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FORWARD BY THE GOVERNOR

Y

Global prospects have improved slightly but thedré@ recovery in the advanced economies

remains bumpy. Activity has stabilized in advaneednomies and has picked up in emerging
market and developing economies, supported by ipsliand renewed confidence. This pickup
follows the slowdown in the first half of 2012, whi was manifested in industrial production
and global trade. Investment in major economies dipped, whereas consumption evolved
broadly as expected—-sluggishly in many advancexhauies, hobbled by low employment
rates, and buoyantly in many emerging market ameldping economies, where labor markets

continue to perform well.

Strong actions by European policymakers helped orgiconfidence and financial conditions.
U.S. policymakers avoided the fiscal cliff but hdaged to find durable solutions to other short-
term fiscal risks. Japan adopted more expansiormagroeconomic policies in response to a
larger-than-expected slowdown. In the meantime,cpokasing in key emerging market
economies has supported internal demand. Moretheproduction and consumption dynamics
in many economies may have primed them for an itorgded rebound. Financial markets
have led the reacceleration in activity. Since 20d2, there has been a broad market rally.
Policy rates have evolved broadly as expected, avitltumber of central banks in advanced and

emerging market economies implementing modestoratein response to the latest slowdown.

However, old dangers remain and new risks have cmmthe fore. In the short term, risks
mainly relate to developments in the euro arealudieg uncertainty about the fallout from
events in Cyprus and politics in Italy as well agnerabilities in the periphery. In the medium
term, the key risks relate to adjustment fatigaspfficient institutional reform, and prolonged

stagnation in the euro area as well as high fidectits and debt in the United States and Japan.



The Gambian economy continues to face significhatlenges in 2012 on account of the crop
failure in 2011. Crop production declined by ab6é@tpercent, leading to a significant drop in
exports and foreign exchange earnings of the cpunfts a result of the economic slowdown
and the reduced foreign inflows, the domestic cwayecame under intense pressure in 2012. At
the policy front, significant gains have been madder the ECF arrangement with the IMF in
2011 and during the first assessment period (J04&)2 Unlike the 2003 episode during which
policy slippages, especially excessive money grdedhto a depreciation of the Dalasi by 32.3
percent and 46.3 percent against the US dollarRowhd sterling respectively, money supply

growth (7.8 percent) in 2012 has been very moderate

In assessing macroeconomic developments in theoetprfirom year to November 2012, the
Monetary Policy Committee viewed inflation outcom&s be in line with expectations.

However, downside risks were identified mainly eatarg from the depreciation of the Dalasi
and higher global commodity prices. Given the sigdoddomestic economic activity, the MPC
was of the view that leaving the interest rate angjed was the right course of action while

standing ready to act should the depreciation presson the domestic currency persist.

In the area of improving timely data submission artdgrity, the CBG launched the electronic
data submission platform for commercial banks dalRegulatory Compliance Supervisory
System (V-RegCoSS) in 2012. In addition all thenponents of the payments system funded by
the African development Bank (AfDB) excepting thecBrities Settlement System were
operational by end-2012.

At this juncture, let me thank the staff and mamaget of the Bank for their support
cooperation, commitment and hard work towards othiewements as an institution. My
appreciation also goes to the Board of DirectorthefBank for the guidance and policy advice
and | am confident that together, we can contrilaftectively to the macroeconomic stability

and overall growth and development of the country.

Thank You

Amadou Colley
Governor
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1.0 GOVERNANCE

Overview

The Central bank of the Gambia (CBG) has variegaesibilities. It has responsibility for
achieving and maintaining price stability, conductsearch and analysis of domestic and
external economic and financial matters as webrasiring that the financial system is safe and
sound. The Bank supervises banks, insurance coegpaforeign exchange bureaus and
microfinance institutions in addition to its oveisi responsibility of the country’s payments
systems. The Bank also serves as fiscal agerthéoGovernment and manages the domestic
debt. Additionally, the Bank has sole respondipifor issuing banknotes and coins. The
governance framework is set by the Central Bankh&f Gambia Act (2005), which provides for

a Board of Directors, Committees of the Board attbaetary Policy Committee.

1.1 The Board of Directors

The governing body of the Bank as stipulated in@B Act (2005) S.10 (1), is the Board of
Directors. The Board consists of the Governor, vibalso the Chairman, and four other
Executive Directors. Members of the Board shalbppointed by the President in consultation
with the Public Service Commission, from among pess of standing and experience in
financial matters. The Board members, other thanChairperson, shall be appointed for a term

of two years and are eligible for re-appointmemtsdurther term.

The Board is responsible for formulating policieecessary for the achievement of the Bank’s
mandate which is:

» Achieve and maintain price stability;
* Promote and maintain the stability of the curreatthe Gambia;

» Direct and regulate the financial, insurance, bagland currency system in the interest

of the economic development of the Gambia; and
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* Encourage and promote sustainable economic develapand the efficient utilization of
the resources of the Gambia through the effecthe efficient operation of a financial

system.

Among the issues discussed by the Board in 201@de¢
» Decisions of the MPC

* Impact of the global economic crisis on the Gamigieonomy.

» Progress on the execution of the Extended Creditifyawith the International Monetary
Fund (IMF);

» Code of conduct for participants in the foreignleege markets
* The increase in the minimum capital of banks and

* The Bank’s adoption of International Financial Rejng Standard (IFRS) as a financial

reporting framework

1.2 Committees of the Board

» Financial Supervision Committee
 Human Resource Committee

e Audit Committee

The Audit Committee
The CBG Act established the Audit Committee as m@dtee of the Board. Under the Act, the
functions of the Committee are to:

» Establish appropriate accounting procedures anttaen

* Monitor compliance with laws applicable to the Bank

* Review the external auditor’s report;

* Review the work of the Internal Audit Department;

« Make a decision on any matter brought to its atentoy the Board or Bank

Management.

11



The Financial Supervision Committee

The Committee is responsible for overseeing thectfans of the Financial Supervision
Department. The Committee reviews onsite examinatgports of financial institutions and
takes decisions on appropriate actions to addresdgcemings. It also examines the Prompt
Corrective Action (PCA) framework reports.

The Human Resources Committee

The Human Resources Committee has responsibilityefouitment of professional staff.
During 2011, its mandate was expanded to inclugieamsibility for staff retention, career
development, and succession planning and remuoeratilicies.

The Monetary Policy Committee
The CBG Act 2005 provides for a Monetary Policy Guoittee (MPC) to enable the Bank
discharge its core function of attaining price sigbeffectively. Price stability is an important
pre-requisite to achieving balanced and sustaingioleth. The MPC is responsible for:

» Providing the statistical data for the formulatmfrmonetary policy

» Setting the policy interest rate to achieve thegstability objective of the Bank;

The MPC meets every two months. The membership aeegpof the Governor, the two Deputy
Governors, three other members from the Bank amdn@mbers appointed by the Minister of
Finance and Economic Affairs. The MPC met fourettnin 2012. Members of the Committee

were;

Amadou Colley - Governor/Chairman

Basiru Njai - First Deputy Governor, Member

Oumie Savage-Samba - Second Deputy Governor, emb

Ismaila Jarju - Director of Research, Member

Essa Drammeh - Director, Financial SupervisioeniMer

William Eunson - Director, Banking Department, milger

Mod A.K. Secka - Member, Permanent Secretary, H®OF

Alagie Taal - Director, Macroeconomic policy, MBA, Member
Bakary Jammeh - Deputy Director, Research, Samgret

12



1.4 Departmental Overview
1.4.1 Administration Department

This Department performs critical support servigesluding human resource management,
coordinating training of Bank staff, procurementptpcol services as well as organizing

meetings and conferences.

1.4.2 Banking Department

This Department is made up of the following Units:

- Banking and Payment Systems
« Open Market Operations
+ Currency Unit

The Banking Unit is responsible for providing barnkiservices to Government and commercial
banks. The Unit is also responsible for ensurlmg the payment and settlement systems are

safe and efficient.

The Open Market Operations Unit plans and execopen market operations in line with the
policy stance of the Bank. The frequent contacthef staff with money market participants
enables them to contribute to the monetary polayntilation process. The Unit also manages

the issue and redemption of the domestic debt.

The Currency Unit discharges the Bank’s statutdolygation of ensuring that there are enough

banknotes and coins to meet the demand of thegubli

1.4.3 Economic Research Department
This Department is made up of the following Units:

« Money, Credit and Banking

« Balance of Payments

 Liquidity Forecasting and Public Finance

.+ Statistics

« Real Sector and Non-Bank Finance and a Library

13



The Economic Research Department (ERD) is resplensds providing the Bank with the
economic analysis necessary to conduct monetargypdbtaff of the ERD performs research on
developments in the Gambian and international eoyrand produce the quarterly Bulletins and
Annual Reports. Staff of the Department also pkayey role in the Bank’s relationship with the
International Monetary Fund (IMF), West African Maary Institute (WAMI) and West African
Monetary Agency (WAMA). The Department providesorp for Monetary Policy Committee
(MPC) meetings, in addition to conducting speciatiies for the Governor and the Board. The
Statistics Unit compiles the monetary and othearitial statistics.

1.4.4 Finance Department
This Department is made up of the following Units:

« Treasury
+ Budget and Finance
+ Verification and Implementation

The Department is responsible for financial plagnint prepares and monitors the budget to
ensure that the financial transactions are comgistéh the accounting procedures. Staff of the
Department is also responsible for preparing theuahaccounts, payroll and foreign currency
budget as well as foreign currency payments aneipecand debt service payments on behalf of

the Government.

Additionally, the Department provides back officendces in the management of the external

reserves, including settlement of interbank foregohange deals entered into by the Bank.

1.4.5 Financial Supervision Department

The maintenance of a sound and stable financiésys one of the most important functions
of the Bank. The Financial Supervision Departmergharged with this responsibility and also
conducts on-site examination with a view to engytimat the financial system as a whole is

safe and sound.

14



Financial stability, a precondition for a stronglasustained growth, is achieved by regulating

and supervising banks.

1.4.6 Insurance Department
This Department is responsible for evaluating ayapion for insurance as well as preparing and

implementing regulatory and supervisory guidelirag in a manner that does not stifle
innovation and competition. The Department alsodcots on-site examination with a view to
ensuring that the insurance industry is safe amehcoThe supervision of insurance companies
was added to the mandate of the Bank by the 199&t®ation.

1.4.7 Foreign Department
The Foreign Department is responsible, jointly vtlile Financial Supervision Department, for

evaluating applicants to operate foreign exchangedus. The remit of the Department also
includes the management of the foreign reservetfofiorin line with the Foreign Reserve

Management Guidelines.

1.4.8 Internal Audit Department

The Internal Audit Department provides an independappraisal of the adequacy and
effectiveness of the Bank's internal control systefihe Department can delve into every aspect
of the Bank’s work with the aim of providing indeqent advice to the Board and senior
management that the Bank is taking appropriateldewé risk. Although the head of the
Department reports to the Governor, the Departmeports to the Audit Committee of the
Board.

1.4.9 Micro Finance Department
This Department is made up of the following Units:

« Development
« Supervision
The Department performs functions similar to thealRicial Supervision Department, but with a

focus on the microfinance sector. Microfinance ently accounts for a small part of the

Gambian financial system but has been growing hapid

15



The Development Unit formulates the institutionableoperational framework and regulatory
guidelines for the Microfinance Institutions (MFEI3he Unit also works with the stakeholders to

prepare strategic action plans for the sector.

The Supervision Unit is responsible for registmatiicensing and supervision to ensure the
safety and soundness of MFIs. The Unit is also mtmttito collect, analyze and disseminate

data relating to MFIs as well as prescribes conegction.

1.4.10 Legal Unit and Risk Management Unit

The Legal Unit provides advice on legal matters anslures maximum protection of the Bank’s
interest with respect to contracts.

The Risk Management Unit is the middle office fateznal reserves management purposes. It is

responsible for risk identification, risk manageitnamd financial performance measurement.

1.4.11 Information Technology Department

The department responsible for the management eoBdmk’s information system, provides
information technology support to the departmentd aoordinates the development of new
information system projects. The Department ig alsarged with the responsibility to manage
the Bank’s website.

16



2.0 DEVELOPMENTS IN THE GLOBAL ECONOMY

2.1 Global Output Growth

The global economy has deteriorated further sitee release of the July 20MEO
Update, and growth projections have been marked down. Dmlgngsks are now judged to
be more elevated than in the April 2012 and Sepéen2911World Economic Outlook
(WEO) reports. A key issue is whether the globaneeny is just hitting another bout of
turbulence in what was always expected to be a slogvbumpy recovery or whether the

current slowdown has a more lasting component.

Indicators of activity and unemployment show insieg and broad-based economic
sluggishness in the first half of 2012 and no digant improvement in the second half.
Global manufacturing has slowed sharply. The eusa geriphery has seen a marked
decline in activity, driven by financial difficuts evident in a sharp increase in sovereign
rate spreads. Activity has disappointed in othe@memies too, notably the United States
and United Kingdom. Spillovers from advanced ecoesnand home grown difficulties
have held back activity in emerging market and tgiag economies. These spillovers

have lowered commodity prices and weighed on dgtimimany commodity exporters.

The result of these developments is that growthomag again been weaker than projected,
in significant part because the intensity of theoearea crisis has not abated as assumed in
previous WEO projections. Other causes of disagpgngrowth include weak financial
institutions and inadequate policies in key advdneeonomies. Furthermore, a significant
part of the lower growth in emerging market and aeleping economies is related to
domestic factors, notably constraints on the soahality of the high pace of growth in
these economies and building financial imbalankeaddition, IMF staff research suggests
that fiscal cutbacks had larger than-expected negahort-term multiplier effects on

output, which may explain part of the growth sreilsf

17



The recovery is forecast to limp along in the magoivanced economies, with growth
remaining at a fairly healthy level in many emeggmarket and developing economies.
Leading indicators do not point to a significantceleration of activity, but financial

conditions have recently improved in response tm earea policymakers’ actions and

easing by the Federal Reserve.

In the euro area real GDP is projected to decline by about % pdgr¢en an annualized

basis) during the second half of 2012. With dimhimg fiscal withdrawal and domestic and
euro-area-wide policies supporting a further imgroent in financial conditions later in

2013, real GDP is projected to stay flat in thetfinalf of 2013 and expand by about 1
percent in the second half. The core economies)gected to see low but positive growth
throughout 2012-13. Most periphery economies sedfesharp contraction in the last
quarter of 2012, constrained by tight fiscal p@gand financial conditions, and to begin to

recover only in 2013.

In theUnited States real GDP is estimated to have expanded by abgupdrcent during
the second half of 2012, rising to 2% percent late&2013. Weak household balance sheets
and confidence, relatively tight financial condit®y and continued fiscal consolidation
stand in the way of stronger growth. In the vergrsherm, the drought will also detract

from output.

