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PART Il

DEVELOPMENTS IN THE INTERNATIONAL ECONOMY



Overview

Monetary developments in the first quarter of 2007 were characterised
by slow growth in money supply and the monetary base attributable to

the restrictive monetary policy stance of the Bank.

Total outstanding credit to the private sector contracted by 6.7
percent from the preceding quarter. Lending to agriculture, fishing,
transportation and tourism decreased by 14.7 percent, 22.0 percent,
28.7 percent and 4.2 percent whilst distributive trade and other loans
(including personal loans) declined by 6.0 percent and 1.0 percent

respectively in the first quarter ending March 2007.

End-period inflation, measured by the consumer price index of low
income population of Banjul and Kombo St Mary area, declined from
1.7 percent in March 2006 to 1.4 percent at end-March 2007. Average
inflation rate (12 month moving average) was 1.4 percent compared

to 2.0 percent a year earlier.

Total volume of transactions in the inter-bank market stood at D10.6
billion at the end of quarter 1, 2007, higher than the DI10.1 billion
recorded in the fourth quarter of 2006. The Dalasi appreciated against
the British Pound, US dollar, Swedish kroner (SEK 100), CFA (5000) and
Euro by 0.5 percent, 28.0 percent, 4.2 percent, 1.0 percent and 0.2

percent respectively.

Government fiscal operations during the first quarter of 2007 revealed
that total revenue and grants rose markedly to D996.5 million or by 35.9
per cent. Domestic revenue which comprises tax and non-tax revenue
amounted to D971.3 million and was in excess of first quarter budget by
D58.4 million.



Total expenditure and net lending rose to D784.5 million or by 23.9
percent and was below projection by D354.9 million. Whilst current
expenditure recorded sluggish growth, capital expenditure increased
to D114.5 million in the first quarter 2007 from D58.4 million in the fourth
quarter of 2006.

The overall budget balance (including grants) on cash basis recorded
a surplus of D 133.2 million and was financed largely through domestic
borrowing to the tune of negative D93.2 million out of which domestic
borrowing stood at D204.0 million. External financing of the fiscal deficit

amounted D40.1 million.



PART |

MONETARY DEVELOPMENTS

(1.0) Monetary Policy
Monetary policy in the first quarter of 2007 was aimed at maintaining

price stability and for improved competitiveness.

(2.0) Money Supply Growth

Money Supply (M2) increased by 0.8 percent to D7.8 billion at end of
the first quarter of 2007 compared to December 2006. The minute
growth in money supply during the quarter under review is attributable
to the confinued restrictive monetary policy stance of the Central

Bank. Year-on-year, money supply grew by 19.3 percent.

(2.1) Components of Money Supply

Narrow money (M1) (currency outside banks and demand deposits)
fell to D4.1 billion or by 2.4 percent from the previous quarter and by
15.3 percent year-on-year. Of its components, demand deposits
increased to D2.3 billion or by 0.1 percent whilst currency outside banks

decreased to D1.8 billion or by 5.4 percent.

In contrast, quasi money rose to D3.7 billion or by 4.7 percent from the
end of the preceding quarter. Savings deposit increased to D2.6 billion
or by 5.3 percent and fime deposit grew to DI.1 bilion or by 3.2

percent. On annual basis, quasi money increased by 24.0 percent.



Table 1 Components of Money Supply (D’millions)

2006 2007
Mar. Jun, Sept. Dec. Mar.
Total Money 6558.9 | 6936.39 | 7011.59 | 7757.6 | 7823.01
Supply
Money 3542.73 | 3687.96 | 3698.36 | 4185.4 | 4084.13
Currency Outside 1549.7 | 1532.6 | 1491.5 1937.3 | 1833.32
Banks
Demand deposits 1993.03 | 2155.36 | 2206.82 | 2248.09 | 2250.81
Private Sector 1741.87 | 1991.76 | 1977.36 | 2080.44 | 2102.49
Official Entities 251.16 163.6 229.46 167.66 148.32
Quasi-Money 3016.17 | 3248.42 | 3313.23 | 3572.2 | 3738.89
Savings Deposits 2101.53 | 2246.09 | 2350.76 | 2479.24 | 2611.36
Private Sector 2091.01 | 2238.67 | 2340.52 | 2472.97 | 2605.75
Official Entities 10.52 7.42 10.24 6.28 5.62
Time Deposits 914.64 | 1002.33 | 962.47 | 1092.96 | 1127.52
Private Sector 697.85 785.4 749.24 785.44 745.9
Official Entities 216.79 | 216.93 | 213.21 307.53 381.63
Chat 1: Money Supply in (D’billion)
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(2.2) Determinants of Money Supply

