The production of the constraints analyses
posted on this website was led by
the partner governments, and was used in
the development of a Millennium Challenge
Compact or threshold program. Although the
preparation of the constraints analysis is a
collaborative process, posting of the
constraints analyses on this website does
not constitute an endorsement by MCC of
the content presented therein.

)
MILLENNIUM

CHALLENGE CORPORATION
UNITED STATES OF AMERICA




Republic of Sierra Leone

SIERRA LEONE CONSTRAINTS ANALYSIS REPORT:

A Diagnostic Study of the Sierra Leone Economy; Identifying Binding
Constraints to Private Investments and Broad-based Growth

FINAL REPORT

An Analysis Prepared by the Government of Sierra Leone with Technical
Assistance from the Millennium Challenge Corporation of the United States
of America, for the Development of a Millennium Challenge Compact

DECEMBER 2013



Table of Contents

LIST OF TABLES 8
LIST OF FIGURES 10
1 INTRODUCTION 22
2 ECONOMIC GROWTH: HISTORICAL PERSPECTIVE AND OVERVIEW 24
2.1 Summary Poverty Profile 26
2.2 GDP Growth Performance 27
2.3 Agricultural Sector Analysis 29
2.3.1  Contribution to GDP 29
2.3.2 Rice Production 30
2.3.3 Comparative Country Analysis 31
2.4 Export and Trade Performance 32
2.4.1  Trade Balance 32
2.4.2  Export Performance (2001-2011) 33
2.4.3  Composition of Exports 34
2.44  Comparative Analysis 35
2.5 Industrial Sector 35
2.5.1  Comparative Country Analysis 37
2.6 Service Sector 37
2.6.1 Tourism 38
2.6.2 Finance, Insurance and Real Estate 39
2.6.3  Comparative Analysis 39
2.7 Trends in Real GDP per Capita 39
2.7.1  Conclusion 40
3 CONSTRAINTS ANALYSIS METHODOLOGY 41
3.1.1 The ‘HRV’ Model 41
3.1.2  Understanding the Diagnostic Tests 43
3.2 Comparator Country Analysis 45



3.3 Data Sources

3.4 Limitations to Study Methodology

3.5 Mitigating Measures

4 IS PRIVATE INVESTMENT TOO LOW IN SIERRA LEONE?

4.2 Summary Analysis

5 FINANCE AS A POTENTIAL CONSTRAINT TO GROWTH

5.1 Introduction

5.2 The Financial and Banking Sector

521
5.2.2
5.23
524
5.2.5
5.2.6

Evolution and Growth of the Sector

The Soundness and Volume of Lending of the Financial and Banking Sector
The Credit Market in Sierra Leone

Access to Credit

International Finance

Local Finance

5.3 Tests of Access to Finance as a binding constraint to growth

53.1
5.3.2
533
5.3.4

Shadow Price of Finance
Growth Test
Circumvention test

Non-reliance test

5.4 Conclusion

6 MACROECONOMIC RISKS

6.1 Macroeconomic Risks and Distortions

6.1.1
6.1.2
6.1.3
6.1.4

Introduction
Analysis of Inflation Trends (2001-2011)
GDP Growth and Inflation

Comparative Country Analysis

6.2 Government Fiscal Operations

6.2.1
6.2.2
6.2.3

Government Revenue
Public Expenditure

Comparative Country Expenditures

45

46

47

48

50

52

52

52
52
53
54
56
57
59

61
61
63
64
64

64

66

66
66
67
68
70

71
71
73
73



6.2.4  Revenues and Expenditures to GDP

6.2.5 Fiscal Balance

6.3

Public External Debt

6.3.1 Public Debt Stock Trends
6.3.2 External Debt Service Trend

6.3.3  Comparative Country Analysis: Public Debt Stocks

6.4

6.5

7

7.1

Exchange Rates

Macroeconomic Management Policies

MICROECONOMIC RISKS

Property Rights (Land Tenure)

