Economic Report on Sierra Leone (part 1)
Economic growth since the cessation of hostilities has been rapid. It has averaged 5.5% since 2000 based on a resurgence of commercial and industrial activity. IMF estimates for 2004 real GDP growth is 7.4%. Real GDP growth of over 6% is forecast for the next five years and figures could exceed this if significant new investment is made in productive sectors.

The potential peace dividend is huge. During the period of conflict, production and exports declined to 8.3% of their 1991 values, which were in turn a decline in real terms from 1970s levels. The conflict destroyed significant operating capacity in manufacturing and mining and disrupted trading networks. Capital is scarce and investment to restore 1991 productive capacity will generate high excess returns.

Sierra Leone is endowed with vast world-class mineral deposits.  These include diamonds, rutile (Titanium ore), bauxite, gold, platinum, iron ore, chromite and various strategic metals. Sierra Leone’s offshore oil potential is high with the second of two bid rounds currently underway. The traditional high export earner, diamonds, have led the recovery with export earnings having surpassed previous normal earnings in 2002 followed by an 84% rise in 2003 and a further projected 51% in 2004.
Sierra Leone has vast marine potential. The sustainable catch of 150,000 mt, with potential revenues of between US$150m and $750m is capable of putting fishing industry earnings on a par with the diamond industry.

Sierra Leone boasts a unique tourism resource. It combines perfect tropical beaches with rainforest flora and fauna and unique concentrations of avian wildlife, primates and pygmy hippopotamuses. Tourist revenues have the potential to exceed US$100m per year

Sierra Leone has the third largest natural harbour in the world. This and its central global location and air approaches over water gives it the potential to become a regional transhipment and refuelling centre for global air and sea traffic.
Figure 1: Sierra Leone - Key Statistics

	Population


	5.3m. Breakdown of employed population: 1.6% agriculture, 14.2% industry, 23.2% trade and logistics, 27.2% government service, 33.8% other services


	Area

	71,740 km2 (approximately the size of Wales)

	Life expectancy


	Male 43.4 Female 46.6

	GDP per capita

	US$160 (US$680 based on purchasing power parity)

	GDP Growth (%)
	2004 – 7.4% (2003 – 6.9%)



	Currency

	Sierra Leone Leone (SLL/Le). Approximately SLL2,800/US$1 or SLL5,000/£1

	Political system

	Parliamentary republic, free elections every five years based on universal suffrage

	GDP by sector

	Agriculture 52.5%, industry 30.6%, services 16.9%

	Main exports


	[Diamonds, cocoa, coffee, fish]

	Main export destinations

	Belgium 41.6%, Germany 31.7%, UK 4%, US 4% (2002)

	Main imports

	[Foodstuffs, machinery and equipment, fuels and lubricants, chemicals]

	Main sources of imports


	Germany 26.1%, UK 10.7%, Netherlands 7.5%, US 5.7%, Cote d'Ivoire 4.9%, Italy 4.3% (2002)

	External Debt


	US$716.8m


Economic growth since the cessation of hostilities has been rapid. It has averaged 5.5% since 2000 based on a resurgence of commercial and industrial activity. Full year 2004 real GDP growth is estimated at 7.4%. Real GDP growth of over 6% is forecast for the next five years and figures could exceed this if significant new investment is made.

Monetary and fiscal disciplines have been maintained. Inflation peaked at 35% in 1998 and fell to -3% in 2002. 2003 saw the rise of inflation to 7.6% and the 2004 IMF estimate of inflation is 12.6%. The government has agreed with IMF monetary policy reforms to contain the growth of private sector credit.
In July 2001 the IMF granted Sierra Leone’s request for a three-year Poverty Reduction and Growth Facility (PRGF) and other donors have disbursed significant loans and grants for budgetary and balance-of-payments support. Sierra Leone also enjoyed substantial debt relief.