Fundamentals remain strong in many economies ¢ hot suffered a financial crisis,
notably in manyemerging market and developing economiedn these economies, high
employment growth and solid consumption should icoetto propel demand and, together
with macroeconomic policy easing, support healthyestment and growth. However,

growth rates are not projected to return to preisitevels.

18



Figure 1. Global GDP Growth
{Percent: quarter over quarter, annualized)
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In developing Asia real GDP accelerated to a 7v4 percent pace isgbend half of 2012.

The main driver was China, where activity receieetoost from accelerated approval of
public infrastructure projects. The outlook for i@ds unusually uncertain: For 2012, with
weak growth in the first half and a continued irtw@snt slowdown, real GDP growth is
projected to be 5 percent, but improvements inragteconditions and confidence—helped
by a variety of reforms announced very recentlye-gapjected to raise real GDP growth to

about 6 percent in 2013.

In Latin America, real GDP growth is projected to be about 3% perfmerthe second half
of 2012. It is then expected to accelerate to 48eqme in the course of the second half of
2013. The projected acceleration is strong for Biagcause of targeted fiscal measures
aimed at boosting demand in the near term and rapneblicy easing, including policy
rate cuts equivalent to 500 basis points since Aug011. The pace of activity elsewhere is

not forecast to pick up appreciably.

Growth is projected to stay above 5 percergub-Saharan Africa (SSA)and above 4
percent in the Commonwealth of Independent Statdsoth regions, still-high commodity

prices and related projects are helping.
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Table 1. Overview of theWorld Economic OutlookProjections

(Percent change unless noted otherwise)

Difference from Q4 over Q4

April 2012 WEO

Estimates  Projections

Projections Projections
2010 2011 2012 2013 2012 2013 2011 2012 2013

World Output 5.3 3.9 35 3.9 -0.1 -0.2 3.2 3.4 4.1
Advanced Economie 3.2 1.6 1.4 1.9 0 -0.2 1.2 1.4 2.2
United States 3 1.7 2 2.3 -0.1 -0.1 1.6 1.9 25
Euro Area 1.9 15 -0.3 0.7 0 -0.2 0.7 -0.2 1.2
Japan 4.4 -0.7 2.4 1.5 0.4 -0.2 -0.5 1.9 2.2
United Kingdom 21 07 0.2 1.4 -0.6 -0.6 0.5 0.8 1.2
Other Advanced Economies 5.8 3.2 24 3.4 -0.2 -0.1 25 3.2 3.3
Emerging and Developing 7.5 6.2 5.6 5.9 -0.1 -0.2 5.8 5.9 6.5
Economies
Developing Asia 9.7 7.8 7.1 7.5 -0.3 -0.4 7.2 7.7 7.6

China 10.4 9.2 8 8.5 -0.2 -0.3 8.9 8.4 8.4

India 10.8 71 6.1 6.5 -0.7 -0.7 6.2 6.4 6.4
Middle East and North 5 35 55 3.7 1.3 0
Africa
Sub-Saharan Africa 53 52 5.4 5.3 -0.1 0
European Union 2 1.6 0 1 0 -0.3 0.8 0.1 15
Consumer Prices
Advanced Economies 15 2.7 2 1.6 0.1 -0.1 2.8 1.8 1.7
Emerging and Developing 6.1 7.2 6.3 5.6 0.1 0 6.5 5.8 3.9
Economies

2.2 Inflation

The slowdown in global activity and ample slacknany advanced economies have meant
that inflation has fallen. In advanced economiesielr commodity prices reduced headline
inflation to about 1% percent, down from more tl3apercent in late 2011. Core inflation
has been steady at about 1% percent. In emergingemand developing economies,
headline inflation has declined by almost 2 peragatpoints, to slightly under 5% percent,

in the second quarter of 2012; core inflation tas Heclined, although to a lesser extent.
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The forecast is for further easing of inflation gsere in the advanced economies, with
headline inflation moving to about 1% percent in20 In emerging market and developing
economies, headline inflation is projected to mbr@adly sideways. This inflation forecast
assumes broadly unchanged commodity prices, butplghaising food prices raise

increasing concern. Thus far, price pressures tlemmmompass all major food crops, unlike
in 2007-08. As discussed further below, monetafjcpshould not react to food-price-

driven increases in headline inflation unless tham significant risks for second-round

effects on wages.

Governments may need to scale up targeted sodety seet measures and implement other
fiscal measures (such as reducing food taxes) wihere is fiscal space to do so. Also,
countries should avoid any restrictions on expavtsich would exacerbate price increases
and supply disruptions. Over the longer term, beogoblicy reforms are necessary to

reduce global food price volatility.

2.3. Unemployment

Amid sharply differing developments across advararatiemerging market and developing
economies, the world unemployment rate is estimaiaémain flat during 2012-13, near
6Yv4 percent. Unemployment rates have on averagenddcbelow pre-crisis levels in
emerging market and developing economies, but tteeyain elevated in advanced
economies and are not expected to fall signifigaghtiring 2012—-13.

Unemployment rate in the Euro Area increased t@8A percent in November 2012 from
11.7 percent in October of 2012. Historically, frod®95 until 2012, Euro Area
Unemployment rate averaged 9.26 percent reachinglldaime high of 11.80 percent in
November of 2012 and a record low of 7.20 peraeiebruary of 2008.
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2.4. Commodity Prices

2.4.1. Oil

The OPEC Reference Basketell marginally in December 2012 to settle at $55@b. In
yearly terms, the Basket averaged $109.45/b in 281@ain of $1.99 over the previous
year. In the crude futures markets, the front-maifA contract rose in December but still
registered its first annual loss since 2009, wedgth@wn by rising US shale oil production.
Despite slipping marginally in December, ICE Bresaiw a further increase in 2012.
Outages in the North Sea, geopolitical considematiand increased trading volumes in the

ICE Brent contract have all provided support fa Brent price.

The forecast foworld oil demand growth in 2013 remains unchanged at 0.8 mb/dne li
with the growth seen in the previous year. In 2Gh8, impact of economic turbulence on
oil demand should be considerably milder than ievimus years. The OECD region is
expected to continue to contract by 0.2 mb/d, altfnoat only half the rate seen in 2012.
The non-OECD region is projected to consume abounhkld more than last year.
Transportation and industrial sectors are expetigatovide most of the consumption this

year and to be the source of most of the growth.

Demand for OPEC crude in 2012 saw only a marginal revision from the poes
assessment to stand at 30.1 mb/d, representingiaedef 0.2 mb/d from the previous year.
Required OPEC crude in 2013 is forecasted to aee28¢p6 mb/d, down 0.4 mb/d from the

previous year, following a downward adjustment df b/d from the previous report.
2.4.2. Rice

The FAO Food Price Index averaged 209 in Decemb&® 2down 2 points (1.1 percent)
from November and the lowest since June 2012, wihernndex stood at 200. The decline
in December was led by drops in the internatiomiles of major cereals and oils/fats. For
2012 as a whole, the Index averaged 212, 7.0 peless than in 2011, with the sharpest
declines registered by sugar (17.1 percent), daioglucts (14.5 percent) and oils (10.7
percent). The 2012 price falls were much more nioftescereals (2.4 percent) and meat
(1.1 percent).
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All Indi{:a”. B Jap.n;l.i{:a Aromatic

High Low
gualitv | gquality
2002-2004 = 14
2 294 y IBT 314 I51
2008 253 22 196 341 232
2010 22 211 212 164 231
2011 151 237 150 174 227
2011 December 242 238 233 248 210
2012 Januvary 235 22 238 252 15
Fabruary 229 223 239 230 214
MMarch s b 22 242 242 214
Apnil 233 227 242 239 205
MMaw 238 233 243 2486 214
Jena 238 233 2 245 215
July 239 230 241 234 216
Avmpst 2440 232 242 252 22
September 245 236 248 259 215
October 2 234 248 256 226
MNovember 242 235 2 254 221
December 236 22 237 243 222
2011 Jan -Dec, 251 237 230 274 227
2012 Jan -Dec. 238 230 242 248 217
%% Change -5.2 -2.8 -3.2 -85 4.3
Sowrce: FAQ

N.B. - The FAD Rics Price Index is bassed on 10 rice export guotations. "Cualin:”
is defined by the perceriage of broken Lernels, with high (low! gualitv rgferring
1o rice with lesr fegual to or morvel than 20 percert brokens. The Sub-Index for
Aromatic Rice follows movements in prices of Basmati and Fragrawt rice.
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Table 2: Rice Index

Rice Export Prices
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World rice trade in 2013 is forecast to reach 3i#illion tonnes, marginally above the 2012
current estimate. Such a high volume reflects egpens of large draw downs from the
huge inventories held by exporting countries, &y tiheed to make space for the new crops,
a move that could translate into more attractivelavprices.

24



2.4.3. Groundnuts
World production of peanuts is forecast to slip @y percent in 2011-12 after drought
reduced the crop in the U.S. aBdnegalcausing a shortfall that will require global demda

rationing this season.

The harvest of peanuts, or groundnuts, is foretastecline to 24.8 million metric tons
from 25 million tons, on top of “relatively low” cgover stocks, the Hamburg-based

oilseed reported.

U.S. prices fopeanutscrushed to make cooking oil and used in Uniless&kippy peanut
butter and Mars Inc.’s Snickers bars, jumped 4@qu@rin the past 12 months to 33.7 cents
per pound.Peanut butteretail prices jumped 8.6 percent to $2.43 a pounBecember

from a month earlier, the highest in records datn@984.

The Gambia’s Agricultural Services & Producers’ dgation (ASPA), which is the Inter-
professional body vested with the management oGd@bia Groundnut Sub-sector issued
a press release which pegged the farm-gate grotimmoducer price of D10,450 (ten
thousand four hundred and fifty Dalasis) about (BZ8) Dollars per metric tonne for the
2012/13 Groundnut Marketing season.
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3.0 DEVELOPMENTS IN THE DOMESTIC ECONOMY

3.1 Overview

The Gambian economy faced significant challenge0it? on account of the crop failure
in 2011. Crop production declined by about 62 parckeading to a significant drop in

exports and foreign exchange earnings of the cpu@ross Domestic Product (GDP)
growth was estimated at 5.0 per cent in 2012 owwadcof the moderate recovery of the
agricultural sector from the 2011 drought that Hertweakened economic activity in the
first half of 2012 and strong performance of therigm sector. Tourism, which staged a
strong rebound in 2011, continued to grow in 204y gbout 10 percent), partly reflecting
access to new markets in northern and eastern EuManufacturing weakened in early
2012, especially groundnut processing, while cowstsn remained soft throughout the
year. Despite pressure on food prices and a weadenfi the Gambian dalasi, inflation

remained under control (4.9 percent year-on-ye&rdcember 2012).

Relief efforts initiated in March 2012 by Governrheaid agencies, and donors mitigated
the impact of the drought on vulnerable farmers é&milies and helped to maintain
macroeconomic stability. The drought relief wasneated to require about USD23 million
of spending on emergency imports of food, seedd,fartilizer. Aid agencies and donors
provided USD14.3 million in drought relief to meetmediate food shortages, as well as to
support a recovery in rice production. The Govemtsedrought relief efforts focused
largely on supplying fertilizer and groundnut segéadlslistressed farmers. The stepped-up
donor assistance, together with a front-loadedainitisbursement from the ECF helped to
maintain exchange rate stability during the firatfof 2012, but beginning in the third
quarter, the Dalasi came under intense pressures.

As a result of the economic slowdown, the domestirency has come under intense
pressure losing value against most of the currertcagled in the domestic foreign exchange
market. For the year as a whole, the Dalasi dé&est by 14.0 percent against the U.S.
dollar, 9.2 percent against the euro, and 12.2ep¢ragainst the British pound. Meanwhile,
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as of end-2012, official international reservesodtat about 4% months of projected

imports of goods and services in 2013.

Real GDP (at Factor Cost) Growth Rates

GDP Growth Rates In %

2005 2006 2007 2008 2009 2010 2011 ZE)SIZ

| 03 [ os | 4 [65 | 67 | 55| -a3]| 4 |

As mentioned earlier, the crop failure of 2011 techortfall in domestic food supply. As a
result, imports increased significantly by 32.5qgeert in 2012. In contrast, exports in trade
statistics declined by 3.1 percent, leading to dewitrade deficit. In addition to demand
pressures from the food import bill, the demandféoeign exchange from the oil sector
was much larger in 2012 compared to the preced®ag gxerting additional pressure on the
Dalasi. In the meantime, in the year to end-De@¥na®12, volume of transactions in the
domestic foreign exchange market expanded from UiSillion in 2011 to US$1.6 billion
in 2012.

The Government's 2012 budget focused on loweringdeenestic borrowing (NDB) to

1.8 percent of GDP in 2012 (from 3.4 percent of GDR011). However, NDB increased
to 3.6 percent of GDP in 2012, partly because o¥eggament’'s contribution to drought
relief (over %2 percent of GDP). Other unanticipagegenditures late in the year included
payments on domestic arrears for electricity anbickes, purchases of equipment for
implementation of the VAT, and emergency pharmacalst to counter outbreaks of

meningitis and a highly contagious cattle diseBszause these mandatory payments were
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incurred so late in the year it was impossibleutihack on other spending to observe targets
for NDB.

3.2.  MONETARY DEVELOPMENTS

Monetary Policy Instruments

The Central Bank of the Gambia operates a monggtiaig regime where reserve money
is the operating target and broad money the intéiate target. The Bank sets targets for
key monetary aggregates as well as end-of-yeatiofl. To meet the reserve money target,
open market operations (weekly auctions of Trea®titig) remains the major tool for
liquidity management. Other complimentary policyol® including foreign exchange
intervention and the statutory reserve requirennatid may also be used. In addition, the
Bank uses its rediscount interest rate to signahghs in the policy stance. The rediscount
rate is set by the Bank’s Monetary Policy Commi{fé®C) in its bi-monthly meetings.

Open Market Operations

The issuance of Gambia Government Treasury Billthés primary instrument used for
liquidity management in the Gambia. The amountre&gury bills to be auctioned each
week is determined by the Treasury Bills Committ8tack of Treasury bills, including
Sukuk Al-Salaam (SAS) bills, at end-December 20figbdé at D8.6 billion from D7.1
billion in 2011. Commercial banks are the majordeo$ of Treasury and Sukuk Al-Salaam
bills, accounting for 81.7 percent of total stodmpared to 83.5 percent a year ago. The

Non-bank holdings accounted for 14.0 percent coatgty 14.9 percent in December 2011.

Foreign Exchange Intervention

The Central Bank may intervene in the domesticiforexchange market through buying
and selling of foreign exchange to complement othenetary policy tools for liquidity
management. The Bank may also intervene to acleedesired level of international
reserves and to maintain the stability of the lazarency. In 2012, the Bank’s net sales and
purchase of foreign exchange totaled US $701.4amitelative US $698.4 million in 2011.
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Interest Rates

The Central Bank of the Gambia uses the rediscaatst as its policy rate to signal its
policy stance. The Monetary Policy Committee (MBE€)he Bank meets periodically to set
the policy rate. The rediscount rate was reduceidetwduring the year to 12 percent

reflecting subdued inflationary environment.

