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MISSION STATEMENT
To Achieve and Maintain Price and Exchange Rate Stability

Underpinned by a Sound and Vibrant Financial System to

Encourage and Promote Sustainable Economic Development
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FOREWORD BY THE GOVERNOR

This Annual Report provides review of the economy of The
Gambia and the activities of the Central Bank in2018. The
report also discloses the governance, organizational

structure and the annual financial statements of the

Central Bank for the year end ed December 2018.

The Gambian economy is on a positve path. T  he
implementation of prudent macroeconomic  policies together with  structural reforms
has strengthened the macroeconomic fundamentals. The return of confidence and
the rise in business optimism have invigorated private sector activities and foreign
direct investment. Real GDP growth is estimated at 6.5 percentin 201 8, the highest in
many years . Key driver of growth has been the services sector , including distributive
trade, telecommunication, financial intermediation , and tourism . Growth in
construction activity has  also accelerated over the past two years, amidst large
infrastructural projects and real estate development. Currently, the major policy
priority is to consolidate the gains by ensuring growth is not only strengthened but

sustained and more inclusive.

With regards to the external sector, the balance of payments improved significantly

in 2018, supported largely by increased inflows rel  ated to private remittances,  support
from development partners , rebound in tourism, and increased foreign direct
investment flows. As a result, the level of gross i nternational reserves grew markedly
from less than two weeks of import of goods and services at the beginning of 2017 to

over 4 months of imports in December 201 8.

Inflation dynamics exhi bits a decli ning trend and the exchange rate continued to be
stable. Headline inflation has decelerated from a high of 8.8 percent in January 201 7
to 6.9 percent in December 2017 and 6.1 percent in January 2019 |, reflecting stable
exchange rate and moderate prices of imported goods . In the absence of severe
adverse shocks, the inflation rate is projected at around 5 percentin 2019, the lowest
since 2014. The return of confidence and improvementinthe supply conditionsin the

foreign exchange market  aided the stability of dalasi.

Central Bank of The Gambia Annual Report 2018



Leveraging on the favorable inflation outlook and the stability of the exchange rate,

the Monetary Policy Committee (MPC) relaxed monetary policy stance during the

year to support private sector credit growth.

In May 2018, the Committee reduced

the monetary policy rate by 150 basis points from 15.0 percent to 13.5 percent . The

Committee also took advantage of the stable macr oeconomic environment to

embark on gradual reforms to improve the transmission and effectiveness of monetary

policy. In this regard, t he Central Bank Act was revised with the main objective of

improving autonomy, transparency , and potency of monetary policy . Furthermore,

Central Bank bill was introduced for better liquidity management and to separate

government deficit financing from monetary policy operations . Moreover, an

overnight interest rate corridor was introduced

around the key monetary policy interest rate.

to limit short ter m interest rate volatility

Consequently , the rediscount window

for treasury bills was discontinued. A short-term liquidity forecasting  model was

developed to improve  the effectiveness of monetary policy.

Significa nt progress h as also been ma de i

A document has been developed detailing

n the restructuring

the reorganization plan to realign

departments and to enhance staff capacity in a bid to strengthen the operational

efficiency of the Bank. Going forward, emphasis will be on developing an effective

communication strategy for the Bank. This is necessary because since the global

financial crisis of 2007/8, central bank communication became an increasingly

important part of monetary policy framework.

With regards to the financial sector, t he Central Bank remain s committed to

safeguard ing the stability of the financial system

by benchmarking its regulatory and

supervisory practices with internat ional standards and best practices. In this regard,

several measures were implemented to strengthen prudential regulation , and the

supervisory structure and processes to make them more efficient, effective and risk -

focused . We have now fully migrated to ri sk-based supervision and improve d the

operation of the Credit Reference Bureau. As a result, financial intermediation has

improved and the banking sector remains well -capitalized, profitable and highly

liquid. Despite the rapid credit expansion,
remarkably with the non -performing loan ratio

December 201 8. The Bank will continue to

Vi
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supervisory resources to promote healthy credit growth that does n ot compromis e the

stability of the banking system.

In dealing with financial vulnerabilit ies, the Central Bank has stepped up its fight
against money laundering (ML) and terrorist financing (FT) by committing to the
recommendations of the Financial Action Task Force (FATF). The Gambia is a devoted
member of the Inter -Governmental Action Group against Money Laundering in West
Africa (GIABA), which is the ECOWAS body responsible for facilitating the
implementation of AML and CFT  programs in the sub -region. This is a national issue ,
and already laws have been amended and regulations passed to comply with

international standards.

In addition, we have registered significant improvements with regards to payment

systems development in The Gambia. S ince its introduction in 2011 , the volume of

transactions through the payment systems has increased exponentially . To ensure

smooth, efficient and safe payment systems, the Bank ha s been working with

stakeholders on a number  of projects to upgrade and modernize the entire financial

landscape in The Gambia . Forinstance, the Bank s currently working with commercial

banks to enhance the straight -t hr ough processing (STP) Ilinks to
infrastructures to ensure complete automation of the payment proce ss. This is

expected to significantly reduce the time it takes for transactions to be completed.

Financial inclusion is key to economic development and has, therefore, emerged as

a policy priority for the Bank . In view of this, the Bank is working with st akeholders to

develop a national strategy to promote financial inclusion. Greater focus will be on
taking advantage of the high mobile phone penetration rate (about 67 percent) and
existing range of technologies to ensure that financial products and services are

made available and affordable to least fortunate population

In conclusion, the Gambian economy is witnessing significant degree of
transformation, thanks to the well  -designed structural reforms  programs . Our economy
has great potential and we at the forefront of economic management remain
committed to unlock ing this potential through the continued implementation of
macro -critical structural reforms  for greater prosperity for T he Gambians. The
government ds c o mmpravinge rgavernance will certainly propel the
economy to a higher growth trajectory over the medium to longer term.

vii
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Finally, giant strides have been made in achieving macroeconomic stability = which
would not have been possible without the tireless efforts of the Board of Directors,

Monetary Policy Committee, Management , and staff of the Central Bank . Therefore,
I would like to thank them as | look forward to their continued support and co -

operation in the coming yeatrs.
Thank you
BakaryJammeh

Governor

Central Bank of The Gambia
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1 GOVERNANCE

1.1 Obijectives of the Bank
The Central Bank of The Gambia (CBG) derive  sits mandate fromthe 1997 Constitution of

the Republic of The Gambia and the Central Bank of The Gambia Act (amended) 2018,
which outlines the following  primar y objects of the Bank:

0 Achieve and maintain domestic price stability;

o Promote and maintain the stability of the currency of The Gambia;

o Direct and regulate the financial system;

o Encourage and promote econ omic development and the efficient

utilization of the resources of The Gambia; and

0 Support the general economic policy of the government
The Bank also has the oversight function o f t he <count r andl settlgmeent me n t
systems. Additionally,t he Bank serv es as an issuing agent for government securities and
a paying/settlement agent for the government. Furthermore , the Bank has monopoly in

issuing banknotes and coins.

1.2 The Board of Directors
To desirably execute its responsibilities, the Central Bank of The Gambia Act (20 18) sets

out a governance framework for the Bank . The governing body of the Bank is the Board

of Directors consisting of the Governor, who is  the Chairman, and four other Executive

Directors . Members of the Board are appointed by the President in consultation with the

Public Service Commission , from among persons of standing and ex  perience in financial

matters. The Board members, other than the Chairperson, shall be appointed for a term

of two years a nd are eligible for re -appointment for a further term. The main function of

the governing bodyis f or mul ati ng policies necessary for the

mandate .

1.3 Committees of the Board
The Board is empowered to establish Board Committees and det ermine the powers and

duties of any such committees. The role of such committees is largely to advise the Board

on specialized subject areas.
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1.3.1 Audit Committee
The establishment of the Audit Committee is statut ory, which implies that the Board is

mandated t o establish the committee to constitute non-executive members. The
functions of the Committee are to:

T Oversee thei ntegrity of t he CBGO gshe éffectivaness bfdhe St at e mi
CBGOGs interntaHe ceoxttearornal; auditor ds egderme;i fi cat i
andthe per f or mance of t he EfBhnGiomrsand extdrnalraudidol; a u d i

1 Establish appropriate accounting procedures and accounting controls for the
Bank as well as supervise compliance with the procedures;

1 Receive from the Legal Unit, atle  ast on a quarterly basis, legal compliance report
on laws applicable to the Bank and report to the Board on same;

Deliver opinion on any matter submitted to it by the Board or Bank management;
Receive and examine the external auditords rep
any appropriate action to be taken;

1 Review the work o fthe Internal Audit Department; and

1 Inthe 2018 amended Act , the functions of the Committee have been expanded
to include an oversight role.

The Audit Committee meet s ordinarily once every quarter and extraordinarily when

convened by the Board or Bank management.

1.3.2 Monetary Policy Committee
The Monetary Policy Committee (MPC) was established by the CBG Act (20 18) as the

apex mone tary policy decision making  body of the Bank.
The MPC is responsible for:

9 Setting the policy interest rate to achieve the objectives of the Bank;

9 Initiating proposals for the formulation and adoption of monetary policy of the

Bank; and

9 Provide advice nece ssary for the promulgation of monetary policy.
The MPC meets every quarter but the Chairman may convene a meeting when
necessary. The membership comprises the Governor, the two Deputy Governors, heads
of Economic Research, Banking , and Financial Supervision departments of the Bank and
two persons appointed by the Minister of Finance and Economic Affairs. The Minister is

obliged by the amended CBG Act (2018) to appoint persons with knowledge or

2
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experience relevant to the functions o f the MPC. They shall not be employees, owners,
or shareholders of a financial institution, members of the National Assembly, holders of

political office or an officer of a political party.