7.1.1 Communal Land Tenure System
7.1.2  The Western Area

7.1.3 Land markets and investments
7.1.4 Reform
7.1.5 HRV Test for Land

7.2

Taxes

7.2.1  Marginal Effective tax rate
7.2.2  HRV Test for Tax

73

7.4

7.5

8.1

8.2

8.3

8.4

8.5

Corruption

Regulatory Quality

Policy and Institutional Effectiveness

MARKET FAILURES IN INNOVATION

Export Basket Size and Composition

Business Sophistication and Technological Readiness

Export Concentration, Diversification and Sophistication

Business Environment

Government Policies to Address Market Failures in innovation

74
75

76
76
78
78

79

81

85

85
86
90
92
93
94

96
98
99

100

102

106

108

108

115

118

124

125



8.6 Conclusions

9 HUMAN CAPITAL

9.1 Education

9.1.1  Overview and Structure of the Education System
9.1.2  Supply Side
9.1.3  Student Enrolments
9.1.4  Primary Education Enrolment
9.1.5 Secondary Education Enrolment
9.1.6  Higher Education
9.1.7  The Evolution of Gross Enrolment Rates for Sierra Leone
9.1.8  School Life Expectancy
9.1.9  Quality of Education Supply
9.1.10 Firms’ Perception of Human Capital
9.1.11 The Labour Market in Sierra Leone
9.1.12 Return on Education
9.1.13 Human Capital and the HRV Test
9.2 Health
9.2.1  Child Mortality
9.2.2  Child Nutrition
9.2.3  The Disability-adjusted life year
9.2.4  Health and the HRV Test

10 INFRASTRUCTURE

10.1 Infrastructure-Growth Nexus

10.2 Overview of Sierra Leone’s Infrastructure

10.3 Power
10.3.1 Access to Electricity
10.3.2 Demand-Supply Gap Analysis
10.3.3 Power Production Cost and Tariffs
10.3.4 Hidden Power Utility Operating Cost
10.3.5 Circumvention Measures
10.3.6 Implication for Private Enterprise Survival and Growth
10.3.7 Enterprise Views on Power as a Constraint
10.3.8 Conclusion

126

128

128
128
128
128
129
131
132
132
133
134
135
137
142
145

146
146
149
150
155

157

157

158

159
159
162
162
164
165
167
169
169



10.1 Information and Communication Technology (ICT)

10.1.1
10.1.2
10.1.3
10.1.4

Introduction
Sector Summary
The Four Tests

Challenges

10.2 Water and Sanitation

10.2.1
10.2.2
10.2.3
10.2.4
10.2.5
10.2.6

Introduction
Water Conditions
Cost of Water
Sanitation
Challenges

Conclusion

10.3 Irrigation

104 Roads
10.4.1 Road Network Quality
10.4.2 Road Pavement Conditions
10.4.3 Road Quality Index
10.4.4 Demand for Roads
10.4.5 New Vehicle Registration Trends
10.4.6 Average Traffic Levels
10.4.7 Road Network Accessibility
10.4.8 Transportation Costs
1049 Growth Impact of Road Improvements
10.4.10 Circumventing the Road Constraints
10.4.11 Demand Side Circumvention
10.4.12 Supply Side Circumvention
10.4.13 Roads and Private Enterprise
10.4.14 Enterprise Views on Transport as a Constraint
10.4.15 Policy and Institutional Constraints
10.4.16 Conclusion

10.5 Sea Ports

10.5.1

Challenges

11 NATURAL CAPITAL

11.1 Geography

170
170
171
179
180

180
180
182
188
190
198
199

199

201
201
202
204
205
206
206
206
207
210
212
212
213
213
215
215
216

216
219

220

220



11.2

11.3

114

115

11.6

11.7

11.8

11.9

12 POLICY AND INSTITUTIONAL EFFECTIVENESS AS A SYNDROME

13 SUMMARY AND CONCLUSIONS

ANNEX:

