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1.0 INTRODUCTION 
 
The Convergence Report for the first half of 2003 was prepared under the provisions of 
Article 15 of the Agreement of the West African Monetary Zone (WAMZ) on 
multilateral surveillance. The Report was the product of feedback received from a 
questionnaire administered by the Institute in each member country of the WAMZ and 
extensive follow-up discussions with the Central Banks, relevant government agencies, 
and the organized private sector in the member countries.  The findings of the Missions 
were discussed with the Authorities in the member countries. The Report undertakes a 
review of macroeconomic developments in the WAMZ member countries during the first 
half of 2003, identifying the major problems the member countries encountered during 
the period. It also highlights the status of compliance with the stipulated WAMZ 
macroeconomic convergence criteria, the prospects for the rest of the year and the policy 
measures deemed appropriate by WAMI for achieving convergence. The detailed country 
reports are in Part II of the Report, while the statistical tables are in Part III. 
 
2.0  OVERVIEW OF MACROECONOMIC PERFORMANCE AND STATUS 

OF CONVERGENCE DURING THE FIRST HALF OF 2003 
 
This section gives an overview of overall macroeconomic performance, highlighting the 
main problems and the progress towards convergence in the WAMZ. 
 
2.1 MACROECONOMIC PERFORMANCE IN THE WAMZ 
 
Macroeconomic performance of the WAMZ countries during the first half of 2003 was 
mixed. While the fiscal position showed signs of improvement in some countries, 
reflecting increased domestic revenue mobilization, it deteriorated in others due to 
excessive expenditures and lower than expected revenues. The fiscal operations, which 
were mostly monetized, fuelled inflationary pressures in some countries. This was 
especially the case in Sierra Leone, Guinea and the Gambia where fiscal excesses led to 
acceleration in inflation. Inflation rate in Sierra Leone rose from –2.9 percent in June 
2002 to 6.5 percent in June 2003, while it increased in Guinea from 2.6 percent in June 
2002 to a double digit of 16.1 percent at the end of June 2003 and in the Gambia, it was 
estimated at 18.4 percent at end June 2003 against 6.7 percent in the same period in 2002. 
The external sector performance was generally favourable as countries benefited from 
higher commodity prices on the international markets. However, Guinea had external 
sector difficulties which were traceable to low export receipts from its main export, 
bauxite and the strained relations with donors leading to a worsening in its gross foreign 
external reserves. Real sector activities also picked-up in most countries on account of 
increased production of exportables, such as minerals and cocoa, while electricity and 
water problems, constrained output in Guinea and Nigeria. 
 
2.2 STATUS OF CONVERGENCE 
 
The assessment of the status of convergence at half year should be taken with caution, as 
it is only indicative of the progress towards convergence. A move definitive assessment 
would be undertaken at the end of 2003. On this note, the progress towards convergence 
during the first half of 2003 seemed encouraging compared to the corresponding period 
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in 2002 and at end 2002. Overall, the level of convergence improved from 40.0 per cent 
at end 2002 to 65.0 percent, compared with 45.0 per cent and 50.0 per cent in 2000 and 
2001, respectively. On a disaggregated basis, some member countries recorded 
deteriorating trends from the performance at the end of 2002, while others improved 
significantly. Three countries, Ghana, The Gambia and Nigeria, recorded 
improvement. Nigeria complied with all the four (4) primary criteria, as against a 
definitive outcome of two (2) at the end of 2002. The Gambia met three (3) of the 
criteria compared to two (2) at end 2002, while Ghana complied with two (2) criteria 
compared to zero (0) at the end of 2002. The performance in Guinea and Sierra Leone 
remained unchanged from the December 2002 levels, with 2003 half-year outcomes 
meeting one (1) and three (3) of the criteria, respectively. 
 
With respect to performance on each of the criteria, all the countries contained central 
bank financing of government deficit compared to three (3) in 2002; only two (2) 
countries satisfied the criterion on inflation, unchanged from the 2002 level; three (3) 
countries met the fiscal deficit target, a sign of improvement from December 
performance, when no country satisfied the criterion. Three (3) countries sustained their 
2002 performance on the reserve-import cover. In what follows, the detailed analysis on 
each of the criterion is presented: 
 
 
2.2.1 PRIMARY CONVERGENCE CRITERIA 
 
a)  Criterion On Single Digit Inflation Rate  
 
Nigeria and Sierra Leone met the target of single digit inflation during the first half of 
2003. The inflation rate in Nigeria trended upward from 14.5 per cent to 16.4 per cent 
between 2000 and 2001, and thereafter declined to 12.2 per cent and 8.7 per cent in 2002 
and June 2003, respectively. In Sierra Leone the inflation rate accelerated from negative 
levels in the last two years to 6.5 percent in June 2003. Although the rate conformed to 
the WAMZ target, it indicated a 9.4 percentage point increase above the 2002 level. 
Ghana’s inflation rate followed a downward trend since the beginning of the WAMZ 
programme, declining from 21.3 per cent in 2001 to 15.2 percent in 2002, but nudged up 
to 29.6 per cent in June 2003. The Gambia had sustained a single digit inflation rate 
between 2000 and 2001, but in 2002 the inflation rate rose to 13.0 per cent. The country’s 
inflation rate is estimated to rise further to 18.4 per cent in June 2003. Guinea maintained 
a single digit inflation rate between 2000 and 2002, but this rose to 16.1 per cent in June 
2003. As shown in the graph below, the convergence trend exhibited in 2000 – 2002, 
reversed during the first half of 2003. 
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b) Criterion on Budget Deficit (on commitment basis, excluding grants) as a 

Percentage of GDP 
 
Assessment of this criterion should be read with caution, as performance is measured on 
half-year fiscal operations against projected annual GDP. As at June 2003, three 
countries, The Gambia, Ghana and Nigeria, recorded budget deficits, which satisfied 
the WAMZ annual target of 4.0 percent of GDP. The Gambia’s performance at 1.4 
percent of GDP improved over the outcome of 10.5 percent at midyear 2002 and 
promising for the annual target when compared to the overall deficit of 9.4 per cent in 
2002. Provisional figures indicate an improvement for Ghana with deficit at 2.4 percent 
against 3.3 percent in the corresponding period of 2002 and a promising outlook for the 
end 2003. Nigeria also maintained the half-year fiscal deficit to GDP ratio within the 
WAMZ annual target. At 4.3 percent of GDP in June 2003, Guinea’s performance on 
this criterion showed no improvement on the level in the corresponding period of 2002. It 
had already overshot the annual WAMZ target. Firm figures for the assessment of Sierra 
Leone with respect to this criterion are still being awaited. However, indications are that 
like in the previous years the country may not meet the WAMZ annual target of 4.0 
percent in June 2003. 
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c)  Criterion on Central Bank Financing as a Percentage of Previous Year’s Tax 
Revenue  

 
Countries’ performance on this criterion was encouraging as all the countries complied 
with the requirement. The level of central bank financing of fiscal deficit as a percent of 
previous year’s tax revenue in The Gambia, which was zero (0) in the last three years, 
recorded a marginal increase to 0.8 per cent in June 2003. While this is within the 
WAMZ limit, it is a disturbing trend, given the likelihood that the recourse to central 
bank financing in the remaining months of the year may be heightened if the external 
budget support is not realized as programmed. Similarly in Nigeria, the central bank 
financing of budget deficits rose from 0.0 per cent in 2002 to 0.3 per in June 2003, 
although within the 10 percent limit. In Ghana, unlike in 2002 when the central bank 
accommodated government’s fiscal deficits to the tune of 12.1 per cent of previous year’s 
tax revenue, the June 2003 performance at 0.0 per cent was a marked improvement. A 
similar trend was recorded in Guinea, where the deficit-financing requirement of the 
government accommodated by the central bank dropped from 23.9 per cent in 2002 to 3.4 
percent in June 2003. Again firm data for the assessment of Sierra Leone are still being 
awaited, but provisional figures indicate that the country performed satisfactorily under 
this criterion. 
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d) Criterion on Gross Reserves/Import Cover 
 
The overall performance regarding this criterion remained unchanged from the level in 
2002. Three countries, The Gambia, Nigeria and Sierra Leone, satisfied this criterion. 
The performance of The Gambia while still within the target had been on the declining 
trend in the last three years, deteriorating from 7.5 months in 2000 to 4.0 months in June 
2003. Nigeria’s performance dropped from 9.9 months in 2002 to 8.8 months in June 
2003, while Sierra Leone maintained the 3 months attained at end-2002 in June 2003. 
Although Ghana did not meet the target, the performance at 2.7 months in June 2003 
was a significant improvement over the 2.3 months recorded in 2002 and slightly below 
the target of 3.0 months. The performance of Guinea showed deterioration as the 
country’s position weakened from 2 months in 2002 to 1.9 months in June 2003.  
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2.2.2 SECONDARY CONVERGENCE CRITERIA 
 
Performance on the secondary convergence criteria largely reflected the outcome on the 
primary criteria. Although no country met the target on tax revenue as a percentage of 
GDP during the first half, annualizing the mid-year outcome showed prospects for 
Nigeria meeting this criterion with its half-year efforts yielding 16.0 percent of tax 
revenue as a percent of annual projected GDP. Ghana and the Gambia registered some 
progress although the annualized half-year efforts were below the WAMZ annual target. 
Guinea would need to make efforts as its mid year efforts were comparatively low. 
 
Commendable progress was registered on the wage bill criterion with three (3) countries 
(The Gambia, Guinea and Nigeria) keeping wages and salaries below 35 percent of tax 
revenue compared to only one country at end of 2002. Ghana made efforts at reducing the 
wage bill from 57.2 percent of tax revenue to 42.9 percent at half year but was far off the 
target. Public investments financed from tax revenue were low and no country met the 
criterion. Insufficient data on the stock of domestic debt in most of the countries made it 
difficult to assess the problem of domestic arrears. 
 
Regarding interest rate, owing to the inflationary pressures that ensued during the first 
half of 2003, performance on the criterion deteriorated with no country positing a positive 
real savings rate. The real yield on the Treasury bill were however mostly positive. The 
nominal exchange rates on the other hand were relatively stable in four of the countries. 
Only the Gambia experienced depreciation above 15 percent. 
 
3.0 SYNOPSIS OF COUNTRY REPORTS 
 
This section presents the main highlights of the country reports including the main thrust 
of macroeconomic policy for the year 2003, summary of developments during the first 
half, and prospects for the rest of the year. 
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3.1 THRUST OF MACROECONOMIC POLICY 
 
Against the background of persistent macroeconomic instability characterized by rapid 
growth in domestic prices and sustained depreciation of the dalasi, the thrust of economic 
policy in The Gambia during the first half of 2003 was the re-orientation of monetary 
and fiscal policy towards the attainment of internal balance to establish an enabling 
environment for the economy to record appreciable growth. Monetary policy would 
continue to be tightened while fiscal policy would be rationalized through strict 
adherence to the cash budget framework and substantial cuts in discretionary 
expenditures. Strategy would focus on growing the real sector and stabilizing the macro 
economy to support the poverty reduction programme of government. Specifically, the 
programme envisaged a consolidation of the fiscal position by stabilising and reducing 
domestic debt. The improved fiscal position is to complement monetary policy, which is 
designed to achieve a lowering in the rate of inflation to single digits in 2004. The 
structural policies also aim at continued development of the financial sector, including 
the enactment of a new banking law, and putting the divestiture programme back on 
course. 
 
In Ghana, the key macroeconomic objective of the 2003 programme is to encourage a 
continued strengthening in economic growth, while ensuring effective implementation of 
the Ghana Poverty Reduction Strategy (GPRS) paper and reducing inflationary pressures. 
Specifically, the prgogramme envisaged a consolidation of the fiscal position by 
stabilising and reducing domestic debt. The improved fiscal position is to complement 
monetary policy, which is designed to achieve a lowering in the rate of inflation to single 
digit in 2004. The programme for 2003 aims at achieving a real GDP growth of 4.7 
percent, up on the 4.5 percent growth recorded in 2002, reduce inflation to 22.0 percent, 
improve official reserves to 2.5 months of imports of goods and services, and limit 
overall budget deficit to 3.1 percent of GDP. The structural policies also aim at continued 
development of the financial sector, including the enactment of a new banking law, and 
putting the divestiture programme back on course. 
  