1.3.3 Financial Stability Committee
The CBG Act mandated the Boardtos et up the Financial Stability Committee consisting

of three non -executive members. The objective of the Committee shall be to establish
appropriate supervisory guidelines, policies and reporting requirements for the financial

sector. Specifically, the Comm ittee shall have the following functions:

1 Monitor compliance with the set guidelines, policies and reporting requirements :
and report them to the Board,;
Deliver opinions on any matter submitted to it by the Board or Bank Management;
Receive and review exam ination reports and recommends to the Board any
appropriate action to be taken ; and

1 Review the work of departments responsible for the supervision of banks and non -

bank financial institutions.

The Committee shall meet once ever vy quarter but the Board or th e Governor may

convene a meeting when necessary.

1.3.4 Human Resource Committee
This Committee has the responsibility of advising the Board on matters relating to the

recruitment of professional staff, staff retention policies, career development, and

succession planning and remuneration policies.

1.3.5 Reserve Management Committee
The Central Bank of The Gambia Foreign Exchange Reserve Management Guidelines

approved by the Board in July 2010 provides for the establishment of a Reserve
Management Committee (RMC). The Reserve Management Committee  guide s
investment strategies. The Committee meets at least once a month to make investment
decisions and to carry out market monitor ing, analysis, and risk management. The

Committee is also charged with the following responsibilities:

9 Periodically formulate and review investment and policy guidelines ;
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9 Ensure that the guidelines are adhered to through the regular reports from relevant
departments ;

1 Measure Foreign Exchange Reserves Management (FERM) performance ; and

1 Submit quarterly reports to the Governor for submission to the Board of Directors of

the committee activities

The Committee is chaired by a  Deputy Governor and comprises of heads of relevant
departments, namely Banking Supervision, Finance, Banking Services, Financial Markets,

Risk Management , and Economic Research.

1.3.6 Risk Management Committee
The Risk Management Committee provides assistance to the Board in fulfilling its

obligations and oversight functions relating to a

risk exposures, risk management policies, controls , and compliance.

1.3.7 Payment Systems Committee
The objective of the Payment Systems Committee is to promote and makes

reco mmendations to Board and management of the Bank about the safety and

efficiency of payment, clearing, settlement and related arrangements.

1.3.8 Treasury Bills Committee
The weekly issuance of Gambia Government Treasury Bills is the main instrument for

liquidity management in The Gambia. The Treasury Bills Committee, chaired by the
Second Deputy Governor is responsible for determining the auction volume. The Open
Market Operations Unit of the  Banking Department serves as the secretariat of the

committee.

1.4 Depart ments

1.4.1 Administration Department

This Department performs critical support services including human resource
management, coordinating the training of Bank staff, procurement, protocol services as

well as organizing meetings and conferences.

1.4.2 Banking Departme nt
The Banking Department is made up of the following Units:

1 Banking and Payment Systems ;
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1 Open Market Operations ; and

1 Currency Unit .
The Banking and Payment Systems Unit is responsible for providing banking services to
Government and commercial banks. The Unit is also responsible for ensuring that the

payment and settlement systems are safe and efficient.

The Open Market Operations Unit plans and executes open marke t operations in line with
the policy stance of the Bank. The Unit also manages the issue and redemption of the

domestic debt.

The Currency Unit discharges the Bankds statutory

enough banknotes and coins to meet the dem ands of the public.

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 =/ =4 =4 =4 =4

Library.

The Economic Research Department (ERD) is responsible for providing the Bank with the

economic analysis necessary to conduct monetary policy. Staff of the ERD performs

research on developments in the Gambian and interna tional economy and produce the

Quarterly B ulletins and Annual Reports. The Research Department also plays a key role

in the Bankds relationship with the I nternati ons:a
Monetary Institute (WAMI) and West African Monetary Agency (WAMA). The Department

provides repor ts for Monetary Policy Committee (MPC) meetings, in addition to

conducting special studies for the Governor and the Board. The Statistics Unit compiles

the monetary and other financial statistics.

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

5
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U Treasury;

i Budget and Finance ;and

U Verification and Implementation
The Finance Department is responsible for financia | planning. It prepares and monitors
the budget to ensure that the financial transactions are consistent with the accounting
procedures. The Finance Department is also responsible for preparing the annual
accounts, payroll , and foreign currency budget . In addition , the Department records  the
foreign currency payments and receipts as well as debt service payments on behalf of
the Government. Furthermore, the Department provides back office services in the

management of the external reserves.

1.4.5 Financial Super vision Department
The maintenance of a sound and stable financial system is one of the most important

functions of the Bank and t he Financial Supervision Department is charged with this
responsibility. The Department conducts on  -site examination with a vie w to ensuring that
the financial system as a whole is safe and sound. Financial stability, also a precondition

for strong and sustained growth, is achieved by smartly regulating and supervising banks

1.4.6 Insurance Department
This Department is responsible for evaluating application for insurance as well as

preparing and implementing regulatory and supervisory guidelines . This is done in a
manner that does not stifle innovation and competition. The Department also conducts

on-site examination to ensur e that the insurance industry is safe and sound. The
supervision of insurance companies was added to the mandate of the Bank by the 1997

Constitution.

1.4.7 Foreign Department
The Foreign Department is charged with the responsibility of regulating foreign exchange

bureau s in The Gambia. The Department in conjunction with the Financial Supervision
Department evaluat es applicants to operate foreign exchange bureaus. The remit of
the Department also includes the management of the foreign reserves portfolio of the

CBG in line with the Foreign Reserve Management Guidelines.
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1.4.8 Internal Audit Department
The Internal Audit Department provides an independent appraisal of the adequacy and

effectiveness of the Bank's internal control systems. The Department can delve into every

aspect of the Bankds work with the aim of providing
and senior management that the Bank is taking appropriate levels of risk. Although the

head of the Department reports to the Governor on administrative matters, for audit, the

Department reports  directly to the Audit Committee of  the Board.

1.4.9 Microfinance Department
This Department is made up of the following Units:

1 Development; and

1 Supervision.
The Department performs functions similar to the Financial Supervision Department, but
with a focus on the microfinance sector. Microfinance currently accounts for a small part

of the Gambian financial system but has been growing rapidly.

The Development Unit formulates the institutional and operational framework a s well as
regulatory guidelines for the Microfinance Institutions (MFIs). The Unit also works with the

stakeholders to prepare strategic action plans for the sector.

The Supervision Unit is responsible for registration, licensing , and supervision to ensure the
safety and soundness of microfinance institutions . In addition, the Unit is mandated to
collect, analyze , and disseminate data relating to MFIs as well as prescribes corrective

action.

1.4.10 Legal Unit
The Legal Unit provides advice on legal matters and ensures max imum protection of the

Bankds interest with respect to contracts.

1.4.11 Information Technology Department
TheDepart ment is responsible for the management of

provides information technology support to departments and coordinates the
development of new information system projects. The Department is also charged with

the responsibility to manage the Bankds website.
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1.4.12 Risk Management Unit
The Bankds Ri sk Management Uni t ( RMU) ensur e t

managementand  control systems are in place for assessing, monitoring, evaluating ,and
managing risks enterprise -wide. This is guided by policy documents (Risk Management

Policy, Operational Risk and Incident Management Framework, as well as Business
Continuity Policy an d Framework) . The Board set up the Board Risk Committee  with the

aim of oversee ing t he Bankds risk p, handl appetitep h ywnd eosurést ur e

compliance.

The Risk Management Governance Structure starts with the Board of Directors, who are
entirely res ponsible for the Enterprise Risk Management delegated to Management.
Subsequently, this responsibility is under the remits of  the RMU that reports directly to the
Governor. All departments of the Bank have nominated Risk Champions, who work
closely with th eir respective d irector sto take ownership and report all risks and incidents

associated with their functions to the RMU.

The RMU also serves as the middle office in the management of the foreign reserves of
the Bank. It reviews the daily reserve levelsi n t he bankds foreign account

and reporting on any risks and deviations from the guidelines to the Governor.
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2 REVIEW OF THE GLOBAL ECONOMY

2.1 Global Output Growth
The global economy lost momentum in 2018 after registering robust growth in 2017,

reflecting a combination of factors affecting advanced economies. Trade tensions
affected business confidence while financial tight ening continued to weigh on global
demand. Other major contributing factors to weakness in economic expansion include
macroeconomic stress in some countries, tigh  ter credit conditions in China and the
normalization of monetary policy in the larger advanced economies . These factors led
to significa nt slowdown in global trade , investment , and manufacturing . The prospects
for 2019 are rather muted but recovery is expected in 2020 although subject to

considerable uncertainty.

In the April 2019 edition of the World Economic Outlook (WEQO) , the Internat ional
Monetary Fund (IMF) estimated global economic growth at 3. 6 percent in 2018, lower
than 3.8 percent in 2017. The IMF projected activity growth to moderate further to 3.3
percent in 2019 before picking up to 3.6 percent in 2020 . The subdued outlook for 2019 is
predicated largely on the declin ing growth prospects for advanced economies
especially the euro area, and the emerging markets and developing economies,
particularly China. In the medium  -term, climate change, high level of public and private

debt, and rising inequality represent major risks to the global economy. Chart 1 shows

global economic growth estimates and projections for 2019 and 2020 .
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Chartl: Global economic growth (percent changes)
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Economic growth in advanced economies was estimated at 2.2 percent in 2018
compared to 2.4 percent in 2017. Real GDP growth for the region is projected to
decelerate further to 1.8 percent in 2019 and 1.7 percentin 2020, mainly reflect ing the
downward revision for the euro area where growth is set to moderate from 1.8 percent

in 2018 to 1.3 percent in 2019 and 1. 5 percent in 2020 . In the United States, e conomic
growth remains robust with real GDP growth of 2.9 percent in 2018, higher tha n 2.5
percent in 2017. However, growth i n t he worl dds | ia expextedt to e c 0 n o my
dec elerate to 2.3 percent in 2019 and furtherto 1.9 percent in 2020 with the slowdown of
fiscal stimulus. The effect of the prolonged uncertai nty about the Brexit outcome
continues to negatively affect growth prospects for the United Kingdom , although the
fiscal stimulus announced in the 2019 budget is expected to provide some offsetting
effect. As a result, real GDP growth in the U.K. isprojected to slow downfrom 1 .4 percent

in 2018 to 1.2 percentin 2019 before accelerating to 1.4 percent in 2020.