Reserve Requirements

Deposit money banks are required by law to maintaserve deposits with the Central
Bank. Certain percentage of commercial bank dep@si kept with the Central Bank in
line with statutory requirement. Interest is notidp@mn such deposits but a penalty
equivalent to 3.0 percentage points above theyddite may be charged on a daily basis on
banks that fail to meet the reserve requirementre®ént, the reserve requirement became
an active monetary policy instrument to complimepen market operations. The reserve
requirement was reduced by 200 basis points to é@ept in the May sitting of the

Monetary Policy Committee.
3.2 Monetary Policy

The focus of monetary policy remains the mainteraat stability and the support of
Government’s overall macroeconomic objective oftangng high growth for poverty

reduction. In 2012, the objective was to contaftation below 6.0 percent.

Challenge for monetary policy in 2012 was the emecg of inflationary pressures from
the high import demand resulting from the drough2011 and elevated prices in the global
commodities market. The continued depreciatiorhef domestic currency vis-a-vis major
international currencies and expansionary fiscdicpoensured continued presence of
inflationary pressures. Nonetheless, monetary paolias able to achieve and maintain low
and subdued inflation throughout the year. Theidech headline inflation was consistent

with the deceleration in the growth of monetaryraggtes.
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Growth in monetary aggregates, including reserveneyoand broad money supply,
remained generally under control. However, crexigagsion in the economy was sluggish
primarily due to the high lending rates (28 pergast credit risks remain elevated coupled

with structural and institutional weaknesses tfaatinstance, impede loan recovery.

To this end and with the expectation that inflatwaii remain in single digit in the face of
easing of global food prices, the Bank's Monetaofidy Committee (MPC) relaxed its
policy stance during the course of the year by ceduthe rediscount rate twice as well as
the reserve requirement ratio. The monetary palmymittee voted to reduce key policy
rate in January and July 2012 to 12.0 percent amdedl reduced the reserve requirement in
May 2012 by two (2) percentage points to 10 perdeataxing the monetary policy stance

is a sensible move to support growth given lowaitidnary environment.

Although there was some progress on restraininge@ouent’'s net domestic borrowing
(NDB) during the first three quarters of 2012, whicelped to ease pressure on T-bill
yields, NDB increased sharply in the fourth quarteading to an uptick in yields and an
increase in the stock of domestic debt. As of edtl22 Government’'s domestic debt stood
at nearly 34 percent of GDP, an increase of abqu#rdentage point of GDP from the
previous year. Overall, there was some loweringntdrest costs relative to Government
revenues. Interest on domestic debt consumed n¥afhercent of government revenues in
2012, down from 18% percent in 2011. Including edé debt, interest consumed nearly
21 percent of government revenues in 2012, dowm f22% percent in 2011. There has
also been some progress with external debt. Predirpiresults from an updated analysis
prepared by IMF and World Bank staffs indicate tkeaternal debt sustainability has

improved.

Monetary Policy Committee Meetings and Policy Decisns

Monetary Policy Committee (MPC) is the Bank’s agmiicy decision making body. The
committee met four times during the year in Janultgy, July and November to review
major domestic and international economic develogmand monetary policy decisions
were taken. Voting at the MPC is mainly by consendthe decisions of the Committee
were communicated to the public through a pressfibg by the Governor who is the

chairman of the Committee. The minutes of the megstiwere also posted on the Bank’s
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website. The Committee adjusted the policy rate @sgrve requirement in response to

changing economic fundamentals and outlook in #r@us economic parameters.

Table 3.1. mrc pecisions in 2012

Date Policy Decision Rate(%)

January 31, 2012 Policy rate reduced by 100 basis 13
points

May 11, 2012 Policy rate left unchanged 13
Reserve Requirement reduced by 200
Basis points 10

July 27, 2012 Policy rate reduced by 100 basis 12
points

November 2, 2012 Policy rate left unchanged 12

Chart 3.1. Monetary Policy Committee Decisions Since 2008
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January Meeting

The first meeting of the year of the monetary pokommittee took place on January 29,
2012. The Committee reviewed the conditions andleinges that confronted the domestic
economy in 2011 as well as in the fragile globarexny. Major challenges for policy was
the emergence of inflationary pressures from e&/aglobal commodity prices and the
rising import demand resulting from the drough2011. The continued depreciation of the

domestic currency against major international cwies exerted renewed pressure on
inflation.
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Nonetheless, authorities observed that despite ctia@lenges, domestic inflation was
expected to remain low and subdued in the shomedium term. Global consumer price
inflation was projected to ease as demand softed€@mmaodity prices recede. In addition,
growth in monetary aggregates was expected to remaderate and demand pressures
were assessed to remain weak as a result of thenglalomestic economy following bad
weather that affected harvests. Risk from the furersector was also projected to remain

weak given strong macro-prudential indicators.

A major risk to the inflation outlook was the uneém fiscal situation. The Committee
noted that developments in 2012 were charactebgeslight improvements in Government
public finances and did not envisage large unfaeseicreases in fiscal spending.

However, should they occur, they would add to tfiafionary pressures.

In light of the developments, the committee reassgshort-term monetary policy options
and reduced the key policy rate by 1.0 percentaget po 13.0 percent. The expectation
was that other interest rates, particularly lendiigs, would follow to boost private sector
lending. Meanwhile, inflation was expected to remai low single digit predicated on
prudent implementation of monetary and fiscal peticas well as easing of global food

prices.
May Meeting

The Monetary Policy Committee met on May 10, 204 2eview developments in the first
guarter of 2012 and to assess policy options glmngard. The developments were broadly
in line with expectations. The committee observedaaked decline in headline inflation to
3.9 percent at end-March 2012 from 5.4 percent aidid 2011, thanks to the deceleration

in food price inflation.
Global inflationary pressures eased amid slow econactivity and the declining trend in

food prices. However, supply disruptions and accoaetive monetary policy indicate

elevated inflation outlook in Sub-Saharan Africa.
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Owing to the subdued state of the economy and ratidarin the growth of the monetary
aggregates, coupled with the stability of the Daladlation was expected to remain
contained below the target of 5.0 percent. Theaflakas expected to remain stable albeit
with slight depreciation during the year. Finan@attor continued to be safe and sound
with strong fundamentals. However, there are upsgle to the outlook mainly emanating

from increases in global oil prices and the stasfdescal policy.

The Committee was of the view that it was apprderfar monetary policy to support the
real economy while at the same time maintainingasamitment to contain inflation. By

this time, the effects of the 2011 drought hadtstataking its toll on the economy and
growth prospects had become slimmer. The resexwgirement of commercial banks was

reduced by two percentage points to 10.0 perceiéwie policy rate was left unchanged.
July Meeting

The monetary policy committee met in July 2012eaew developments in the first half of
2012 as well as prospects going forward in the ddimand global economy. Policymakers
reassessed the short-term policy options in ligrglaw activity in the domestic economy

and the volatile global economic environment.

Global economic recovery continued to be fragédading to a sizeable reduction in
commodity prices, although they remained eleva@&dbal food prices fell slightly from
their historic peak. However, growth in the emeggmarket economies and Sub-Sahara
African countries continued to show resilience.

Growth in the Gambia, according to the Gambia BurafaStatistics, contracted markedly
in 2011 and expected to recover moderately in 2012flect the effects of poor harvests

due to bad weather in 2011 cropping season.

Headline inflation declined to 4.3 percent in J@%2 compared to 5.4 percent in June,
2011. Monetary developments were characterized utgdiged growth of key monetary

aggregates with money supply growth decelerating &gpercent and reserve money to 4.0
percent in the year to end-June 2012. Given thélwmmce of subdued pace of monetary

expansion and the improved fiscal position, coupkgtth the decrease in energy prices,
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inflation was forecast to remain below the 5 petd¢arget over the remainder of 2012 and

the risks were assessed to be fairly balanced.

However, consequent of the reduced foreign currenftyws and increased demand for
imports, the Dalasi depreciated in nominal effextexchange rate terms by 4.7 percent in
June 2012. Against individual currencies, the slatkepreciated by 9.8 percent and 6.1
percent against the US dollar and Pound Sterlisgaetively but appreciated by 3.3 percent
against the Euro. Continued depreciation of the ekiim currency posed risk to the

inflation outlook.

The Committee viewed the prevailing condition & time to be appropriate to further ease
monetary policy and reduced the rediscount rathéurby one percentage point to support

the economy.

November Meeting

Reviewing developments in the economy from yeaNtavember 2012, the Committee
viewed inflation outcomes to be in line with ex@rins. However, downside risks were
identified mainly emanating from the depreciatioh tbe Dalasi and higher global

commodity prices.

The Dalasi depreciated against the US dollar anech&@dsterling by 11.6 percent and 8.4
percent and 4.7 percent in nominal effective exgkarate terms. Similarly, the MPC
observed that volume of transactions in the domdsteign exchange market decreased in
the year to end-September 2012 to US$1.5 billiod,. b percent.

Given the subdued domestic economic activity, tHeOMvas of the view that leaving the
interest rate unchanged was the right course afraathile standing ready to act should the

depreciation pressures on the domestic currencgirem
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3.3 Monetary Developments

Monetary policy was aimed at price stability an@ tbupport of Government’s overall
macroeconomic objective of sustained growth forgstwreduction. Monetary policy was
tight for most of 2012 especially in the secondf twdl the year to rein in inflationary
pressures and the depreciation of the Dalasi. Il 2the Gambian economy experienced a
severe drought which led to crop failure and s@ilbwer into 2012. As a result, monetary
policy was conducted under a challenging envirortrobaracterised by depreciation of the
Dalasi and uptick in inflationary pressures. Thiace the objectives of monetary policy
which was to maintain inflation at or below 5 per;ethe CBG relied heavily on open
market operations as a major tool for liquidity mgement. Despite the aforementioned
challenges, the policy measures yielded the deseedlts as the ultimate objective of
maintaining low single-digit inflation was achievédoughout the year. In addition, growth
in monetary aggregates, including reserve money laoéd money supply, remained

generally within programmed targets.

Annual money supply growth declined to 7.8 perecemecember, 2012 compared to 11.0
percent in the corresponding period a year eafeswth over the 12-month period was

supported by both the net foreign assets and theéameestic assets of the banking system.

Chart 3.2: Annual Money Supply Growth
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Narrow money (M1) rose to D7.4 billion or 10.9 pentin 2012 compared to 10.7 percent
in a year earlier. The ratio of narrow money todatononey increased from 45.2 percent to
46.5 percent. As a result, narrow money contrib&t@doercentage points to the annual

growth of total money supply.
Currency outside banks rose to D2.8 billion or J&6cent in December 2012 compared to
15.1 percent a year earlier. Demand deposits isetet D4.6 billion or 6.7 percent

relative to 8.4 percent in the corresponding peagear earlier.

Chart 3.3: Annual Average Contributions to Broad Money Supply Growth
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Quasi money rose by an annual rate of 5.2 peroddecember 2012 to D8.5 billion
compared to 11.2 percent a year ago. The ratiaasignoney to broad money decreased
from 54.8 percent to 53.5 percent. As a resultsgomney contributed about 2.8

percentage points to the overall annual money sugpwth.
Year-on-year, savings deposits rose to D5.2 bilipt4.7 percent in 2012, down from 16.3

percent in 2011. Time deposits contracted to DBl or 6.7 percent in 2012 from a
positive growth of 5.5 percent in 2011.
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Chart 3.4: Contributions to annual money supply gravth
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Net Foreign Assets (NFA)

The net foreign assets of the banking system &gH9 billion or 7.9 percent in
December, 2012 relative to 13.1 percent in theesponding period last year, due largely
to the increase in the net foreign assets of ther@leBank.

The net foreign assets of the Central Bank ro$23t0 billion or 11.4 percent in 2012
compared to 15.9 percent in 2011. Foreign as$¢btedank increased to D6.6 billion or
20.3 percent while foreign liabilities increasedX8.2 billion or 31.7 percent.

Chart 3.5: Sources of liquidity
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The net foreign assets of deposit money bankssiggaly to D1.5 billion or 0.6 percent in
2012 compared to 7.7 percent in 2011. The sluggisith in the net foreign assets of

commercial banks is due, in the main, to the sulbstancrease in their foreign borrowing.

Foreign assets of commercial banks rose markedD2t@ billion or 39.9 percent in
December, 2012 compared to 14.3 percent in thegponding period a year earlier.
Balances held with foreign banks, including hedae$ and branches, rose to D2.2 billion
or 58.5 percent whilst foreign currency holdings ather foreign investments decreased to

D264.1 million and D274.7 million or 7.4 percentda®0 percent, respectively.

Similarly, foreign liabilities of commercial bankscreased substantially to D1.3 billion in
2012, from D493.5 million in 2011, an increase 565 percent over the period. Balances
held for foreign banks stood at D72.5 million ind@enber 2012 compared to D59.4 million
in December 2011. Foreign borrowing rose to D1liibhiin December 2012 from D434.0
million in December 2012.

Net Domestic Assets (NDA)

The net domestic assets of the banking system twd4211.0 billion or 7.7 percent in
December 2012 relative to 10.1 billion in 2011. @stic credit grew to D12.6 billion or
10.4 percent, down from 13.3 percent in the cooedmg period a year earlier. The
increase in domestic credit mainly reflects thessattial increase in the banking system’s
net claims on government. Private sector creditvgrpon the other hand, continues to be

modest.

Growth in the banking system’s net claims on gowent rose markedly from last reported
in September 2012. Year-on-year, the banking systeet claims on government rose to
D7.0 billion or by 17.3 percent at end-DecembetZigher than 4.2 percent reported in
September 2012 but lower than 20.6 percent in 2@GbYernment’s share of overall credit

in the economy remains high at 55.8 percent condpar&2.5 percent a year earlier.
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Chart 3.6: Annual Growth in Private Sector Credit, Claims on Government (net) and Overall Domestic Crit
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Reserve Money

Reserve money grew faster than the forecast ofpBr8ent for the year. Year-on-year,
reserve money rose by 6.8 percent in December, 28B2ive to 12.3 percent in the
corresponding period a year earlier. The slow gnowtthe monetary base compared to the
previous year could be explained by the substad#@atease in the net domestic assets of
the Central Bank.

Chart 3.7: Actual reserve money versus target
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Chart 3.8: Factors affecting reserve money
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The net foreign assets of the Bank rose to D3.Mobilor 11.4 percent relative to 15.9
percent in December 2011. Foreign assets rosesi6 Million or 20.3 percent relative to

the corresponding period a year earlier. Foreighilities as well increased to D3.2 billion,
or 31.7 percent.