The thrust of macroeconomic policy of the government of Guinea for 2003 as contained 
in the revised medium-term framework for economic and financial management focuses 
on containing inflation, maintaining a market determined exchange rate, ensuring fiscal 
prudence and improving the external sector. Specifically, policy aims at (i) the realisation 
of real GDP growth rate of 3.6 percent against an initial 4.9 percent and 4.2 percent in 
2002, (ii) attainment of an inflation rate of 4.0 percent, (iii) an overall fiscal deficit (on a 
commitment basis and excluding grants) of 7.2 percent, (iv) containment of current 
account deficit (including transfers) at 5.0 percent of GDP and (v) a level of gross foreign 
exchange reserves to the equivalent of 3.0 months of imports. 
 
The thrust of macroeconomic policy for the Federal Republic of Nigeria is contained in 
the National Rolling Plan for 2003-2005. The 2003 Appropriation Bill, which was borne 
out of the National Rolling Plan, outlined a comprehensive macroeconomic framework 
aimed at rationalizing private sector investment and growth and at the same time 
strengthening public finances at all tiers of government. It slated the adoption of the Due 
Process compliance principle in fiscal allocation and a tightening of monetary policy to 
reinforce discipline in macroeconomic management. To this end, growth in real GDP is 
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projected at 5 percent in 2003 with growth in the non-oil sector projected at 10 percent, 
whilst inflation is estimated at 9 percent. The budget targeted an overall deficit of 2.5 
percent of GDP, indicating a further tightening of the fiscal stance relative to the 
expansionary fiscal outcome in the previous year. Broad money was projected to grow by 
15 percent during the year in line with the growth in nominal GDP. In the external sector 
policies would be geared towards further trade and exchange rationalization and 
liberalisation. The Dutch auction system would be further deepened and a re-alignment of 
the market with that of the inter-bank is planned. 
 
In Sierra Leone, macroeconomic policy is built around the broad medium term 
macroeconomic objectives under the Poverty Reduction and Growth Facility. In 2003, 
economic policy aims at promoting economic stability, creating an enabling environment 
for the development of the private sector and the implementation of structural reforms 
and appropriate sectoral policies, focusing particularly, on agriculture and mining. The 
targets include the achievement of GDP growth rate of about 6-7 percent to driven by 
enhanced capacity utilization in agriculture and mining, as well as the planned 
reconstruction and rehabilitation activities.  Inflation is to be contained to an average rate 
of 5 percent, through the pursuit of prudent fiscal and monetary policies. The 2003 
programme envisaged an increase in the gross foreign reserves to the equivalent of over 
2.3 months of import cover. Other targets embodied in the programme were to: achieve 
external current account deficit of 33.6 percent of GDP; enhance Private sector 
investment considerably to 13.1 per cent of GDP; and increase the ratio of investment to 
GDP on the average to 13.6 per cent.  
 
3.2 MACROECONOMIC DEVELOPMENTS 
 
The Gambia’s economy, which contracted by 4.2 percent in 2002, is projected to grow 
by 6.8 percent in 2003. During the first half of 2003, increased activities in construction, 
transport and communication, trade and re-exports were estimated to result in improved 
growth rate for the economy. However, developments in the monetary sector were not 
very encouraging. Although the Central Bank reined in on money supply through its 
traditional instruments, monetary aggregates could not be contained effectively. At the 
end of June 2003, broad money (M2) grew by 52.5 percent compared with 25.1 percent at 
the end of June 2002. The rapid growth in the money stock was accounted for by the 
sharp increase in both the net foreign assets and net domestic assets of the commercial 
banks during the period. In specific terms, the liquidity overhang in the economy, which 
was traceable to the rapid growth in reserve money, especially currency outside banks 
and the rapid expansion in credit to the domestic economy by these commercial banks 
were the underlying influences on the rapid growth in monetary aggregates. 
Consequently, inflation increased from 13.0 percent in December 2002 to 18.4 percent in 
June 2003. In the fiscal sector, remarkable progress was made as the budget deficit 
excluding grants during the first half of 2003 stood at 1.5 percent of GDP compared with 
9.4 percent in the first half of 2002. However, the significant pressure on the economy 
was traceable to the fiscal sector, which has resorted to borrowing from the Central Bank. 
At the end of June 2003, the Central Bank financed government’s fiscal operations to the 
tune of 0.8 percent of previous year’s tax revenue. The liquidity overhang in the economy 
put sustained pressure on the dalasi, which recorded a depreciation of 27.9 percent at the 
end of June 2003 compared with 23.4 percent at the end of December 2002. Although 
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indications are that the external sector would record a comfortable surplus at the end of 
2003, the reserves at the end of June 2003 could finance only 4.0 months of imports 
compared with 5.4 months at the end of December 2002.  This indicates a worsening 
balance of payments situation in relative terms. 
 
During the first six months of 2003, some progress was made in stabilizing the Ghanaian 
economy. Broad money growth declined from 50.0 percent in December 2002 to 43.3 
percent in June 2003, largely on account of the drop in the net domestic assets of the 
monetary authority following the drop in net claims on government. Consumer price 
inflation which surged to 29.4 percent in February 2003, following the 95.0 percent 
increase in petroleum prices in mid-January 2003, declined to 29.6 percent in June 2003, 
after peaking at 30.0 percent in April 2003. There was also a slow down in the rate of 
depreciation of the cedi, as evidenced by the decline in the year-on-year depreciation 
from 13.2 percent in December 2002 to 7.6 percent in June 2003. Gross international 
reserves improved from 2.3 months of imports of goods and services to 2.7 months at end 
June 2003. With regard to the fiscal position, there was a significant improvement 
reflected in a domestic primary surplus of 0.33 percent of GDP, higher than the projected 
surplus of 0.05 percent of GDP. The net domestic financing of the budget of -¢42.7 
billion compares favourably with the target of ¢1.202.9 billion. Consequently, the 
domestic debt situation improved during the first half of the year, declining from 29.6 
percent of GDP at the end of December 2002 to 22.2 percent of GDP in June 2003.  
 
Developments during the first half of 2003 exhibited significant stress on macroeconomic 
management in Guinea. Although the exchange rate remained stable, the parallel market 
premium widened from 2.9 percent at the end of 2002 to 16.2 percent in June 2003. The 
end-period inflation rate, which was 6.1 percent at the beginning of the year, rose 
considerably to a double digit of 16.1 percent at half year of 2003, a phenomenon that is 
not encouraging for a country with a track record of single digit inflation. Monetary 
management came under severe pressure mainly as a result of fiscal slippages. Broad 
money growth reached 30.0 percent against 19.2 percent at the beginning of the year, 
mainly due to increases in net claims on government. Net foreign assets dropped 
significantly by 14.0 percent on an annual basis at midyear. The external sector 
experienced difficulties with low export receipts and strained relations with donors 
leading to a drop in gross foreign exchange reserves from 2.1 months to 1.9 months of 
imports. Overall economic activities were constrained by energy crisis, conflicts in 
neighbouring countries, as well as uncertainties surrounding the planned presidential 
elections.  
 
In Nigeria, the overall macroeconomic environment in the first half of the year was 
relatively more stable than the situation at the end of 2002. However, the fiscal operations 
of government could undermine the stability achieved so far if appropriate remedial 
measures are not applied. Fiscal deficit on commitment basis (excluding grants and 
privatization receipts) in the first half of 2003 expanded by 2.3 percent of GDP, nearly 
reaching the target of 2.5 percent of GDP for the whole year. Monetary policy was 
expansionary, accommodating the high government spending. Broad money grew by 
29.0 percent compared with the programmed targets of 15.0 percent for end-2003. The 
increase in money supply was mainly attributed to developments in the domestic front. 
Domestic credit went up by 42.9 percent, made up of increase in credit to government of 
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225.2 percent and an increase in claims on private sector of 18.5 percent. Net foreign 
assets increased marginally by 5.4 percent to stand at N1,435.7 billion. Inflation, which 
took a downward turn during the first quarter of 2003, falling from 12.2 percent at end-2002 to 
5.9 percent in March 2003 was reversed in the second quarter to stand at 8.7 percent in May 
2003.  The exchange rate remained relatively stable, depreciating by 0.7 percent since December 
2002, but gross external reserves though could cover the equivalent of 8.8 months of imports, 
continued a declining trend to stand at $7,689.5 million at end-June 2003. 
 
The Sierra Leonean economy continued on the recovery path during the review period. 
Following stable political and economic environment that prevailed in the first half of 
2003, real sector activities expanded considerably. Mining, industry, and to some extent, 
agriculture all registered improvements. The continued implementation of the 
certification process for diamond, improved effectiveness in monitoring activities and 
large-scale repatriation of returnees to the mining regions accounted for the increased 
output in diamond production.  Cocoa output rose sharply, attributable to increased 
access to plantations as a result of the cessation of hostilities and favourable international 
price development. However, inflationary pressures emerged as the end period inflation 
nudged upward from –2.9 percent in June 2002 to 6.5 percent in June 2003.  There was 
also considerable pressure in the external sector resulting in the depreciation of the Leone 
against major international trading currencies.   
 
3.3  PROSPECTS FOR END-2003 
 
The Gambia is confronted with the twin problems of internal and external imbalances, 
accounted for by the drop in foreign exchange inflow and persistent rise in demand, 
which put pressure on the dalasi. The sustained demand pressures are traceable to fiscal 
operations and the purchases of foreign exchange from the inter bank market by the 
Central Bank to build up reserves. These have collectively resulted in liquidity overhang. 
The high level of net foreign assets of the commercial banks, the increasing level of 
reserve money and the large financing gap in the fiscal operations of government in 2003 
are issues which should be resolved through appropriate policy measures. The Central 
Bank and the Treasury have already taken realistic policy actions. However, the resort to 
the Central Bank to fund the financing gap of government in the absence of donor 
support would further compound the liquidity problem of the economy.  
 
The authorities’ prudent policies during the first half of the year appear to have placed the 
Ghanaian economy on a favourable macroeconomic stability trajectory: inflation seems 
to have stabilised and is expected to trend downward, the fiscal management improved, 
the external sector showed a substantial improvement and the exchange rate of the cedi 
remained relatively stable. It is, however, important to emphasize that the economy also 
faces downside risks, especially with respect to the external sector. A rebound in the US 
economy and strengthening of the dollar, might dampen gold prices, while continued 
stability in the Cote d’Ivoire and improved world stocks of cocoa could trigger an easing 
in cocoa prices on the international market.   In general, it is expected that if the 
authorities fully implement the policies contained in the economic programme, supported 
by additional measures, the targets set out for the year may be realized. 
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Guinea’s performance on the WAMZ convergence criteria during the first half of 2003 
showed a deteriorating trend relative to outcome during the same period of 2002. The 
main factors underlying this trend in performance especially with respect to the 
convergence criteria included: fiscal dominance in the face of low revenue mobilization; 
high security expenditures resulting from the continued crisis in neighbouring countries; 
non-realisation of external inflows to support the budget; loose regulatory limit on central 
bank advances to government; low non-bank financing of the budget deficit; and fragile 
and low export sector diversification. The inconclusive stance of the programme with the 
International Monetary Fund and suspension of disbursements under the PRGF which is 
unlikely to be lifted before the end of the year puts the government in a difficult position 
as prospects for other donor inflows have been constrained. Given this fiscal outlook, and 
the current level of monetary expansion, the Central Bank faces a difficult task in 
achieving its monetary policy objective of single digit inflation during the remainder of 
the year and raising reserves to the level of the WAMZ objective. 
 