The IMF estimated e conomic activity in emerging markets and developing economies to

have decelerated to 4. 5 percent in 2018 from 4.7 percent in 2017. The pace of activity

growth is projected to further decline to 4. 4 percent in 2019 before strengthen ing t04.8

percent in 2020. Real GDP growth in China is estimated at 6.6 percentin 2018, down from

6.9 percent in 2017. The sl owd,invarge pam, t&theitradeds econ

tensions with the United States and the credit tightening policies pursued by the country
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Outlook for sub -Saharan economies remain srobust. Growth in the region is expected to
pick up from 3.0 percent in 2018 to 3.5 percent in 2019 and 3.7 percentin 2020. Recovery
in Nigeria is expected to continue in 2019 through to 2020. Real GDP g rowth in Af r i
largest economy is projected to a ccelerate from 1.9 percent in 2018 to 2. 1 percent in
2019 and 2. 5 percent in 2020 , premise d on the oil sector recovery , together with reforms
in the foreign exchange market and improved supply of electricity. In South Africa , on
the other hand, activity  isestimated to decelerate with the economy projected to grow

by 0.8 percentin 2018, lower than 1.3 percentin 2017. A modest recovery is projected for

2019 and 2020 with real GDP growth of 1.2 percent and 1.5 percent respectively.

Tablel: Global economic growth (percent)

cads

2013 2014 2015 2016 2017 2018 2019 2020
World 35 3.6 3.4 3.4 3.8 3.6 3.3 3.6
Advanced economies 14 2.1 2.3 1.7 24 2.2 1.8 1.7
Euro area -0.2 1.4 2.1 2.0 24 1.8 1.3 15
Major advanced economies (G7) 15 1.9 2.1 1.4 2.2 2.1 1.6 15
Oth er advanced economies(excl. 2.4 3.0 2.2 2.4 2.9 2.6 2.2 25
G7&euro area)
European Union 0.3 1.9 24 2.1 2.7 2.1 1.6 1.7
Emerging market & developing economies 5.1 4.7 4.3 4.6 4.8 4.5 4.4 4.8
Commonwealth of Independent States 25 1.0 -19 0.8 24 2.8 2.2 2.3
Emerging & developing Asia 6.9 6.8 6.8 6.7 6.6 6.4 6.3 6.3
Emerging & developing Europe 4.9 3.9 4.8 3.3 6.0 3.6 0.8 2.8
ASEAN-5 5.1 4.6 4.9 5.0 54 5.2 5.1 5.2
Latin America and the Caribbean 2.9 1.3 0.3 -0.6 1.2 1.0 14 2.4
MENA, Afghanistan, and Pakistan 2.6 2.9 2.6 5.2 2.2 1.8 1.5 3.2
MENA 2.4 2.7 25 53 1.8 1.4 13 3.2
Sub-Saharan Africa 5.2 5.1 3.2 14 2.9 3.0 35 3.7

Source: IMF WEO Databasgeyril 2019

2.2 Global Inflation
Global inflation averaged 3. 6 percent in 2018 compared to 3.2 percent in 2017 and

projected to remain unchanged at 3. 6 percent in both 2019 and 2020 (see Table
2). Inflation remained broadly contained in most advanced economies but has edged
up inthe United States , where solid growth and tight labor market conditions have started

to generate price pressures . According to the IMF World Economic Outlook of October
2018, headline inflation in advanced economies averaged 2.0 percent in 2018, higher

than 1.7 percent in 2017 (Table 2). In the euro area, average consumer price inflation
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accelerated from 0.2 percent in 2016 to 1.5 percent in 2017 and further to 1.7 percent in

2018.

Among emerging market economies, inflationary pressures are easing with the drop in oil
prices, although the pass -through of currency depreciations to domestic prices remains
achallenge insome countries . End-of-period inflation deceleratedto 4.7 percentin 2018,

lower than 5.0 percentin 2017.

Annual average inflation in sub -Saharan Africa decelerated to stand at 8. 5 percent in
2018 from 11.0 percent in 2017 and 11.2 percent in 2016, attributed to stable exchange

rates and moderate food price inflation. The subdued inflationary environment created

room for many central bank sin the region to pursue accommodative monetary policy
stance by cutting interest rates to support private investment. Headline inflation is
projected to soften furtherto  an average of 8.1 percentin 2019 and 7. 4 percentin 2020,
supported by the moderation of food price inflation and exchange rate stability that

could create more room for accommodative monetary policy in the region.

Table2: Annual inflation (percent change in CPI)

2013 2014 2015 2016 2017 2018 2019 2020
World 3.7 3.2 2.8 2.8 3.2 3.6 3.6 3.6
Advanced economies 14 14 0.3 0.8 1.7 2.0 1.6 2.1
Euro area 1.3 0.4 0.2 0.2 15 1.8 13 1.6
Major advanced economies (G7) 1.3 15 0.3 0.8 1.8 2.1 1.7 2.2
Other advanced economies (excl. G7 1.6 15 0.6 0.9 15 1.6 15 1.7
and euro area)
European Union 15 0.5 0.1 0.2 1.7 1.9 1.6 1.7
Emerging market & developing 55 4.7 4.7 4.2 4.3 4.8 4.9 4.7
economies
Commonwealth of Independent States 6.5 8.1 15.5 8.3 55 45 5.7 5.0
Emerging & developing Asia 4.6 3.4 2.7 2.8 2.4 2.6 2.8 3.1
Emerging & developing Europe 4.5 4.1 3.2 3.2 6.2 8.7 9.0 7.5
ASEAN-5 4.6 4.6 3.2 2.4 3.1 2.8 2.8 3.0
Latin America and the Caribbean 4.6 4.9 55 5.6 6.0 6.2 6.5 51
MENA, Afghanistan, and Pakistan 9.2 6.7 5.4 4.7 6.4 104 9.7 9.3
MENA 9.4 6.5 55 4.9 6.7 11.4 10.0 9.6
Sub-Saharan Africa 6.6 6.4 7.0 11.2 11.0 8.5 8.1 7.4

Source: IMF, WEO Database, April 2019
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Chart2: Global Inflation Developmentgpercent change in end gieriod CPI)
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Chart3: Annual average inflation
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2.3 Global Commodity Prices
Recovery in c ommodity prices continues in 2018 supported by the surge in energy pri ces,

although the outlook over the projection horizon ismoderating. The IMF Commodity Price
Index (comprising fuel and non  -fuel price indices) rose by 18.0 percent in 2018 from the
prior year. Chart 4 shows recovery in commodity prices after the 2016 contraction that

continued through 2018 and the subdued outlook over 2019 and 2020.
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Chart4: IMF Commodity Price Index (includes Fuel and Marel Price Indices)
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Chart5: IMF Indices of Primary Commodities
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2.3.1 Crude Oil Prices
Crude oil prices continued to

increase in 2018 from a downturn witness ed in 2015 due to

the global oversupply of oil. Crude oil traded at an average of USD69.4 per barrel in 2018,

up from USD52.8 per barrel a year ago. The IMF Crude Oil Price Index (2005=100), which

is an average of the price indices of Dated Brent, Dubai

Intermediate, increased by 31.4 percent during the period under review.

that the strong recovery in oil prices in 2018
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Chart6: Crude (petroleum) prices in US dollars per barrel
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2.3.2 Global Food Prices
Chart 7 shows the Annual Food Price Indices (2002  -2004=100) of the Food and Agriculture

Organization (FAO). The graph reveals that prices of all food categories in 2018
moderated with the exception of ¢ emwhichicanpriseEhe FAOD®
of a basket of cereals, oilseeds, dairy products, meat ,and sugar, averaged 168.4in 2018,

down by 3.5 percent from a year ago. A further declined of about 1.5 percent is

expected towards the end of 2019. However, the first quarter of 2019 has shown some

signs of recovery with 3.4 percent growth compared to the fourth quarter of 2018.

Chart7: FAO Annual Fab Commodity Price Index (2002004=100)
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Chart8: FAO Food Price Index in nominal and real terms
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Sugar and oil prices led the moderation in the overall food price index in 2018 , declining

by about 21.9 percent and 14.7 percent from 2017 , respectively. Similarly, prices of d airy
and meat products declined by respective 4.6 percent and 2.3 percent in the review
period.