Land Resources

Water Resources

Minerals

Forest and Wildlife

Marine Resources

The Oil and Gas Sector

Beach Resources

Conclusion

Consultation Summary Presentation

223

225

227

231

232

234

234

235

236

240



List of Tables

TABLE3-1  MAIN COMPARATOR COUNTRIES USED IN ANALYSIS ...eeeiiuriiiiirrieiiriiesiiteessineeesnaeessnneeesnasessnssesssnnssesonsnessssneeess 45
TABLE5-1  TRENDS IN COMMERCIAL BANK BRANCHES IN SIERRA LEONE, 2008 —2012 .....ccooiieiiieeeeeceeececece e 53
TABLE 5-2  PERCEPTION OF ACCESS TO CREDIT AS A CONSTRAINT, BY SIZE OF FIRM (2009) ....oeoiuvieeeiiiieeeiiee ettt 57
TABLE 7-1  ACCESSING INDUSTRIAL LAND ...eiiiiiiiiiiiiiiiiiiic ittt s ib s saas s snb e s s saba s e snanessnabaeeeas 90
TABLE 7-2  PROFIT TAX FOR COMPARATOR COUNTRIES ..uuvreeeiunreesenreeesauneeesanreessssreresannneesanneesssnnenesannneessnneeessnsseessnnneessanneenes 99
TABLE 7-3  CORRUPTION CASES — 2010 - 201 2..cnuiiiiiiiiiiiiieee ettt sttt srae e s s bae e s s mne e e snne s 102
TABLE8-1  MAIOR EXPORT PRODUCTS FROM SIERRA LEONE (USS ‘000), 2002 - 2011 ..ocvvvirieriereeeeecreecreere e ereeere e 109
TABLE 8-2  IMPORTS 2002 = 2011 ...eiiiiiiieiiiieeeiitee e ettt et e st e e s et et e s sse e e s s bee e s esr e e e snee e s s amr e e e eanreeesnnneesanreeesennneesannneas 111
TABLE9-1  ENROLMENT BY SCHOOL LEVEL, 2003-2011 .. .ciiiiiiieeieeeieitiiiieeeeeeeetttiieeeeeeeerassaaeeeeeeessssnnnasesessrsrsnnnaseessesesses 131
TABLEO-2  COUNTRY COMPARISONS OF GER, 2011 (PERCENT) weeeeitiieeeiiiiieeiteeeesteeeeetseeeesaeeesssesesssesesnseesssssesessssesennnnns 133
TABLE 9-3  EMPLOYMENT OF SIERRA LEONEANS BY KEY INDUSTRIES (% SHARE) .veevveeereereeeeeeeteesseesseessseessseesssesssessnseessseess 138
TABLE9-4  AGRICULTURE SECTOR SKILLS GAP ANALYSIS (2013) ..eviiiiiiieeeeiiieeeeiie e ettt e eetteeeetaeeeeteeeeentreseenseeeenasesaensreseeannns 139
TABLES-5  TRENDS IN GENDER DISTRIBUTION OF FORMAL NATIONAL WORK FORCE IN KEY SECTORS .....ceviiiiiiiiiiieiiiieeiniieenans 140
TABLE9-6  COMPARATIVE RATES OF RETURNS TO LEVEL OF EDUCATION......eeiuteiieieseienieeieenteeatesseesseensesnsesseesseessesnsesnnesaeeses 144
TABLES-7  EMPLOYMENT STATUS OF 18+ YEARS IN SIERRA LEONE, BY LEVEL OF EDUCATION, 2011 ...ccovvuieeiiieiiiiiieeeeeeeeeeeneenn, 145
TABLE 9-8  BUSINESS IMPACT OF DISEASES. ....uuvtiiiiiiieiiiiie ittt sttt sias e s sab e s eba s s sabae e s saba s e ssnae s e sanaes 152
TABLE 10-1 TREND OF ACCESS TO GRID CONNECTED ELECTRICITY IN SIERRA LEONE (2006 - 2011) ...coovveevieiieeeieeceeeeee e 159
TABLE 10-2 SOURCE OF POWER FOR HOUSEHOLD LIGHTING ....uuvviiiiriieiiiiieeiite e siite ettt e st ssane s s nnee s 160