In spite of the robust performance during the first half of 2003, a new challenge for 
Nigeria is the fast draw down on government deposit and resumption of central bank 
financing of government deficit, which was not seen in several years. Further challenges 
facing Nigeria during the second half of the year include reducing Central Bank financing 
of the government deficit, maintaining a tight monetary policy stance, maintaining 
inflation in single digit and dealing decisively with bottlenecks in the energy sector. The 
impact of the recent increases in prices of domestic petroleum products and the persistent 
energy crises, especially in electricity and fuel supplies, could induce higher inflation. In 
addition, the incessant crises in the oil producing areas of the country have serious 
implications for output. 
 
In Sierra Leone, economic performance in the first half of 2003 was broadly on track.  
The return of peace and enhanced security have provided a basis for the much-needed 
turn around in economic activities, with bright prospects for the second half of 2003. Real 
GDP growth might exceed the projected 6-7 percent in 2003. The external reserve/ 
months of import cover is expected to exceed the earlier projection of 2.3 months, while 
fiscal deficit- GDP ratio is expected to moderate. The financing of the deficit by the Bank 
of Sierra Leone as a percentage of previous year’s tax revenue is expected to moderate 
considerably. However, the rate of inflation projected to be limited to 5 percent might not 
be achieved and indeed there is the possibility of exceeding the single digit target if the 
current inflationary trend is not checked. The inflationary pressure should therefore be 
addressed decisively so as not to set in a process of macroeconomic instability, which 
could undermine the progress Sierra Leone has made on the convergence scale. 
 
4.0 CONCLUSION 
 
Since the beginning of 2003, macroeconomic performance has generally strengthened, 
with improved prospects of the countries meeting the end-period convergence criteria. 
Quantitative performance appears to be on track in most of the countries, although 
warning signs are evident in the fiscal area. The essential macroeconomic challenge in 
the period ahead is to further improve fiscal performance through domestic revenue 
mobilization and expenditure restraint. 
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   TABLE 1:   WAMZ SELECTED MACROECONOMIC INDICATORS 1999 - 2002 AND JUNE 
2003 

      
  1999 2000 2001 2002 2003

    June
Real GDP Growth*           
Gambia, The 5.7 5.4 4.9 -3.6 6.8
Ghana 4.4 3.7 4.2 4.5 4.7
Guinea 3.3 1.9 3.6 4.1 3.6
Nigeria 2.8 3.8 4.2 3.3 5.5
Sierra Leone -8.1 3.8 5.4 6.6 7.0
Budget Deficit (Excluding Grants) in percent of GDP         
Gambia, The 4.4 3.6 9.8 9.4 1.4
Ghana 7.7 10.1 13.1 7.9 2.1
Guinea 5.8 5.2 7.8 8.3 4.3
Nigeria 8.9 2.5 5.4 5.4 2.3
Sierra Leone 17.1 17.3 16.7 19.7 na
End Period Consumer Price Inflation Rate -  (Single digit)         
Gambia, The 1.7 0.2 8.1 13.0 18.4
Ghana 13.8 40.5 21.3 15.2 29.6
Guinea 6.2 7.2 1.1 6.1 16.1
Nigeria 0.2 14.5 16.4 12.2 8.7
Sierra Leone 36.7 -2.8 3.4 -3.1 6.5
Broad Money Growth ( Annual change in money stock)         
Gambia, The 12.1 34.7 19.4 35.3 52.5
Ghana 26.7 46.5 41.4 50.1 43.3
Guinea 8.8 23.4 14.8 19.2 30.1
Nigeria 31.6 47.5 28.7 26.1 29.0
Sierra Leone 37.8 10.5 30.8 29.6 33.4
Gross Reserves in Months of Imports            
Gambia, The 7.3 7.5 7.4 5.5 4.0
Ghana 1.4 0.8 1.5 2.3 2.7
Guinea 2.7 2.2 2.8 2.1 1.9
Nigeria 7.6 13.6 11.3 9.9 8.8
Sierra Leone 2 2.8 2.3 3.1 3.0
Nominal Exchange Rate Depreciation (Lcu/US$)          
Gambia, The   28.9 12.1 27.6 16.1
Ghana 33 49.2 5 13.9 16.1
Guinea 12.5 14.6 2.8 0.08 3.0
Nigeria 8.8 11.8 3.1 11.9 7.3
Sierra Leone 16.3 15.4 5.3 1.4 5.5
            
Source: WAMI and Country authorities (convergence indicators)       
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 TABLE 2 :  STATUS OF COUNTRIES' COMPLIANCE WITH THE PRIMARYCONVERGENCE CRITERIA IN 2000, 2001, 2002 AND JUNE 2003           
                                          

Primary Criteria 
Budget Deficit (excl. grants) 

/GDP  
 Consumer Price Inflation Rate (End 

Period) 
Central Bank Financing of Budget 

Deficit /Prev. Yr. Tax Revenue  
Gross Reserves                    

(in months of imports) 
Number of Criteria Met and Average 

Score 
                                          

Target <5 % <5% <4% <4% <10 % <10% <10% <10% <10% <10% <10% <10%≥ 3 ≥ 3 ≥ 3 ≥ 3         

                                         
  2000 2001 2002 2003 

June
2000 2001 20022003 June 2000 2001 2002 2003 

June
2000 2001 2002 2003

 June
2000 2001 2002 2003 

June

                                          

The Gambia 3.6 9.8 9.4 1.4 0.2 8.1 13.0 18.4 0.0 0.0 0.0 0.8 7.5 7.3 5.5 4.0 4 3 2 3

                                          

Ghana 10.1 13.1 7.9 2.1 40.5 21.3 15.2 29.6 57.9 0.0 12.1 0.0 0.8 1.2 2.3 2.7 0 1 0 2

                                          

Guinea 5.2 7.8 8.3 4.3 7.2 1.1 6.1 16.1 17.6 0.0 23.9 3.4 2.2 2.8 2.1 1.9 1 2 1 1

                                          

Nigeria 2.5 5.4 5.4 2.3 14.5 16.4 12.2 8.7 0.0 0.0 0.0 0.3 13.6 11.3 9.9 8.8 3 2 2 4

                                          

Sierra Leone 17.3 16.7 19.7 ** -2.8 3.4 -3.1 6.5 32.7 8.9 1.9 0.0 2.8 2.3 3.1 3.0 1 2 3 3
                                  45% 50% 40% 65%

Number of 
Countries Meeting 
Criterion 2 0 0 3 3 3 2 2 2 5 3 5 2 2 3 3        

Source: WAMI and Authorities in WAMZ member countries                               
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 TABLE 3   

STATUS OF COUNTRIES' COMPLIANCE WITH THE SECONDARY CONVERGENCE CRITERIA, 2000, 2001, 2002 AND JUNE 2003         
                                          

Secondary Criteria Tax Revenue /GDP Wage bill / Tax Revenue 
Domestically Financed Public 

Investment/ Tax Revenue 
Real Interest Rate (avg savings 

rate - end period inflation) 
Nominal Exchange rate 
depreciation (Luc/US$) 

                                          

Target ≥ 20% ≥ 20% ≥ 20% ≥ 20% <35% <35% <35% <35%≥ 20% ≥ 20% ≥ 20% ≥ 20% > 0 > 0 > 0 > 0 +/-15% +/-15% +/-15% +/-15%
                                          

  2000 2001 2002
2003

 June 2000 2001 2002
2003 
June 2000 2001 2002

2003 
June 2000 2001 2002

2003 
June 2000 2001 2002

2003 
June

                                          
The Gambia 24.2 13.9 14.6 8.0 30.6 40.1 38.0 33.6 4.9 6.2 4.8 2.8 8.8 0.1 -5.0 -10.4 28.9 12.1 27.6 16.1
                      
Ghana 16.3 17.2 18.2 8.5 52.1 52.9 57.2 42.9 23.5 16.4 13.2 na 1.5 -6.8 -2.2 -18.6 49.2 5.4 13.9 3.0
                       
Guinea 10.2 10.8 11.1 5.3 38.2 35.3 34.2 34.6 7.7 5.5 10.3 9.2 0.7 2.8 1.3 -9.6 14.6 2.8 0.1 0.2
                       
Nigeria 16.7 19.5 13.2 16.0 34.5 26.4 47.2 12.9 29.3 40.3 30.7 14.3 -1.5 4.0 1.6 -4.1 11.8 3.1 11.9 7.3
                       
Sierra Leone 10.8 13.4 14.5 na 62.0 55.0 63.2 na 4.4 6.6 8.9 na 9.3 1.4 8.6 -1.0 15.4 23.2 1.4 5.5
                                          

Number of 
Countries Meeting 
Criterion 1 0 0 0 2 1 1 3 2 1 1 0 4 4 3 0 2 4 4 4
Na - data not yet available                                       
Source: WAMI and Authorities in WAMZ member 
countries                                 
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1.0  INTRODUCTION 
 
The Gambia continued to experience macroeconomic instability during the first half of 
2003, characterized by rising domestic prices and sustained depreciation of the dalasi in 
the foreign exchange market. Although there was a re-emergence of borrowing from the 
Central Bank by the government, the fiscal operations of government resulted in a lower 
deficit during the first half of 2003. The rapid increase in broad money (M2) largely 
accounted for the sustained pressure on domestic prices and the exchange rate of the 
dalasi. Inflation rose from 13.0 percent at the end of 2002 to 17.8 percent at the end of 
May 2003, and is projected at 18.4 percent at the end of June 2003. The key monetary 
policy instrument was tightened through a significant increase in the discount rate on 
government securities to 25 percent at the end of June 2003, from 20 percent at end of 
2002. In spite of this, the rate of monetary expansion remained high and substantial 
liquidity remained in the banking system as reserve money grew. This was because open 
market operations failed to sufficiently sterilize the impact of the expansion in the net 
foreign assets (NFA) of the banking system, particularly those of the commercial banks. 
 
Owing partly to corrective measures undertaken in the fiscal domain in the second half of 
2002, the fiscal profile improved appreciably in the first half of 2003. Based on 
provisional data, the budget deficit excluding grants was estimated to have declined 
significantly to 1.5 per cent of GDP compared with 9.4 percent in the first half of 2002. 
Revenue performance improved, reflecting increased tax receipts on international trade. 
Domestic revenue picked up appreciably as measures implemented under the 2003 
budget proposals began to impact favourably on revenue mobilisation. Expenditure 
management also improved, assisted by the operation of the cash budget system. During 
the six-month period under review, the domestic currency depreciated by 14.6 percent, 
reflecting excess demand for foreign exchange, fuelled by speculative tendencies of 
market operators and liquidity overhang in the economy. 
 
2.0  MACROECONOMIC DEVELOPMENTS AND CONVERGENCE 
 
2.1 THRUST OF MACROECONOMIC POLICY 
 
Against the background of macroeconomic instability in 2002, the thrust of economic 
policy during the first half of 2003 was to re-orient monetary and fiscal policy towards 
internal balance to pave way for price stability, sustainable economic growth and external 
sector viability, as key elements of the poverty reduction programme of Government. 
  
a) Fiscal Policy 
 
The thrust of fiscal policy in 2003 is the reigning in of the budget deficit through the 
operation of a cash budget framework, which attempts to match expenditure with revenue 
and reduce the tendency towards expansionary fiscal operations without quid pro quo. 
The cash budget framework, which commenced in the fourth quarter of 2002, is to be 
more vigorously implemented in the remaining months of 2003 in order to reduce 
government’s budget deficits.  Efforts continued at improving the coordination of 
monetary and fiscal policy. To address the problem of underperformance of some of the 
revenue items, the authorities will seek to enhance proceeds from taxes. In particular the 
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level of the sales tax has been raised. On the expenditure side, new expenditure control 
and prioritization measures will be introduced through regular expenditure reviews. 
Attention will be given to non-discretionary expenditures while other category of 
expenditures will be rationalised. However the high interest rate and the depreciation of 
the dalasi have raised the cost of servicing both external and internal debt with the 
increased pressure on the budget. 
 
b) Monetary Sector 
 
Monetary policy in 2003 seeks to achieve the price stability objective by moderating the 
growth in reserve money. This would be attained by the central bank by adhering closely 
to its short term reserve money targets with the use of indirect monetary policy 
instruments, mainly Treasury and Central Bank bills as well as streamlining its operations 
in the foreign exchange market. The Bank will also maintain competitiveness of domestic 
savings instruments through its positive interest rates policy in order to promote domestic 
savings. This is also expected to dampen the recent excessive credit expansion by the 
commercial banks. These objectives would however, be pursued without prejudice to the 
liquidity needs of the economy.  
 
c) External Sector 
 
External sector policies in 2003 are directed at achieving a sustainable current account 
position that can encourage export production. Towards that end, the flexible exchange 
rate regime would be sustained so as to reduce the tendency towards real exchange rate 
appreciation, which could adversely affect the prospects for improved exports and foreign 
capital inflow. 
 
d)  Real Sector 
 
Revitalizing agricultural production is the key policy focus in 2003, after the pronounced 
crop failure in 2002 accounted for partly by the poor marketing arrangement for 
groundnuts.  In the Agriculture sector the poor harvest in 2002 for both cash and food 
crops has constrained the adequacy and availability of seed nuts for the 2003 planting 
season.  The government would, during the review period, make efforts in ensuring the 
availability of sufficient supplies of seed nuts in good time for the planting season. Also, 
promotional activities were being revamped to sustain the promising trend in the number 
of tourists visiting the country during the 2002-2003 tourists season.  Inflation is expected 
to decline significantly by the end of 2003 however risks to the achievement of price and 
exchange rate stability are significant. 
 