(a) Net Foreign Assets (NFA)

The NFA of the banking system increased to D4.6 million or by 6.5
percent from the last quarter of 2006, due entirely to the marked

growth in NFA of commercials banks.

Commercial Banks' NFA rose to D2.1billion or by 41.3 percent from end-
December 2006 reflecting increased accumulation of foreign assefs.
The 40.7 percent growth in deposit money banks' external assets
dwarfs the 24.7 percent increase in their foreign liabilities. Central
Bank’s NFA, on the other hand, decreased to D2.5 billion or 11.2 by
percent. The gross official reserves of the Bank declined to D3.1 billion
or by 7.9 percent, whilst its foreign liabilities increased by 11.1 percent
to D558.9 million.

(b) Net Domestic Assets (NDA)

The net domestic asset (NDA) of the banking system declined by 6.3
percent from D3.4 bilion at end-December 2006 to D3.2 billion at end-
March 2007. The decrease in the banking system’s NDA was due in the
main to the confraction in domestic credit, reflecting decrease lending
to the private sector and public entities. Claims on private sector and
public entities declined to D2.3 bilion and D206.7 million or by 4.0 and
22.7 percent from the previous quarter. On the other hand, the banking
system’s claims on government net rose by 1.5 percent to D1.5 billion at

the end of the quarter under review.



(3.0) Reserve Money

Reserve money, the bank’'s operating target, decreased by 8.3
percent from D2.9 bilion at end- December 2006 to D2.6 billion at end-
March 2007. Year-on-year, reserve money increased by 4.7 percent.

Both components of the reserve money (currency in circulation and
reserves of commercial banks) declined. Currency in circulation fell to
D1.9 bilion or by 6.2 percent and reserves of commercial banks
dropped by 13.9 percent to D795.9 million at the end of the period

under review.

Chart 2: Monetary Base and its Component in (D’billion)
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(4.0) Commercial Banks’ Credit to Major EConomic Sectors

Outstanding commercial banks credit to the major economic sectors
contfracted during the review quarter. From D2.4 billion in the previous
quarter, outstanding credit declined by 6.7 percent to stand at D2.2
billion at the end of March 2007. The decrease in bank lending is
reflected in all the sectors except building and construction which rose

to D177.5 million or by 7.6 percent from the fourth quarter of 2006.

Distributive trade which accounted for 22.0 percent of outstanding
credit decreased to D486.8 million or by 6.0 percent during the quarter
under review. Similarly, deposit money banks lending to agriculture,
fishing, transportation and tourism decreased by 14.7 percent, 22.0
percent, 28.7 percent and 4.2 percent to D394.3 million, D14.92 million,
D128.8 milion and D196.8 milion respectively. “Other Activities”
(including personal loans) which form the largest share of overall credit
(37.0 percent) fell slightly by 0.9 percent to D822.5 million in the review

quarter.

(5.0) Liquidity Position of Commercial Banks

Commercial banks’ total liquid assets increased slightly to D2.7 billion,
or by 1.3 percent from the previous quarter. On an annual basis, banks’
liquid assets rose by 3.9 percent. The reserves of the commercial banks,
accounting for 74.7 percent of total liquid assets, decreased by 4.0
percent to stand at D2.0 billion at the end of the quarter under review.
Investments in Treasury bills (25 percent of total liquid assets) declined
to D671.3 million or by 6.6 percent from the preceding quarter.
However, commercial banks’ foreign bank balances rose significantly
by 30.7 percent to D1.0 bilion while their foreign cash holdings
decreased by 21.0 percent to D153.5 million.



