Economic Report (2)

Recent developments in the financial markets

Some of the most recent developments in the financial markets include Barclays Bank’s withdrawal from Sierra Leone, the capitalisation of First Discount House and re-capitalisation of Aureol Insurance.

Barclays took the decision to divest of its 51% stake in its local subsidiary at the peak of the civil conflict and literally months before it was resolved.  Barclays sold their stake to the government for a nominal amount. The bank was re-named Rokel Commercial Bank. Barclay’s management continued to manage the Bank under contract. Barclay’s option to repurchase this stake lapsed earlier this year and the Sierra Leone government’s stake in the bank is slated for privatisation. 

Groups of local investors have co-operated in promoting a number of enterprises ranging from First Discount House mentioned above to precious mineral trading companies, hotel chains and transport companies. There is an active local investment community which trades equities and fixed income items over-the-counter. The Bank of Sierra Leone and Ministry of Finance are liaising with the private sector to set about establishing a stock exchange and securities business supervisory authority.

The pension industry in Sierra Leone is still fairly undeveloped. Funds are run in-house by companies themselves. There is no private mutual fund industry. The National Social Security and Insurance Trust , which has recently been established, is set to become one of the larger financial institutions. Current indications are that by the year-end, it will have available cash of Le 15bn. Over time, it is likely that NASSIT will become a significant player in all asset classes.

Financial Instruments and Market Operations
There are currently two financial instruments issued by the central bank on behalf of the Government of Sierra Leone.

The 91-day Treasury Bill, currently yielding 27%. This is sold by weekly auction to the discount house, commercial banks and other institutions holding accounts at the Bank of Sierra Leone. The discount house and commercial banks are the primary market dealers. The discount house may also participate in tap issues. The T-Bill is attractive to institutions both as a reserve asset and an investment asset. T-Bills are held as book-entries at the central bank. 

The one-year bearer Treasury bond currently yielding 25%. The bearer bond is held in certificate form with quarterly coupons attached. It is issue din the primary market at face value.
Stock Exchange

In order to create a platform capable of supporting the planned privatisation of over twenty state-owned enterprises, the government, the Central Bank, the private sector and the Commonwealth Institute and others are currently planning to set-up a National Stock Exchange in Sierra Leone. 

The Real Economy

Sierra Leone has substantial mineral, agricultural and fishery resources. Agriculture employs about two-thirds of the working population, with subsistence agriculture dominating the sector. The mining of diamonds, bauxite and rutile provides the major source of hard currency. Manufacturing consists mainly of the processing of raw materials and of light manufacturing for the domestic market. The eleven-year civil war, which ended in 2001, dealt a severe blow to the economy, displacing nearly 1.5 million (out of a total population of 5.4 million), and resulting in large-scale destruction of social and physical infrastructure. 
Diamonds

Diamonds have typically been the most notable component of Sierra Leonean production and export figures. The diamond figure is, however, distorted by extensive smuggling. Diamond production stood at 2 million carats per annum in the 1960s and 1970s prior to the disintegration of the SLST and NDMC operations . This works out at between US$400m and US$500m. Even assuming a severe reduction in productive capacity due to lack of re-investment and increasingly poor management it is unlikely that the official figures represent anything close to true output. Independent estimates of diamond production put it at around US$300m to US$400m. TCP anticipates that with the implementation of the Kimberley process and new entrants to the industry, diamond output will increase progressively. Figures available for 2003 suggest that official exports are around 250,000 carats and rising.

Other Minerals

Other minerals include rutile, ilmenite, bauxite, gold, iron, chromite, platinum and a host of other metals. All those listed have been mined commercially. Rutile, ilmenite and bauxite were mined commercially up until rebel activity caused the mines to close. Since cessation of hostilities in 2000, Sierra Rutile has been raising finance to restart its rutile and ilmenite production. The owners of Sierra Rutile have also taken possession of the bauxite assets and are looking to restart bauxite production within 18 months.