2.2.  MACROECONOMIC DEVELOPMENTS DURING THE FIRST HALF 

OF 2003  
 
 a) Fiscal Developments 
 
The budget deficit excluding grants for the first half of 2003 was estimated to have 
improved significantly to 1.5 per cent of Gross Domestic Product (GDP), compared with 
9.4 percent in the first half of 2002. Revenue performance improved, reflecting increased 



 21

tax receipts on international trade. Furthermore expenditures were lower than projected, 
resulting in a lower budget deficit. The deficit was financed mainly from domestic non-
bank sources including a significant revaluation gains on Central Bank’s foreign reserves. 
Deficit financed from the banking system showed a net payment of GMD 21.3 million. 
Although the central bank financing amounted to GMD 306.4 million, there was a net 
repayment of GMD 327.8 million to the deposit money banks. This was however without 
prejudice to the ways and means advances amounting to 0.8 percent of GDP obtained 
from the Central Bank in June 2003. External financing (net) was only GMD 4.7 million. 
 
b) Monetary Developments 
 
Annual broad money growth (M2) increased to 52.5 percent at the end of June 2003, 
compared with 25.1 percent at the end of June 2002. The sharp increase in the net foreign 
assets (NFA) of the banking system accounted for the rapid growth in broad money. The 
growth in broad money supply mirrored developments in reserve money, which in turn 
reflected the significant buildup in the net foreign assets of the banking system, in 
particular those of the commercial banks, which rose by 432.7 percent in the first half of 
2003. The Central Bank’s NFA position on the other hand grew by only 14.8 percent. A 
decomposition of broad money showed 83.2 percent increase in narrow money, while 
quasi money grew by 20.7 percent. 
 
The net domestic assets of the banking system at the end of June 2003 grew at an annual 
rate of 30.1 percent, which was largely attributable to a surge in commercial bank 
advances to the private sector, the impact of which were partly offset by a decline in their 
net claims on government. The overall banking system claims on government contracted 
by 6.5 percent. The commercial banks net claims on government at the end of June 2003 
fell at an annual rate of 45.6 percent mainly as a result of their lower treasury bills 
holdings. Central Bank net credit to government went up sharply, reflecting a drop in its 
net surplus position from negative GMD240 million to positive GMD44 million. This 
was accounted for by the rise in their gross claims, through the rediscounting of treasury 
bills in the secondary market. 
 
Banking system credit to the private sector rose by 89.7 percent owing mainly to the 
increase in credit to the private sector by the commercial banks, from D784.0 million in 
June 2002 to D1314.2 million at the end of June 2003. The rise was also partly due to the 
depreciation of the Dalasi, as a significant proportion of commercial bank credit to the 
private sector was denominated in foreign currency. The continued build up in the net 
foreign assets (NFA) of the commercial banks also fueled broad money growth. For the 
first time in more than a decade, the Central Bank registered claims on public enterprises. 
Such claims amounted to D66.7 million at the end of April 2003 rising to D136.9 million 
at the end of June 2003. 
 
The Central Bank implemented measures during the period under review aimed at 
tightening monetary policy and enhancing the attractiveness of domestic financial assets, 
in particular treasury and central bank bills. In this regard, the discount rate on the bills 
was raised by five percentage points between December 2002 and June 2003. Other 
measures included the raising of the reserve requirements in two steps by 2.0 percentage 
points to 16.0 percent of deposit liabilities and further to 18.0 percent in June 2003. In 
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addition the holding period was shortened to one week, from two weeks. In order to 
enhance the coordination of monetary and fiscal policies, efforts are underway to 
strengthen cooperation between the Central Bank and the Department of State for 
Finance and Economics Affairs. 
 
c) External Sector Developments 
 
Provisional data at the end of the first half of 2003 indicated an overall balance of 
payments surplus of GMD 277.9 million. This was accounted for by the surplus of GMD 
692.4 million recorded in the capital account. The accretion to reserves, the stock of 
which could finance 4.0 months of imports at the end of June 2003 compares with 5.4 
months at the end of December 2002. The current account excluding grants is estimated 
to have recorded a slightly higher deficit, as groundnut exports were considerably lower 
with a less than expected recovery in tourism and the re-export sectors. Projection for the 
year as a whole was more optimistic, albeit recording a lower surplus in 2003 than in the 
previous year.  
 
The dalasi continued to be under considerable pressure in the foreign exchange market. 
The excess demand for foreign exchange accounted for by excess liquidity in the banking 
system and speculative attacks on the currency resulted in its sustained depreciation. At 
the end of June 2003, the dalasi depreciated by 16.1 percent from the level in December 
2002. As a result of the sustained depreciation of the dalasi, it has remained outside the 
WAMZ ERM fluctuation bands. 
 
d) Real Sector Developments 
 
Apart from agriculture, the other sectors of the economy are estimated to have performed 
relatively well during the first half of 2003. Value added from industry and services 
sector is estimated to have increased due to vibrant activity in building and construction, 
transport and communication and other trade. Electricity generation was also estimated to 
have recorded a significant boost with the ongoing projects to modernize the transmission 
system and boost generation capacity. In the agriculture sector, the decline in crop 
production value added was partly offset by growth in forestry, fishing and livestock 
production. For 2003 as a whole real economic growth is projected at 6.8 percent 
compared with the contraction of 4.2 percent in 2002. 
 
Inflation rose from 13.0 percent at the end of 2002 to 18.4 percent at the end of June 2003 
following the expansion of monetary aggregates, the depreciation of dalasi and the drop 
in agricultural output arising from poor rainfall. 
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Table 1: The Gambia - Selected Economic Indicators 
Indicators 1999 2000 2001 

June 
2001 2002 

June 
2002 2003 

June 
Real GDP Growth (%) 
Inflation Rate (End Period) 
Exchange Rate D/$ (% Depreciation) 
Broad Money Growth(yrly change) 
Domestic Revenue (% of GDP) 
Expenditure + Net Lending (% GDP) 
Fiscal Deficit/Surplus (% of GDP)* 
Imports (% of GDP) 
Exports (% of GDP) 
Overall B.O.P. (US$ millions) 
Gross Reserves (US$ millions) 
Gross Reserves (mths of import cif) 
External Debt (US$ millions) 
 Debt Service Ratio 

6.9 
1.7 
5.0 
12.1 
26.5 
28.3 
-4.3 
65.5 
29.9 
4.6 
107.3 
7.3 
439.5 
13.8 

5.1 
0.2 
28.9 
34.7 
27.3 
26.7 
-1.7 
65.0 
31.7 
0.7 
110.2 
7.5 
401.4 
16.9 

Na 
4.0 
15.5 
 
11.3 
15.3 
-3.1 
Na 
Na 
Na 
103.8 
4.5 
396.0 
Na 

5.0 
8.1 
12.1 
19.4 
16.2 
26.0 
-9.8 
40.1 
23.9 
13.5 
89.3 
7.3 
432.1 
29.5 

Na 
6.7 
11.5 
25.1 
12.7 
23.3 
-10.5 
Na 
Na 
Na 
84.8 
4.3 
445.4 
Na 

-4.2 
13.0 
27.6 
35.3 
16.9 
26.3 
-9.4 
52.7 
27.4 
30.5 
73.5 
5.4 
490.0 
38.7 

Na 
18.4 
16.1 
52.5 
9.2 
10.7 
-1.4 
24.7 
16.9 
10.0 
71.5 
4.0 
490.2 
Na 

Source: WAMI and Gambian authorities 
   *  Excluding grants,  
 
 
2.3  STATUS OF CONVERGENCE 
 
The status of compliance with the convergence criteria improved modestly from the 
situation at the end of 2002. The seemingly good performance should, however, be 
interpreted with caution. The Gambia risks reversing its achievements with respect to the 
two criteria it has consistently achieved in the past. These are the Central Bank financing 
of fiscal deficit and gross official reserves targets. At the end of June 2003, the reserves 
import cover was estimated to have declined to 4.0 months from 5.4 months at the end of 
2002. This is uncomfortably close to the WAMZ benchmark of 3 months while falling 
short of the Country Programme target with WAMI of 5 months for the end of 2003. 
Central Bank financing was estimated at 0.8 percent of previous year’s tax revenue. The 
prospects for making progress in the period ahead would depend on the authorities' 
resolve to continue to pursue and strengthen the necessary corrective measures, including 
those stipulated in the PRGF and the 2003 budget statement. Performance under 
individual criteria are discussed below: 
 
a) Primary Criteria 
 
The programme of The Gambia with WAMI stipulated an inflation level not above 10 
percent at the end of 2003. Under the WAMZ Programme the terminal level for 2003 is 5 
percent. The rate of inflation measured on the year-on-year end-period rate basis for June 
2003 showed that The Gambia’s performance was outside the limit set for this criterion in 
respect of its programe with WAMI and the end-period expectation for the WAMZ. The 
end of period annual rate of inflation is provisionally estimated at 18.4 percent at the end 
of June 2003. It may be observed that the inflationary trend had commenced since 2001 
and given the rate of monetary growth it is unlikely that the pressure would ease before 
the end of year.  
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The Gambia’s fiscal operations during the period under review resulted in an overall 
deficit (excluding grants) estimated at 1.4 percent of GDP, compared with -9.4 percent 
registered in the first half of 2002. The performance if sustained should enable The 
Gambia satisfy the prescribed ceiling of 6 percent for the whole of 2003 as provided for 
in the Country Programme with WAMI. It is even possible that the target of 4 percent for 
the end of 2003 could be attained  
 
In the first half of 2003, The Gambia could not sustain its track record of no Central Bank 
financing of fiscal deficit, as the financing from the Bank amounted to GMD8.8 million 
or 0.8 percent of previous year’s tax revenue. This was within the prescribed ceiling of 
10.0 percent, the terminal target for 2003 but above the Country Programme target of 
zero financing in 2003. 
 
The criterion of maintaining at least three months of import cover for foreign exchange 
reserves by 2002 was also met, albeit recording a significant decline.  However, the 
programme target with WAMI of 5 months could not be satisfied. At the end of June 
2003, reserves were equivalent to 4.0 months of import cover down from 5.4 months at 
the end of 2002. 
 