The net domestic assets of the Bank declined td.@7@illion or 9.9 percent in December,
2012 compared to an increase of 0.8 percent inctineesponding period a year earlier.
Central bank’s net claims on government rose to&Bmhillion, or 2.7 percent whilst other
items net contracted by 38.7 percent to D168.G6anill

Developments in Deposit Money Banks’ Credit

Private sector credit expansion slowed signifigaml 2012. Year-on-year, the banking
system’s claims on private sector rose by 13.4querin November 2012 after growing by
7.6 percent and 12.1 percent in October and Septer®®12, respectively. However,

private sector credit growth slowed substantially 4.3 percent in December 2012
compared to 8.8 percent a year earlier. As a rgstMate sector credit accounted for about
38.1 percent of overall domestic credit compared@ percent a year earlier.
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The period preceding 2009 was characterized byd reggdit expansion, especially to the
private sector. However, since then the bankindesyscut back lending to the private
sector to absorb the large amount of non-perforioags and to reduce risk by tightening
credit standards. The ratio of non-performing ®&o gross loans, although declining
recently, is still considered to be high. The CanBank’s effort to boost lending by
reducing reserve requirement by 2 percentage paints0 percent did not translate to

increased credit to private sector.

Banks tightened credit standards to reduce loasetosn the face of high level of non-
performing loans and institutional weaknesses edl&b loan recovery. A Credit Reference
Bureau and a collateral registry were set up byGéetral Bank to improve the situation by
providing one-stop-shop database of lenders antbwers. Once fully functional, these
will allow banks to prove credit worthiness of theustomers and thus lower risk and
transaction costs by improving transparency. Ovaing information asymmetries that
deter banks from assessing risk profiles of thig&nts is critical for credit expansion in the

economy.

Other factors contributing to slow private sectoedit growth include large public sector
debt and the slowdown in economic activity. Largdbliz debt crowds out private sector
and keeps lending rates high that discourages tpribarrowing. Further, economic
conditions weakened in 2011 and 2012 that recemitijuced demand for credit. Tight

monetary conditions during the year are also couating factors.

Commercial Banks’ outstanding gross loans and amhsto major sectors of the economy
contracted by 0.05 percent to D5.4 billion in Debem2012 compared to a growth rate of
3.6 percent in 2011. Sectorial allocation of crélditv shows no major shifts in the pattern
of distribution among key economic sectors. DisitiNee trade and other unclassified loans
absorbed more than half (51.3 percent) of ovemtiroercial loans and advances. Credit to
all sectors of the economy contracted with the ptica of building and construction,

transport, and distributive trade.

41



Chart 3.9. Growth in outstanding loans and advanes to major economic sectors
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Figure 10.0: Distribution of Commercial Banks’ Loans and advances
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Agriculture, the second biggest contributor to G&¥er services sector, continues to be the
least recipient of credit from commercial bankse Hector attracted 5.2 percent of overall
credit in 2012 compared to 5.7 percent in 2011.allfotedit to the sector, mainly for
production and marketing, contracted to D284.3iamlbr by 8.6 percent in 2012 compared
to 7.3 percent in 2011. Agricultural production liteed substantially in 2011 due to poor
rains during the year.

Similarly, lending to the manufacturing sector canted to D344.1 million, or 2.1 percent
compared to a positive growth of 25.7 percent ih120rhe sector absorbed 6.3 percent of
overall credit relative to 6.5 percent and 5.3 petcin 2011 and 2010 respectively.
Manufacturing sector in the Gambia is small andewetbped and contributes less than 5
percent of gross domestic product.
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Outstanding Loans and Advances to Major Sectors dhe Economy

201C 2011 2012
In Share Annual In Share Annual In Share Annual
million (%) Change | million (%) Changel million (%) Change
(%) (%) (%)
Agriculture 289.¢ 5.F 10.4 311 5.7 7.G 284.% 5.2 -8.€
Fishing 19.¢ 0.4 16.4 14.5 0.z -26.2 8.k 0.2 -40.¢
Manufacturing 279.€ 5.2 30.t 351.t 6.4 25.7 344.] 6.2 -2.1
Building & 513.¢ 9.6 2.2 4927 9 -4 670.¢ 12.c 36.1
Construction
Transportatio 361.¢ 6.€ 7.5 330.4 6.1 -8.€ 334.¢ 6.1 1.2
Distributive 1547.. 29. 29.5 1418.¢ 26 -8.2 1640.: 30.1 15.¢
Trade
Tourism 28k 5.4 35.1 318.: 5.6 11.7 284.¢ 5.2 -10.k
Financial 195.¢ 3.7 25.¢ 242 4.4 23.€ 188.7 £ -22.C
Institutions
Personal Loar 476.1] 9.1 -34.4 576.¢ 10.€ 21.1 535.k 9. -7.1
Other: 1292.¢ 24.¢ 47 .k 1395.7 25.¢ 8 1157.( 21.z -17.1
Total 5,261.00 10C 17 5,451.3( 10C 3.€ 5448.7 100.C -0.0t

Credit extended to building and construction relatmehfrom a contraction of 4.0 percent in
2011 to grow by 36.1 percent to D670.8 million Bil2. Consequently, the share of credit
to the sector rose to 12.3 percent from 9.0 pereeat 9.8 percent in 2011 and 2010

respectively.

Distributive trade sector remains the dominantaeit the credit market accounting for
30.1 percent of total credit from 26.0 percent aryago. Total loans and advances extended
to the sector rose to D1.6 billion or 15.6 percden2012 from a contraction of about 8.3

percent in 2011.

Total credit to the tourism sector declined to D284illion or 10.5 percent compared to a
positive growth of 11.7 percent in 2011. Tourisnstee contributed about 6.3 percent of
GDP in 2012 but attracted only 5.2 percent of dv@r@dit compared to 5.8 percent and
5.4 percent in 2011 and 2010 respectively. Theosgubvides employment opportunities

for many Gambians.

43



Commercial banks’ loans and advances to other diahnnstitutions also declined to
D188.7 million or 22.0 percent compared to a pesigrowth of 21.1 percent a year ago.
Personal loans, which accounted for 9.8 percempvefall credit, contracted to D535.5

million or 17.1 percent in 2012.

The fishing industry attracted a minuscule 0.2 petof overall commercial bank credit.
Credit to the sector contracted markedly in 20120 percent compared to 26.3 percent
in 2011.

A substantial portion of commercial banks loans adslances (21.2 percent in 2012) is
unclassified. Unclassified loans and advances dseceto D1.2 billion or 17.1 percent in
2012.

The industry registered improvements in asset tyuahe level of non-performing loans

stood at D633.74 million, representing 11.63 peroain gross loans and advances in
December 2012 from D718.71 million or 12.7 percenSeptember 2012. The level of

non-performing loans, although gradually decliningmnains one of the challenges in the
banking industry, thus impeding the profitability the sector. The restructured credits
accounted for 37.43 percent of banks’ impairedtassempared with substandard, doubtful
and loss categories constituting 18.40 percent, fp@ércent and 26.47 percent respectively.

Thus, the bulk of the NPLs were in the restructuozeh category.

3.4. Interest Rates Developments

The CBG’s policy rate generally trended downwardgirdy the year under review
reflecting subdued economic activity and diminighiinflation expectations. The
rediscount rate, the policy rate of the CBG, waduced twice (in January and July) to
support the economy. In addition, the MPC loweted reserve requirement by two

percentage points to boost private sector creditram in on high lending rates.
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The weighted average interest rate on the 91-dagpshry bills and 182-day bills which
stood at 8.07 percent and 9.63 percent in Dece@®&t increased to 9.53 percent and
10.20 percent in December 2012 respectively. Thighted average rate on the 364-day

Treasury bills rate declined from 11.53 percert@®8 percent during the same period.

The minimum rate on 3-month time deposit rate iaseel from 4.5 percent in December
2011 to 5.0 percent in December 2012 whilst theimasn 3-month time deposit rates
declined to 11.5 percent from 12.0 percent in ttee@ding year. A 6-month time deposit
attracted a minimum rate of 6.0 percent as at eeceber 2012 compared to 4.5 percent a
year earlier. Maximum interest rate on a 6-monthetideposit increased to 13.0 percent
from 12.5 percent in December 2011. Time depositdfiration of nine and 12 months
attracted maximum interest rates of 10.0 percedt HhO percent respectively. Deposit
money banks’ average lending rate to the majorosedf the economy declined from an
average of 22.0 percent in 2011 to 21.5 perceR0irP.

3.5. Price Developments

Headline Inflation

Consumer price inflation measured by the Natior@aistimer Price Index (NCPI) increased
modestly to 4.9 percent in December 2012 compaved.4 percent a year earlier. The
increase in headline inflation was due, in the m#nthe increase in the consumer price
inflation of non-food items. Average inflation (Xenth moving average) also declined
from 4.8 percent in 2011 to 4.3 percent in 2012.

Chart 1: Annual Movements; Headline vs Average Irftion
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Chart 2: Movements in the Determinants of Headlindnflation
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Food items, which make up more than half the weidhihe basket of goods and services,
continued to be the main driver of headline inflati Consumer food inflation decreased
from 5.3 percent in June to 4.9 percent in Septerbbéore increasing to 5.7 percent in
December. The increase in food price inflation wlae to the increases in the prices of

bread cereals which accounts for nearly a quaftéreoweight of the food basket.

Consumer non-food inflation has been largely low atable at below 2.0 percent in 2010
and 2011. However, non-food inflation rose to 3e@cpnt in July 2012 and continued the
upward trend to reach a record high of 4.0 per@sdember 2012, thanks to the marked
increase in prices of clothing, textile and footwaad the depreciation of the dalasi.

The Central Bank’s core measure of inflation exekithe prices of products that can have
temporary price disturbances. The first measurenaferlying inflation, which strips out
energy and utility prices, declined from 4.2 petaanJanuary 2012 to 3.6 percent in April

but inched slightly to 4.3 percent in June andeased to 5.0 percent in December 2012.

The measure which further excludes prices of Veldtod items, also declined from 4.4
percent in January 2012 to 4.0 percent in Marcbreehcreasing slightly to 4.2 percent in

June. In the second half of the year, this meastuneflation trended upwards, though at a
minuscule pace to reach 4.9 percent in December.

46



3.6. Real Sector Developments

The Gambian economy suffered severe drought in 204tlled to massive crop failure.
Crop production was estimated to have fallen by Gfkrcent. As a result, the Gambia
Bureau of Statistics estimated real GDP growthaweehcontracted by 4.3 percent in 2011
compared to an average growth of 6.1 percent ir® 2061 2010. However, real growth
turned positive in 2012 and was estimated at 5.8gpe, driven by a strong performance in
the tourism sector and a partial rebound in aguicel Emergency assistance from donors
in response to the crop failure helped mitigateftiiempact of the drought and also helped

in the recovery process by delivering inputs tonfars in time for the planting season.

Strong GDP growth is expected in 2013 after futtoreery in agriculture and sustained
growth in other major sectors of the economy. Gloadtlook in the near-term is positive
contingent upon implementation of sound macroeconglicies including targets of the
Government for the agricultural sector as arti@dain the Programme for Accelerated
Growth and Employment (PAGE) and the Agricultured aNatural Resource Policy
(ANRP) strategic documents. Downside risks to tleartsterm growth outlook include
fragile commodity prices and weather-related shoakswell as the spillovers from
developments in the global economy especially thinotourism and remittances. Policies

geared towards reducing exposure to the downsséle i$ for sustained growth.

Real GDP: 2005 - 2012

GDP Growth Rates In %
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3.7. Government Fiscal Operations

Preliminary estimates of government fiscal operatim 2012 showed a lower fiscal deficit
compared to 2011. Total revenue and grants in 28lL8hort of its projected target by only
1.9 percent mainly on account of less-than-expegtadts. Government expenditure also

increased significantly during the review period.

Overall revenue and grants generated in 2012 imat&d to have grown by 15.7 percent to
D6476.9 million (22.5 percent of GDP) over the 2Giitturn of D5597.2 million (21.1

percent of GDP). Domestic revenue exceeded tasggt@bpercent and was higher than the
2011 outturn by 11.4 percent due, in the mainh&oincrease in direct tax collection as well

as upswing in non-tax revenue from Customs andseXoepartment.

Components of Revenue and Grants (2011& 2012)

1 2 7.1%d

Grants

Nontax Revenue

Tax on Internati_onal Trade 1.8%
Domestic Tax on goods and services

Corporate

Personal

2012 =2011

Tax revenue generated in 2012, amounted to D4168lbn (14.5 percent of GDP)

surpassing its target by D50.0 million and highwant the 2011 outturn by 12.0 percent.
Direct taxes surged by 24.0 percent relative to2i@d1 outturn thanks to increase in
corporate, payroll and personal taxes by 28.1 pé&rc20.9 percent and 22.2 percent
respectively. Similarly, indirect taxes, constitgti64.0 percent of tax revenue, increased
slightly by D154.8 million or 6.2 percent from 2911 outturn. The expansion in indirect
taxes mirrored the surge in domestic tax on goaus$ services by 13.2 percent and

international trade taxes by 3.3 percent.
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Non-tax revenue collections from Customs and Ex@spartment amounted to D560.4

million or an increase of 7.1 percent, thanks te timcrease in

receipts from

telecommunication licenses and government senie@ges. Grants rose significantly to

D1753.2 million or by 29.3 percent compared to 2@i4dinly due to donor support for the

crop failure in 2011. Grants, however, fell shdrit® projection by 10.1 percent.