Cereal prices were the only food price index that rose in 2018 . The index increased to
165.3in 2018 from 151.6 in the previous year, or by 9.0 percent. The rise in the cereal prices

in 2018 was due mainly to a drop in world output of wheat and maize.
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3 REVIEW OF THE DOMESTIC ECONOMY

3.1 Overview
The macroeconomic environment has improved significantly over the past two years

underpinned by resurgence of business confidence on the back of improved political
environment and macroeconomic management coupled with  strong external support
Indicators show that private investment has pick ed up significantly aswellas public sector
infrastructure de velopments . The economy expanded at a robust pace of over 6.5
percent in 201 8 compared to 4.8 percent in 201 7. The main drivers of growth are the
increased activity in construction, and services sector, including tele communication,
tourism, and distributive trade. Financial intermediation has also recovered strongly after
several years of contraction due to fiscal dominance. Enhanced transparency an d the
accommodative monetary policy stance coupled with improved fiscal management

helped improve credit expansion

Going forward, e conomic activity is  projected to strengthen further  in 2019 and 2020
predicated on  continued implementation of sound macroe conomic policies and
progress on the structural reform agenda . In addition, the commitment of the
government to scale down non  -essential public sector spending to create room for
development expenditure would help consolidate and sustain the economic growt h
momentum. Energy infrastructure, in particular, has received significant attention from

the government in recent years. Furthermore, promot ing healthy credit growth  has
become a major policy priority of the Central Bank . However, the high level of public
debt remains a major risk to the overall macroeconomic stability , although concrete

steps are being taken to redress the debt vulnerability

The domestic inflationary dynamics remained benign, reflecting the combined influence

of moderate prices of import ed goods and stable exchange rate as well as prudent
monetary policy stance.  Headline inflation, measured by National Consumer Price Index
(NCPI) declined to 6.4 percent in December 2018, relative to 6.9 percent in the same
period in 201 7, largely reflecting prudent monetary policy stance , stable exchange rate

and moderate global food prices. The d isinflation process and the stability of the
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exchange rate provided room for the Monetary Policy Committee (MPC) to reduce the

monetary policy rate  to 13.5 percent in May 2018 from 15 percent.

The external sector has also improved during the year , thanks to increased inflows related

to official transfers, private remittances , and tourism . Foreign direct investment has also
registered a remarkable increase during the year. The current account deficit of the
balance of payments  narrowed in 2018 relative to 2017, thanks to the marked increase

in private remittances and travel income , reflecting strong tourist arrivals. The goods
account balance, on the other hand, worsened due to the marked increase in imports

to support the increased economic activity. Gros s international reserves remain at a
comfortable | evel and it is proj ecimgods ofagbodsov e r
and services. The improvement i n the external sector coupled with the return of market
confidence and the improved transparency in the foreign exchange market are major

contributing factors to the stability of the exchange rate of the dalasi .

With regards to fiscal policy, t he execution of the 2018 budget was affected by the
marked decline in disbursement of grants. The implementation challenges related to the

Staff Monitored Program (SMP) agreed with the IMF resulted in delays in the anticipated
budget support from developme nt partner s. As a result, expenditure pressures mounted
during the year, the budget deficit (including grants) widened and borrowing increased.

The overall deficit (including grant  s) increased to D3.9 billion ( 5.0 percent of GD P) in 2018
compared to a defi cit of D3.7 billion ( 5.2 percent of GDP) in 2017 . The budget deficit
(excluding grant s), on the other hand, narrowed to D5.8 billion (7.4 percent of GDP ) in
2018 compared to a deficit of D9.3 billion (13.2 percent of GDP) in 2017

The Gambia 6 spublic debt remains high and debt service continues to consume
significant proportion of public sector revenues and export earnings. The recent GDP
rebasing improved the debt sustainability standing by reduc ing the public debt -to-GDP
ratio from 130 percen tof GDP to 88 percentatend -2017. However, vulnerabilities remain
especially with regards to servicing of the debt . In this regard, the government has begun
negotiations for debt relief from external creditors and has renew ed commitmentto limit
external financing to highly concessional external loans for the purpose of financing
essential projects. Reforms are also undergoing to  place fiscal policy on a sustainable
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footing , including strengthening public finance management and improving the cost
efficien cy in state -owned enterprises (SOEs) to minimize incurrence of contingent
liabilities . Furthermore, efforts are continuing to enhance domestic revenue mobilization

by improving efficiency in tax collection and administration , SO as to reduce

dependence on  borrowing.

The Ga mb i &indrxial sector remains well -capitalized, profitable and highly liquid. The

asset quality has improved remarkably with the non -performing loan ratio of 3.3 percent
as at end -December 201 8. In addition, f inancial intermediation continues to increase

with strong private credit growth. The CBG is committed to strengthening banking

supervision to ensure that the sector remains safe and sound.

The Gambia is undergoing major economic transformation following ye ars of
mismanagement. The outlook remains positive, supported by strong business optimism

and improved macroeconomic management
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Table3: GambiaSelected economic indicators

Annual percent change: unless otherwise state
Nafional Income
Real GODF -1.4 4.1 1.2 4.2 &5
MNominal GOP (GMD millicns) 51,3091 538,581.1 &£4,389.9 70,1422 78,8226
Consumer price index (end of period)
Orverall &9 &7 72 &9 &4
Food 8.3 7.5 a7 732 &4
MNon-food 4.7 53 &5 &3 &5
Exchange rate (end of period)
GMMODSUSD 453 398 439 A7 @ 49 5
GMDYGEP 1.1 &1.8 93.5 &3.7 &30
GMDfeurc 5.4 431 44 F S5&.8 549
GMDYCFRA (S000) 420 2357 2F7 4152 413
Money and credit
Feserve Monsy 112 10 252 22 & 14.5
Broad Money Supply (MZ2) 112 0= 153 209 20
Claims on gowvernment, net 31.& 379 221 -3.3 107
Credit to the private sector -F.8 -75 -12.3 -1.2 329
Real Credit to the private sector -13.5 -13.& -18.7 -7.& 249
Interest Rates (percent)
1 -day treasury bill rate 14 17.& 13.7 5 5.1
182-day treasury bill rate 1&.2 18.1 1432 3.9 5
S&5-day treasury Lill rate 151 21.8 17.7 &7 .5
External Sector
Current account balance (LUED millicns) -FF3 -F2.88 -F8.05 -33.8 -&FF
Current account balance (percent of GDP) -7 -5.7 -89 -F2 -4_3
Exports (LSD millicns) 181.1 1643 1628 1171 1235.4
Imports (LD millicns) 2321 2355 2128 45410 S17.4
Gross internaticnal reserves 838 Fi& 48 S0 14394 1.57.14
Months of imports cowver 2 2.5 1.5 2.8 2.9
Government Budget (percent of GDP)
Domestic Rewvenue 12 12.7 121 11.4 11.5
Grants 2.4 1.2 1.1 a1 1.9&
Total Expenditure 18.4 18.2 192 245 1914
Orwerall Balance -4.2 -4.2 -&.7 -3 -3.7
Source: CBG

3.2 Monetary Policy
The continued dec lining traj ectory and the favorable medium -term out outlook for

inflation  provided scope for monetary policy easing to allow the gains in
macroeconomic stability to be transmitted to the real economy. The Monetary Policy
Commi ttee of the Bank lowered the Monetary Policy Rate (MPR) by 100 basis points to
13.5 percent in May 2018 from 15 percent . The move was aimed at supporting the
recovery in private sector credit that started to grow after years of contraction due to

fiscal dominance.
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Chart9: Monetary Policy RatéMPR)and 3 months Treasury bill rate
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The Central Bank of The Gambia has embarked comprehensive reforms of monetary

policy implementation. This is particularly important to sustain macroeconomic stability
given that the dynamics of the economy continue to change. Key among the reform
agenda is the revision of the Central Bank Act aimed at improv ing the independence
transparency , and accountability  of the CBG as well as enhancing the effectiveness of
monetary policy implementation. Another key objective is to minimize central bank

financing of the government deficit , which is highly inflationary and reduces the  potency
of monetary policy.

The Bank has also adde d to its toolbox an interest rate corridor with the objective of

improving liquidity management and the transmission of monetary policy. Consequently,
the rediscount window for treasury bills was discontinued. In addition, a short -term liquidity
forecastin g model was developed to improve monetary policy. The interest rate corridor

which was introduced in  September 2018 consists of overnight lending and deposit

facilities. The Standing Credit Facility (SCF) is an overnight lending facility that provides

fund s to commercial banks at a predetermined interest rate to cover end -of-day liquidity

shortfalls. Guidelines on the nature and operation of this new instrument were circulated

to commerci al banks and post eCQurreatly the interestBat nek 6 s we k
charged on the facility is at a margin of 1 percentage points above the MPR. The
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Standing Deposit Facility (SDF) is an overnight deposit facility that allows commercial
banks to place excess funds at the Central Bank for remuneration at a predetermined
rate which is currently set at 2 percent . The rate sare subject to review by the Monetary

Policy Committee (MPC) of the  Central Bank.

Interest rates on the two facilities shall serve as a corridor around the monetary policy
rate. The interest rate charged on the SCF forms the upper bound and the interest rate

paid on the SDF represents the lower bound of the corridor.

Chart10: Interest rate corridor
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In addition, Cent ral Bank bill was introduced in October 2018 to improve liquidity
management and to separate government deficit financing from monetary policy
operations. Furthermore, the Bank has enha nced collaboration with the fiscal authorities

in diverse areas of reform , including the creation of a Treasury Single Account.

3.2.1 Monetary Policy Committee (MPC) Meetings and Policy Decisions
The Monetary Policy Committee (MPC), of the Bank met four (4) time s in 2018 and the

policy rate was reduced from 15 percent to 13.5 during the year. This is illustrated in Table

4 and Chart 11.
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Table4: Monetary Pdicy Decisions from 2015 to 2018

ee g Date PO De 0, Rate (pe e
Feb-15 | Policy rate left unchanged 22
May -15 | Policy rate left increased by 100 basis points 23
Aug -15 | Policy rate left unchanged 23
Nov-15 | Policy rate left unchanged 23
Feb-16 | Policy rate left unchanged 23
Jun-16 | Policy rate left unchanged 23
Sep-16 | Policy rate left unchanged 23
May -17 | Policy rate left reduced by 300 basis points 23
Jun-17 | Policy rate left reduced by 500 basis points 20
Aug -17 | Policy rate left unchanged 15
Nov-17 | Policy rate left unchanged 15
Feb-18 | Policy rate left unchanged 15
May-18 | Policy rate left reduced by 150 basis points 135
Aug-18 | Policy rate left unchanged 135
Nov-18 | Policy rate left unchanged 135
Feb-19 | Policy rate left reduced by 100 basis points 12.5
Source: CBG

Chart11: Monetary policydecisions since 2011
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3.2.1.1 February meeting
The Monetary Policy Committee (MPC) met on February 27 - 28, 2018 to assess domestic
and international economic developments and set the key policy interest rate. This

represents the second meeti ng since the Committee decidedi  n August 2017 to hold the
meeting in two days instead of one. In the new arrangement, technical presentations
on performance, risks and outlook of the economy are done on the first day , followed by

decision by members on the second day of the meetings.
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Below is the summary of key developments thatinformed the decision ofthe C  ommittee
in the February 2018 meeting , when the committee decided to maintain the policy rate

at 15 percent.