The required liquid assets of commercial banks, based on a statutory
requirement of 30 percent of total liabilities to the public, was D1.7
billion, or 3.3 percent in the review quarter. During the quarter under
review, commercial banks maintain liquidity levels in excess of statutory
requirement. Excess liquid assets at D?64.1 million, was above the
statutory requirement by 57.0 percent. Similarly, cash reserves at DI1.1

million were above requirement by 119 percent.

(6.0) Inflation

Consumer Price Index (CPI)

End-period inflation, measured by the consumer price index of low
income population of Banjul and Kombo St Mary area, declined from
1.7 percent in March 2006 to 1.4 percent at end-March 2007. Average
inflation rate (12 month moving average) was 1.4 percent compared

to 2.0 percent a year earlier.

Food consumer price inflation declined to 0.1 percent compared to 0.7
percent in March 2006. Consumer price inflation of all food sub-groups
declined. ‘'Cereals and cereal products’’, *' roots, pulses, nuts and
seeds’’, '"vegetables and fruits’’, ‘'meat, poultry, eggs and fish’’, ‘‘milk
and milk products’’ and other foods consumer price inflation
decelerated to 0.1 percent, 0.1 percent, 0.1 percent, 0.0 percent, 0.1
percent and 0.1 percent compared to 0.5 percent, 0.3 percent, 1.2
percent, 1.0 percent, 0.4 percent and 0.5 percent respectively in the

previous year.



Chart 1: Food Inflation March 06— March 07
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Non-food consumer price inflation rose to 4.3 percent from 3.7
percent at end-March 2006 as a result of the marked increase in the
prices of housing to 32.5 percent compared to 0.7 percent in the
preceding year. In contrast, the consumer price inflation of ‘’Fuel and
light'’, ** clothing, texfiles and footwear’’ and miscellaneous items,
declined to 0.0 percent, 0.2 percent and 0.1 percent compared to 4.5

percent, 2.9 percent and 5.0 percent respectively in March 2006.
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Chart 2: Non-Food Inflation March 06- March 07
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Core Measures of Inflation

The measures of core inflation attempt to strip out the effects of

temporary disturbances (noise) from the headline inflation in order to

uncover underlying inflation. The so-called noise in headline inflation is

striped out by excluding prices of energy and utilities (fuel, light and

transportation) and volatile food items.
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The first measure of core inflation (Core 1), which excludes energy
prices (fuel, light and transportation) declined from 1.6 percent at end-
March 2006 to 1.5 percent in March 2007.

Table 1: Corel (excluding energy and transportation)

Mar-06 |April- [May- |June- July- Aug- Sept- Oct- Dec- Jan-O7 Feb- |March

2301 2301 2302 |2302 (2302 |2302 [2333 [2334 |2334 2334 [2334 [2334 2335

Estimated core CPI

yr.-on yr-inflafionrate 1.6 1.6 1.5 1.5 1.4 0.4 1.6 1.6 1.511.5 |1.5
1.5 1.5

Chart 4: Core 1 Implied year-on-year inflation
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Core 2, which strips out prices of energy and utilities and volatile food
items (‘‘meat, poultry, eggs and fish'', ‘‘tobacco and tobacco
products’’, ‘‘cereals and cereal products’’, and ‘‘processed foods'’)
remained unchanged at 1.5 percent in March 2007 compared to the

preceding year.

Table 2: Core 2: (excluding prices of energy and volatile food items)

- ' | | |
Mar- [April- [May- [June- |Jul- [Aug- |Sep- |Oct- [Nov- |Dec- [Jan- |Feb- |Marc
06 06 06 |06 |06 [C6 [O6 |06 |06 |06 [O7 |07 |h-O7
Estimated core|1112. [1112. [1113. |1113. [1113.]1113. {1128. |1128. [1128. |1128. [1128. |1128. [1129.
CPI 6 9 1 1 2 4 4 6 7 8 8 8 1
yr-on-yr inflation |1.5 1.5 1.5 1.4 1.4 10.4 1.5 1.6 1.5 1.5 1.5 1.5 [1.5
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Chart 5: Core 2 Implied year-on-year inflation
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(7.0) Government fiscal Operations

Government’s fiscal operations in the first quarter of 2007 was
characterised by increased revenue mobilisation and prudent
expenditure measures leading to significant improvement in the fiscal

balance.