The government currently receives about 40% of its revenues from donor organisations and 60% is generated from domestic revenue collection.  Total external debt was US$1.5 billion as of year end 2002.  The government has an excellent relationship with both the World Bank and the IMF and as a result Sierra Leone has qualified for debt reduction under the HIPC initiative. Sierra Leone’s outstanding debt has been reduced to US$716.8m.
The economy is consequently beginning to present exceptional opportunities for international and domestic investors. The Sierra Leonean opportunity is made particularly attractive by the extent to which this there are unexploited opportunities in the primary production sector. Mineral, marine and agricultural resources abound and Sierra Leone’s location, natural features and climate make it a superb location for tourism and logistics facilities. Opportunities exist in the following areas:

	Minerals
	Infrastructure
	Agriculture
	Marine

	         Diamonds
	         Hydro-electric power
	         Coffee
	         Shrimp

	         Gold
	         Ports
	         Cocoa
	         Tuna

	         Platinum
	         Aviation
	         Rice
	         Fisheries            Management and Protection 

	         Tantalum
	         Shipping
	         Citrus 
	

	
	
	         Cashews
	


Although poor on paper, with an average official per capita GDP of only US$ 160, and GDP of US$ 800mm. We estimate that Sierra Leone’s true GDP after adjusting for unrecorded items and PPP at around US$3.6bn with GDP per capita a corresponding US$680. Additionally, measured in terms of size and value of natural resources, Sierra Leone would emerge as a country boasting considerable wealth and upside potential. The country’s largest export earners include: gold, diamonds, iron ore, rutile (25% of total global reserves), bauxite, cocoa, coffee, palm oil, fish and hardwoods. Furthermore, there is growing evidence of significant reserves platinum group metals and potentially offshore oil. 

ECONOMY

Institutions

The Sierra Leonean economy is controlled by the Government of Sierra Leone, primarily through the Ministry of Finance which is responsible for budget and fiscal policy, debt management. The Ministry of Finance also oversees the operations of the National Revenue Authority (NRA) National Commission for Privatisation (NCP) and the Accountant-General’s Department. In addition, the Ministry of Finance has oversight of and a close relationship with the central bank, Bank of Sierra Leone (BSL), which is responsible for monetary policy and financial sector regulation. BSL also supervises diamond certification and rural banking.

Ministry of Finance also manages and co-ordinates donor development assistance although the Ministry of Development and Economic Planning is directly responsible for poverty reduction strategies. Ministry of Trade and Industry supervises private sector industrial and commercial activities and formulates trade policies and regulations. 

These institutions of economic policy have done a commendable job of steering the Sierra Leonean economy in very trying circumstances. The Sierra Leonean economy has been devastated by three decades of mismanagement and corruption and one decade of civil war. Recovery from this is not easy but the Government of Sierra Leone has managed to restore the organs of economic management and seeks to enhance the operating effectiveness and promote growth and development.

Economic Background

The Sierra Leonean economy has seen four distinct phases of growth: Moderate in the 1960s (2.5% average annual change in GDP), flat in the 1970s (0.06%) and negative in the 1980s (-0.9%) following sub-Saharan trends and the extreme negative growth in the 1990s (-8.0%) as a result of the civil war.

These growth phases correspond to developments in the political economy. The post-independence 1960s were a period of stability and reasonable growth. This was terminated in 1967 with the series of coups and destabilisation of the political status quo. The 1970s were characterised by the government’s unholy alliance with Lebanese kingpins who supported the political leaders in exchange for unhindered control over the countries prime resources (diamonds, fish, agricultural produce). State revenue growth faltered as taxes on profits gave way to collection of private rents by political supremos.

This phenomenon took hold by the 1980s. To this was added the extreme cost of the OAU conference held in 1980 which bankrupted the country. By the end of the 1980s, conditions were ripe for civil unrest and rebellion as the average citizen saw their earnings eroded to a point where it became impossible to live.
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The 1990s brought Sierra Leone to the attention of the world for the brutality of the conflict. Economically, the result of the conflict was also brutal. An estimated [90%] of the nations productive capacity was destroyed or impaired during this period. 

Since the end of the war growth has been strongly positive. The combination of a political style more reminiscent of the early 1960s and the extensive support of the donor community and International Financial Institutions have resulted in average post conflict growth of 5.5% which is projected to continue. This is of course from a very low base and does not match the average 8% per annum decline during the conflict. It is however an indication of the potential of the country and growth has quite clearly been constrained by levels of inbound investment. 