The Committee noted that economic growth prospects have improved with the rebound
in confidence and business optimism as well as the return of external support . The
recovery process was expected to be led by the services sector including
telecommunication, tourism and trade . Construction activities are also expected to pick
up significantly . Notwithstanding, the  Committee identified  risks to the growth outlook,
including the erratic weather condition given that the frequency of drought has

increased in recen tyears and the high level of public debt

The Committee also observed that inflationary pressures have waned, due largely to

stable exchange rate and moderate prices of imported goods . Headline Inflation,
measured by the National Consumer Price Index (NCPI) decelerated to 6.4 percent in
January 2018 relative to 8.8 percent in the same period in 2017 . Other domestic factors
that led to the deceleration in inflation included the cessation of central bank financing

of the fiscal deficit in 2017. In additi on, the exchange rate has stabilized, reflecting

improved transparency in foreign exchange market that contributed to the return of

market confidence , and improved supply conditions related to the increased inflows in

the form of private remittances, exter nal support and rebound in tourism. Furthermore,

the Bankds Business Senti ment Survey revealed th

broadly trending downwards on the back of improved monetary policy management

Fiscal and monetary policy coordination also improved markedly with the objective of
accelerating return to macroeconomic stability and growth. With strong external support
in the previous year, in the form of budget support and project financing, government
significantly reduced borrowing from the domestic money market. This contributed to the

continued decline in short term money market interest rates.

Given the above developments, the Committee concluded that headline inflation  will

continue to trend towards the medium -term target of 5 percent , ba rring surprise external

shocks. In this regard, the Committee took note of the risks to the inflation outlook ,
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including uncertainty in the direction of  global oil prices and the increased vulnerability

related to the high level of domestic debt.

Taking these factors in to consideration, the Committee decided to leave the MPR

unchanged at 15 percent  while it continue sto monitor risks to the inflation trajectory.

3.2.1.2 May Meeting
The MPC held its second meeting of the year on May 29 , 2018, followed by a decis ion

and press conference on May 30, 2018. The following are highlights of the deliberations

on key economic indicators that informed the Comm

The Committee observed that economic and business environment continue d to
improve, and recovery  was gaining momentum, thanks to sound macroeconomic
policies, strong international support , and improved confidence . Short-term economic
indicators point to stronger  recovery in 2018 relative to the previous year  with real GDP
projected at 5.4 percent in 2018 compared to 3.5 percent in 2017 , predicated on

rebound in trade, tourism, financial intermediation , and construction.

Money supply growth was strong at 28.0 percent in March 2018, driven largely by the

increase in net foreign assets (N FA) of the banking system. Reserv
operating target, grew at a slower pace of 24.2 percent in March 2018 relative to 18.1

percent a year ago. Private sector credit growth continued the strong recovery with the

slowdown in government borro  wing. Private sector credit expanded by 6.2 percent in

March 2018, the highest growth rate registered since 2014.

Despite the deterioration of the goods account balance due to increase in imports , the
current account deficit narrowed to 0.7 percent of GDP in the first quarter of 2018 from
2.7 percent of GDP in the corresponding period a year ago, reflecting marked increase

in current transfers (mainly remittances). Against the backdrop of strong international

support and improved domestic foreign exchange market conditions, gross international
reserves stoodat 4 mont hs of next yeards i mplheeaxchangef goods
rate remained stable on the back of strong market confidence and  supply conditions as

the external sector continued to improve.
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The Committee , however, observed that headline inflation edged up slightly in the run -
up to the month of Ramadan from 6.5 percent in March 2018 to 6.6 percentin April 2018
but still lower than 8.7 percent recorded a year ago . The Committee assessedittobe a
temporary development and that the outlook remain ed a further deceleration in
inflation towar ds -terme@rgddat Hperbest mMednwhilen money interest

rates were declining as a result of  reduced borrowing by government

However, the Committee noted that risks to the inflation outlook remained, including
rising global commodity prices, particularly energy and food. Furthermore, debt to GDP

ratio of 130 percent pose d a major risk to the economy.

The continued stability of the exchange r ate and the favorable inflation outlook provide
scope for the MPC to ease monetary policy stance to reinforce recovery in private sector

credit growth. T he Committee decided to reduce the Policy rate by 1 50 basis points to
13.5 percent.

The stability of macroeconomic conditions provided the opportunity for the MPC to
modify money policy by introducing an interest rate corridor. Therefore, in addition to the

rate cut, the Committee announced the introduction of an overnight interest rate
corridor effective  September 03, 2018 . The main purpose of the corridor is to limit the short
term interest rate volatility around the key monetary policy interest rate. Excessive interest
rate volatility is undesirable for the smooth implementation of monetary policy. Lower
volatility increases the effectiveness of the monetary policy rate and strengthens the
interest rate channel of the monetary transmission mechanism. In the interest rate corridor

framework, standing lending and deposit facilities w ere introduced.
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3.2.1.3 August Meeting
The MPC met on August 2 8, 2018 to review recent economic developments and

prospects . The Committee met again the following day to decide on the monetary policy
rate . The following summarizes the deliberations on key economic indicators that

infformed t he Commi tteeds deci sion.

The Committee observed that economic recovery has gained traction.  Additionally, the
B a n kBusiness Sentiment Survey indicated strong business optimism and subdued

inflation expectations.

Furthermore, the current account balance continued to improve with the deficit for the
first half of the year estimated to have narrowed to US$26. 7 million (1.8 percent of GDP)

from a deficit of US$60.0 million (3.9 percent of GDP) a year ago, reflecting the increase

in current transfers (mainly remittances) and receipts from services . The international
reserve position continued to improve contributing to the stability of the exchange rate.
From December 2017 to August 2018, the dalasi appreciated against the pound sterling

and CFAfrancby 1.9 percentand 1.2 percent respectively. On the other hand, the dalasi
depreciated marginally against the US dollar and euro by 1.1 percent and 0.1 percent

respectively.

In addition, the financial soundness indicators show that the banking sector remains well
capitalized, highly liquid and profitable. The asset quality also improved significantly with
the n on-performing loans ratio dropp ing from 7.9 percent at end -March 2018 to 5.9

percent atend -June 2018.

Consumer price inflation remained subdued at 6.6 perc ent in July 2018, lower than 8.0

percent in July 2017, driven by the deceleration in both food and non -food inflation.

Against this backdrop, the Committee projected inflation to decelerate further towards
t he Bank o0 stermurdat af Bhpercent.  In this regard, the Committee judged the
monetary policy stance to be appropriate and ma intain ed the Policy rate at 13.5

percent.
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The Committee also set the interest rate on the overnight deposit facility at 2 percent per
annum and the interest rate on the lend ing facility at 1 percentage points above the

monetary policy rate.

Members also announced the launch of the Monetary Policy Report with the objective
of improving communication and accountability to the public. The report provides a

comprehensive summary of developmentsthat  informed the decision of the Committee.

3.2.1.4 November Meeting
The MPC held its final meetings of the year from November 27-28, 2018 to review recent

economic developments and decide on the monetary policy rate.

Inflation , as measured by the National Consumer Price Index (NCPI ), remained broadly
subdued . Inflation decelerated to 6.5 percent in October 2018 from 7.4 percent a year

ago, thanks to the decline in consumer food inflation. The outlook is a further deceleration
towar ds t he B a nterthsargehef® peucemt predicated on continued stability

of the exchange rate of the dalasi , moderate global food prices , and well-anchored
inflation expectation.  However, the Committee noted that risks to the outlook remain,
including rising g lobal inflation which may put upward pressure on prices of imported
goods. The rising interest rates in advanced economies and stronger U.S. dollar in the

international market may exert pressure on the exchange rate

Taking the above factors in to consideration, the Monetary Policy Committee has
decided to keep the monetary policy rate unchanged at 13.5 percent. The Committee

also decided to maintain the overnight deposit rate at 2.0 percent.

3.3 Analysis of Monetary Aggregates
Broad money supply growth remained expansionary during the year compared to 2017,

reflecting the accommodative monetary policy stance. The net foreign assets (NFA) of
the banking system were the main driver of liquidity on the back of  high capital inflows
andt he drive of the Bank to bolster external reserve level . Commercial bank credit to the
private sector recovered strongly due to confluence of reduced borrowing by the
government , the decline in treasury bills rates and the accommodative monetary policy

stance .
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Chart12: Developments in Monetary Aggregates

Panel (a) growth in broad money and component
40 12 months percent changes

memee Total Money Supply (BM) Narrow Money Quasi Money

Panel (b) Source of liquidity
IZ month percent changes 700

300
200

100

-100

-200

Source: CBG

3.3.1 Annual Money Supply Growth
Inthe yeartoend -December 2018, broad money rose by 20.0 percent comparedto 20.9

percent during the  same period in 2017. The growth in broad money was driven largely

by the increase in net foreign assets of the banking system.

Narrow money (M1) , which comprises of demand deposit and currency outside banks

grew by 24.2 percent to D17.9 billion as at end -December 2018 , slightly higher than the
17.2 percent a year earlier. Currency outside banks roseto  D6.6 billion or by 15.8 percent

at end -December 2018 , while demand deposits grew by 29.7 percent to D11.3 billion in
December 201 8.