Revenue and Grants

Total revenue and grants rose markedly to D996.5 million or by 35.9 per
cent in the first quarter of 2007 compared to the outturn registered in
the fourth quarter, 2006, albeit it fell below quarterly projections by
D161.4 milion. From the first quarter of 2006, total revenue and grants

grew by 25.2 per cent.
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2006 2007

Percent
Q] Q4 Ql Ql Annual | Quarterly of
Outturn | Outtumn | Outturn | Target | % A % A | Target
Tax Revenue 706.8 637.1 826.8 773.4 17.0 29.8 106.9
Direct Tax 210.7 152.3 261.5 236.9 24.1 717 110.4
o/w: Personal 61.8 54.1 88.0 80.0 42.4 62.7 110.0
Corporate 125.2 92.2 130.1 107.2 3.9 41.1 121.4
Indirect Tax 496.1 484.7 565.3 536.5 13.9 16.6 105.4

o/w: Tax on goods &
services 116.2 125.0 157.0 164.6 35.1 25.6 95.4

Tax on International
Trade 379.9 359.7 408.3 371.9 7.5 13.5 109.8
Duty 241.6 185.2 204.7 201.3 -15.3 10.5 101.7
Sales tax on
imports 138.3 174.5 203.6 170.5 47.2 16.7 119.4
Non-tax Revenue 79.4 89.1 144.5 111.8 82.0 62.2 129.2
Grants 10.0 7.0 25.2 272.8 152.0 260.0 9.2
Program 0.0 0.0 0.0 0.0 - - -
Projects 10.0 7.0 25.2 225.7 152.0 260.0 11.2
Domestic Revenue 786.2 726.2 971.3 885.2 23.5 33.8 109.7
Revenue and grants 796.2 733.2 996.5 | 1,158.0 175.5 293.8 86.1
Percent of GDP 5.1 4.7 6.3 7.4

Domestic revenue which stood at D971.3 million in the review quarter
was in excess of first quarter budget by D58.4 milion or 9.7 percent
compared to the fourth quarter of 2006 and the corresponding quarter
of 2005, domestic revenue rose by 33.8 per cent and 23.5 per cent

respectively.

Tax revenue mobilised in the first quarter, 2007 grew to D773.4 million or
by 17.0 per cent from to the preceding quarter. This implies that tax
revenue overshot ifs first quarter projection by D53.4 million or 6.9 per

cent and registered an annual growth rate of 17.0 per cent.
Revenue from direct taxes amounted to D261.5 million or 71.7 million

above the outturn in quarter four, 2006. The boost in direct taxes is

largely aftributable to the marked increase in revenue from personal

14




and corporate taxes. Personal taxes increased by 62.7 per cent whilst

corporate tax revenue rose by 41.1 per cent from the previous quarter.

Revenue collected from indirect taxes amounted to D565.3 million in
quarter one 2007, reflecting a significant growth of 16.6 per cent over
the outturn recorded in the preceding quarter. Indirect taxes
exceeded the first quarter budget estimate by D28.8 million or 5.4 per
cent. On annual basis, this revenue category grew by 13.9 per cent.
Domestic tax on goods and services rose from D157.0 million in the first
quarter of 2007 to D548.2 million in the previous quarter but fell below
budget by D7.6 million.

Revenue from international taxes rose to D408.3 million or by13.5 per
cent during the quarter under review. On annual basis, revenue from

international frade taxes rose modestly by 7.5 per cent.

Non-tax revenue stood at D144.5 milion as at end-March 2007,
representing an increase of 62.2 per cent from December 2006 and
was 29.3 per cent above the first quarter target. This neat performance
in non-tax revenue is due, in the main, to the more than expected
receipts from government service charges and telecommunication

licenses.