TABLE 10-3 SIERRA LEONE’S STANDING IN KEY AREAS OF POWER ACCESS AS AT 2011 ...uviiuieriieniienieeieeie e 161
TABLE 10-4 NATIONAL POWER AUTHORITY: HIDDEN COSTS VS. REVENUE LOSS ..evviiietieieeieniesitesieesiesaeseeeseeesaeeseeseee e 165
TABLE 10-5 PRIVATE VS. PUBLICLY GENERATED POWER SUPPLY ....vviiiiiriieiiiieeiirtee et eine e sree e s nae e s ssre e snaeesssine e e snnne 166
TABLE 10-6 PERCENT OF FIRMS OWNING OR SHARING A GENERATOR ....cvviiiiuirieiiriieiiiiteesineessnntesssireeesnsnesssnssessssnasessnnns 167
TABLE 10-7 RAPID EVOLUTION OF MOBILE PHONE SERVICES IN SIERRA LEONE ...ceuvvieieiiiieiiiieeeineeessreeeseieee e seneee e 172
TABLE 10-8 ICT SECTOR INDICATORS IN SIERRA LEONE ..cuuvveiiiiriieiiirieeineee st e st e st sine e snae e s s b e e ssnaessnreee s 173
TABLE 10-9 MOBILE CELL PHONE SUBSCRIBERS. ...teeiurtteiiuuteeiiirieeiirttesirteesssrseesssasesssbaeessbasesssnssssanasessnnssessssnssssananesas 175
TABLE 10-10  WATER AND SANITATION INFRASTRUCTURE IN SIERRA LEONE AND COMPARATOR COUNTRIES (2010) ...cccvveenenenee. 184
TABLE 10-11  TRENDS IN ACCESS TO SAFE DRINKING WATER .....eeiiiriiiiiiiieiiitie sttt ettt s s s s snr e s 185
TABLE 10-12  AVERAGE TIME TO COLLECT WATER ...cttiiiiriiiiiiie ittt sttt saa e b s aa s sanas e s snae e s snna s sannn s 188
TABLE 10-13  COST OF WATER ..ceiuttteieiurtteseitteesisteeeesbtee sttt e s sameeesebee e e sasreeesnee e e e nr e e e s sbeeesamsaeessabeeesennneeesanneeesanneees eeenan 189
TABLE 10-14  AVERAGE HEALTH EXPENDITURES PER HOUSEHOLD, 2011 ...uuuiiiiiiiiiiieieeeeeeetiiieeeeeeeeeetniieeeeeeeeesananeeeeeeeeessnnnns 194
TABLE 10-15  INCIDENCE OF DISEASES ...uuvtiiiiuiieiiiitiieiiiiieiittee st essiat e sbas e sba e s sbbs e sbae e s s sab e e s s saba e e snbaeessabaeesenbasesnanaees 195
TABLE10-16 ~ WAGES LOST DUE TO WATER BORNE AND WATER RELATED [LLNESSES ...cuvveveenreentereesueesseessesseseesaeesseensesneesaes 195
TABLE 10-17  BENCHMARKING WATER AND SANITATION INDICATORS ..cceiuurireriurreeiireeessireesssneessneeessssreeesonsaeesanneesssnnesesannns 197
TABLE 10-18  ROAD PAVEMENT IN SIERRA LEONE ....uviiiiiiiiiiiiieiiiiicc ittt s s sia s sras e snae s snnn s sanan s 202
TABLE 10-19  SIERRA LEONE ROAD INDICATORS BENCHMARKED AGAINST AFRICA’S LOW INCOME FRAGILE, RESOURCES RICH AND
IMIIDDLE-INCOME COUNTRIES ...ettiiittieieitieesittessirte s st e st e st e e s saba e s aabae e s sab e s e s ba e e s saba e e s sbaeesenaeeesbaeessnbeeesnnne e 204
TABLE 10-20  COMPARATIVE ANALYSIS OF QUALITY OF ROADS....cciiuiiiiiiiiiiiiiiee et ssne e snns e snaeessnnssesnnns 205