Growth in quasi money was 15.6 percentin December 2018, well below the 25.0 percent
growth during the same period last year . Of the components of quasi money, savings

deposits increased to  D12.4 billion or by 17.6 percent in 2018 compared to 35.4 percent
in 2017. Time deposits also increased to D3.5 billion or by 9.1 percent in 2018 from a

contraction of 0.3 percent a year ago.
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Chart13: Contribution to growth in the total money supply
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3.3.1.1 Net Foreign Assets

Net foreign a ssets(NFA) of the banking system rose to D10.4 billion or by 61.0 percent as
at end -December, 2018 from D 6.5 billion in the corresponding period a year

ago . The
growth in NFA during the

period under review reflects the increase in the NFA of both
Central Bank and Commercial Banks.

The NFA of the CBG grew to D 4.5 billion as atend -
December

2018 or by 62.0 percent from D4.0 billion in the corresponding period a year
earlier. The favorable supply conditions in the foreign exchange market provided

opportunity for the Bank to build the external
stood at D 8.7 billion,

an

reserve buffer. Foreign assets of the CBG

an increase of 62.0 percent whil st foreign liabilities contracted by
6.6 percent to D4.2 billion  during the year under review

Similarly, the NFA of commercial banks increased markedly by

60.3 percent to stand at
D5.9 billion in December 2018

relative to D 3.7 billion reported at end -December 201 7
attributed to the marked increase in foreign assets by 45.9 percent and decline in foreign
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liabilities by 24.2 percent . Of the components of  foreign assets, foreign currency cash
holdings increased to D 1.3 billion or by 56.3 percent. Similarly, balances held at foreign
banks and other foreign investmentsrosetoD 4.6 billion and D 0.5 billion or by 46.3 percent

and 22.5 percent , respectively.

3.3.1.2 Net Domestic Assets(NDA)
As at end -December 2018, the banking system accumulated net domestic assets of

D23.3 billion, an increase of 7.8 percent from end -December 201 8. Total domestic credit
rose to D28.4 billion or by 11.5 percent, up from D 25.5 billion in December 2018. Similarly,
net claims on government by the banking system picked up to D21.3 billion or by 10.7
percent compared to a contraction of 5.3 percent a year ago. The shortfall in the
anticipated budget support from development partne rs rendered the execution of the
2018 national budget challenging. In addition, government assumed significant
contingent liabilities related to  state -owned enterprises (SoEs) during the year. As a result,
government increased borrowing from the domestic m oney market to fill the financing

gap and hence the 10 percentincrease in net borrowing from the banking system.

Private sector credit continues to recover strongly in line with
promoting healthy credit growth. Chart 14 shows that from 2014 to 2017, private sector

credit growth was hampered by the governmentds st
The high cost financing on the back of little fiscal adjustment constrained credit

expansion to the private sector.  Private sector credit expanded  (year -on-year) by robust

32.9 percent as at end-December 2018 compared to a growth rate of negativel.2

percent ayear ago .
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Chart14: Growth in credit to government and the private sector (yean-year percentchange)
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3.3.2 Reserve Money

Reserve money growth slowed in 2018 in line with expectations following the decision of

CBG to institute a policy of zero direct lending to government

with the objective of
suppressing inflationary pressures and creat

ing room for greater financial intermediation.
Reserve money grew by 16.5 percent as at end

-December, 2018 , lower than 22.6 percent
recorded in the previous

year. Of the components of reserve money, ¢

urrency in
18.1 percent as at December 2018

circulation rose by , lower than 21.6 percent in

December 2017. Reserves of commercial banks

similarly grew by 14.2 percent from a

year ago . The net foreign assets of the bankwas the main driver of reserve money growth

inflow related to budget support
intervention to build external reserve buffer .

due to large foreign capital and C entral Bank

32
Central Bank of The Gambia

Annual Report 2018



Chart15: Growth in reserve money and components
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The NFA of the Central Bank
2018. The net domestic assets (NDA) of the Bank contracted to D7.
.The

as at end -December
3 billion or by 0.6

rose to D 4.5 billion or by 62.0 percent

percent from ayear ago Bankds net cl aims on

by 6.8 percent from a year ago, attributed to the decline in gover nment deposits.

Bank Credit to the Private Sector
up significantly 2018 supported by

3.4 Distribution of Commercial

Financial intermediation picked in the

accommodative monetary policy stance of the Bank . In the face of low money market

interest rates, commercial banks significantly increased lending to the private sector

including increased appetite for real estate lending . Outstanding credit by commercial

banks to sectors of the economy stood at D5.5 billion as at end -December 2018 |,

indicating a signif icant growth of 31.6 percent from a year ago . Credit to all sectors

increased with the exception of agriculture, manufacturing, and energy which

accounted for 1.6 percent, 0.1 percent ,and 1.2 percent , respectively of total credit
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Table5: Distribution of commercial banks credits (in millions of GMD)

Agriculture 2899.1  3940.9 866.0 -78.0 1.6
Production 1680.9 2623.8 702.1 -73.2 1.3
Processing 0.2 2.9 0.0 -100.0 0.0
Marketing 1218.0 1314.3 163.9 -87.5 0.3

Fishing 4.9 411 72.4 76.1 0.1

Manufacturing 293.2 284.6 234.6 -17.5 0.4

Construction 4365.2 55415 10910.8 96.9 19.8
Companies and corporations 4219.1 5074.2 10467.1 106.3 19.0
Individuals and partnerships 146.1 467.3 443.7 5.1 0.8

Transportation 4031.3 3430.2 3608.9 5.2 6.6
Companies and corporations 4012.9 3398.4 3608.9 6.2 6.6
Individuals and partnerships 18.4 31.8 0.0 -100.0 0.0

Distributive trade 12991.0 12841.9 17266.0 345 314
Companies and corporations 12185.6 10919.0 16864.3 54.4 30.6
Individuals and partnerships 805.4 1922.8 401.8 -79.1 0.7

Tourism 10904  2176.8  5958.2 173.7 10.8
For premises 596.2 1196.6 4912.4 310.5 8.9
For capital equipment 64.8 68.6 0.0 -100.0 0.0
For working capital 429.4 911.6 1045.9 14.7 1.9

Financial Institutions 944.0 1274.2 1785.3 40.1 3.2

Energy 761.5 808.3 662.3 -18.1 1.2

Personal loan 4848.9  3645.6  3740.7 2.6 6.8

Other 8291.2 7852.9  9946.8 26.7 18.1

Total 40520.6 41838.0 55052.3 31.6 100.0

Source: CBG

Chart 16 indicates thatd istributive trade, the largest sector contributorto GDP  , continued

to be the leading recipient

of commercial banks credit

sector attracted 31.4 percent of the outstanding credit

. As at end -December 2018, the

, equivalentto D1.7 billion as at

end -December 2018. This represents an increase of 34.5 percent from a year ago.

Central Bank of The Gambia
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Chart16: Distribution of commercial banks credit® various sectors of the economy (jpercent )
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Credit to agriculture, a significant contributor to GDP and a leading employer accounted

for only 1.6 percent of the total outstanding loans in 2018. Tota | loans to the sector stood
at D86.6 million in December 2018 , 78.0 percent lower than D394.1 million recorded as at
end -December 2017 . Agricultural production in The Gambia is challenged by numerous
factors, including high frequency of droughts, low productivity, lack of access to finance

and low level of mechanization.

Stock of credit extended to the manufacturing sector contracted by 17.5 percent to
D234.6 million as at end -December 2018 from D284.6 million as at end -December 2017.
The sector accounted for 0.4 percent of the total credit to the private sector , lower than

0.7 percent ayear ago .

Credit to the t ourism sector continued to grow. Outstanding credit to the sector more
than doubled to D595.8 million as at end -December 2018 from D217.7 million in the
corresponding period of 2017. This reflects the strong recover y of the sector from the

effect of the political impasse of 2016.

Outstanding | oans and advances to the construction sector increased marked by 96.9
percentto D 1.1 billion as at end -December 2018 from D 0.6 billion as at end -December

2017. The sector const itutes 19.8 percent of total credit , higher than 13.2 percent a year
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ago . The increase in lending to the construction sector is reflective of the activity boom

the sector experienced in recent years.

Commercial bank credit extended to the transportation sector rose by 5.2 percent to
D360.9 million (6.6 percent of total credit) , following negative growth of 14.9 percent a
year ago . Stock of commercial bank credit to other financial institutions (other t han
banks) stood at D178.5 million (3.2 percent of total credit), 40.1 percent higher than a

year ago. Personal loans and other unclassified loans increased to D374.1 million and

D364.6 million or by 2.6 percent and 26.7 percent, respectively.

3.5 Interest Rates Developments
The favorable inflation outlook and stable exchange rate created room for the MPC to

reduce the monetary  policy rate (MPR) by 150 basis points in May 2018 from 15 percent

to 13.5 percent where it was maintained for the remainder of the year (see Chart 11). The
move to reduce the policy rate was to support recovery in private sector credit given the

low inflationary environment. The MPR was reduced further by 100 basis points in February

2019 to 12.5 percent. The reduction in the monetary pol icy rate has translated to lower
interest rates in the money market as well as for commercial b a n klending and deposit

rates.

In addition, the MPC in August 2018 set the interest rate on the standing deposit facility
at 2 percent per annum and the intere st rate on the standin g lending facility at 1

percentage points  plus the MPR.