Expenditure and Net Lending

Total expenditure and net lending rose to D784.5 million or by 23.9
percent in the first quarter of the 2007, and was below projection by
D354.9 million. However, from the first quarter, 2006, expenditure and
net lending decreased markedly by 21.7 per cent due to the sluggish
growth in current expenditure and the substantial decline capital

expenditure.
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About 91.9 per cent of current expenditure, equivalent to D592.0 million
or 70.5 per cent of overall expenditure, budgeted for the first quarter of
2007 was executed. This represents a marginal growth of 3.0 per cent
relative to the previous quarter and a minuscule 0.8 per cent year-on-
year. The slow growth in this expenditure category is attributable to the
substantial decline in the growth rate of both personnel emoluments

and interest payments.

Personnel emoluments declined to D166.8 million or byl17.6 per cent
from the previous quarter due to the 1.9 per cent decline in the
amount spent on wages and salaries. However, on annual basis,

personnel emoluments rose by 27.0 per cent.

Total interest payments, which accounts for a staggering 39.6 per cent
of overall current expenditure, amounted to D234.6 million or 28.9 per
cent below the amount spent in the corresponding period last year.
However, from December 2006, interest payments rose by 32.7 per

cent.

Capital expenditure increased to D114.5 million in the first quarter 2007
from D58.4 milion in the fourth quarter of 2006. However, capital
expenditure fell significantly by 75.5 per cent from the corresponding
period last year and stood below first quarter projection by D351.5
million. Capital expenditure was financed by external sources through

loans (D82.5 million) and grants (D25.2 million).

Budget Balance

The overall budget balance including grants in the review quarter was
in a surplus of D212.0 milion compared to a deficit of D12.0 million in
the corresponding period in 2006. Overall balance excluding grants

registered a surplus of D186.8 million relative to a deficit of D22.0 million
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fourth quarters of 2006. The basic balance is also in a surplus of D294.6

million.

Financing of the Budget Balance

The overall balance (including grants) on cash basis recorded a surplus
of D 133.2 mililon and was financed largely through domestic
borrowing. Total domestic financing totalled negative D?3.2 million out
of which domestic borrowing stood at D204.0 million. External financing

of the fiscal deficit amounted D40.1 million.

(8.0) Foreign Exchange Developments

Introduction

The inter-bank foreign exchange market for 2006 showed continued
stability of the Dalasi vis-a-vis the major international currencies. This
was the result of sustained macroeconomic stability and healthy
reserve cover coupled with increased inflows of FDI, tourism receipts,
private remittances and growing confidence in the economy. The
volume of transactions in the inter-bank market stood at D10.6 billion at
the end of quarter 1, 2007, higher than the D10.1 billion recorded in the
fourth quarter of 2006.

Looking ahead, the Dalasi is forecast to remain stable in 2007 premised
on continued pursuance of prudent macroeconomic policies,
sustained inflows from tourism, FDI and private remittances and reserve
accumulation resulting from disbursements under the country's IMF

PRGF programme with the IMF and expected debft relief.
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Volume of Transactions

Aggregate purchases and sales (transaction volumes) in the inter-bank
market for foreign exchange during the quarter under review rose by
4.6 percent relative to the fourth quarter of 2006. Purchases rose by 3.7
percent whilst sales went up by 4.2 percent. Total sales was D4.9 billion
and accounted for 46.0 percent of the overall fransaction volume in
quarter 1, 2007 compared to D4.7 billion in quarter 4, 2006. Aggregate
purchases which is indicative of supply in the inter-bank market
amounted to D5.6 billion in the first quarter of 2007 and accounted for

52.8 percent of total transaction volumes.

In U.S dollar terms, transaction volumes in the first quarter of 2007
increased to USD 383.83 million or by 5.7 percent from the fourth
quarter in 2006. During the first quarter of 2007, there were no
purchases of foreign currencies by the Central Bank from the inter-bank
market. However, in quarter 4, 2006, Cenfral Bank of the Gambia
purchased D924.83 million worth of foreign Exchange from the inter —

bank market.