TABLE 10-21

SIERRA LEONE ROAD INDICATORS BENCHMARKED AGAINST AFRICA’S LOW INCOME FRAGILE, RESOURCES RICH AND

IVIIDDLE-INCOME COUNTRIES 11tuuueeeeerertusuneeeeesssesssunneeeeessssssssnnaeseesssssssssnaeeeessssssssnnesesssssssssnnnssessssssssnnneesessssssnnnaneesnns 206



TABLE 10-22
TABLE 10-23
TABLE 10-24
TABLE 10-25
FIGURE 12-1
TABLE 12-2

TABLE 12-3

REGIONAL DISAGGREGATION OF PERIODICALLY INACCESSIBLE UNPAVED ROADS.......cuuuururerererererreererererereeeeeeeeeeeeee 207

COUNTRY TRADE IMPACTS OF ROAD NETWORK UPGRADING .....ceuuiittteeeeeeaiieteeeeeeeeieeteeeesesaiseeeeeeeessnnneeeeeens 211
PRIVATE ROAD TRANSPORT INFRASTRUCTURE «..vveeuvteenttesureesseesuseesuseesseeesuseessesssssesssessnseesseessseesseesssessssesnses 213
BENCHMARKING PORT INDICATORS: FREETOWN AS COMPARED WITH SELECTED PORTS .veevveeruveesrreesseesssesensnesnsennns 217
SIERRA LEONE’S “BARREL OF GROWTH” ..eiutteeuieeiureessieesiteesseeessesesseesseeessessssesssessssessssesssseesssesssssssssssssessnnes 236
EFFECTS OF COMMON SYNDROMES. ...ceuutteuttetresteesseesuseessesssesesssesssesesseesssesssseessseesssesssseesssessseessssessseesnses 238
COMMON SYNDROMES AND THEIR SYMPTOMS ...eeteteieiuuerieeeesssnsunteeeeessassunseeeeesssssnsseseessssssnseessessssssssseeeeessns 239



List of Figures

FIGURE 2-1
FIGURE 2-2
FIGURE 2-3
FIGURE 2-4
FIGURE 2-5
FIGURE 2-6
FIGURE 2-7
FIGURE 2-8
FIGURE 2-9
FIGURE 2-10
FIGURE 2-11
FIGURE 2-12
FIGURE 2-13
FIGURE 2-14
FIGURE 2-15
FIGURE 2-16
FIGURE 2-17
FIGURE 3-1
FIGURE 4-1
FIGURE 4-2
FIGURE 4-3
FIGURE 5-1
FIGURE 5-2
FIGURE 5-3
FIGURE 5-4
FIGURE 5-5
FIGURE 5-6
FIGURE 5-7
FIGURE 5-8
FIGURE 5-9
FIGURE 5-10
FIGURE 5-11
FIGURE 5-12
FIGURE 5-13
FIGURE 6-1
FIGURE 6-2
FIGURE 6-3
FIGURE 6-4