 
Table II: The Gambia - Status of Convergence (Primary Criteria) 
 

Primary Criteria Target 2000 2001 
June 

2001 2002 
June 

2002 2003 
June 

2003 
Bench
-Mark 

 
Inflation (%) 
 
Fiscal Deficit /GDP*(%) 
 
 
Central Bank Financing 
(%)** 
Gross Reserves (Months 
of Imports) 

 
Single digit  
 
≤ 5% in 2000 
and ≤4.0% by 
2002  
≤10% 
 
>3 months  

 
0.2 

 
3.6 

 
 

0.0 
 

7.5 

 
4.0 

 
3.1 

 
 

0.0 
 

4.5 

 
8.1 

 
9.8 

 
 

0.0 
 

7.3 

 
6.7 

 
10.5 

 
 

0.0 
 

4.3 

 
13.0 

 
9.4 

 
 

0.0 
 

5.4 

 
18.4 

 
1.4 

 
 

0.8 
 

4.0 

 
10.0 

 
6.0 

 
 

0.0 
 

5.0 

 
*    On commitment basis excluding grants and GDP estimated under PRGF (Revised       
      27/3/03).  
** Of fiscal deficit as a percent of previous years tax revenue 
 
b) Secondary Criteria 
 
The Gambia’s performance with respect to the secondary criteria has been mixed. Tax 
revenue at 7.1 percent of GDP for the first half of 2002, when annualized, is below the 
recommended target of 20 percent of GDP for the whole year. It stood at 14.6 percent for 
the whole of 2002. The wage bill, at 33.6 percent of tax revenue for the first half of 2003, 
appears rather close to the recommended ceiling of 35.0 percent of tax revenue. The 
target was satisfied at 32.9 percent in 2002. The real interest rate on saving deposits 
deteriorated to -10.0 percent from -5 percent at the end of 2002. Pressure on the nominal 
exchange rate remained strong during the period under review making the objective of 
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price stability a significant challenge. The level of public investment expenditure 
financed from domestic resources, at 2.8 percent in the first half of 2003, remained far 
short of the recommended 20.0 percent.  
 
TABLE III: The Gambia - Status of Convergence (Secondary Criteria) 
 

Secondary Criteria Target 2000 2001 
June 

2001 2002 
June 

2002 2003 
June 

Change in Domestic Arrears ≤  0 Na Na Na Na Na Na 

Tax Revenue/GDP Ratio  ≥ 20% 23.3 11.3  13.9 11.4 14.6    8.0 

Salary Mass/Total Tax Revenue  ≤ 35% 30.6 34.4  34.5 39.4 32.9  33.6 

Real Interest Rate  >   0   8.8 6.5  -0.1 8.5 -5.0 -10.4 

Public Investment from Domestic 
Receipts  

> 20%   4.2 5.7   6.2 5.3  7.5    2.8 

Nominal Exchange rate 
(+=depreciation) 

+/- 15% 28.9 3.9 12.1 11.5 27.6   16.1 

Source: WAMI and Country authorities 
 
 
2.4  PROSPECTS AND OUTLOOK FOR THE REST OF 2003  
 
a) Fiscal Sector 
 
The policy measures put in place to ensure fiscal sustainability and a tighter monetary 
policy stance should begin to have the desired effects by the end of the year. The 
authorities’ resolve to sustain the cash budget system should contribute to the 
achievement of a more sustainable fiscal profile. Macroeconomic stability needs to be re-
established quickly so that the external sector problems would abate. The faithful 
implementation of fiscal and monetary policy reform measures would provide a basis for 
good economic outturn in 2003. The tight budget constraint is not expected to gain any 
relief from the generation of privatization receipts in the rest of 2003 as any such 
proceeds are only expected in 2004. The wide financing gap in the budget which is being 
reviewed through cuts in non-critical expenditures could pose a problem for monetary 
stability, especially if donor funds are not forthcoming and the Central Bank has to be 
relied upon to provide credit to government. 
 
b) Monetary Sector 
 
The rate of monetary expansion in the first half of 2003 was rather high, jeopardizing the 
prospects for a quick return to price and exchange rate stability. The current high rate of 
inflation should recede at the end of 2003 as the rate of credit expansion by the banking 
system begins to moderate and the rate of return on government securities regain their 
competitiveness. Optimistic forecasts for higher agricultural output, tourism receipts and 
re-exports is expected to relieve the foreign exchange supply bottlenecks. The Central 
Bank’s rein on money which was further tightened in the first half of the year should 
stem the excess credit expansion by the commercial banks and disintermediation in dalasi 
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denominated assets in the economy in general. However, owing to the lag in monetary 
policy actions, the outcomes would take sometime to materialise. 
 
c) External Sector 
 
The prospects for improvement in the external sector are bright for the tourism and re-
export sectors. Although agricultural production is expected to pick up in the 2003/ 2004 
cropping season, the impact of the improvement on exports are likely to begin to be felt 
only from the first quarter of 2004. Food imports could however be slightly reduced as 
the food supply situation improves from the harvesting of early maturing food crops 
varieties beginning in the last quarter of the year. The significant depreciation of the 
dalasi under the floating exchange rate regime should enhance the competitiveness of the 
Gambia’s external sector, in particular helping boost both travel, domestic exports and re-
export income. The fiscal sustainability measures of government in conjunction with the 
tighter monetary policy stance of the Central Bank are expected to stabilize the external 
value of the dalasi in 2003. The performance of groundnut exports is also projected to 
benefit from the improved rainfall forecasts for the Sahel region during the year under 
review.  
 
d) Real Sector 
 
The prospects for higher output growth in 2003 are promising. The key growth areas as 
projected are in the recovery expected in the agriculture sector while tourism and re-
exports would continue to perform well. The continuation of the market determined 
exchange rate system should ensure that the incentive structures in the traded goods 
sectors are sustained. With an improved policy environment geared towards internal 
balance, the objective of low and stable inflation environment should be achieved from 
the end of 2003 through early 2004. 
 
2.5 POLICY RECOMMENDATIONS 
 
The economy of The Gambia is expected to face a number of challenges in the second 
half of 2003.  The most critical are maintenance of fiscal sustainability and monetary 
stability, re-establishment of stability in the foreign exchange market to stem the decline 
in the value of the dalasi, reduction of the domestic debt burden, improvement in the 
marketing of groundnuts, amelioration of the crop failure problem through donor support 
and encouragement of tourism activities. The efforts to address the problem of fiscal 
dominance and expansion in monetary developments led government to introduce a cash 
budget system which has registered appreciable positive results in the first half of 2003.  
The continued implementation of this policy for the rest of 2003 should support the 
monetary policy regime of the Central Bank of The Gambia and improve the likelihood 
of monetary and exchange rate stability being re-established in 2003.  However, broader 
budgetary reforms aimed at enhancing the transparency and accountability of public 
expenditure as an important element in achieving social sector objectives articulated 
under the debt relief and poverty reduction programme of the Government should be 
vigorously pursued.  
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a) Fiscal Sector 
 
Gambia’s compliance with the fiscal sustainability criterion for 2003 would require 
measures to enhance revenue and curtail expenditure. To moderate the impact of recent 
developments including the outturn for the 2003 budget it is necessary to seek broad 
consensus among all the actors in the policy sphere on the need to strengthen the cash 
budget system. This would involve the continued avoidance of expenditure overruns and 
enforcement of compliance by public enterprises with regard to their tax and other 
obligations to government. A significant curtailment of the deficit would facilitate the 
avoidance of recourse to the Central Bank for credit and allow the Bank to concentrate on 
the sterilisation of external inflows as well as reduce the stock of domestic debt. 
 
b) Monetary Sector 
 
On the monetary front, policy should continue to focus on the restoration and 
maintenance of price and exchange rate stability through effective liquidity management 
and a closer coordination of monetary and fiscal policies. Policy reforms in the financial 
sector should focus on improvement in the money market, sustenance of flexible interest 
rates and improvement in the health of the financial sector, including strengthening the 
capacity of the Central Bank to perform its core functions more efficiently. In addition to 
the recent enactment of the revised Financial Institutions Act, which seeks to bolster the 
legal framework for banking supervision, there is a need to review the guidelines for 
foreign currency deposits, strengthen the short-term liquidity management and 
forecasting framework and coordinate foreign exchange with open market operations. 
The achievement of monetary and exchange rate stability are however contingent on 
fiscal restraint and tight monetary control. The Department of State for Finance and 
Economic Affairs and the Central Bank should continue to collaborate in this regard. 
 
Treasury bills rates should be made more attractive for them to play the expected 
monetary policy role. As a result of the liquidity overhang in the economy, treasury bills 
issuance should be used for stability proposes and not to raise money to fund budget 
deficit. Proceeds from sales of treasury bills should therefore be sterilised. In addition, 
interest rates should be raised to a level that make savings and investments in dalasi 
denominated assets attractive and facilitate the rolling over of the existing debt 
instruments. 
 
c) External Sector 
 
External sector policy in 2003 should continue to focus on the attainment of an 
appropriate exchange rate for the dalasi to ensure the competitiveness of the external 
sector.  The exchange rate of the dalasi should therefore continue to be market driven as 
restoration of long abandoned controls would not augur well for market confidence and 
taming of inflation expectations. The overvaluation of the exchange rate that control 
could induce would undermine efforts to re-establish stability in the foreign exchange 
market and the exchange rate of the dalasi.  Excess liquidity has tended to encourage 
destabilising speculation and arbitrage activities that have had adverse consequences on 
the foreign exchange market and the exchange rate of the dalasi.  The stability of the 
dalasi can only be achieved through a combination of measures at curtailing excess 
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demand for foreign exchange, which include addressing expansionary fiscal and 
monetary operations and stimulating the export sector. While efforts at stabilizing the 
dalasi are sustained, WAMI should be requested to adjust the central parity rate of the 
dalasi on the WAMZ ERM on the basis of current market rates. 
 
d) Real Sector 
 
The achievement of key real sector objectives of robust economic growth and price 
stability would be predicated on improved performance in agriculture, particularly the 
expected reforms in groundnuts marketing, trade including re-exports and tourism. 
Measures to expedite the diversification of production, strengthen the crop-marketing 
infrastructure including the reform of the groundnuts sub-sector should reduce the 
negative impact of unexpected developments, such as drought. This as well as the 
reversal of the declining trend in tourist arrival should facilitate the achievement of the 
growth objectives of the government. The successful implementation of the structural 
reform program should be expedited to restore stability in the sector, enhance farmers’ 
income and reduce risks to the budget. The programme for the development of both 
artisanal and industrial fishery infrastructure should continue to be vigorously pursued. In 
the area of tourism, the need to upgrade the quality of the product and attract higher 
spending tourists has been acknowledged by the authorities and this was the main reason 
for the establishment of a private sector based National Tourism Authority. The 
Authorities should expedite the introduction of the formal system of classification of 
hotels in order to enhance the quality of service delivery and attract high net worth 
tourists to The Gambia to boost tourism inflows. 
 
3.0 CONCLUSION 
 
The Gambia is facing difficult economic problems arising from fiscal overhang. The 
financial sector is experiencing excess liquidity arising from increases in both net foreign 
assets and net domestic assets of the banking system which exacerbated pressures on 
domestic prices and the exchange rate of the dalasi. However, the authorities have 
applied the right policy measures, which will start to produce the expected outcome as 
the lag period lapses and policies are sustained. The improved performance of the 
Gambia on the progress to convergence, in spite of the difficulties during the first half of 
2003 is an indication that with the sustenance of current policy regime, The Gambia 
would most likely rebound at the end of 2003. This will however, be predicated on how 
the financing gap in the budget is dealt with. 
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1.0 INTRODUCTION 
 
Remarkable effort was made by Ghana during the first half of 2003 to contain the 
inflationary pressures and reestablish macroeconomic stability. Year-on-year inflation 
surged above expectation, reaching 29.4 percent at the end of February 2003, from 16.1 
percent in January 2003 and 15.2 percent in December 2002. The authorities responded 
by further tightening monetary policy, raising the prime rate, by 2 percentage points to 
27.50 percent in March 2003. Given the higher inflation platform, the authorities adjusted 
the end of 2003 inflation target upward from 9.0 percent to 22.0 percent. It is expected 
that once the impact of the fuel price hike has dropped out of the annual comparison in 
February 2004, year-on-year inflation will drop considerably making it possible for the 
attainment of single digit inflation in 2004. 
 