Table 1: Volume of Transactions in the Inter-bank market (in millions of

Dalasis)
2006 2007
Ql Q2 Q3 Q4 Q1
Purchases | 3812.57 | 4277.55 | 4445.99 | 5454.34 | 5663.57
Sales 3800.59 | 3826.36 | 3738.42 | 4714.92 | 4968.66
Total 7613.16 | 8103.91 | 8184.41 | 10169.26 | 10632.23
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Market Share

The U.S dollar remained the dominant currency in the inter-bank
foreign exchange market, accounting for 60.24 percent of the volume
of fransactions, higher than the previous quarter’'s share of 57.6
percent. Dealings in Euro declined from 23.02 percent in the fourth
quarter, 2006 to 21.88 in the first quarter 2007. Transactions in Pound
Sterling increased, albeit marginally, to 15.74 percent compared to
15.71 percent in the last quarter of 2006 whilst the CFA franc, Swedish

Kroner and other unclassified currencies registered market shares of 0.5

percent, 0.5

percent and 1.0 percent respectively in the fourth quarter of 2006.

of Major Inter-bank currencies

percent and 1.1 percent relative to 0.5 percent, 0.5

Table 2: Market share of Major Currencies Traded in the Inter-Bank

QL |Q2 |Q3 |04 Q1
usD 57.6 | 66.5 |63.5 |59.27 | 60.24
Pound 19.6 | 144 | 11.4 | 1571 |15.74
CFA 0.4 0.5 0.5 0.50 0.45
EURO 20.2 | 17.5 |23.5 |23.02 |21.88
SEK 0.7 0.3 0.2 0.49 0.50
Others | 1.5 1.4 0.8 0.99 1.16

Market Shares of the key Currencies

21.88
0.45
0.5

Quarter Ending Mar-07

60.24

O GBP

B USD

O SEK
OCFA

H EURO

O OTHERS
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Exchange rate movements

The Dalasi appreciated against all the major foreign currencies traded
in the inter-bank market during the period under review. The Dalasi
strengthened against the British Pound, dollar, Swedish kroner (SEK 100),
CFA (5000) and Euro by 0.53 percent, 28.04 percent, and 4.20 percent,

1.02 percent and 0.2 percent respectively.

Quarterly Exchange Rate of the Dalasi vis-a-Vis key International Currencies

GBP usD SEK CFA EURO

2006 Q1 | 49.22 28.14 | 354.19 | 256.62 | 33.85

Q2 | 51.00 28.065 | 3556.25 |267.35 |34.92

Q3 | 52.35 28.03 | 362.16 |264.48 | 35.47

Q4 | 53.89 28.04 |383.72 |277.37 |36.20

2007 53.46 27.70 | 378.34 |273.52 | 36.16
Q1
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PART II

Developments in the International Economy

The world economy will continue to grow but at a moderate pace in
2007. According to the World Economic Outlook, April 2007, the global
economy will grow to 4.9 percent in 2007 after a solid and broad-
based growth of 5.1 percent in 2006. For the authors of this report, the
cooling down of the housing boom is expected to cause an economy-
wide slowdown in the United States of America during 2007. This will not
affect growth in the rest of the world, as solid growth in Europe, Japan,
the emerging markets and the developing countries, led by China and

India, will help sustain the global economy.

A number of surprises in the monetary policy stance of central banks of
major countries were witnessed in first quarter of 2007. For the United
States and Europe, the expectations were that interest rates would be
cut; however the Federal Open Market Committee (FOMC) meeting of
January 31 maintained the policy rate throughout the quarter. In the
case of the euro areq, the European Central Bank (ECB) made a 25
basis point hike on March 8, 2007. Similarly, the Bank of Japan raised its
benchmark interest rates by 25 basis points to 0.5 percent at its
monetary policy meeting of February 21. The Bank of England
tightened monetary policy on 11th January, a move that was totally

unanticipated by investors.

The outlook for the global economy encompasses a number of
uncertainties and important risks. The major concerns relate to the fact
that world commodity prices are highly volatile and oil prices are

vulnerable to political risks. Furthermore, international payment
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imbalances continue to grow with a further widening of the US current
account deficit (6.9 percent of GDP) and the huge increase in the
Chinese current account surplus. Other risks include unpredictable
geopolitical shocks and the possibility of a global assets market sell off

as was seen in the Chinese stock market.

