILERS 
and Shopkeepers 

.,-60 cay. 15• , 

I' • Nediuzn Scale I
LBakede. 

J 
........•••.•.............. 

IU
1-" day. 

8111&11 Scale 
Bakerie.I 


Notes: 

- Cash Paymcnts 

- Supplier Credit 
LIe .. Line of Credit 
% = Pcrcent of enterprises with access to supplien c:rcdit. 



APPENDIX 

Roster of Individuals and Institutions Consulted 
during Field Work on this Study 

Government A~encies 

E. Brewis, Managing Director, Gambia Produce Marketing Board {GPMB) 


Momodou A. Ceesay, Assistant Director of Post Office 


Papa A. Cham, Head Agro-Industries Development Unit, Investment Promotion Division, 

National Investment Board 

Sene Darbbo, Director, Jahally-Pachar Rice Project 

Mr. Dibba, Assistant Director, Jahally-Pachar Rice Project 

Janneh Ike, Statistician, Department of Livestock Services 

Sana M. Jabang, Agricultural Input Office, Department of Agricultural Services 

Gabriel D. Mendy, Senior Compliance Officer, Social Security and Housing Finance 
Corporation 

Alieu M. N'Gum, Permanent Secretary, Ministry of Finance and Economic Affairs 

Sam Njie, Principle Management Officer, Human Resources Division, National Investm~nt 
Board 

John Sylva, Director, Indigenous Business Advisory Service 

International Organizations /Contractors 

Andrew T. Adam, HIID Project, Ministry of Finance and Economic Affairs 

Phk. Henrick Bechtel, Technical Advisor, IFAD, Rome 

John N. Butt, Price Waterhouse, Washington, D.C. 

Bernd Buttemeir, Evaluation Officer, FAO, Rome 

1 
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S.E. Christensen, FAO Fertilizer Project 

DJ.-Clifford, Animal Production Officer, International Trypanotolerance Centre 

Ann Duval, World Bank Consultant for WID project 

Arnira Ghanim, President, Association of Gambian Entrepreneurs 

William A. Hargus, Animal Scientist, University of Wisconsin, Gambia Agricultural 
Research and Diversification Project (GARD) 

Musa Jawneh, National President, Association of Farmers, Educators and Traders 

Ned Jewett, CMI Consultants, Baton Rouge, Louisiana 

Lisbeth Junker, FAO Fertilizer Project 

Frank W. Kooistra, University of Wisconsin, Gambia Agricultural Research and 
Diversification Project (GARD) 

Charles Mann, HIID Project, Ministry of Finance and Economic Affairs 

Pirkleo Poutiainen, Programme Officer, UNDP 

Caroline Robb, Poverty Alleviation Programme, UNDP 

Babou Sarr, Division of Human Resource Development, UNDP 

Emmet Schulte, University of Wisconsin, Gambia Agricultural Research and Diversification 
Project, (GARD) 

Balla Silla, Project Manager, Credit Support System for Women, UNDP 

Ammadou Sowe, Field Officer, FAO Fertilizer Project 

Denise WiJliamson, World Bank, Consultant for Gambia 

Sarah Adams, USAID, Banjul 

Philip Decosse, USAID, Banjul 
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Donald Drga, USAlD,B~jul 

Oren E. Wbycne,Private Sector Development Advisor, REDSO/Abidjan 

Fred Witthans, USAlD, Banjul 

Bankine 

David Able-Thomas, Manager, International Bank for Commerce and Industry 

J. Kofi Agyekumhene, Chief Technical Adviser, Agricultural Credit Unit, Central Bank 

Momodou Clarke Bajo, General Manager, Central Bank 

Calum I. Buchanan, Managing Director, Standard Chartered Commercial Bank 

Edward E. Fillingham, Senior Advisor, Central Bank 

Momodou Foon, APEX funds, Central Bank 

M.J.A. Knight, Managing Director, Meridien Bank Gambia Limited 

Robert Maddox, Technical Advisor to GCDB 

Nuha Marenah, Manager, Loan Recovery Department, GCDB 

Abdou AB. Njie, Governor, Central Bank 

Alhaji Tafsir Samba Alieu Njie, General Manager, Continent Bank, Ltd. 

Haddy Njie, Manager, Banking Supervision Department, Central Bank 

Pa Macoumba Njie, Commercial Manager, Gambia Commercial and Development Bank 
Ltd. 