Ghana’s economy appears to be responding well to the policy measures implemented 
during the first half of 2003. The Central bank’s tightening of monetary policy after the 
higher-than expected jump in inflation in February 2003 has contributed to containing 
demand pressures in the economy. Year-on-year inflation which accelerated to 30.0 
percent in April 2003, has since been trending downward, albeit, marginally to stand at 
29.6 percent at the end of June 2003. The fiscal outcome in the half-year has also been 
better than expected, with the domestic primary balance registering a surplus of 0.33 
percent of GDP as against a programmed surplus of 0.05 percent. Gross official reserves 
have increased reaching 2.7 months of imports of goods and services from the equivalent 
of 2.3 months of imports at end-2002. The rate of depreciation of the cedi slowed to 7.6 
percent (year-on-year) from 13.2 percent in December 2002.  
 
2.0 MACROECONOMIC DEVELOPMENTS AND CONVERGENCE 
 
2.1 THRUST OF MACROECONOMIC POLICY  
 
The authorities’ economic and financial programme for 2003 is designed to encourage a 
continued strengthening in economic growth, while ensuring effective implementation of 
the poverty reduction programmes in the Ghana Poverty Reduction Strategy (GPRS) 
paper and reducing inflationary pressures. The macroeconomic programme for 2003 aims 
at achieving a real GDP growth of 4.7 percent, up on the 4.5 percent growth recorded in 
2002, reducing inflation to 22.0 percent, improving official reserves to 2.5 months of 
imports of goods and services, and limiting overall budget deficit to 3.1 percent of GDP. 
The structural reforms programme for 2003 is intended to complement the financial 
objectives of the programme. The programme attaches considerable significance to 
improving substantially the environment for private sector activities, as well as the 
efficiency of the tax system and tax administration. The divestiture programme, which 
stalled in 2002 to allow for better asset valuation and greater transparency, is to continue 
with the “fast track” sale of state holdings in ten companies. The structural programme 
also emphasizes a deepening of the financial sector reform, a major element of which will 
be the enactment of a new banking act and the fast track divestiture of ten identified 
companies on the Ghana government divestiture list including Ghana  Commercial Bank.  
 



 32

a) Fiscal Sector 
 
The principal objective of fiscal policy in 2003 is to stabilize and reduce domestic debt 
with a view to containing the increase in interest payments and to achieve the desired 
easing in real interest rates. Based on the expectation of external programme support 
totalling 3.0 percent of GDP and a further 4.1 percent of GDP in external debt relief, the 
budget projected a zero net domestic financing in 2003. It is expected that the revenue 
and expenditure projections will result in an overall budget deficit equivalent to 3.1 
percent of GDP and thereby support the objective of reducing the stock of domestic debt 
as well as reducing inflation.  
 
In line with the expected increases in developmental expenditures and wages, while at the 
same time strengthening the fiscal position, new revenue enhancing measures are to be 
introduced, including: a debt recovery levy on petroleum products to help pay off the 
accumulated debt of TOR; an increase in the road maintenance levy to help maintain the 
expected expansion of the road network; the extension of the National Reconstruction 
levy to help fund venture capital projects; and a National Health Premium to help fund 
the National Health Insurance Scheme. 
 
The budget also proposed a number of measures to further improve tax administration 
and enhance domestic revenue mobilisation. These include: the launching of the Large 
Taxpayers’ Unit (LTU); the introduction of the sticker system in the collection of income 
tax from commercial transport operations; and the roll-out of the computerised clearance 
system (GCNET) to all customs collections points. 
 
b) Monetary Sector 
 
Monetary policy for 2003 is designed to achieve a lowering in the rate of inflation to 22.0 
percent at the end of the year and to single digit by 2004. Following the surge in inflation 
in February 2003 associated with the hike in petroleum prices, the authorities intend to 
pursue tighter monetary policy for the rest of the year. Policies will also be put in place to 
ensure that adequate bank credit is available to support the growth of the real sector. To 
this end, the Central Bank plans to continue to use indirect monetary policy instruments 
to control growth in its domestic assets, and hence in reserve money growth. 
Consequently, reserve money growth for 2003 is programmed at 24.5 percent, while 
broad money supply is expected to grow at 25.0 percent. With the expected 
complementary role of fiscal policy, the projected deceleration in monetary growth is 
expected to result in a decline in real interest rates, which in turn is expected to boost 
private sector credit by the banks in real terms. 
 
c) External Sector 
 
The major objective for the external sector in 2003 continues to be the building up of 
external reserves to comfortable levels as a cushion against short-term external shocks. 
The authorities intend to maintain the flexible exchange rate policy to provide incentives 
for increased production of exportable goods and enhance competitiveness on 
international markets. The authorities also plan to introduce a vibrant inter-bank foreign 
exchange market by the end of September 2003 to facilitate the efficient and effective 
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allocation of foreign exchange resources in the economy, thereby ensuring stability in the 
market. Originally, planned to take-off by the end of June 2003, the introduction of the 
inter-bank foreign exchange market was to enable the authorities put in place the 
necessary infrastructure to ensure a smooth take-off.  
 
d) Real Sector 
 
The macroeconomic framework for 2003 aims at a modest real GDP growth rate of 4.7 
percent, compared with the growth rates of 4.5 percent and 4.2 percent recorded in 2002 
and 2001, respectively. The agriculture sector is projected to grow at 4.5 percent, with the 
forestry and logging sub-sector growing at 6.1 percent, and the crops and livestock sub-
sector at 4.8 percent. The fisheries and cocoa production and marketing sub-sectors are 
also expected to post growth rates of 3.0 percent and 2.2 percent, respectively. Growth in 
industry is projected at 5.1 percent to be contributed by a strong growth of 6.1 percent in 
the construction sub-sector, 4.7 percent by the mining and quarrying sub-sector and 4.6 
percent by the manufacturing sub-sector. The services sector is expected to grow at 4.9 
percent to be propelled by a growth of 5.7 percent in transport, storage and 
communication, wholesale/retail trade, restaurants and hotels including tourism of 5.6 
percent, finance, insurance, real estate and business services of 5.5 percent and 
government services of 4.0 percent. 
 
2.2 MACROECONOMIC DEVELOPMENTS 
 
During the first six months of 2003, some progress was made in the stabilization of the 
Ghanaian economy. Consumer price inflation which surged to 29.4 percent in February 
2003, following the 95.0 percent increase in petroleum prices in mid-January 2003, 
declined to 29.6 percent in June 2003, after peaking at 30.0 percent in April 2003. There 
was also a slow down in the rate of depreciation of the cedi, as evidenced by the decline 
in the year-on-year depreciation from 13.2 percent in December 2002 to 7.6 percent in 
June 2003. Gross international reserves improved from 2.3 months of imports of goods 
and services to 2.7 months at end June 2003. With regard to the fiscal position, there was 
a significant improvement reflected in a domestic primary surplus of 0.33 percent of 
GDP, higher than the projected surplus of 0.05 percent of GDP. The net domestic 
financing of the budget of -¢42.7 billion compares favourably with the target of ¢1.202.9 
billion. Consequently, the domestic debt situation improved during the first half of the 
year, declining from 29.6 percent of GDP at the end of December 2002 to 22.2 percent of 
GDP in June 2003. The Executive Board of the IMF approved a three-year arrangement 
under the Poverty Reduction and Growth Facility (PRGF) amounting to US$258 million 
for Ghana, which will support the government’s economic reform programme for 2003-
2005.  Further details on the various sectors are provided below. 
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Table 1: Ghana - Selected Macroeconomic Indicators 

  1999 2000 2001 2001 2002 2002 2003 
      June   June   June 

  Real GDP growth 4.4 3.7 Na 4.2 Na 4.5 Na 
  Nominal GDP market prices (C bil) 20580 27153  Na 38071  Na 47022  Na 
  Inflation (end of period) % 13.8 40.5 36.8 21.3 13.7 15.2 29.6 
  Exchange Rate (% depreciation) 33 49.2 4.7 5 9 13.2 8 
  Money Supply (M2+) growth (% change) 25.4 48 39.6 41.4 46 50 43.3* 
  Money Supply (M2) growth(% change) 21.5 35.1 36.8 48.4   50 45.8* 

  Domestic Revenue (% of GDP) 16.8 18.9 7.7 18.5 9.9 18.7   
  Expenditure (% of GDP) 24.8 27.7 10.7 30.7 13.2 26.6   
  Fiscal Deficit incl grants (% of GDP) 6.5 8.8 1.4 6.2 3.3 4.6   
  Fiscal Deficit excl grants (% of GDP) 7.7 10.1 3.3 13.1 3.5 7.9   
 Primary Balance (sur/def) (% of GDP) 1.4 2.4 1.7 4.7   2.1   
  Domestic Debt (% of GDP) 28.2 28.9   26.8 24.3 29.6 27.5 

  BOP (overall balance) ($'mil) -90.7 -117 Na 8.7 Na 39.8 Na 

  BOP (overall balance) (% of GDP) -1.2 -2.3 Na 0.2 Na 0.7 Na 
  Imports (% of GDP) (fob) 42.2 54.2 Na 56.8 Na 46 29.6 
  Exports (% of GDP) (fob) 25.8 37.9 Na 34.4 Na 34.1 33.6 

  Current A/C Bal (% of GDP) excl. off.   Trans. -14.3 -10.2 Na -10.7 Na -4.3 1.3 
  Gross International Reserves ($'mil) 420.1 233.4 173 364.8 366.4 640.4 886 
  Gross Reserves (in months of imports) 1.3 0.8 0.7 1.2 1.3 2.3 2.7 
  External Debt ($'mil) 5833.0 6062.0 5856.0 6369.6 6174.0 6585.0 6579.8
  Debt Service Ratio (% of Exports) 23.6 22.3 Na 12.8  Na 7.8 5.9 
Source:WAMI and country authorities               
* The figures were for May 2003.        
Na- data not available at half year 
 
a) Fiscal Developments  
 
Provisional data on the evolution of the narrow fiscal position during the first six months 
of 2003 show a markedly improved performance. Total revenue (including grants) 
amounted to ¢7,601.3 billion exceeding the budgetary target of ¢7,045.5 billion for the 
first half of the year. Total expenditure of ¢7,716.0 billion, on the other hand, was well 
within the target of ¢8,249.0 billion. These developments resulted in an overall (narrow) 
deficit of ¢114.7 billion or 0.18 percent of GDP, compared with a projected deficit of 
¢1,204.2 billion or 1.90 percent of GDP. A significantly, ¢6,051.2 billion or 80.0 percent 
of the half-year total revenue was derived from domestic sources exceeding the estimate 
of ¢5,958.3 billion. The higher than estimated domestic revenue improved public sector 
savings substantially resulting in a domestic primary surplus of 0.33 percent of GDP, 
compared with the target of 0.05 percent. Net domestic financing of the budget at the end 
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of June 2003 was –¢42.7 billion or -0.07 percent of GDP compared with the target of 
¢1,202.9 billion or 1.86 percent of GDP. 
 
The better than expected performance in revenue mobilisation during the first six months 
of the year was accounted for by high revenue collections from the Customs, Excise and 
Preventive Services (CEPS) and Internal Revenue Service (IRS). CEPS collections in the 
year to end of June 2003 exceeded the target by ¢427.4 billion, while IRS exceeded its 
target by ¢25.0 billion. The improved revenue collection performance was explained 
mainly by the improvement in tax administration, as no new taxes were introduced. Also 
the introduction of full cost recovery, which has enabled a phased elimination of 
budgetary subsidies significantly contributed to the improved fiscal performance. Non-
tax revenue, on the other hand, under-performed due to the inability of Parliament to pass 
the proposed amendment to the Financial Administration Bill. The amendment will 
ensure that organisations, which were hitherto allowed to retain all or part of the revenue 
they generated will not keep resources far in excess of their allowable retention. The 
lower than expected expenditure was due to the introduction of a cash management 
system in the beginning of the year. Under the new system, cash ceilings are prescribed 
for the Ministries, Departments and Agencies (MDAs), which act as a check on their 
expenditures.  
 