United States

After a solid growth of 3.3 percent in 2006, the growth rate of the US
economy looks likely to decline to 2.2 percent in 2007. However, the
economy may regain some momentum during the course of the year
as the drag from the housing sector gradually dissipates and corporate

investments rebound after its recent softness.

Inflationary pressures have abated since last year as a result of the
deceleration of energy costs. The consumer price index (CPI) in
February declined from 3.6 percent a year earlier to 2.4 percent. Core
CPI inflation over the twelve months ending February 2007 was 2.7

percent, up 2.1 percent a year earlier.

With consumer price inflation ebbing, and the sharp declines in
gasoline prices since the fall of 2006, the Federal Reserve also kept the

federal funds rate unchanged at 5.25 percent.

Euro Zone

Euro-zone data point to another year of solid growth, however, the
pace of expansion is expected to moderate to 2.3 percent in 2007
from 2.6 percent in 2006. This is premised on continued gradual
withdrawal of monetary accommodation, further fiscal consolidation

and a smaller contribution from net exports.
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The unemployment rate fell to 7.4 percent in January 2007, the lowest
since 1999. Among member states, unemployment hovered around 3.6
percent in the Netherlands and 8.6 percent in Spain. Germany had an

unemployment rate of 7.7 percent in January.

Consumer price inflation in March increased to 1.9 percent from 1.8
percent in February. The outlook for 2007 as a whole is that annual
average HICP inflation will range between 1.5 percent and 2.1

percent.

In line with its policy stance of normalizing its key interest rate, the ECB
lifted the Repo rate from 3.5 percent to 3.75 percent in March 2007.
While this curbs inflation, forecasters believe it may also start to pinch
exports. Given the improved growth outlook, ECB is expected to adopt
a neutral stance after one more rate increase, perhaps in the middle of

the year.

United Kingdom

Gross Domestic product (GDP) in the United Kingdom, on a quarterly
basis grew by 0.7 percent in the first quarter of 2007, unchanged from
the previous quarter. A boom in financial services, surging house prices

and consumer spending are factors bolstering growth in the UK.

Inflation in the UK increased unexpectedly to 3.1 per cent in March
2007 from 2.7 per cent in February 2007, a percentage point above the
Bank of England’s 2 percent target. According to the Office of the
Natfional Statistics, the increase could be attributed to higher petrol
prices as well as increased food costs, non-alcoholic beverages, and
furniture. The surging inflation led to the Pound Sterling being above the
USD2 mark.
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The Bank of England’s Monetary Policy Committee (MPC) increased its
benchmark rate by 0.25 percentage points to 5.25 per cent at its
January meeting but left it unchanged in its February and March

meetings.

Emerging Asia

China has reported real GDP growth of 10.7 per cent in 2006, on the
strength of rapid investment and export growth. According to
available data on economy activity in early 2007, it is expected that

the economy will grow to 11 percent.

Despite unprecedented output growth, inflationary pressures in China
continued to increase with annual CPI inflation rising to 2.7 per cent in

February 2007 from 2.2 per cent in January 2007.

With inflationary pressures looming, coupled with abundant inflows of
capital, monetary authorities tightened liquidity by raising interest rates
on bank loans, and reserve ratio. The central bank in February raised
interest rates fo an eight-year high and money reserves sixth time in less
than a year to cool lending and investment. Reserve ratio will increase
by 0.5 percentage points to 10.5 percent starting in April 16, the

People’s Bank of China said in a statement on its web site.

In India, real GDP of 9.2 percent was supported by the strength of
consumption, investment, and exports. However, inflationary pressures
confinued to increase. In January 2007, headline inflation, based on
movement in the wholesale price index, increased to 6.0 percent from
4.1 percent at end-March 2006. Similarly year-on-year inflation,
excluding the fuel group, at 6.6 percent on January 2007, was above

the headline inflation rate of 6.0 percent. The Reserve Bank of India
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responded to rising concerns about inflation by pushing up its

repurchase rate to 7.75 percent.

Japan

In Japan, economic activity rebounded strongly in the fourth quarter of
2006, following a soft patch in the middle of the year. For the year as a
whole, real GDP expanded at a somewhat above potential rate of 2.2
percent. The economy’s underlying momentum remains robust, and
growth is expected to be maintained around 2.25 percent this year as

the recovery in consumption largely offsets some slowing in exports.