Revenue and Grants in D'millions

Outturn Outturn Outturn y-0-y % A Outturn Outturn Q-on-Q
. 2010 2011 2012 2011 2012 | Q32012 Q4 2012 % A
Revenue and grants 5,011.2 5,597.2 6,476.9 11.7 15.7 1,579.9 1,089.6 -31.0
% of GDP 18.8 21.1 22.5 5.4 3.8
Domestic Revenue 3,945.8 4,242.0 4,723.8 7.5 11.4 1,215.2 1,038.0 -14.6
% of GDP 14.8 16.0 16.4 4.2 3.6
Tax Revenue 3,480.6 3,718.6 4,163.4 6.8 12.0 1,080.6 935.6 -13.4
% of GDP 13.1 14.1 14.5 3.7 3.2
Direct Tax 1,108.7 1,207.6 1,497.5 8.9 24.0 432.2 296.3 -31.5
Personal 559.6 620.2 758.0 10.8 22.2 217.0 145.7 -32.9
Corporate 447.5 510.0 653.2 14.0 28.1 201.0 140.2 -30.3
Capital Gains 40.9 44.8 43.5 9.5 -2.8 12.0 9.6 -20.0
Payroll 39.7 35.2 42.6 -11.3 20.9 2.2 0.8 -65.1
Indirect Tax 2,371.9 2,511.0 2,665.8 5.9 6.2 648.4 639.3 -1.4
Dom. Tax on goods & ser 607.3 732.9 829.6 20.7 13.2 176.1 182.2 3.5
Tax on Inter Trade 1,764.6 1,778.1 1,836.2 0.8 3.3 472.3 457.1 -3.2
Sales tax on imports 892.4 938.0 981.2 5.1 4.6 255.4 240.8 -5.7
Non-tax Revenue 465.2 523.4 560.4 12.5 7.1 134.6 102.4 -23.9
% of GDP 1.7 2.0 1.9 0.5 0.4
Govt Ser. and Charges 53.9 85.9 77.1 59.3 -10.2 24.9 14.1 -43.4
Non-Tax Rev from CED 120.3 128.0 181.9 6.4 42.1 51.4 394 -23.3
Telecom License 131.0 103.1 125.7 -21.3 21.9 40.1 324 -19.1
Other 105.6 127.4 168.3 20.7 32.1 17.6 12.7 -27.8
Grants 1,065.5 1,355.2 1,753.2 27.2 29.4 364.7 51.6 -85.9
% of GDP 4.0 5.1 6.1 1.2 0.2
Projects 1,065.5 1,355.2 1,753.2 27.2 29.4 364.7 51.6 -85.9

Expenditure and Net Lending

Total government expenditure and net lending in22i31estimated to have reached D7.7
billion (26.9 percent of GDP) relative to D6.8 lah (25.7 percent of GDP) in 2011. Total

current spending amounted to D5.1 billion (17.9cpat of GDP), an increase of 14.2

percent from last year’s level. The wage bill foe tyear rose by 6.6 percent to D1.8 billion
or 43.1 percent of the annual tax revenue. Otharggs constituted the largest component
of current budget amounting to D2.1 billion or 1pe¥cent over the previous year’s level.
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Interest on debt continued to consume a large gfagevernment revenues (25.9 percent)
in 2012, much of which was in the form of interest short-term domestic debt. Interest
payments, which constituted 23.8 percent of curspeinding compared to 18.4 percent in
2011, amounted to D1.2 billion in 2012 or 35.7 patcover 2011 level. In recent years,
government’s borrowing pattern has skewed towandsdomestic market rather than the
traditional external sources. Domestic interesinmayts rose by 40.3 percent to D1.0 billion

while external interest payments inceased by 1&8emt to D214.0 million.

Development expenditure rose to D2.5 billion (8e8gent of GDP) or by 10.7 percent in
2012. External financing continued to be the maource of capital investments in the
Gambia. In 2012, about 88.2 percent of developnsggnding by government was
externally funded through grants (69.1 percent) laads (19.2 percent). Government local

fund financed just 11.8 percent of public investiiar2012.

Components of Current Expenditure as a percentagefdax revenue

Domestic  External ; 2011 Domestil External 2012
Interest Interest Wages & nterest Interes{l; Wages &
Pyt, Pyt, 4.9% Salaries, Pyt:y YL >.1% Salaries,
19.4% p—— Gl 43.1%

\

Goods &
services,
37.0%

\

Goods &
services,
342%

Subsi &
fransfers,
17.4%

Subsi &
transfers
,14.1%

50



Expenditure and Net Lending in D'millions

Outturn | Outturn | Outturn | y-0-y % A | Outturn | Outturn Q-on-

Q
2010 2011 2012 | 2011 2012| Q32012 | Q42012 % A
Exp. & Net 6,049.( | 6,807.¢ 7733.2|] 125 13.6] 1,952.¢ 1,708.: -12.5
Lending
% of GDP 22.7 25.7 26.9 6.7 5.9
Current Exp 3,902.¢ | 4,514.c | 5,155.0 | 15.7| 14.2| 1,2642 1,428.: 13.0
% of GDP 14.6 17.1 17.9 4.3 5.0
Personnel 1,515.¢ | 1,693.. | 1,804.: | 11.7| 6.6 433.( 554.¢ 28.1
Emoluments

o/w Wage, Salarie§ 1,520.« [ 1,682.« | 1,793.0 | 10.7 | 6.6 445.¢ 473.2 6.2
& Al

Other Charges | 1,614." | 1,918.t | 2,126.. | 18.8| 10.8] 531.t 612./ 15.2

Interest Payments| 772.4 902.¢ 1,224.¢ | 16.9 | 35.7 299.¢ 261.2 -12.8

External 136.¢ 182.F 214.C | 33.6| 17.3| 77.¢ 49.€ -36.3
Domestic 635.7 720.% 1,010.¢ | 13.3] 40.3 | 221.¢ 211.¢ -4.6
Capital 2,178.( | 2,292.¢ | 2,639.( [ 5.3 | 10.7| 688.¢ 279.% -59.4
Expenditure
% of GDP 8.2 8.7 8.8 2.4 1.0
Externally 1,807.¢ | 1,985 | 2,240.0 | 9.8 | 12.8 597.¢ 167.¢ -71.9
Financed
Loans 742.% 630.( 487.1 - - 232.¢ 116.2 -50.1
15.1| 22.7
Grants 1,065.! | 1,355.0 | 1,753.0 | 27.2| 29.4| 364.] 51.¢ -85.9
GLF Capital 370.: 307.¢ 298.7 - -2.9 91.1 111.¢ 22.8
16.9
Net Lending -32.C 0.C 38.¢ 0.C 0.C

Fiscal Deficit and Financing

Since 2007 when the overall budget balance recoadedrplus of D27.7 million, overall
government fiscal position has been on a deficir yadter year. In 2012, the overall fiscal
balance (including grants) on commitment widened tkeficit of D1.3 billion compared to
a deficit of D1.2 billion in 2011. Budget deficik@uding grants on commitment basis
deteriorated to D3.0 billion (10.4 percent of G@Bmpared to D2.6 billion (9.7 percent of
GDP) a year ago. Consequently, both the primargrza (including interest payments) and
basic balance (excluding interest payments) at DA%aillion and D769.1 million were

above their preceding year’s level by D161.3 milland D188.9 million respectively.
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Fiscal Balance and Sources of Financing in D'mibins

Outturn Projection Performance Proportion
2012 2012
Revenue and grants 6,476.¢ 6,601.( -124.1 98.1
Expenditure and Net Lending 7,733.: 8,144.% -411.8 94.¢
Current Expenditure 5,155. 5,341.¢ -186.: 96.t
Capital Expenditure 2,539.( 2,833.: -294.1 89.€
Net Lending 38.€ -30.( 68.€ -129.¢
Budget balance including Grants -1,256.: 106.7 -1,362.¢ -1,177.3
% of GDP -4.4 0.4
Basic balance -769.1 -1,139.! 370.4 67.5
Financing 1,208.: 1,553.: -344.¢ 77.¢
External (net) -48.C 463.° -511.5 -10.4
Borrowing 487.] 867.: -380.2 56.2
Project 487.] 867.% -380.2 56.2
Amortisation -535.] -403.7 -131.¢ 132.t
Domestic 1,256.: 1,079.1 177.] 116.
Borrowing 1,183.¢ 1,124." 59.t 105.¢
Bank 1,047.¢ 1,058.: -10.5 99.(
Nonbank 135.¢ 66.€ 69.1 203.t
Change in Arrears (- decrease) 720 -45.( 1175 -161.5

The Overall Balance in D'millions
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Domestic Debt

Government’s attempt to rein on the domestic dab2012 could not be sustained as
borrowing from the banking system in the twelve therto end December 2012 ballooned
to D1.2 billion or by 41.0 percent compared to atcaction of 52.1 percent in 2011. The
huge rise in domestic borrowing was attributeddfrdo increased issuance of short-term
treasury bills. As a result, outstanding stock aieéstic debt increased to D10.7 billion (37
percent of GDP) or 14.3 percent over the precegaay. Total interest bearing debts, which
constituted 98.0 percent of total debt stock, tosB10.4 billion or by 0.3 percent over the

previous year.

Interest bearing debts constitutes treasury lslikuk Al-salam and government bonds of
varying maturity. Treasury bills constituting 76.p&rcent of total marketable interest
bearing debt increased to D8.2 billion, or 22.0dceet from the previous year. Sukuk Al-
salam also rose to DO0.4 billion, or to 1.95 percetawever, 30-year government bond and
10-year government bond decreased to D1.7 billiobya3.44 percent and DO.2 billioar

by 11.1 percent respectively whilst 3-year goveminib®nd remained the same.

Stock of Domestic Debt (GMDmillions)

SECURITY TYPE DEC. 2011 | DEC. 2012 | % CHANGE

Treasury Bills 6,753.60  8,239.62 22.01
Sukuk Al-Salam Bills 345.56 352.30 1.95
3 Year Govt. Bond 25.00 25.00 0.00
Govt. Bond 250.00 250.00 0.00
30 Year Govt. Bond 1,764.16 1,703.32 -3.44
10 Year Govt. Bond 187.61 166.77 -11.10
Redeemable Interest Bearing Notes 70.68 0.00 -100.00
TOTAL 9,396.61| 10,737.01 14.26
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Domestic Public Debt in millions of GMD
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Balance of Payments estimates for the year enddi@ 2ndicate an overall surplus of
US$62.31 million relative to a surplus US$98.74lioml in 2011. The current account was

in surplus of US$66.29 million, lower than US$11Orillion a year ago. The deficit in the

capital and financial account narrowed from US$&0r6llion in 2011 to US$3.98 million

in 2012.

Summary of Balance of Payments Developments 20

Millions of USD

11-2012

Current Account Balance 119.41 66.29 -44.5
Goods Account -133.49 -176.43 32.16
Exports of which 153.88 176.49 14.69
Re-exports 120.47 146.59 21.68
Exports in Trade Statistics 33.41 29.89 -10.53
Imports -294.97 -358.95 21.69
Services Account 75.59 71.19 -5.82
Current Transfers 183.71 181.88 0.99
Capital Account Balance -20.66 -3.98 80.73
Change in Reserve Assets -23.16 -34.49 48.92
Overall Balance 98.75 62.31 36.89
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Figure 1: Overall Balance 2004- 2012
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Merchandise Trade

The deficit in the goods account worsened by 3pdigent to US$176.43 million in 2012
relative to US$133.49 million last year. The widenbf the goods account balance was due
mainly to the increase in import bill in the faderising commaodity prices and depreciation
of the domestic currency vis-a-vis major tradingtiper currencies. Import bill rose from
US$294.97 million in 2011 to US$358.95 million i612.

Total exports rose to US$176.49 million in 2012nfrdJS$153.88 million last year, an
increase of 14.69 percent. Re-export trade amoutdedS$146.59 million relative to
US$120.47 million in 2011, an increase by 21.68ceet. Exports in trade statistics
recorded US$29.89 million in 2012 relative to US#33million in 2011, a drop by 10.53

percent.

Proceeds from goods procured in ports dropped duttie review period to US$6.03

million from US$7.60 million last year or by 20.G&rcent. The decline was mainly on
account of the huge decline in proceeds from aageservices to US$ 0.64 million in 2012

relative to US$ 2.97 million last year. Howevererd was an improvement in proceeds
from both the sale of bunker fuel in the fourtrager of 2012.
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Services, Income and Current Transfers

The services account balance contracted on a et by 5.82 percent, from a surplus of
US$75.59 million in 2011 to US$71.19 million in ZDdeflecting the contraction in almost
all the other line items under the services accquanticularly the transportation services in
2012 relative to 2011.

Proceeds from transportation services declined facsurplus of US$ 4.62 million in 2011
to a deficit of US$ 1.53 million in 2012, due mairib the widening of the deficit in sea
transportation from US$24.59 million in 2011 to B5$15 million in 2012. Proceeds from
air transportation increased from US$29.21 millior2011 to US$33.92 million in 2012,
thanks to mainly to the rise in Air - Charteredffiis in 2012 by 10.5 percent

Transfers due to business related travel experditindicate a narrower deficit of US$3.46
against US$5.57 million in 2012. Education relategbenditures also declined by 10.7
percent. However, proceeds from tourism increage@012 to US$87.67 million from

US$83.31 million last year or by 5.23 percent, main account of the increase in the

number of visitors in 2012.

Receipts from communication services to non resgldaring the review period declined
from US$ 5.47 million in 2011 to a much lower suiplof US$0.88 million in 2012.

Proceeds from Insurance services deteriorated nat dasis from a deficit of US$6.59
million to US$8.71 million. Income from construatiservices also declined from US$2.91

million to US$0.99 million or by 65.97 percent dugithe review period

The Income Account —The deficit in the income actonvidened from US$6.41million in
2011 to US$10.35 million in 2012, due largely te timcrease in interest payments on
portfolio investments which increased from US$ nfitlon in 2011 to US$5.86 million in
2012. Income payments on equity increased slightyn US$1.94 million to US$1.96
million, compensation of employees also increagednfUS$1.85 million to US$ 2.53

million in the review period.

56



Current transfers declined to US$181.88 million imgfa US$183.71 million last year.
Transfers to general government increased by 1petBent from US$61.23 million to
US$70.53 million. Transfers to other sectors whitmprises workers’ remittances and
other unclassified transfers registered US$111.86omin 2012 relative to US$122.48
million in 2012, a drop by 9.08 percent and wasntyailue to the decline in other transfers,
which according to data obtained from the banks bmdaus declined from US$49.27
million in 2011 to US$15.39 million or by 68.76 pent. Remittances however, increased
from US$73.22 million to US$95.96 million or by 8%. percent during the review period.

Current Account Balance 2004- 2012 in millions of US$)

Current Account Balance
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Tourism

The Government of the Gambia identified tourismaggsriority due to the sector’s direct

impact on reducing poverty, avenue for boosting legipent opportunities and providing

much needed foreign currency. Of recent, the sdudsrexperienced recovery of tourist
arrivals largely emanating from recovery of thafigial crises in the Euro area.