The pace of investment into the country is now picking up with the entry of international mining companies and cellular operators. Although growth is high, the sums being invested are minimal compared to the $100m per annum required to generate Asian Tiger level growth rates (>15%).
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Recovery
Sierra Leone’s economy began to recover in 2000, recording a 3.8% growth rate compared to an 8.1% decline in the previous year. Growth has increased steadily in successive years. Estimated 2004 real GDP growth is 7.4%. Inflation fell to –0.9% in 2000 compared to 34.1% in 1999. Inflation has similarly been contained although fiscal indiscipline has pushed inflation up to 12.6% in 2004. The government is taking steps to address this by maintaining high real interest rates.

	Year
	1999
	2000
	2001
	2002
	2003
	2004

	GDP Growth(%) 
	-8.1%
	3.8%
	5.3%
	6.7%
	6.9%
	7.40%


Ongoing growth is expected to originate particularly from the under-utilized capacities in the agricultural and mining sectors and the planned reconstruction and rehabilitation activities. In the period between 2003 and 2005, inflation is targeted to average 5.0% per annum through a resumption of prudent fiscal and monetary policies.
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Figures in subsequent years have maintained this trend. Furthermore Sierra Leone has made strong structural reforms in recent years, including reforms in tax policy and administration, improving public expenditure management and control, exchange and trade liberalization, financial sector modernization and regulatory reforms, improvements in governance and more effective delivery of social services. Under decisions made by the IMF and the World Bank, assistance committed by the World Bank’s International Development Association will reach USD122m over the next 20 years in NPV terms. Debt relief provided by the IMF of USD123m in NPV terms will be delivered over the next ten years. Sierra Leone will qualify for full assistance from the two institutions when a number of conditions have been met. These include support for poverty reduction programmes, and the implementation of poverty reduction measures in the areas of governance, decentralization of government functions, structural measures, education and health. Despite the efforts being made on fiscal management, the government large and increasing budget deficits on account of an inadequate tax base. Measures have been taken (creation of the National Revenue Authority) to expand and enhance tax collection. The burden of taxation is placed firmly on indirect taxation with excise duties on oil and import duties accounting for over 70% of tax revenues.
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The Financial Sector

The Sierra Leone financial sector is relatively un-developed. There is a limited number of financial instruments and a variety of financial institutions. The scope and scale of the financial system is characterised a few dominant institutions with a number of secondary ones. The predominant institutions are the Commercial Banks and Insurance companies. The principal ones being: Sierra Leone Commercial Bank, Rokel Commercial Bank, Standard Chartered Bank, Aureol Insurance and National Insurance Company. These entities account for the bulk of financial sector activity in Sierra Leone. 

The National Social Security and Insurance Trust is a new entrant to the financial sector.   The Trust is set to become a significant player in the financial sector. 

There is one discount house in Sierra Leone, appropriately named First Discount House.The discount house is required to keep 60% of its assets in short dated government securities (less than 91 day maturity). The discount house is looking to develop its business model into a “one-stop-shop” for financial services including stock broking.  

There are also nine insurance companies: New India Assurance Co., National Insurance Co., Aureol Insurance Co., Commercial Insurance Co., Transworld Insurance Co., Sierra Leone Insurance Co., Medical and General Insurance Co., Motor and General Insurance Co, and two savings and loans institutions: Sierra Leone Post Office Savings Bank and National Co-operative Development Bank.

There are a number of company pension schemes including, The Bank of Sierra Leone Staff Pension Trust, Barclays Bank Staff Pension Scheme and Sierra Leone Brewery Staff Pension Scheme. There is also The National Social Security and Insurance Trust which is a new addition to the sector. It came into being with the 2002 Act which established a national fund for accruing and managing pension benefits for workers. Contributions are made by employees and employers on a monthly basis. These are managed by the Trust and the first payments are scheduled to be made after five years of operation. 
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Financial sector activities are primarily taking deposits, buying treasuries, making advances, and the provision of forex and money transmission capability. Deposit rates are low (4.5% - 7.5%) while lending rates are high (>30%). Treasury bearer bonds yield 25% and treasury bills yield 27%.

The largest single component of banking assets is treasuries which comprise between 30-35% of banking assets ahead of loans to the private sector which comprise 20-25%. It is interesting to note that of the loans to the private sector 40% relate to construction and manufacturing (brewing and cement production. Over 50% of the advances are made services and commerce. The commercial banks have virtually no credit exposure to the two most significant sectors of the economy; agriculture and forestry and mining which respectively account for 2% and– 0% of total lending to the private sector.