Core consumer prices, excluding fresh food, declined to 0.1 percent in
February from a year earlier due mainly to the drop in crude oil prices.
According to a statement by Governor Fukui from its website,
consumer prices will “hover near zero” in coming months but generally
keep rising over the long term. Overall producer prices, on the other
hand, rose to 2.8 percent on March 31, driven by costlier oil and non-
ferrous metals such as copper. The unemployment rate was

unchanged at 4 percent in January.

The Bank of Japan raised policy rates by another quarter point in
February 2007, the second hike since July 2006 in a move to neutralize
the effect of policy stance. However, the slow pace of consumption
recovery combined with weak inflation suggests little likelihood of the
central bank acting aggressively, and it may probably leave the policy

rate at under 1 percent for most of this year.

Sub-Saharan Africa
Economic growth in Sub-Saharan Africa (SSA) is expected to
accelerate from 5.5 percent in 2006 to 6.2 percent in 2007. Improved

economic policies in many countries, increased capital inflows, the
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confinued boom in world commodity markets, and the beneficial
impact of debt relief have contributed importantly to Africa’s

improving performance.

Ghana

In Ghana, economic activity remained robust with GDP growth
estimated to be 6.2 per cent. According to the Bank of Ghana
Monetary Policy Committee (MPC) press release (March 19, 2007), the
Composite Index of Economic Activity increased by 3.3 per cent in the

fourth quarter, and by 11.7 per cent in real terms (year-on-year).

According to the same report, the Ghana Statistical Service (GSS)
released a new measure of consumer prices which involved debasing
the CPI from September 1997 to January 2002. As a result, headline
inflation dropped by 0.5 percentage points to 10.4 per cent in February
2007.

The external sector, during 2006, registered strong growth with total
exports increasing by 33.0 per cent to USD3, 726.67 million over the
same period last year. Both cocoa and gold exports increased above
the US Dollar one billion mark. However, total imports increased by 22.0
per cent to USD 6,753.68 million. Private inward transfers from January

to December 2006 rose to 21.5 percent over the same period last year.

The Bank of Ghana's MPC March meeting left the policy rate

unchanged at 12.5 per cent.
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Commodity Prices

A. Oil

The oil price trend for the first quarter of 2007 remained somewhat
volatile. Oil prices stood at USD 54.44 per barrel in January, but by
February, prices rose above USD 60 per barrel and continued to rise to
average USD 68 per barrel from mid-March to early April. The main
drivers behind the increase in prices were a string of outages and the
strong US gasoline market. Also, the OPEC cuts, falling stocks and

geopolitical tension over Iran are additional factors.

The Organization of Petroleum Exporting Countries (OPEC) oil output in
March fell by 165,000 barrels to 30.1 million barrels a day, largely due to

Nigerian and Iragi outages.

World oil demand in 2006 was 84.5 million barrels per day (mb/d), a 1.5
per cent increase from 83.6 mb/d in 2005. According to the
Infernational Energy Agency, it is expected that the volume will
increase further to 85.8 mb/d in 2007, representing a 1.8 percent

increase from 2006 levels.

Looking ahead, it is expected that continued limited spare capacity
along the oil supply chain is likely to keep oil prices high and fairly

sensitive to unanticipated disturbances.

B. Non- Oil

World sugar prices confinue to decline. The International Sugar
Agreement (ISA) daily price averaged US¢12.20 per pound in
November 2006, however, it slid to US¢10.22 per pound In February
2007. The decline is atfributed to several factors; but in the main,
higher than anticipated output; declining oil prices and reduced

speculation by large trading funds.
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Sorghum and maize prices decreased by 6.5 percent and 4.8 percent,
respectively, following large increases in the past 6-8 months, which are

expected to lead to large plantings in the U.S.
Cocoa prices climbed 6 percent, reaching the highest level since
March 2003, due to anticipated major shortfalls in West African output —

especially Cote d’lvoire, the world’s largest cocoa supplier.

Palm oil prices rose by 2.8 percent to an 8-year high on strong global

demand and weak exports from Malaysia.
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