Between 2005 and 2008, the industry recorded agegagwth of 11.0 percent. In contrast
between 2008 and 2010, average growth rate dedinedgative 7.8 percent reflecting the
period of global economic crisis. However, toumstival registered a record declined of
35.7 percent in 2010 but recovered to a growth@pércent in 2011 before easing to 11
percent in 2012.
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Tourist Arrivals from 2003 - 2012
150,000

140,000 |

130,000 |

120,000 |

110,000 |

100,000 |

90,000 |

80’ 000 I I I I I I I I I
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Income from Tourism

Number of Air-Chartered Visitors 106,393 117,537 10.47
| Average out of pocket expenditure (dalasi) | 1200 | [1200 |0 |
| Average length of stay (days) 1113 113 |0 |
|Hotel rate per night(GBP) |12 |12 [0 |
| Departure fees (Dalasi) ||170 |[170 |0 |
\Tourists arrival Tax(GBP) \ |5 | \5 | |0 \
| Average Exchange Rate(DAL/GBP) | [46.30 | |49.67 |[7.27 |
| Income from Hotel Beds | | 768,496,854.00|910,737,795.00| [18.50 |
| Total Out of Pocket Expenditure | [1,659,730,800.001,833,577,200.0010.47 |
| Income from Arrival Fees | [24,631,309.00 |[29,190,314.00 |[18.50 |
| Income from Departure Fees ||18,086,810.00 |[19,981,290.00 |[10.47 |
|

| Total Income from Air-Chartered Tourists | | 2,470,945,773.00 2,793,486,599.00 13.05

Data from the Gambia Tourism Authority indicate tthr-Chartered arrivals totalled
117,537 in 2012 compared to 106,393 last yearnamase of 10.47 percent. Income from
tourism increased to D2.79 billion relative to D2 Million or by 13.05 percent, mainly on

account of the higher arrival numbers relativeasst lyear.
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Income from Tourism Q1 2010 to Q4 2012 in D’millions
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The Capital and Financial Account registered a lodeficit of US$3.98 million in 2012

relative to US$20.66 million recorded in 2011. §hinprovement was on account of the
increase in other investment (assets of the depuasiey banks) from a deficit of US$28.76

million to a surplus of US$5.47 million. Change rieserve assets also increased from
US$23.16 million in 2011 to US$34.49 million in 201

Gross international reserves of the Bank at the @&n@012 stood at US$184.5 million,

equivalent to 5.0 months of imports of goods andises

Capital and Financial Account 2004- 2012 (D’millions)
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Foreign Exchange Developments

Developments in the domestic foreign exchange nhamkéhe year to end-December 2012
were characterised by exchange rate volatility diesjhe increase in activity volumes.
Volume of transactions, measured by aggregate sadspurchases of foreign currency,
increased to US$1.61 billion from US$1.43 billion2011. Supply of foreign currency in
the domestic foreign exchange market, measuredthlgurchases, increased to US$802.4
million from US$663.8 million in 2011. Similarly,esnand for foreign currency, gauged by
total sales, increased to US$807.4 million compaoddS$681.6 million.

Reflecting reduced inflows following the 2011 drbtgthe Dalasi depreciated in 2012
against all major currencies traded in the domdstieign exchange market. Depreciation
pressures were largely driven by larger deficitstha trade account of the balance of
payments as import bills surged arising from thaepdailure in 2011 while exports of major
cash crops almost collapsedear-on-year, the domestic currency depreciatedhaggéhe
US Dollar by 12.2 percent, Euro by 9.2 percent,rfélo8terling by 20.6 percent and CFA
by 11.2 percent.

Annual Exchange Rate Movements
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External Debt
The Government continued to mobilize foreign lodrem development partners and
international financial institutions to complemeits efforts to finance development

programmes.

Disbursed outstanding debt (DoD) amounted to $313rllion, $339.15 million and
$357.76 million in 2010, 2011 and 2012 respectivelyfotal external debt service
comprising principal and interest payments was WS.54 million in 2012 relative to US

$18.54 million in 2011, an increase of 5.4 percent.

Principal repayments amounted to $12.52 million3.44 million and $13.94 million in
2010, 2011 and 2012 respectively.

Foreign interest payments amounted to $4.81 mijligH11 million and $5.60 million in
2010, 2011 and 2012 respectively.

Year 2010 2011 2012 2011 2012
Growth rate
Principal 12,518,744.02 | 13,435,916.89 13,937,538.73 7.3% 3.7%
Interest rate 4,814,033.95 5,106,650.39 5,598,762.65 6.1% 9.6%
sub Total 17,332,777.97 | 18,542,567.27 | 19,536,301.38 7.0% 5.4%
DoD 313,991,300.00] 339,146,700.00| 357,758,300.00 8.0% 5.5%
Total in millions US($) 331,324,077.97 | 357,689,267.27 | 377,294,601.38 8.0% 5.5%

An analysis of debt by creditors indicate thatetnaitional Development Association (IDA)

registered 18.2 percent from the total loan diskment, African Development Fund (ADF)

15.5 percent, Arab Bank for Economic Developmentfrica (11.5 percent), Islamic
Development Bank (11.2 percent) and Republic oh@lfiraiwan) 10.5 percent and the rest

to other institutions.

Debt Indicators and Debt Sustainability

The standard debt indicators show that the Gambidirnal debt burden remains high.

Although The Gambia received extensive relief uriderhighly indebted poor countries
(HIPC) Initiative and the Multilateral Debt reli&ditiative (MDRI) in December 2007, the

country remains at high risk of distress on iteaxal debt.
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As a percentage of total revenue, total externial gervice recorded 11.4 percent in 2012
against 10.1 percent in 2011and as a percenta@®Bf it increased slightly to 2.1 percent

from 2.0 percent in 2011.

Year

2010 2011 2012
Total External Debt In millions US(S) 313,991.30 339,146.70 357,758.30
In Percent In percent In Percent
External debt service to export of Goods & Services 13.15 12.48 11.81
External debt stock to GDP 39.62 41.24 42.1
External Debt Service in percentage of Total revenue 9.86 10.06 11.4
External debt service in percenet of GDP 1.85 1.97 2.09

Total external debt service to exports amountedt® percent relative to 12.5 percent a
year earlier, and was below the threshold of 2(Qp2Ecent, placing the Gambia under
moderately indebted countries under the Pre-HIRE ideicators and threshold.
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4.0 DEVELOPMENTS IN BANKS AND NON-BANK FINANCIAL
INSTITUTIONS

4.1. Recent Developments in the Financial Sector

The financial sector in the Gambia continues tairih. Thirteen (13) commercial banks
operated in the country in 2012. In January 20k8, dperational license of Prime Bank
(Gambia) Ltd was withdrawn after failing to fulfithe minimum capital requirement by
December 2012. The financial sector also consisthree (3) fast growing Savings and
Credit Companies (SCCs), 50 active Village and €wsgsociations, insurance companies

and foreign exchange bureaus.

4.2. The Banking Sector

As at December 31 2012, the industry consistetidken banks (twelve commercial banks
and one Islamic bank). However, all banks met tee 200 million minimum capital
requirements except Prime Bank Gambia Itd whoserpatecided to divest its investments
in the Gambia. Thus, the bank applied for voluntliguidation and upon approval, its
auditors (PKF) were appointed liquidator. The pssces smoothly on-going. In effect, the

number of banks (commercial and Islamic) now stansvelve.

The system continues to be stable but there areecos over concentration of investments
and level of non-performing loans during the reviegriod. However, banks continue to
strengthen their marketing strategies in otherustasn and gain market share within the
system.

Assets and Liabilities

Total assets of commercial banks increased to DBdlen or 10.5 percent in 2012
compared to 9.2 percent in 2011. All asset compisneicreased except local and foreign
currency holdings, balances held with banks abraad,other assets.

Commercial banks’ foreign assets, comprising faresgirrency holdings, balances held
with banks abroad and foreign investments rose2d Dillion or by 39.9 percent in 2012.

Foreign currency holdings declined to D264.07 wmilior 7.4 percent. Similarly, foreign
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investments fell to D274.7 million or 3.0 percehtowever, balances held with banks

abroad, which accounts for the bulk of foreign tssese to D2.2 billion or 58.5 percent.

Assets of Commercial Banks

Gambian Notes & Coins

Total Foreign Currency

Balances Held With Banks
O/W: Held With CBG

Balances Held With Banks
Abroad
Head Office & Branches

Other Banks Abroad

Bills Purchased &
Discounted
Loans And Advances

Public Sector

Private Sector
Investments

Gambia Gov't Thills

Others

Foreign Investments
Fixed Assets

Acceptances,
Endorsements &
Guarantees
Other Assets

Total Assets

2009 2010
GMD'000  Annual| GMD'000  Annual
Percent Percent
Change Change
211,910 -2.5 371,768
348,035 -13.3 401,732
1,221,897 43 1,259,689
999,248 17.3 1,116,224
959,116 26.5 1,152,870 2
173,744 -33.2 378,881
785,372 57.6 773,989
74,285 81.6 20,083 -7
4,101,802 25.7 4,906,574
679,922 1088 870,371
3,421,880 165 4,036,203
3,998,189 23|7 5,164,752
3,683,928 2419 4,735,486
152,338 8.9 137,942
161,923 14.3 291,324
1,140,843 358 1,112,085
1,764,152 229 2,472,952
985,368 -30|9 944,338
14,805,597 187 17,806,843

2011

GMD'000  Annual
Percent
Change
75 A1 -12.8
15 , 285 -29
3 - 19
12 1,383, 24.1
0 1,384,629 2
118 5,616 35.9
-1 869,55312.3
3 220 -98.
20 85698 3.3

28 811,284
18 4,2%7,41 5.5
29 6,213,195 0.3
29 18,845 18.1
9 312,003 12
80 283,24 -2.8
-3 1,136,917 2.2
10 1,909,432 -2
-4 833,981 -
20 18,8850 4.8

2012
GMD'000  Annual
Percent
Change
365,219 12.7
264,066 -7.4
1,146,674 -23.5
1,039,935 -24.9
0.1 2,194,52558.5
653,729 26.9
1,540,796 77.2
9 105,000 47627.3
5,138,148 1.4
-6.8764,924 -5.7
4,373,224 2.7
2 7,305,768 17.6
6,750,726 2013
6.2 280,357-10.1
274,685 -3.0
1,232,829 8.4
2.8 2,@®0,2 9.9
11.7767,437 -8.0
20,618,914 10.5

Holdings of Gambian notes and coins increased t65[23 million or by 12.7 percent.
Balances held with local banks, including the CanBank, fell to D1.1 billion or 23.5

percent while commercial banks’ net loans and adesoutstanding at the end of the year

was D5.1 billion, an annual increase of 1.4 percent

Commercials banks’ holdings of government commengers, including Treasury bills

and bonds, rose by 20.3 percent to D6.7 billiorheDtinvestments locally contracted to
D280.4 million or 10.1 percent. Fixed assets ofldsagrew by 8.4 percent to D1.2 billion.

64



Liabilities of Commercial Banks

Capital And Reserves
Demand Deposits
Residents
Non Residents
Government
Entities
Savings Deposits
Residents
Non Residents
Government
Entities
Time Deposits
Residents
Non Residents
Government
Entities
TOTAL DEPOSITS
Balances Held For
Head Office &
Branches

Other Banks
Abroad
Borrowings From
O/W: Head Office
& Branches
O/W: Other Banks
Abroad
Acceptance
Endorsement &
Guarantees
Other Liabilities

Total Liabilities

GMD'000

1,586,091
3,594,958
2,737,107
443,923
413,928

3,281,017
3,181,314
90,660
9,043

2,814,213
2,058,211
63,809
692,193

9,690,188
233,509
189,703

8,784

594,717
451,894

112,823

1,764,152

936,940
14,805,597

Annual
Percent
Change
9.
9.
3.1
3.20
-30.3

b
4

19
20.4
20.9

-62.4

8

45,
48.5
251.9
29.9

il

21.7
70.4
118.7

-82.5

43.4
124.9

-44

22.9

-12.4
18.7

GMD'000  Annual| GMD'000 Annual
Percent Percent
Change Change
2,580,427 63 57,802 3.0
3,957,348 10 429,48 8.4
3,569,913 30 3,904,773
41,834 -on 39,909 -4
345,601 -17 345,804
3,864,843 18 40081, 16.3
3,740,422 18 4,327,111 1
115,929 28 149,790 2
8,492 -6 17,198 102
3,405,423 21 3,592,475 5.5
2,477,303 20 2,637,934
58,219 -B 23,148 -6(
869,901 26 931,393
11,227,614 16 12,370 10.2
41,265 -82 59,442
15,819 -92 23,928 5]
25,446 190 35,514 39
488,710 -18 454,017 -
307,783 -32 221,911 -2
140,927 2b 212,106 5
2,472,952 40 1,909,432 -2
995,872 5 1,197,158 20.2
17,806,840 20 @85,011 4.8

GMD'000  Annual
Percent
Change
3,064,629 153
4,577,183 6.7
0.4 4,242,595 8.7
1.6 53,427 33.9
D.1 281,161 -18.7
5,154,189 147
5.7 4,915,01 13.6
D.2 197,957 32.2
5 41,218 139.7
3,351,994 -6.7
6.5 2,731,459 3.5
2 53,361 130.5
7.1 567,174 -39.1
13,083,366 577
44 72,486 21.9
1.3 14,070 -41.2
.6 58,416 64.5
/1,214,996 167.6
7.9  1,095,04793.53
D.5 97,949 -53.8
28 2,@8,2 9.9
1,084,192 -9.4
20,618,917 105

Total deposit liabilities rose by 5.7 percent to31 billion in 2012 compared to 10.2

percent in 2011. Demand and Savings deposits rdsé Rillion and D5.2 billion or 6.7

percent and 14.7 percent respectively. Time depasitounted to D3.6 billion, a decrease

of 6.7 percent from 2011. Deposit liabilities agoted for 63.5 percent of total liabilities

compared to 66.1 percent in 2011.
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Total bank borrowing during the year declined to.Dbillion or by 167.6 percent.
Commercial banks’ borrowing in 2012 were mainlynfrgheir parent banks and other
banks abroad. Borrowing from head offices and Wraaaose markedly to D1.1 billion
from D221.9 million mainly to augment capital to edghe minimum requirement by
December 2012. However, borrowings from other baik®ad declined to D97.9 million
from D212.1 million in 2011.

As a result of the introduction of the new requiesi) the industry’s capital and reserves
grew by 15.3 percent to D3.1 billion. Balances Heldother banks rose to D72.5 million or
21.9 percent whilst other liabilities contracted®¥ percent to D1.1 billion in 2012.

Financial Soundness Indicators
Without credible financial information and apprate analysis, a financial system can

quickly run into difficulties. Thus, this reportillvadopt selected financial soundness
indicators, which are key elements in determinirfghancial system’s actual and potential
standing. These are primarily derived by aggregatiata on soundness of individual
financial institutions. The industry Prompt CorieetAction (PCA) ratings as at December

2012 are as shown in the table below.

Performance

Core

Financial _ _ -
Soundness | Period Under Review Industry Definition

Code Indicators Dec-10 Rating
1 Capital 1 Strong
- RBC Ratio | 33.0% 25.36%

-Paid-up 3,199,006 2,543,511
Capital

Gearing 3.03
Ratio

2 Gross NPL 11.6%
Ratio
3 Liquidity 78.78%
Ratio

4 Return on | 1.98%
Assets

3.94

14.52% 4 Unsatisfactory

69.77% 1 Strong

0.12% 3 Marginal

5 Overall FX | 42.48%
Open
Position

1.35% 5 Unsatisfactory
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Capital Adequacy Ratio (CAR)
The industry average risk-weighted capital adequeatyjo increased to 33.0 percent

compared to 25.1 percent in 2011 and the minimuguirement of 10 percent. The gearing
ratio was only 3.03 times, lower than the 4.0 tinme2011 and the prudential ceiling of 10
times.

During the year to December 31, 2012, the resigeoicthe banking system was further
strengthened. The industry’s capital and resemeeased to D3.06 billion in December
2012 compared to D2.63 billion in 2011. The inceea$ D392.4 million was mainly on

account of capital injections to meet the new mummcapital requirement of D200 million

by end December 2012.