Ian Roxton, Advisor, Banking Supervision Department, Central Bank 

David Thwaites, Managing Director, Gambia Commercial and Development Bank 

Graham Yates, Deputy Manager, Standard Chartered Bank Gambia Limited 
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Trader/Priyate Sector 

Farouk Ayad, Mari ager, Textard Co. Ltd., Textile Importer 

Mamadou Bah, FAO Fertilizer Dealer 

Alh.Falley Baldeh,FAO Fertilizer Dealer 

Saikou Baldeb, FAO Fertilizer Dealer 

Antoine Banna, Manager, George·Banna & Co., Textile/Food Commodities 
r 

Mamodou Benta, Daadema, Flour Importer 

Reynold Carrol, HORTMARC Ltd. 

Momodou A Ceesay, Managing Director, Gambia Horticultural Enterprises 

El Hadj Karamo Cessay, Rice Wholesaler/Retailer 

Amadu Fall, Rice Retailer 

C.O. Fall, Groundnut Trader 

Baboucar B. Gai, Commercial Manager, Gambia Cooperative Union Ltd. (GCU) 

Isatou Jack, HORTMARC Ltd. 

Amadou M. Jallow, General Manager, Yams Agricultural Enterprise Ltd. 

Musa Jallow and Samballa Jallow, Private Trader 

Alh. M. Jammeh, Groundnut Trader 

Tider Janko, FAO Fertilizer Dealer 

Madam Job, Fruit and vegetable buying agent, major buyer for Senegambia Hotel 

Ebrima lobe, GroundnutTrader 

Fotou Jobe, FAO Fertilizer Dealer 

Sheriff John, Groundnut Trader 
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M.H. Kebbeh,Director,AmdaIaye Trading Enterprises, Ltd. 


Mohammad Kebbah, Rice, OilJmpo~er/Wholesaler (Honorary Counsel of Pakistan) 


Hans W. Kemper, Purchasing M-mager, Senegambia Hotel 


Binta Khan, Coordinator, Women's Horticultural Cooperative, Gambia Cooperative Union 

Ltd. (GCU) 

Mamodou Kolly, FAO Fertilizer Dealer 

Saikou Komma, FAO Fertilizer Dealer 

Kebba Kora; FAO Fertilizer Dealer 

M.M. Marong, Groundnut Trader 

Hassib W. Massry, Manager, T. Massry Co. Ltd. 

Alieu A M. MBoge, Rice Importer, President of Gambia Chamber f Commerce and 
Industry, Honorary Consul of the Kingdom of Thailand 

Sayed Moukhtara, Moukhtara Holding Co. Ltd. 

J. Najiib, Groundnut Trader 

A.B. Dandeh Njie, Tanji Farm 

B.M. Njie, Njie & Sons, Rice Importer and Wholesaler 

Mohammed Njie, Manager, Musa Njie· & Sons, Flour 

Dr. Lamin Saho, Gambia Export and Trading Company 

Mariamma Saine, FAOFertilizer Dealer 

Suruwa Sanyang, FAO Fertilizer Dealer 

Hadday Secca, FAO Fertilizer Dealer 

Jim Secca, FAO Fertilizer Dealer 

Rohit Shah, Radville Farms Ltd. 
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Momodou Singateh, Deputy General Manager, Gambia Cooperative Union (GCU) 


Pa Sirlyang, FinanCial Controller, Gambia Cooperative Union (GCU) 


Sidy Sugufara, Rice Wholesaler/Retailer 


Karamo Trerra, Credit Officer, Gambia Cooperative Union Ltd. (GCU) 


Bassamah Waggeh, FAO Fertilizer Dealer 


Manmtadou Waggah, Private Trader for Rice and Fertilizer 


NGOs/PVOs 


Mariama Ashcroft, Gambia Women's Finance Association 


Brooks E. Crichlow, Assistant Representative, Catholic Relief Services 


Dodou Darbo, Executive Secretary, AFET 


Burang Goree-Ndiaye, Executive Secretary, TANGO (The Association of NGOs) 


Helmi Govers, UNV, Programme Officer, TANGO (The Association of NGOs) 


Musa Jawneh, Association of Farmers, Educators and Traders (AFET) 


Chuga M.K. Joof, Coordinator, National Association of Credit Unions of the Gambia 

(NACUG) 

Mrs. Maria tou Loum, WISDOM 

Jean-Fran~ois LeGrand, Technical Advisor of Village Savings and Credit Associations 
(VISACAs), Sapu 

Nimal Martinus, Program Director, WorldView International Foundation 

Aminatta L.R. N'Gum, Chairperson, Gambia Women's Finance Association (GWFA) 

Solomon J.E. Owens, Projects Supervisor, Catholic Relief Services 

Mr. Samoo, Credit Officer, GWFA 

Jeffrey D.Saussier, Deputy Director, Action Aid 
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Aboubacry Tall, Field Office Director, Save the Children, USA 

Fatounata Tambafang, Treasurer, Gambia Women's Finance Association (GWFA) 

Gladwin Williams, Consultant to TANGO 
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