The money market interest rates increased in 2018 but remained well below the long term
average. The increase in new borrowing s by the government to seal the financing gap
created by the shortfall in the anticipated grant disbursement accounted for the
increase in interest rates on short-term government securities above the 2017 levels . The
weighted average interest rates on the 91 -day, 182 -day, and 364 -day Treasury bills, which
respectively stood at 5.03 percent, 5.52 percent and 6.73 as at end -December, 2017
decreased to 5.06 percent, 7.04 percent and 6.73 percent in the corresponding period

in 2018. The interbank lending rate  also increased as banks generally  lend to one another

at the 3 months Treasury bills rate (see Chart 17).
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Chart17: Development in selectechterest rates
25 -

20 +

15 -

10 -

0 T T T T T T T T T T T T T T T T T
N Qé'\‘f’ N SR o;',\ R %\? NS
@& R P @ WY P E R Y W

= 1yr T/bill rate = 3mth T/bill rate = |nterbank rate
= MPR == (Qvernight lending rate == Qvernight deposit rate
Source: CBG

The minimum and maximum interest rate on savings deposits remained unchanged at

0.5 percent and 8.0 percent , respectively from December 201 7. However, t he min imum
rate on 3 -month time deposits declined from 5.0 percent at end -December 2017 to 2
percentatend -December2018. T he maximum rate onthe same deposittypede  creased
from 1 6.0 percent in December 201 7 to 9.0 percent in December 2018 . The 6-month time
deposit attracted am  aximum rate of 12.0 percent in December 201 8 comparedto 16.1
percent in December 2017.Time deposit for a duration of 12 months attracted maximum

interest rates of 16.0 percent , lower than 18.4 percent a year earlier

As at end -December 2018, commercial banks were lending at a minimum interest rate
of 12.0 percent, lower than a minimum rate of 15.0 percent a year ago. Similarly, the
maximum lending rate declined from 30.0 percent to 28 .0 percent during the review

period.

3.6 Real Sector developments

3.6.1 Real Economic Growth

The growth momentum that started in 2017 continued in 2018 and the near -term outlook
is positive. The stability of the political environment and the improvement in

macroecon omic management restored confidence and business optimism.
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Preliminary estimates from the Gambia Bureau of Statistics (GB0S) show sthat r eal GDP
grew by robust 6.5 percentin 2018 comparedto4 .8 percentin2017.Th e strong economic
growth was supported by incre ased activities in construction and services, including
tourism, trade , telecommunication , and financial intermediation. The medium -term
outlook is promising, predicated on continued improvement in macroeconomic
management, increased investmentinagriculture ,and public infrastructure as enshrined

in the National Development Plan (NDP). The gains registered in the energy sector are
expected to be consolidated with more investment and reforms. In addition, stronger
business and investo r confidence associated with the outcome of the reform agenda

and political stability will continue to attract foreign direct investment . However, there
are risks to the outlook, including the effect of higher frequency of draughts on agriculture

and the h igh level of public debt.

Chart18: Real GDP growth
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3.6.1.1 Agricultural Sector
The agricultur al sector in The Gambia is vulnerable to weather and climate -related

challenges . This is because the sector is almost entirely dependent on rainfall and still
characterized by smallholder land ownership and low level of mechanization. The sector
is estimated to have recovered from a contr action of 4.4 percent (inrealt erms) to growth
by 0.9 percent in 2018 (see Chart 1 9). Crop production grew by 6.6 percent in 2018
following a sharp contraction of 18 percent a year ago. However, livestock production,

fore stry and logging, and fishing and aquaculture contracted by 5.6 percent, 18.2

percent , and 2.1 percent, respectively.

Chart20: Agricultural production (percent change)
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3.6.1.2 Industry Sector
The industry sector is estimated to have grown by 2.5 percent in 201 8 compared to a

contraction of 3. 5 percent in 2017, reflecting recovery in all the sub  -sectors from the
contraction in 2017. Efforts by the authorities to stabilize the energy sector and impro ve
electricity generation are yielding benefit. The energy s ub -sector recovered strong ly to
grow by 13.3 percent in 2018 after contracting by 7.4 percent a year ago. Mining and
qguarrying grew by robust 21.6 percent compared to 4.9 percent in 2017. Construc tion
activities, on the other hand, slowed significantly after registering strong growth from 2013
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to 2016. It contracted by 1.4 percent in 2017 before recovering to grow by 1.8 percentin
2018. Manufacturing, which  ismainly on a small scale, grew by 0.3 percent, compared

to a contraction of 7.9 percent in 2017.

Chart21: Industry sector (percent change)
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3.6.1.3 Services Sector
The services sector remains the largest contributorto  the GDP in The Gambia, supported

largely by tourism and trade.  The sector is estimated to have grown by 9.9 percent in
2018, lower than 11.7 percent in 2017. F inancial intermediation, trade, communication
activities, and hospitality have been key drivers of the se  ctor . Wholesale and retail trade
grew by 9.9 percent in 2018 compared to 17.0 percent in 2017. The lower growth rate
reflects largely the base effect after contracting by 5.4 percent in 2016. T ransportation,
accommodation and food, communication, financial intermediation, and real estate

activities expanded by 19 .7 percent, 18.2 percent, 15.8 percent, 10.2 and 2.5 percent,
respectively. Health and social work  activities increased significantly by 12.7 percent as
well as public administration by 23.8 percent. All other sub -components of the services

sector contracted in 2018.
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Chart22: Chart 20:Services sectofpercent change)
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Tourism Industry

Tourism has recovered strongly from the shocks related to the effect of Ebola outbreak in

the sub -region in 2016 and the political impasse in 2017. The industry has attracted quite

a lot of private investment in the past year. Total arrivals for the year e nded 2018
increased to 203,470 tourists from 161,888 visitors in 2017 or by 25.7 percent. Britain and

Scandinavia are the major source market for The Gambian tourism industry.
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Chart23: Air-chartered tourist arrivals
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Table6: Monthly air-chartered tourist arrivals

January 26,144 14,457 21,789 13,278 28,305 -39.1 113.2
February 22,919 12,972 19,991 17,507 24,416 -12.4 39.5
March 21,308 13,379 17,787 16,217 23,326 -8.8 43.8
April 13,984 9,235 11,923 10,996 12,968 -7.8 17.9
May 7,516 6,455 7,032 7,641 7,501 8.7 -1.8
June 7,746 6,329 6,510 7,170 8,432 10.1 17.6
July 6,499 6,809 7,323 8,556 8,981 16.8 5.0
August 8,893 6,236 6,650 8,906 9,230 33.9 3.6
September 8,477 7,698 8,431 9,112 8,479 8.1 -6.9
October 13,926 9,466 10,837 11,385 13,309 5.1 16.9
November 20,301 18,888 19,305 22,807 27,153 18.1 19.1
December 15,527 22,636 23,549 28,313 31,370 20.2 10.8
Tatal tourist arrivals 173,240 134,560 161,127 161,888 203,470 0.5 25.7

Source: Gambia Tourism Board and CBG staff estimates

3.6.2 Price Developments
Inflationary pressures were largely contained in 2018, a  ttributed to the relative stability  of

the exchange rate and moderate g lobal food prices as well as improved monetary

policy management . The Bank has been embarking on reforms to improve liquidity

management and the effectiveness of monetary policy (see s ection 3.2). Improv ement

in the predi ctab ility and transparency of exchange rate and monetary policies helped

increase confidence and  anchor ed inflationary expectations. In addition, efforts to
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enhance monetary a nd policy coordination , especially the decisionto halt  Central Bank
financing of fiscal deficit has greatly improved the effectiveness of monetary policy and

liquidity management.

Inflation isprojected to remain stable predicated on moderate prices of imported goods,

and the stability of the exchange rate , supported by positive business and consumer
sentiments, and well -anchored inflation expectations. The medium -term outlook is further
deceleration t owards the 5.0 percent target . However, t he potential risks to inflation
outlook include domestic food supply conditions and the un certainty surrounding the
direction of fiscal policy. = Exernal factors that represent downside risks to inflation include
the uncertainty in commodity prices, especially oil, and the effect of stronger U.S. dollar

and monetary policy normalization in advan ce economies

3.6.2.1 Headline Inflation
Data from the Gambia Bureau of Statistics (GBoS) shows that headline i nflation,

measured as the year -on-year change in the National Consumer Price Index (NCPI)
decelerated from 6.9 percent in December 2017  to 6.4 percent in December 2018 . This
level of inflation is still higher than the Central B a n kn@edium -term target of 5 percent.
The outlook for 2019, however, is a further deceleration closer to the target, predicated

on the continued pursuance of prudent monetary poli cy, supported by improved fiscal

policy.

Chart24: Consumer price inflation
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3.6.2.2 Consumer Food Inflation
Consumer food inflation  dec elerated to 6.4 percent in December 2018 from 7.3 percent

in December 201 7, mirroring relative exchange  rate stability and lower global food prices
Given that the high import content of the food basket, the relative stability of the
exchange rate and the  moderate global food prices are important determi nants of the
direction of food inflation in The Gambia. However, d omestic food production continues

to be affected by the high frequency of droughts, pest infestation and lack of investment

in agriculture .

Chart25: Contribution to food inflation
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All sub-components of food inflation with the exception of Bread Cereal, Fruits and Nuts
and Other Food Products declined during the period. Bread Cereal sub -component
which accounts for about 23 perce nt of the food basket, accelerated from 7.3 percent

in December 2017 to 7.7 percent in December 2018. Fruits and Nuts, and Other Food
Products increased from 4.5 percent to 5.0 percent during the  period under review. All
other sub -components of food inflat  ion decelerated, including Meat which accounts for

24 percent of the food basket. Meat price inflation decelerated from 9.8 percent in
December 2017 to 7.0 in the corresponding period in 2018. Other sub  -components

including OFisho, oMi Il k, Cheese and Eggs,

Tuber so, and oSugar, Jam and pexene y.O perdeatc3.7i ne d
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percent, 5.1 percentand 3.3 percentin December 2017 to 8.4 percent, 6.7 percent, 5.1
percent, 4.2 percent, and 2.6 percent in December 2018, respectively. Non -alcoholic

beverages also decline from 3.4 percent to 2.7 percent during the period under review.