All banks, except one, met the minimum capital reuent of D200 million. As for the
exception (Prime Bank Gambia Itd) its parent, Séci@eneral De Lebanon, decided to
divest its investments in the Gambia and appliedviduntary liquidation. Upon CBG

approval, PKF (Auditors) were appointed liquidaaod the process is smoothly ongoing.

Assets & Quality
During the review period, total industry assetgeased to D20.6 billion, or 10.5 percent

from 2011. This assets growth was mainly on accadfirgignificant increases in T-bills
investments (up 21.0 percent) and foreign bankepfemnts/Nostro balances (also rose by
105.5 percent).

In contrast, credits (loans and advances), acaoginior 26.4 percent of total assets,
decreased to D5.3 billion, or 2.4 percent from aryago reflecting a fall in risk appetite of
banks. Credit to distributive trade, building armhstruction and other commercial loans
increased by 5.0 percent, 11.0 percent and 26deperespectively. In contrast, advances
to agriculture, transportation and tourism declirigd 3.0 percent, 6.0 percent and 5.0

percent respectively.
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The industry non-performing loan ratio also deceda® 11.6 percent of gross loans, lower
than the 12.6 percent in 2011. However, adequade/ahces for loan losses were made in
excess of prudential minimum requirements. Nonetiglthe double digit NPL to gross

loan ratio remains a cause for concern.

Comparing level and growth rates of credit and TsBi is obvious that banks have shifted
their core banking business/investment from credifE-Bills. The implication is that credit

is not being appropriately channelled to the econguarticularly the private sector.

The graph below depicts the levels and trends 9fGRoss loans and advance, (B) Bad
debts/non-performing credit and (C) Provision faoaiis losses/loss allowance over the past

three years.

Credit Concentration
In banking, the concentration of lending to a attr sector or clients is deemed high

credit risk since a single default can have hugeaichon capital. Credit concentration can

also result in systemic crises, which have macnoecoc implications.

The banking industry has significant concentrabéreredits which resulted directly from
the other commercial loan and distributive tradetme Credit to distributive trade
accounted for the largest share of credit (30.tem) during the review period. This was
followed by other commercial credits (21.2 perceml credit to building and construction
(12.3 percent). Manufacturing accounted for 6.3ceet, followed by Agriculture (5.2
percent) of total credit. Tourism was same as alitice accounting for 5.2 percent while

fishing attracted the lowest credits during thaeewvperiod (0.2 percent).

It is evident from above that credit allocated Hatlze key sectors of our economy such as
agriculture, fishing, tourism and construction istity remain very low. There is an urgent
need to align banks credits with the governmengsetbpment objectives such as the

Programme for Accelerated Growth and EmploymentGEA
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Earnings and Profitability
The industry’s net profit rose from only D12.2 nah in 2011 to D102.2 million in 2012.

The return on assets and return on equity incre&set.98 percent and 3.33 percent

compare to 0.26 percent and 0.46 percent respiciiv2011.

Total interest income increased slightly by D9.7lion from December 2011 to stand at
D406.7 million this review period. Net interest miarto gross income ratio decreased from
50.0 percent in December 2011 to stand at 43.8eperend December 2012. Interest
income remains the industry’s highest source afiegs. Other income (non-interest) also
increased by D86.2 million from December 2011 teeleat D320.1 million this review
period. The increase in other income was largeky @ increases in Fees and charges on

FX transactions and unrealised foreign currenaystegions gains during the review period.

Non-interest expenses stood at D405.8 million ircddeber 2012 compared to D375.5
million a year ago. Further analysis of this comgat against gross income revealed a
decline of 9.1 percent from December 2011 to stndl.2 percent in this reported period.

This is an indication of decrease in overhead esgeim the Gambian banking system.

Liquidity

The loan to deposit ratio decreased to 41.6 peragainst 44.1 percent in 2011. The
liquidity ratio was 78 percent in 2012, or an irase of 4.0 percent from 2011. Liquid asset
ratio of 78.8 per cent represents excess liquidity48.89 percent over the minimum

requirement of 30.0 percent. T-bills remainedHKsaravourite liquid asset investment,

accounting for 68 per cent of industry liquid assethe sector’s ability to meet short-term
liabilities is clearly visible. Indeed, much of thends invested in liquid assets (T-Bills)

were sourced from shareholders capital injectiorisgrowth in mobilised deposits.

However, the excess liquidity within the systenaisause for concern and depicts a lack of
support to private sector development. Banks shoifluence development by providing
finance to both the public and private sector tgtolending. Consequently, maintaining a
financial system with excess liquidity is not favable to economic prosperity. Thus, there
is a need to create a platform for the effectieglitig of financial instruments particularly

T-Bills as well as encourage banks to resume lgnttirthe private sector.
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Market Risk Analysis

Despite the high growth in deposit-taking, of catiimportance is the share of liabilities in
foreign currency. A high preference for foreigmremcy-assets on the part of depositors
would indicate general uncertainties surroundinghexge rate stability. The share of
foreign currency deposits in total deposit decréasem 17.1 percent in 2011 to 15.5

percent during the review period.

Financial Intelligence Unit
Review of the Money Laundering Act 2003 was conetliavith the final enactment of the

Anti-Money Laundering and Counter Financing of Bdeism (AML/CFT) Act 2012, by the
National Assembly on June 28, 2012. Implementatibthe Act has already commenced
with the inauguration of the FIU Board. Plans araraadvanced stage for the establishment
of an operationally independent FIU as requiredhi®sy AML/CFT Act 2012, which shall

continue to be housed within the Central Bank of Gambia.

With the assistance of the Inter-Governmental ActBroup Against Money Laundering in
West Africa (GIABA), the FIU received and installad analytical software during 2012 to

enhance the staff analytical capabilities.

Credit Reference Bureau
The Credit Reference Bureau is functional and lmasgn useful for banks to make credit

enquiries and assessments of their customer rexwékin the banking industry. However,
the system has encountered some challenges whiehbegn identified by the banks. As a
result, negotiations are currently underway betwidenCBG and Valtech to modify and

enhance the CRB in order to improve its functidgali

GAMSWITCH

The Central Bank, in collaboration with stakehotjesmbarked on the development of a
nationwide switch, aimed at providing a platfornt fetail transactions. The system will
provide connectivity between the Automated tellexdkines (ATMs) of commercial banks,

point of sale terminals etc.
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The following milestones have been achieved:

1. Incorporation of the Company (GAMSWITCH), with amtlaorized Capital of
USD5 million, of which the CBG is to hold 40 pertethe technical partners (Unique
Solution and InterSwitch) to hold 20 percent eanid the remaining 20 percent is offered
to the commercial banks;

2. The CBG has since provided seed capital for theehase of equipment and
implementation has progressed smoothly, excepddtayed arrival of SYSCO items from
the USA

3. The main servers, routers, position software aherokey equipment have already
been installed

4. The Project is scheduled to star test run by eng-BAHL3. The test will initially
focus on the two pilot banks (GTB and TBL), anddf-out to the remaining banks

4.3. The Non-Bank Sector

4.3.1. The Insurance Industry

In May 2012, The Central Bank granted operatioimanise to Enterprise Life Assurance
Company (Gambia) Limited or ELAC Gambia bringingtteelve the number of insurance
companies operating in The Gambia. This companyhislly owned by Enterprise Life
Assurance Company (Ghana) Limited or ELAC Ghane,dbcond largest life insurer in

that country.

The establishment of ELAC Gambia also brought tedhthe number of life insurers and
significantly contributed to boosting life insur@apremiums to D10 million in December
2012 from D4.8 million in 2011. The tax exemption bfe policies under the newly

enacted Value Added Tax (VAT) Act which takes effiec2013 is also expected to have a
positive impact on the development of the life nasice sector, which hitherto remained

largely untapped.

Structure of the Industry
The insurance industry comprises 12 companiespBebs and 68 agents. Nine (9) of the
insurance companies including a Takaful/Islamicrafme are general insurers (operating in

non-life), one (1) is a composite insurer (opexatife and non-life insurance business) and
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two (2) wholly life insurance. The industry contesuto be regulated and governed by the
Insurance Act 2003, the Insurance Regulations 20@b the Insurance Amendment Act
2006 which provides for the operation of Takafslgimic Insurance). A branch network of
27 branch offices of the 12 insurers is spreadsscadl the six administrative regions of the
country. In terms of ownership structure, 6 outhef 12 companies are 100 percent locally
owned, 4 are of mixed ownership and 2 are of 106gue foreign ownership. The level of

foreign participation in our industry currently stis at 45.3 percent.

Assets and liabilities of Insurance Industry

2011 2012 Percent
Change
D’000 D’000
Land & Buildings 190,24t 198,30: 4
Outstanding Premiums 79,38 93,26( 17
Investment in T-Bills 48,21t 24,87 -48
Fixed Deposit Investments 52,18¢ 64,78¢ 24
Due from Reinsurers 13,94¢ 16,90:! 21
Cash 19,70( 10,55( -46
Total Current Assets 240,05 242,666 1
Total Asset: 490,07! 519,58¢ 6
Outstanding Claims 28,95¢ 15,50: -46
Short-term Loans 23,58: 29,56( 25
Due to Reinsurers 16,89( 28,63: 70
Total Liabilities (External) 192,24 196,51¢ 2
Net Assets 297,832 323,073 8

The table above indicates an improvement in thastig's balance sheet. Total assets rose
by 6 percent from D490 million in 2011 to D520 naiti in 2012. However, total external
liabilities also rose marginally by 2 percent fr@t92 million in 2011 to D196 million in
2012.
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Cash liquidity remained low with combined cash haks for all 12 companies standing at
D10.5 million. However, the industry’s liquidity ption was favourable considering the
D106 million recorded by other instruments of skertn maturity such as treasury bills,

fixed deposit investments as well as outstandinguants due from overseas reinsurers.

Income and Expenditure

Gross premium income of the insurance industryeiased from D194 million in 2011 to
D210.1 million in 2012, or by 8 percent. The topethinsurance companies accounted for
only 46 percent of gross premium income. This isiratication of an easing in market
concentration compared to earlier periods when ¢tmlge companies would account for

about 80 percent of the total written premium.

Industry performance

2011 2012
D’000 D’000
Gross Premium Income 194,817 210,117
Retained Premium 146,310 141,868
Reinsurance Outgo 46,809 47,892
Claims Paid 61,309 49,262
Administrative Expenses 127,281 100,330
Operating profit (14,573) (2,177)
GDP (Real) 20,679,585
Penetration Rate of the 0.94%
sector
Profitability

Expenses in terms of reinsurance, claims and adtrative overheads combined,
contracted by 16 percent from D235.4 million in 2ad D197.5 million in 2012. The rise
in income and the corresponding drop in expendine@sulted in a combined average
industry loss of D2.1 million in 2012 thereby easithe burden of higher losses

experienced earlier.
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Ratio Analysis

The combined ratios measure the underwriting perémice by comparing the total

loss/claims and expenses with premiums. This entble establish the extent to which the
total cost of claims and expenses (loss) is coveregremiums. Normally, a combined

ratio below 100 percent generally indicates goodemwriting performance and one above
110 percent indicates a poor underwriting perforceasiven the fact that industry expense
ratio was 70 percent and loss ratio 35 percenOit22combined ratio (which is a sum of
these two) stood at 105 percent. This is 5 pergentaoints above the 100 percent
benchmark and it indicates a slightly higher tharceptable level of underwriting

performance

Insurance Penetration

Insurance penetration which is a measure of théribotion of the sector to GDP and
expresses gross premium output/income as a pegeeofaGDP stood at just below 1
percent in both 2011 and 2012.

4.3.2 Microfinance Industry

The microfinance sector comprised of 65 active ©redhions, 61 Village Savings and
Credit Associations (VISACASs) and 2 Finance CompanRecently, the Bank has actively
participated in the drafting of the National Midrance Policy to further enhance the
development of sustainable microfinance institwtiand promote the agenda for inclusive
finance. The IFAD funded Rural Finance Project (RREhd ADB funded Social
Development Fund (SDF) continued to support théosen the area of capacity building

and financing.

Village Savings and Credit Associations (VISACAS)

Village Savings and Credit Associations (VISACAsyistered significant growth in 2012
both in terms of membership and size of depodiilitg as well as amount of loan extended
to members. Membership rose from 35,031 in 20138t889 in 2012, an annual increase of

9.6 percent. Total deposit liabilities increasedtth.2 million in 2012 or by 15.2 percent.
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Total loans extended to members in 2012 grew byérB8ent to D28.2 million from D27.7
million in 2011.

Managerial quality has generally improved as altesfurenewed support from the IFAD
funded Rural Finance Project and technical backstgpfrom the VISACA APEX founded
two years ago. This intervention has revived séWal8ACAs that have been dormant for
several years. Financial innovation has also imgadaas many of them are now involved in
money transfer services some in very remote contiesniA few of VISACAs have also
started selling shares as part of efforts towatdlsling their capital base. Eleven VISACAS
have now met the revised minimum capital requirgnme@nD100, 000 which has been

reduced from D300,000 previously.

Village Savings and Credit Association Indicators

Year Total Total Loans Capital

Membership Savings(GMD) Outstanding(GMD)
Dec. 2011 35,031

13.2 million 27.7 million

3.2 million

Dec. 2012 38,389 15.2 million 28.2 million
3.6 million

Growth% 9.6% 15.2% 1.8%
12.5%

Credit Unions

Credit Unions are directly supervised by the NaloAssociation of Cooperative Credit
Unions (NACCUG). However, in a bid to ensure inseth safety and soundness of the
financial system, NACCUG is also being supervisgdhe Central Bank. During the year,
a total of sixty five (65) Credit Unions were a&iwhile twenty one (21) were inactive.

Eleven (11) are being prepared for full registmatio

The 65 active Credit Unions registered an increzfsd.9 percent in membership from
44,849 in December 2011 to 47,065 by end-Decembég.2Total savings and loans
outstanding increased significantly by 19.0 percam 22.5 percent from D366.7 million
and D277.5 million in December 2011 to D436.1 milliand D340.0 million by end-

December 2012 respectively as shown in the tabitawbe
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Credit Unions Indicators

No. of Credit Total Total Loans INVESTMENTS(GMD)
Unions (65) Membership | Savings(GMD) | Outstanding(GMD) | T.Bills/Others CFF
Dec. 2011 44,847 366,652,704 277,480,919 40,374,618 | 12,253,807
Dec. 2012 47,065 436,142,702 339,954,091 46,263,108 | 20,738,790
Growth% 4.95 18.95 22.51 14.58 69.24

Finance Companies

The Central Bank, this year renewed the operaiicenses of two out of three finance
companies operating in 2011. Notwithstanding, therall performance of the finance
companies improved during the year with increasdetal deposits, total assets and capital
base. Total deposits increased by 13.7 percen&8D million in 2012 while total assets
rose to D357.8 million in 2012.