Another notable development during the first half of 2003 was the clearance of payment 
arrears. A total amount of ¢132.8 billion of road arrears due to contractors was paid as 
against the targeted amount of ¢109.9 billion, effectively eliminating all road arrears in 
the system accumulated up to the end of December 2002.  Non-road arrears payment 
amounted to ¢192.7 billion as against a target of ¢98.5 billion for the half-year. A 
significant amount of these payments was in respect of the District Assemblies Common 
Fund and the Ghana Education Trust Fund (GETFUND). 
 
b) Monetary Developments 
 
During the first half of 2003, reserve money growth declined by 11.8 percent, from 
¢5,766.9 billion in December 2002 to ¢5,084.9 billion at the end of June 2003. The 
decline in reserve money was in line with seasonal trends, as the liquidity injected into 
the economy during the last quarter of 2002, on account of the purchases of the main-
crop cocoa, flowed back into the banking system. The reserve money level at the end of 
June 2003, however, was higher than programmed and was attributed entirely to the 
significant build up in the net foreign assets (NFA) of the Bank of Ghana. On a year-on-
year basis, reserve money growth stood at 38.8 percent at the end of June 2003, compared 
with a growth of 42.6 percent in December 2002. NFA increased from ¢2,256.4 billion at 
the end of December 2002 to ¢3,555.8 billion at the end of June 2003 indicating an 
increase of ¢1,299.4 billion or 57.6 percent. This development was accounted for mainly 
by the favourable external sector driven by higher prices for Ghana’s major exports, 
cocoa and gold. Net domestic assets of the Bank of Ghana, on the other hand, declined by 
¢1,981.5 billion or 56.4 percent owing largely to the improved fiscal position. Bank of 
Ghana’s net claims on government declined by ¢1,304.0 billion (45.5 percent), from 
¢2,867.0 billion in December 2002 to ¢1,562.4 billion at the end of June 2003.  
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At the end of May 2003, growth in broad money supply, excluding foreign currency 
deposits (M2), stood at 45.8 percent (year-on-year), showing an improved performance 
over the growth of 50.0 percent recorded at the end of December 2002. At this growth 
rate however, the money supply target for end of June 2003 might not be achieved. The 
higher than programmed broad money growth may be attributed largely to an increase in 
net foreign assets of the banking system. On year-on-year basis the net foreign assets of 
the banking system increased by ¢3,613.8 billion or 417.3 percent. Net domestic assets, 
on the other hand, rose by ¢1,165.4 billion or 11.5 percent.  
 
During the period January to May 2003, deposit money banks’ credit to public 
institutions and private sector increased by ¢522.6 billion or 7.6 percent. The largest 
increase in credit went to the commerce and finance sector at ¢268.4 billion or 30.6 
percent, followed by the agriculture, forestry and fishing sector at ¢171.8 billion or 26.8 
percent and manufacturing sector at ¢133.3 billion or 9.2 percent. On year-on-year basis, 
however, there was a decline in DMB’s credit from 11.4 percent in December 2002 to 6.3 
percent at the end of May 2003.  
 
Nominal interest rates remained high during the year to June 2003. In March 2003, the 
Monetary Policy Committee (MPC) of the Bank of Ghana upped its prime rate, from 25.5 
percent to 27.5 percent to counter inflationary pressures in the economy triggered by the 
hike in petroleum prices, which took effect in January 2003. The interest rate on the 91-
day Treasury bill, which had started creeping up since the beginning of the year rose from 
27.01 percent in February to 27.86 percent in March 2003 and then by 4.4 percentage 
points to 32.23 percent in April 2003. The interest rate on the 91-day Treasury bills 
continued to increase to reach 34.39 percent at the end of June 2003. In real terms, 
however, there was a sharp decline, from 11.4 percent to 4.79 percent during the first half 
of the year. The wide spread between the average lending and borrowing rates of the 
DMBs narrowed marginally, from 23 percent in December 2002 to 22 percent in June 
2003. 
 
c) External Sector Developments 
 
Ghana’s external accounts showed a significant improvement during the period January 
to June 2003. Benefiting from higher prices on the international market for cocoa and 
gold, the exports of goods and services increased substantially. Cocoa prices averaged 
$2,000 per tonne for the half-year, compared with a projected price of $1,500 per tonne; 
similarly, gold price on the international market averaged $350 per fine ounce compared 
with the projected price of $328. For the half-year, exports of traditional commodities 
amounted to $907.3 million, constituting almost 60 percent of the projected amount for 
the year. Non-traditional exports, on the other hand, amounted to $213.8 million, 
accounting for 31 percent of the annual projection. On the imports front, crude oil price 
on the world market averaged $29 per barrel for the half-year, slightly above the 
projected $28 per barrel. Although the Tema Oil Refinery (TOR) increased its imports of 
crude oil, there was a reduction in the importation of refined products, resulting in a 
moderate increase in the value of oil imports.  The introduction of the Multi-Donor 
Budgetary Support (MDBS) Framework also contributed to the better performance of the 
external sector as it enhanced the flow of loans and grants from the country’s 
development partners. Following the signing of the memorandum of understanding 
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between the Government of Ghana and donor partners in May 2003, two development 
partners immediately contributed a total of $27.2million to the MDBS. By the end of 
June 2003, a total of $172.8 million was received in the form of loans and grants in 
support of the country’s economic programme. Ghana also benefited significantly from 
its HIPC status in the form of reduced loan repayments during the first half of the year. 
The improved external payments position in the first half of the year resulted in a 
significant increase in the Gross International reserves position of the country. 
 
At the end of June 2003, Ghana’s Gross external reserves stood at US$885.9 million, 
indicating a substantial increase of US$245.5 million during the first six months of the 
year. In terms of months of imports of goods and services, the level of gross reserves 
increased from 2.3 to 2.7 months of imports of goods and services. This compares 
favourably with the end-2003 target of 2.5 months of imports of goods and services. 
 
Mirroring the monetary policy stance and improved fiscal position, the cedi remained 
relatively stable during the period under review. The rate of depreciation of the cedi in 
the year to June 2003 was only 3.0 percent, against the US $ compared with the 9.0 
percent recorded in the same period of 2002. On year-on-year basis, the cedi depreciated 
by 7.6 percent in June 2003 as against 13.2 percent in December 2002. 
 
d) Real Sector Developments 
 
Although no firm data were available on the performance of the sector, indications are 
that the growth targets are on track. Cocoa production, for example, has increased sharply 
with an expected crop size of 442,000 tonnes, as against the original forecast of 350,000 
tonnes. The up-trend in cocoa production may be attributed to government stimulus over 
the last two years by way of the mass spraying against black-pod disease, the favourable 
weather conditions and higher commodity prices due to the crisis in Cote d’Ivoire. The 
higher international market price for gold is also having a positive effect on production. 
 
Consumer price inflation which increased from 16.1 percent in January 2003 to 29.4 
percent in February 2003, in the aftermath of the 95 percent hike in petroleum prices, 
rose to 30.0 percent in April 2003 before easing to 29.6 percent in June 2003. Although 
year-on-year inflation still remained high, indications were that underlying inflation, 
evidenced by monthly changes in the consumer price index, had eased significantly. 
From a monthly jump of 12.8 percent in February 2003, the rate of increase in monthly 
inflation dropped continuously to 2.5 percent in March 2003 and to 0.8 percent in June 
2003. 
 
The government’s privatisation programme gathered momentum during the first half of 
the year. The government successfully completed the sale of its holdings in three 
companies, namely: Cocoa Processing Company (CPC), Tema Steel, and Barclays bank 
limited. Cash proceeds from divestiture during the first six months of 2003 amounted to 
¢200.0 billion compared with the programmed amount of ¢114.0 billion. Plans are also 
far advanced with respect to the privatisation of the remaining seven 
companies/institutions earmarked for divestiture in 2003. These include the Ghana 
Commercial Bank (GCB), Cocoa Cola Bottling Company and the Consolidated 
Diamonds Company. With regard to the GCB, a transactions adviser has been appointed 
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to identify and advice government on potential strategic investors. The authorities are 
also undertaking reforms to further strengthen the banking system; a new banking bill is 
expected to be enacted by the end of the year that will reinforce capitalization 
requirements and enhance the supervisory powers of the Bank of Ghana. The reforms 
initiated in the year to improve tax administration include the introduction of the 
Computerised Clearance System (GCNET) at the Tema and Takoradi customs collection 
points. It is expected that this would be extended to all customs collection points. Also, a 
sticker system has been introduced in the collection of income tax from commercial 
transport operations.  
 
The measures undertaken to alleviate the financial problems of the Tema Oil Refinery 
(TOR) through the pursuance of the policy of full cost recovery of petroleum products are 
in the right direction. In particular, the establishment of a National Petroleum Board 
(NPB) to oversee the implementation of the pricing formula for petroleum products 
would reduce the financial burden of TOR. However, permanent solution to the problems 
of TOR will require more than price adjustment. TOR has been operating on loans and 
overdrafts instead of equity and thus using short-term funds for capital operations to the 
detriment of its financial health. 
 
2.3 STATUS OF CONVERGENCE 
 
a) Primary Criteria 
 
Ghana made significant progress towards meeting the primary convergence criteria of the 
WAMZ during the first half of 2003. As at the end of June 2003, the country was on track 
with respect to the criterion on Central Bank Financing of fiscal deficit, posting a 
negative central bank financing. Ghana also improved on its Gross External Reserves 
position, recording an increase from 2.3 months of imports to 2.7 months of imports. 
This, however, fell short of the criterion of 3 months of imports.  There were strong 
indications that this criterion might be achieved by the end of the year. There was a 
worsening in inflation performance, making it difficult for the single digit target to be 
met this year.  The overall fiscal deficit on commitment basis, excluding grants for the 
first half of 2003 was estimated at 2.1 percent of GDP, against the end of year target of 
7.9 percent. 
 
The first half year assessment indicate that Ghana is well within the prescribed 
benchmarks of the country’s programme with WAMI on fiscal deficit/GDP ratio, central 
bank financing and gross external reserves. Ghana is not expected to achieve the single 
digit rate of inflation as the target had to be shifted to 22 percent on account of the larger 
than expected jump in inflation to 30 percent in April, triggered by the 95 percent rise in 
the pump price of petroleum products.  However, the single digit target of 9.0 percent for 
2004 is still expected to be achieved by Ghana. 
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     Table II: Ghana - Status of Convergence (Primary Criteria) 

Primary Criteria Target 2000 2001 
June 

2001 2002 
June 

2002 2003   
June 

2003 
Bench-
mark 

Inflation Rate (end period) Single digit 40.5 36.4 21.3 13.7 15.2 29.6  22.0  
 
Fiscal Deficit/GDP (%) excl. grants 

 
≤5% by  
2000 and  
≤ 4% by  
2002 

 
10.1 

 
1.4 

 
13.1 

 
3.3 

 
7.9 
 
 

  
 2.1* 
 
 

  
 7.9 
 

Central Bank Financing of Fiscal 
deficit as % of previousYear’s tax 
revenue 

≤ 10% 57.9 0.0 0.0 15.8 12.1 0.0      0.0 

Gross External Reserves  
(Months of Imports) 

≥3 months 0.8 0.7 1.2 1.3 2.3 2.7 2.5 

*Projection 
Source: WAMI and country authorities           
 
 
b) Secondary Criteria 
 
Although no data on the stock of domestic payment arrears were available, government 
accelerated the clearance of the outstanding arrears during the first half of 2003, paying a 
total of ¢325.5 billion of road and non-road arrears against the target of ¢208.4 billion. 
The remaining outstanding arrears are mainly with respect to the District Assemblies 
Common Fund (DACF) and the Ghana Educational Trust Fund (GET Fund).  The 
authorities, have however, drawn up an action plan to clear the arrears for the 2003 – 
2007 period. Preliminary data indicate that the first half tax revenue/GDP ratio stood at 
8.5 percent. It is expected that a pick-up in economic activity and the full implementation 
of the revenue enhancing measures outlined in the 2003 economic programme will 
substantially raise the level of tax revenue during the second half of the year.  Significant 
progress is also expected on the salary mass/tax revenue criterion. At half-year, the ratio 
was estimated at 42.9 percent. 
 