3.6.2.3 Non-food inflation
Non-food inflation , on the other hand, ac celerated to 6.5 percent in December 2018

from 6.3 percent in the corresponding period of 2017. The rise in non -food inflation was

mainly on account of the increase in the prices of Hotels, Cafés and Restaurants, which

increased to 9.5 percent in December 2018 from 6.4 percent a year ago.  Consumer

inflation of Housing, Water, Electricity, Gas and Other Fuel sd i ncreased during
period to 6.4 percent from 5.1 percent a year ago.  Clothing, Textiles and Footwear

increased to 8.0 percent from 6.6 percent. The prices of transportatio n and health

increased from 2.8 percent and 1. 7 percent to 4.1 and 1.9 percent respectively. In

contrast, newspapers, books, and  stationeries declined to 3.6 percentin December 2018
from 6.7 percent a year earlier.

Chart26: Components of noffood inflation
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3.6.2.4 Core inflation

All measures of core inflation declined in December 2018, indic ating the easing of
underlying inflationary pressures. Core -1 measure of inflation which excludes the price

effects of energy and utility items in the CPI basket declined to 6.25 percent at end -
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December 2018 from 7.03 percent in the same period of 2017. Similarly, core -2 inflation,
whic h further strips out prices of volatile food items, decelerated to 6.42 percent in the

review period from 6.92 percent a year ago.

Chart27: Both core measures of inflation declined
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3.7 Government Fiscal Operations

3.7.1 Fiscal policy

Fiscal policy in 2018 was largely expansionary. = The execution of the 2018 budget was
affected by the marked decline in the disbursement of grants. The implementation
challenges related to the structural benchmarks under the Staff Monitored Program
(SMP) agreed with the IMF resulted in delays in the anticipated budget support from
development partners.  In addition, although dom  estic revenue increased compared to
2017, it was significantly lower than projected. As a result, expenditure pressures mounted

during the year, the budget deficit (including grants) widened and borrowing increased.

The 2019 budget is anchored on limiting the net domestic borrowing to 1.3 percent of
GDP by controlling domestic borrowing. However, the overall fiscal deficit is projected to

increase to D3.4 billion (4.3 percent of GDP) from DO0.9 billion (1.3 percent of GDP )

budgeted in 2018. Revenue performan ce is projected to increase markedly by 28
percent in 2019 through a number of tax measures. However, total expenditure is
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projected to increase at a faster pace ( 38.4 percent ), mainly in the form of current
expenditure , due largely to the government polic Yy to increase salaries of civil servants by

50 percent .

3.7.2 Analysis of Fiscal Operations in 2018

3.7.3 Revenue Performance

Total revenue and grants mobilized in 2018 amounted to D10.7 billion (13.6 percent of
GDP), a decline of 19.5 percent compared to the outturn of D13.3 billion (19.0 percent of
GDP) in 2017, due largely to the significant  drop in grants, by 66.0 percent.

Domestic revenue (total revenue excluding grants) increased by 13.7 percent to D8.8

billion (11.2 percent of GDP) in 2018 compared to D7.7 billion (11.0 percent of GDP) in
2017. Total tax revenue for the year increased by 14.2 percent to D8.1 billion (10.3 percent
of GDP) from D7.1 billion (10.1 percent of GDP ) in 2017. Revenue generated from direct
taxes rose to D2.0 billion or by 4.2 percent compared to the 2017 outturn, driven by
improve ment in personal and corporate taxes. Personal and corporate taxes increased

to D785.5 million and D1.1 billion or by 1.9 percent and 7.5 percent , respectively.

Indirect taxes in 2018 increased to  D6.1 billion, higher than the 2017 outturn by  17.9
percent. Of the components of indirect taxes, domestic taxes on goods and services
amounted to D2.1 bilion and Value Added Tax (VAT) totaled D1.1 billion. Taxes on

international trade rose by  14.5 percen tto D4.0 billion in the review period.
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Chart28: Government eceipts(in millions of GMD
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Furthermore, n on-tax revenue rose by 8.4 percent to D676.4 million. With the exception

of receipts from Gateway Proceeds for telecommunication, all the other components of

non -tax revenue increased compared to the outturn for 2017. Total grants disbursed, in
the form of project and program grants, totaled D1.9 billion compared to D5.6 billion a

year ago, representing a decrease of 66.0 percent.

3.7.4 Expenditure and Net Lending
Expenditure and net lending for the year ended 2018 decreased to D14.6 billion ( 18.6

percent of GDP) or by 14.0 percent, compared to D17.0 billion ( 24.2 percent of GDP) in
2017. The decline in expenditure and net lending was due to the marked drop in capital

expenditure which islargely from externally funded sources.

Recurrent expenditure, on the other hand, increased by 6.1 percent to D10.4 billion (13.2
percent of GDP)in 2018 compared to D9.8 billion  (14.0 percent of GDP) registered a year
ago. The increase was on account of the increase in other charges (goods and s  ervices,

and subsidies and transfe rs) by 21.9 percent.
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Chart29: Annual expenditure and net lendingmillions of GMD
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Overall interest payments decreased by 26.7 percent due mainly to the 34.5 percent
decline in domestic interest payments. Domestic interest expense for 2018 was D2.06
billion (23.45 percent of domestic revenue ) relative to D3.14 billion (40.65 percent of
revenue) in 2017. The decline in interest payments is attributed to th e lower interest rates
in the domestic money market . Chart 28 illustrates the marked decline in domestic
interest payments in 2018 and the projected increase in 2019. External interest payments ,
on the other hand, increased marked ly by 73.9 percent to D419.6 million in 2018 from
D241.2 million in 2017.

Capital expenditure decreased significantly to D4.2 billion (5.3 percent of GDP) or by 41.6
percent in 2018, from D7.2 billion (15. 2 percent of GDP) in 2017. The decline in
development expenditure wa s mainly attributed to  the 45.4 percent decline in  grants.

Public infrastructur e development in The Gambia depends largely on external financing
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Chart30: Domestic interest payments in millions of GMD and percent of revenue
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3.7.5 Budget Balance
The overall deficit (including grants) widened to D3.9 billion (5.0 percent of GDP )

compared to a deficit of D3.7 billion (5.3 percent of GDP ) in 2017. The increase in the
deficit was partly due to  the 19.8 percent decline in revenue and grants. However,

government expenditure and net lending fell by 14 percent compared to 2017.

Chart31: Overall Balance, Primary Balance and CBG finanimnillions of GMD
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Similarly, the primary balance worsened from a surplus of D0.5 billion (0.7 percent of GDP)
in 2017 to a surplus of DO.1 billion ( 0.2 percent of GDP) during the period under review.
The sharp decline in the primary balance is explained by the significant drop in external

financing by 45.4 percent.

The deficit in basic balance , on the other hand, improved from a deficit of D2.9 billion
(3.0 percent of GDP ) in 2017 to a deficit D2.3 billion (4.1 percent of GDP) in 2018. This was

mainly attributed to an increase in domestic revenue by 13.7 percent.

3.8 Public Debt
The lower -than -expected grant disbursement s and the shortfall in domestic revenue

affected the execution of the 2018 budget. This created a financi ng gap which was
sourced from the domestic money market. In addition, government  during the year
increased guarantees to the State  -Owned Enterprises , including the energy sector . As a
result, the total public and publicly guaran teed (PPG) debt stock as at  end -December
2018 stood at D 67.1 billion (US$1.36 billion), of which ex ternal debt constitute d 53.4
per cent and domestic debt  accounted for the  remaining 4 6.5 percent. The rebasing of
the GDP significantly improved  the public debt -to-GDP ratio from 130 percent of GDP to
88 percent in 2017. As at end -December 201 8, the ratio declined further  to 87 .0 percent.
Present value (PV) of debt to GDP  ratio also decreased from 106 per centto 7 3.1 percent

during the period under  review .

Total debt service payment  for 2018 amounted to  D3.9 billion, lower than D4.3 billion a
year ago. The decline is as a result of the lower interest cost on domestic debt due to the

fall in interest rates in the money market. External debt service payment , on the other
hand, increased compared to a year ago . Total debt service as a percentage of total
domestic revenue also decreased from 55.0 percent in 2017 to 44.7 percent in 2018,

representing 10.3 percentage points reduction.

The latest release of the debt sustainability analysis report by the Ministry of Finance and
Economic Affairs (MoFEA) and the | Mtrentlewelol uded
public debt remains unsustainable . In this regard, p ublic debt management has bee na
macroeconomic  policy priority for the government in recent years. To offer a strategic

direction of Go v eirr thisnregard § 8 Madiomh €emt Debt Management
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Strategy (MTDS) for 2019-2022 has been developed. The strategy is to minimize domestic

borrowing, lengthen the maturity of domestic debt and negotiate with external creditors
for possible external debt rescheduling . The strategy also encompasses limiting external
financing by sticking to only highly concessional external loans and only for the purpose

of financing essential projects.  Reforms are also ongoing to  place fiscal policy on a
sustainable footing , including strengthening public finance management and improving
the efficiency of state -owned enterprises (SOEs) to minimize the incurrence of contingent
liabilities . Furthermore, efforts are continuing to enhance domestic revenue mobilization

by improving efficiency in tax collection and administration so as to reduce dependence

on borrowing.

In 2018, the g overnment in collaboratio n with Central bank introduce d longer -dated
instruments, includinga 3 -yearand 5 -year bonds in the domestic debt market . The aim s
to elongate the maturity profile of the domestic debt so as to minimize rollover risk. In
addition, domestic debt instrumen ts were successfully separated from monetary policy

tools.

Chart32: Composition of public debt

Source: MOFEANd CBG staff estimates
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