Finance companies are also well capitalized witpitahand reserve increasing by 38.8
percent to 55.5 million in 2012. The two compartese met both the minimum capital
requirement of D10 million and Capital Adequacy iIR4CAR) of 16 percent. However,
one of the two companies was asked to augmengggat to D50 million in view of the

huge deposits mobilized from the public.
In contrary, aggregate loans outstanding decrdag@@.2 percent to D73.7 million in 2012

from D94.7 million in 2011. This was in line withd overall decline in private sector credit

in the economy in 2012.

Finance Companies Statement (D’millions)

Deposits Loans Total Assets Capital & Reserves
2011 2012 2011 2012 2011 201p 2011 2012
183.9 | 206.0 90.2 72.2 235.6 310|6 20.8 33.0
12.7 22.0 2.2 1.5 42.3 47.2 24.3 225

3.9 - 2.3 - 17.7 - -4.6 -
200.5 | 228.0 94.7 73.7 295.6 357,8 40.0 55.5
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5.0 OPERATION AND ADMINISTRATION OF THE BANK

5.1 Board of Directors

The composition of the Board of Directors remainedhanged as mentioned in the 2011
report. The Board held four (4) regular meetingsie year 2012.

5.2  Staff Component

The staff strength of the Bank totalled 273 as etdnber 31, 2012 of which 170 are male
and 103 are female corresponding to 60 percentd4@ngercent respectively. There is a
slight increase as compared to 2011 with the reuoent of more qualified staff at officer

level.

For the year 2012, 23 members of staff were resalyisix officers and the rest as support
staff. In terms of turnover, fifteen members affsare no longer with the Bank as a result

of the following:

- 7 retirements

- 1 voluntary retirement
- 4resigned

- 1 contract not renewed
- 1 deceased

- 1 dismissal

5.3  Staff Training

The Bank continues to uphold the value of excebeincstaff performance and continues to
play an active role in building capacity by providirelevant academic and professional
training both locally and overseas. For the 201&Jamic year, three members of staff were
offered sponsorship for post graduate training e tareas of Human Resource

Management, Banking and Finance, and Economics.
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A significant proportion of the clerical staff comte to benefit from local sponsorship by
pursuing professional courses such as AAT, CAT,kBapand Finance, ACCA, Auditing

and Purchasing and Supply Management. Also seveeahbers of staff benefited from
short term courses tenable in UK, USA, Europe ardWest Africa Sub Region.

5.4  Supports to the Social Sector

The Bank continues its active participation in tischarge of its corporate social
responsibility through the provision of financiasestance in the areas of health, education,
sports, and other various social activities

5.5. Currency Issued

At end 2012, currency in circulation increased t& Dbillion or 17.9 percent from 2011.
Dalasi notes accounted for 98.7 percent of curréssiyed and coins 1.3 percent. The D100
note was the most popular, accounting for 67.5 gerof bank notes in circulation,
followed by D50 note (25.6 percent and D25 notepk&ent). The D10 and D5 notes, on
the other hand, accounted for 1.2 percent and €tept respectively of bank notes in
circulation. Currency in circulation was at a sewddigh in the fourth quarter of 2012

coinciding with a period when economic activity vedsts peak.

Amongst the family of Gambian coins, the 1 Dalasincaccounted for 64.3 percent of
coins in circulation, the 50 Butut coin (21.3 pergeand the 25 butut and the rest (14.5
percent).

5.6. Commemorative Coins

The Central Bank of the Gambia continued to seltl gmd silver commemorative coins
during the year under review. The coins are issa@dmmemorate important events and to
stimulate interest in the Gambia. The Bank alsavdsrsubstantial income from royalties
on the sale of these coins worldwide.
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The last occasion celebrated and honoured witheisguCommemorative coins was the
African Union Summit hosted by The Gambia in 20@&s a gold coin available in stock

for sale together with other commemorative coinfolsws:
» The 28" Independence anniversary- The Gambia Silver Jubile
» Papal visit Gold & Silver
> UN 50" Anniversary
» World Wildlife Conservation Coin

> African Union Summit- Gold coin

5.7. Deposits

Government deposits increased by 7.7 percent t®12198 million, compared to
D1,776.53 million as at end-2011. Commercial bardeposit at the Central Bank
decreased by 17.4 percent to D1019.14 million coetdao D1,233.72 million in 2011
million.

5.8. Investments

As at end-2012, investments in Gambia Governmesurigees held by the Central Bank of
the Gambia stood at D2,469.12 million relative ,Z791.84 million in 2011, indicating an

increase of 7.7 percent. The increase mainly gefteincreased Treasury bills holdings.
There were principal repayments of D60.84 milliovd @20.84 million in the 30-year and

10-year government bonds respectively in 2012.
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6.0 INTERNATIONAL CO-OPERATION

6.1. Overview

The Bank maintained its international co-operatrboth the regional and international
level in enhancing economic policy formulation anmgblementation. The Bank participated
in the meetings of the West African Monetary ZowAMZ) and West African Monetary
Agency (WAMA) in harmonizing their policies and sséics critical for the convergence
and establishment of a long-lasting monetary umowest Africa. The Bank also attended
several fora of the Bretton Woods Institutions, aidy the World Bank (WB) and
International Monetary Fund (IMF) and continued ¢o-operate with the African

Development Bank, Islamic Development Bank anddbmmonwealth.

6.2.  West African Monetary Zone (WAMZ)

The Bank participated in the bi-annual meetingshef West African Monetary Institute
(WAMI) (charged with the responsibility of layinhe foundation for a single currency in
the WAMZ) in Monrovia and Abuja respectively. Maeconomic developments in the
zone in 2012 were characterized by strong growthedrby increased activities in the
agricultural, services and industrial sectors irstidember States. Real GDP growth was
estimated at 6.8 percent in 2012, compared to &rbept in 2011, led by Nigeria on the
back of firm oil prices. The average rate of itifla for the region receded to 6.97 percent
in 2012, from 8.4 percent in 2011 aided by a letrupverage food and fuel prices due to

political difficulties in passing-on the full price fuel to consumers.

On the other areas of convergence, WAMI continuedd-operate with the ECOWAS
Commission under the auspices of the WAMZ Tradeidfiens’ Forum and the ECOWAS-
UEMOA Joint Management Committee on the Common aaleTariff (CET). The
WAMZ Payments System funded by the AfDB also regiet significant strides in 2012
with the Gambia having all four components operatioat end-2012 and progress in
Guinea, Sierra Leone and Liberia. The completioe éeas extended to June 2014 by the
AfDB to enable solution providers fully implemeheir outstanding assignments.
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On financial sector integration in the WAMZ, capitaarket integration activities were
progressing satisfactorily, characterized by regudtakeholder consultations and the
establishment of a charter for the integrationtef tapital markets in West Africa. The
WAMZ College of Supervisors had regular exchangdsinmormation, views and
assessments on the state of commercial banks imethien for efficient and effective

supervision.

6.3.  West African Institute for Financial and Econamic Management (WAIFEM)

As a founding member of WAFEM, the Bank particighte all courses organized by the
Institute in 2012 on macroeconomic management enxachdial sector issues. The Institute
continued to be a centre of excellence in the ei@twf its training and capacity building
programmes drawing expertise from member centrakdfacore economic ministries,
public and private sector agencies and the legigatThe Bank also participated in the bi-
annual meetings of the Institute dilating on kesuiess such as the approval of the Institute’s

training programmes for 2013 and the budget fornisgtute.

6.4. International Monetary Fund (IMF)

As a member of the global financial architectuhe, Bank continued its collaboration with

the IMF in the areas of macroeconomic policy foratioin and access to finance for

infrastructural projects. During the review peri@dogress was made in the execution of
the Three-Year Extended Credit facility (ECF) whighs approved by the IMF Board for

the Gambia in 2012. All of the end-June 2012 gtetite performance criteria (PCs) for

the First Review of the ECF were met. However, ometinuous PC was breached late in
the year. The indicative floor on poverty reducengpenditures was met for end-June while

the indicative target on total government reverwmas missed narrowly at end-June.

Accordingly, corrective actions were taken to addréhe non-observance of the continuous
PC on external payment arrears. After contactiveg dreditor, the Gambia Government
cleared the debt arrears in December 2012. Orstthetural reform front, the VAT bill
was submitted to the National Assembly in June @asbed two weeks later. Also, GBoS
started posting various data on its external websithe Government submitted the budget
framework paper for 2013 to the National AssemhblWNovember, together with the draft
budget.
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During the 2012 spring and Annual Meetings of thié-land World Bank, held in the USA
and Japan respectively, the International Monetang Finance Committee and the
Development Committee observed that the global @mynwas recovering gradually.
Important policy actions have been taken in th@ euea, both at the national and regional
levels, including through an enhancement of theopean firewall. Economic indicators in
the United States have improved. Emerging markétdmveloping countries on the whole
remain a source of strength for the world econoBiyt more remains to be done. The

outlook remains one of moderate growth globally asks remain high.

Global collaboration was key to sustaining growth everywhere and engustability.

Further actions are needed to build on the progmeade to date in reducing global
imbalances. In general, deficit countries needdotioue with their efforts to strengthen
national saving while enhancing export competitegs and surplus countries need to
continue to implement structural reforms to streegt domestic demand, supported by
continued efforts that achieve greater exchange fhaxibility. Member countries

reaffirmed the urgency of making the 2010 quota goernance reforms effective by the
2012 Annual Meetings, to enhance the Fund’'s legitynmand credibility. Members were
urged to ratify these reforms expeditiously and cel the Fund to monitor progress

transparently and more frequently.

Finally, members welcome recent initiatives on Fuguilveillance, and agreed that the
current surveillance framework should be signiftbaenhanced. Of much importance was
the progress by the Fund in advancing consideratican integrated surveillance decision
and commitment to support the decision procesgn§thening surveillance should bring
together bilateral and multilateral perspectivesFimd policy advice and enable better
assessment of global and country level risks anloggrs to economic and financial

stability, and engage more effectively with poliakers. The IMFC has a key role to play

in regularly guiding strategic and operational pties for Fund surveillance.
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6.5.  Association of African Central Banks (AACB)

The Bank participated in the B@rdinary Meeting of the Assembly of Governors lvé t
Association of African Central Banks (MCB) held Hilton Hotel, Algiers, Algeria on
August 30, 2012. The meeting was attended by toingy Central Banks, the African Union

Commission (AUC) and regional and internationatitnsons.

As usual, the meeting of the Assembly of Govermaas preceded by a Symposium which
was held on August 29, 2012 on the theme: "Chadlered Commodity Prices and Capital

Flow Volatility to African Central Banks.

During the meeting, Governors endorsed the follgvdacisions:

» The need to circulate the study to ail the Siugereal Committees of the MCB for
comments to be communicated to the Study Grouptam@&xecutive Secretariat by the end
of November 2012;

» Transmission by the Study Group of a new versibthe study, based on Sub-regions'
comments to the MCB by the end of December 2012;

* Consideration by the MCB's Bureau of the new iear®f the study at its February 2013
meeting. If necessary, the Chairman can conveneeeting of the Bureau before the
Ordinary Meeting of the Assembly of Governors;

* The need to ensure that the Study Group keepaavking. In this regard, AUC will
downsize the number of members of the Study Groom fthe current 6 to 2 in order to

contain the budget 2012 by its last term;

The Governors took note of the progress statushefpublication of the report on the
implementation of the African Monetary Cooperatfrogramme (AMCP) in 2010, and of
the draft report on the implementation of the AM@R2011. In this regard, the Assembly
urged members to transmit by mid October 2012 thesing information needed for the
completion of the report for the year 2010. It adspressed concerns about the impact of
external shocks on countries’ performance undercthrevergence criteria in 2011. It
observed that it was not necessary to modify titer@ and encouraged member countries

to continue efforts to reinforce macroeconomic @gence.
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Governors also noted the revised terms of referehtike Community of African Banking
Supervisors (CABS) and invited the Executive Secrat and the Secretariat of Making
Finance Work for Africa (MFWA4A) to organize the ugural meeting of CABS as soon as

possible.

6.6. Commonwealth Finance Ministers’ Meeting

The Commonwealth Finance Ministers Meeting 2012 edd in Tokyo, Japan, on October
10, 2012. The main ministerial meeting was precedgdsessions for senior finance
officials, central bank governors, and ministe@frCommonwealth small and vulnerable
economies on 9 October. The meeting’s primary dbvjeevas for ministers and officials to
discuss practical ways of addressing current chgdle faced by their respective economies.
The meetings took place at the Tokyo Internatiofatum, venue of the 2012 Annual

Meetings of the International Monetary Fund and Wirld Bank Group.

Key issues discussed included: high levels of yautamployment; managing increasing
volatility and building resilience to deal with egenous shocks; tracking the progress of
managing debt among Commonwealth countries; anengitnening the relationship

between the Commonwealth and the G20.

Senior finance officials examined new ways of panittg and harnessing the potential of
the private sector and sought to find a common agur to shaping the post-2015
development framework ahead of the target yeattlerachievement of the Millennium
Development Goals. Central bank governors alscudgsd the challenges associated with

managing long-term reserves and sovereign weatithsfu

6.7.  Africa-Export-Import Bank (Afreximbank)

During the review period, Afreximbank’s operaticarsd activities were carried out in line
with the targets outlined in the Annual Budget 26x.2, which represented the first year of
implementation of the Bank’s Strategic Plan, 20026 and within the context of
developments in the global and African economidremments. Despite the multiplicity of
challenges that emerged in the global and Africaerating environments, the rate of

expansion of Africa which averaged 2.4 percent 0112 strengthened to 4.7 percent in
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2012 buoyed by firm oil prices, gradual but stepak-up in FDI flows, continued recourse
to sound macroeconomic policies, sustained imprevenm quality of political governance
across the continent; and continued recovery inttantes and tourism receipts. These
developments impacted the focus and slant of thek'Bdending operations and activities

during the review period.

The Bank’s operational performance in 2012 was alsected by a number of internal
factors. In this regard, during the review peribtnagement commenced implementation
of the Bank’s Fourth Strategic Plan. The 2012 Raidgas therefore derived from the Plan
document and themétieveraging Internal Strengths and Recent Gains f@perational
Efficiency”. As a result, the 2012 Budget attempted to catest@ the achievements made
under The Third Strategic Plan (Plan IIl) as fouratafor the realization of the objectives
of Plan IV.

Specifically, the Plan sought, among other key acbjes, to strategically promote intra-
African trade through the introduction of an in&ké&ican Trade Facility Programme

(INTRAFAP), strengthen risk management systemsnisyalling relevant Enterprise Risk
Management (ERM) instruments, enhance operatiorfétiemcy through process

improvements via continued, proactive implementatbthe SAP Enterprise Planning and
Resource Software, improve the geographic disiobutof the Bank’'s loan assets,
strengthen the human resource capacity of the Baekuip it for robust growth envisaged
under Plan 1V, advance the Bank’s drive towardsediication of its funding resources
and intensify on-going shareholder mobilizationog to ensure that the Bank is

sufficiently capitalized to facilitate attainmerfttbe target growth in assets.
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