The real interest rate, defined as the savings rate adjusted by the rate of inflation, declined 
sharply to –18.6 percent.  This was attributed to the jump in the rate of inflation 
associated with the substantial increase in petroleum prices. With the expected easing in 
inflationary pressures, the situation might improve slightly by the end of 2003. 
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Table III: Ghana - Status of Convergence (Secondary Criteria) 
            
Secondary Criteria Target 2000 2001 

June 
2001 2002 

June 
2002 2003 

June 
Domestic Arrears 0 Na Na Na Na Na Na 

Tax Revenue/GDP Ratio ≥20% 16.3 4.0 17.2 8.2 18.2 8.5 

Salary Mass/Total Tax Revenue  ≤35% 51.1 39.3 52.9 43.0 57.2 42.9 
Public Investment from Domestic 
Receipts  

≥20% 23.5 12.4 16.4 20.2 13.2 na 

Real Interest Rate  > 0 -22.5 -9.8 -6.8 -6.8 -2.2 -18.6 
Exchange Rate Depreciation  +/-15% 49.2 4.7 5.4 9.0 13.9 3.0 

Source: WAMI and country authorities           
 
2.4 PROSPECTS AND OUTLOOK FOR THE REST OF 2003 
 
The authorities’ prudent policies during the first half of the year appear to have placed the 
Ghanaian economy on a favourable macro-stability trajectory: inflation seems to have 
stabilised and is expected to trend downward, the fiscal sector performed well, while the 
external sector showed a substantial improvement and the exchange rate of the cedi 
remained relatively stable. It is, however, important to emphasize that the economy also 
faces downside risks, especially with respect to the external sector. A rebound in the US 
economy and strengthening of the dollar, might dampen gold prices, while continued 
stability in Cote d’Ivoire and improved world stocks of cocoa could trigger an easing in 
cocoa prices on the international market.   In general, it is expected that if the authorities 
fully implement the policies contained in the economic programme, supported by 
additional measures, the targets set for the year may be realised. The outlook for the rest 
of the year on sectoral basis is as follows: 
 
a) Fiscal Sector 
 
During the second half of the year, it is expected that gains made in fiscal consolidation 
during the first six months would be sustained and improved upon. If measures are 
expedited to achieve the set targets under the revenue measures introduced in the 2003 
budget statement and VAT collections are enhanced, the revenue projections for the year 
may be achieved.  
 
b) Monetary Sector 
 
The course of monetary developments for the rest of the year would be shaped largely by 
developments in the external sector and on the fiscal front. The external sector is 
expected to remain buoyant and thus result in a larger than programmed build up of net 
international reserves, which if not sterilized might cause a higher than programmed 
growth in reserve money in 2003. The onset of the main cocoa-crop purchases season in 
the last quarter of 2003 also poses a further challenge to the authorities with respect to 
achieving the monetary targets for the year. However, the improved fiscal position if 
sustained will significantly ease the pressure on monetary policy. 
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c) External Sector 
 
The performance of Ghana’s major export commodities, cocoa and gold is expected to 
remain strong through the end of the year. The introduction of the Multi-Donor 
Budgetary Support Framework will go a long way to ensure that the programmed donor 
support materializes. However, much will still depend on continued donor confidence in 
the government management of the economy, which would determine the speed of 
participation in the scheme. Given that the favourable external environment might 
broadly continue to the end of the year, boosted by the expected increases in remittances 
from Ghanaians resident abroad and non-traditional exports from the Africa Growth and 
Opportunity Act (AGOA) scheme, the gross external reserves target is likely to be 
exceeded. This is expected to hit an equivalent of 3.0 months of imports of goods and 
services by the end of 2003. 
 
d) Real Sector 
 
The prospects for achieving the growth target of 4.7 percent for 2003 look bright on 
account of the significant growth in the production of, and high international prices for, 
cocoa and gold. The forestry and fisheries sub-sectors are also on course to post 
improved growth rates reflecting various initiatives put in place in recent years. 
Furthermore, the various Presidential initiatives are expected to generate employment and 
enhance GDP growth. Growth in the manufacturing sector is also expected to be on track. 
The sector might benefit from government’s plans to promote the domestic processing of 
cocoa and cassava. Moreover, the concerns that the near doubling of fuel prices in 
January 2003 would cause a slowdown in manufacturing growth might not materialize on 
account of the crude imports in the first half of the year. 
 
It is expected that the deceleration in inflation will continue, especially as the food 
harvest season sets-in in the third quarter of the year. However, to achieve the end of year 
target, the authorities will have to continue to pursue tight monetary policy to mop up 
excess liquidity in the system. 
  
 2.5  POLICY RECOMMENDATIONS  
 
While the authorities have maintained a firm policy stance in the aftermath of the almost 
doubling of petroleum prices and the rapid surge in inflation thereafter, they need to take 
advantage of the economy’s positive response and the improved external environment to 
strengthen further the fiscal position and deepen structural reforms. The following 
specific recommendations are therefore proposed. 
 
a) Fiscal Sector 
 
A set back in fiscal operations during the period January to June 2003 was the shortfall in 
non-tax receipts. Efforts should be put in place to ensure that the necessary legislations, 
such as the amendments to the Financial Administration Act, are passed and enforced to 
place government finances on a sound footing.  Government should continue to 
implement the cash budget system while deepening on-going institutional reforms to 
improve fiscal administration. Specifically, expenditure control measures should be 
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reinforced through computerization and capacity building at all levels of government. 
Wage control measures should also be enforced to ensure that the wage bill is kept within 
programmed limits. 
 
b) Monetary Sector 
 
To achieve the monetary growth targets for the year, the Central Bank should continue to 
maintain a tight monetary stance to neutralise the inflationary impact of the expected 
expansion in reserve money, especially in the last quarter of the year. In particular, the 
Central Bank should step up its open market operations and sterilize the inflow of foreign 
resources. A positive and appreciable real interest rates to enhance the mobilisation of 
domestic resources (cedi savings) should be maintained by the Bank of Ghana. 
 
c) Real Sector 
 
Continued structural reforms to create an enabling environment for private sector 
activities and attract foreign investment will be essential to achieve sustainable economic 
growth. Specific measures for the rest of the year call for actions taken to expedite 
privatisation and restructure public enterprises to enhance efficiency, and reduce the 
financial burden on the budget; speeding up civil service reforms aimed at substantial 
reduction in the public payroll, and strengthening tax administration.  The Tema Oil 
Refinery (TOR) will need to undergo financial restructuring through the infusion of more 
equity. 
 
3.0 CONCLUSION 
 
The remarkable performance of Ghana during the first half of 2003 could be further 
improved upon if current policies are not reserved. The refrain from borrowing from the 
Central Bank and good fiscal performance of the government are likely to reduce the 
growth in the money stock further, stem the growth in inflation and sustain the stability of 
the cedi. Consequently, the improvement in the external sector should enhance the 
prospect for a current account surplus. 
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1.0 INTRODUCTION 
 
The Guinean economy during the period 2000-2002 was fraught with adverse external 
events, primarily the insecurity on the borders, substantial shortfalls in expected external 
assistance and the sharp rise in the price of petroleum products. These developments put 
considerable pressure on budgetary expenditures, particularly as regards security outlays 
that led to a weak performance of the fiscal sector. The situation improved slightly in 
2001, with real output growth rising from 2.0 percent to 3.7 percent. In 2002, real GDP 
growth reached 4.2 percent with the initial growth rate projected to attain 4.9 percent in 
2003. However, the continued conflicts in some countries that share common borders 
with Guinea and the resumption of energy crisis late in 2002 which continued into the 
first quarter of 2003 resulted in a downward revision of the real output growth prospect to 
3.6 percent. Meanwhile, macroeconomic stability continued to experience serious 
pressure due to expansionary fiscal stance. Developments during the first quarter showed 
increased inflationary tendency, which present risks to macroeconomic stability in the 
remaining part of 2003. Money supply grew considerable, the exchange rate premium 
widened, reserves dropped largely on account of low donor inflows. 
 
 
2.0 MACROECONOMIC DEVELOPMENTS AND CONVERGENCE 
 
2.1 THRUST OF MACROECONOMIC POLICY IN 2003 
 
Following the developments in 2002, the orientation of economic and financial policies 
of the government of Guinea outlined in the national budget for 2003 focuses on a 
strategy for poverty reduction; a mass education programme; and efforts towards 
attaining the WAMZ convergence objectives. 
 
The thrust of macroeconomic policy of the government of Guinea for 2003 as contained 
in the revised medium-term framework for economic and financial management focuses 
on ensuring prudent fiscal and monetary policy stance. Specifically, policy aims at: the 
realisation of real GDP growth rate of 3.6 percent against an initial 4.9 percent and 4.2 
percent in 2002; attainment of an inflation rate of 4.0 percent; an overall fiscal deficit (on 
a commitment basis and excluding grants) of 7.2 percent; containment of current account 
deficit (including transfers) at 5.0 percent of GDP; and a level of gross foreign exchange 
reserves to the equivalent of 3.0 months of imports. 
 
a) Fiscal Policy 
 
Against the backdrop of the broad policy targets, the 2003 budget targeted total revenue 
(excluding grants) of 12.3 percent of GDP against 12.6 percent in 2002 and total 
expenditure and net lending at 19.5 percent in 2003 against 19.0 percent in 2002. 
Domestically financed capital expenditure was targeted to expand considerably from the 
11.2 percent of tax revenue in 2002 to 15.4 percent in 2003.  
 
In 2003, the government plans to reinforce and continue with the policy prescriptions in 
2002, as well as put in place new measures to enhance the fiscal profile. With respect to 
revenue mobilisation, the additional actions planned by the government include: the 
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establishment of linkages between the major fiscal agents of government for a better 
control of tax base; operationalising the research division of the Audit Department and 
the valuation unit in the custom department; setting up of a single customs unit for 
imports; and harmonising the customs procedures to eliminate administrative red tape. 
  
Regarding expenditures, the programme for 2003 focuses on the following supporting 
measures: follow-up on the decentralisation of government expenditures to ensure 
efficiency; increased allocation to priority sectors; setting up funds to promote adult 
education for women, employment creation among youths and humanitarian assistance 
for refugees and displaced persons. 
  
The strategy for financing the budget aims at avoiding the accumulation of new domestic 
arrears and supporting private sector activities through a repayment plan for the 
retirement of domestic arrears.  Also a programme to reduce borrowing from the 
domestic banking system was planned as well as a shift to domestic non-bank financing 
through the introduction of government securities. External borrowing was to continue to 
be limited to concessional sources. 
 
b) Monetary Policy 
 
Following the high level of monetary growth during the first quarter of 2003, the 
monetary policy thrust for 2003 was revised to refocus on the implementation of an 
active and improved liquidity management through the creation of conditions to improve 
financial intermediation and provision of credit to the private sector. The Central Bank is 
also to maintain a market determined exchange rate.  Broad money growth is targeted at 
8.1 percent in 2003 against the outcome of 19.2 percent in 2002. Net domestic assets are 
programmed to increase by 14.7 percent with net bank credit to government targeted to 
increase by 12.6 percent at end 2003. Net credit to the private sector is projected to 
expand only modestly by 2.1 percent. Relatively less external financing is expected in 
2003 and the net foreign assets of the Central Bank are projected to drop by 6.6 percent. 
The end-period inflation rate is projected at single digit.  
 
c) External Sector Policy 
 
The external sector policy aims to diversify the export structure through the resumption 
of production activities in the mining and fisheries sectors, and strengthening the foreign 
exchange reserves to contribute to a more stable exchange rate and enhance the country’s 
international competitiveness. Gross international reserves are targeted to increase to the 
equivalent of 3.0 months of imports to conform to the WAMZ programme. 
 
d) Real Sector Policy 
 
The real GDP growth, which was projected at 4.9 percent in 2003, has been revised 
downwards to 3.6 percent to be driven mainly by activities in the agricultural, fisheries, 
animal husbandry and mining sectors. The primary sector, which accounts for 18.0 
percent of total output, is expected to register 4.7 percent increase in output against 5.1 
percent in 2002.  The secondary sector is projected to grow by 4.0 percent against 4.7 
percent in 2002 mainly due to the prevalent energy crisis. With more efforts geared 