Gold has been mined artisanally in Sierra Leone since the 1930s as has been platinum. The 1990s have seen the advent of larger scale prospecting and exploration operations by junior mining companies. The mining landscape has altered significantly with the discovery of significant gold 

trends in northern and eastern Sierra Leone.

The projections included assume that rutile and bauxite production gradually approach two-thirds of the previous peak by 2007 and that gold production comes on stream as forecast in business plans of various gold mining companies.

Agriculture

The main agricultural crops are cocoa and coffee. These crops are grown principally in Eastern Sierra Leone which was the earliest area affected by rebel activities. Production has barely resumed and TCP anticipates full resumption by 2007.

Marine

The profitable opportunities in marine resource extraction are belied by the low official statistics recorded. Sierra Leone lacks the infrastructure to successfully run an effective fisheries management and protection programme. The true potential catch is an order of magnitude greater than the official statistics and TCP has assumed that this will ultimately be realised.
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The External Sector

Sierra Leone’s external trade was hugely impacted by the civil war. Mining equipment and facilities were destroyed, crops were abandoned, untended and un-harvested and logistics infrastructure was destroyed. Mining and agricultural activities were hard hit, as reflected in a decline in recorded merchandise exports from US$149 million in 1992 to only US$4.5 million in 1999.  

The chart below shows the stark contrast between pre- and post-conflict exports. Rutile, ilmenite and bauxite typically accounted for 70% of export value with cocoa, coffee and tourism accounting for further 10% diamonds the remaining 20%. After the civil war devastated the rutile and bauxite facilities and laid waste to extensive areas of agricultural resource the recovery in exports is almost entirely (>90% dependent on diamonds).
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Sierra Leone is hugely dependent on imports. Imports have been maintained over the period through official assistance and discretionary remittances. Although imports troughed in 1998/1999 they have grown strongly since the end of the civil war. 

Imports in 1990 were $150m. The optimism engendered by the 1996 handover to civilian rule encouraged a jump in imports to over $200m but the 1997 coup initiated a decline to under $80m in 2000 reflecting a base level of import requirements. Since cessation of hostilities in 2002 imports have recovered to over $300m in 2003.

The largest components of imports are food, consumer items and fuel and lubricants. Relatively little of the imports add to productive capacity and infrastructure.

The few import substitution industries (soap production, oxygen production, footwear) were disrupted. The level of imports is rising with the recovery in national income and is higher than exports. This is ultimately unsustainable. It is presently being mitigated by the high level of inward discretionary remittances and by unofficial exports (especially diamonds).
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Despite the large differential between imports and exports the currency has been relatively stable since 1998.  Below is a table of the year end rates of exchange for 1991 to 2003.

Table 1: Exchange Rates SLL/US$

	

	1991
	425

	1992
	532

	1993
	581

	1994
	611

	1995
	958

	1996
	903

	1997
	1,312

	1998
	1,606

	1999
	2,245

	2000
	1,761

	2001
	2,213

	2002
	2,180

	2003
	2,535


The latest figures available for the balance of payments are tabulated below. Sierra Leone suffers from an ongoing structural trade deficit.  Between 1999 and 2001 the trade deficit expanded from US$79.8m to US$133.9m. This is exacerbated by outflows on services and investments. Government and private transfer payments into Sierra Leone account for US$100m and US$30m in 2001. Net official capital transfers account for US$50.3m in 2001 including minimal net private capital flows of ~US$2m per annum. The overall balance of payments for 2001 was a deficit of US$19.7m.

The trade deficit has persisted through 2002 to 2004 exceeding US$200m. Figures are not available but the structural deficit arising from the country’s import dependency places the currency under great pressure and makes the economy even more donor dependent.

The improving export position will hugely improve the deficit. Increasing the proportion of diamonds which are exported through official channels will increase exports as will the resumption of rutile and bauxite production. The government is consequently committed to encouraging key strategic investment into the productive sector.

The Bank of Sierra Leone runs an auction system to ensure the supply of foreign currency to key areas (petroleum products and food). This acts as a brake on the currency devaluation but the high interest rates prevalent in the money markets indicate that there is significant pressure to devalue. 