FIGURE 6-5

SIERRA LEONE: GDP PER CAPITA AND ANNUAL GROWTH, 1961-2012 ...ouuuiiieieieiiiiiieeeeeeeeevenee e e e eeeevenneeeseeeeeees 24
REAL GDP GROWTH-COMPARATOR COUNTRIES ..ceeeurirerurreeerireeesareeesanneessaneeesennreessanneeesanseesssnnesesannneesanneeens 26
GDP COMPOSITION BY SECTOR ....vtetiiurtieiiireeesrteessmrtessireeesnatessssbeessmbasesesaaeessabasesenaeessanaeessnaeesenneeesanenes 28
SECTOR CONTRIBUTIONS TO GDP GROWTH ..uuviiiiiiiiiiiiiiiieiiiiie et ssree s s ssnne s s snaeessnaeesnans 29
CONTRIBUTION OF MAJOR AGRICULTURAL SUB-SECTORS TO GDP (%) ...eeevvievieeiieeieeeieeeteeeteesveesaeesveesane e 29
LAND UNDER CULTIVATION (HA) VS. PRODUCTION (IMIT) ....cutiiieiie e et ettt ettt eeatee e e save e e e earee e eaneeas 30
RICE PRODUCTION LEVELS (2001 = 2011 IN MT)ueieiiiiieeeiiee e eiiee et e e et e e eeivee e e st e e eeaaae e s eataeeesntaeeeensseeeennneeas 31
AGRICULTURE AS PERCENT OF GDP: COMPARATIVE ANALYSIS. ...ceeiiureeerrreeseiireeessreeesanneesssreresenneessnneessanseesens 32
TRADE BALANCE AS PERCENT OF GDP (SELECTED COUNTRIES) c..vveeeerreeeeureeeeiureeeesreseesnseeeessseeeessseseeesseeesssseneans 33
EXPORTS AS PERCENT OF GDP...coiiiiiiiiiiiiiiiiiiiiiiiic et ra s 34
EXPORTS FROM SIERRA LEONE (IMILLION USS) ..eeveuviererectecteete et ettt ettt et eve et eteeveeveeteeneensensensessesaeeseeneene 34
EXPORT OF GOODS AND SERVICES (%6 OF GDP) ...ecuvvieiiieiititeiiiecieesieesteesteesteesiteesaaeesaaeesaeesbaeenseesnbessnseasnsens 35
CONTRIBUTION OF SUB-SECTORS TO INDUSTRY GDP .....oviiiiiiiiiiiiiiiiiiiciiii e 36
INDUSTRY AS PERCENT OF GDP ...onieiiiiiiiieeeee ettt sttt st e e s e smnne e e saneee e 37
CONTRIBUTIONS TO SERVICE SECTOR GDP ...ttt e s 38
SERVICES AS PERCENT OF GDP ..cvviiiiiiiiiiiiiii ittt 39
PER CAPITA GDP GROWTH RATE ittt ettt et e s e e s sne e e s enne e s saneeeean 40
GROWTH DIAGNOSTICS TREE ..cuutieiiiriieiiitteesitee s st ettt sia e s st e e siba s e s sae e e s sib e s e s b b e e s sabae e s sbaeesenneeesnaees 43
GROSS INVESTMENT TRENDS FOR SIERRA LEONE, 1980-2011....cuuuuieeieeeeeiiiiieieeeeeeeeeiiceee e e eeeevernnneeeeeeesansnnneees 48
AVERAGE GROSS FIXED CAPITAL FORMATION, 2000-2011....ccoiiiieeieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 49
GROSS SAVINGS TRENDS FOR SIERRA LEONE, 1980-2011 .....coririiiieieieeeeiiiiieeeeeeeeettiee e e e e eeeersneeeeeseeenannnn s

TRENDS IN NON-PERFORMING BANK LOANS IN SIERRA LEONE, 2003 — 2010

REAL LENDING RATES FOR SIERRA LEONE, 2002- 2012

REAL LENDING RATES = LICS & LIMIICS....cenetiiiiieeiieesiieeteeie ettt

INTEREST RATE SPREAD FOR SIERRA LEONE& COMPARATOR COUNTRIES, 2000-2010.................

FOREIGN AID AS A PERCENT OF GINL...ouviiuiiiieiiesiierieeie sttt ettt s sae e e

REMITTANCES FOR SIERRA LEONE AND COMPARATOR COUNTRIES, 2000-2011 (% GDP) ...oovvvveeirreiieeiee e,
GROSS DOMESTIC SAVINGS FOR SIERRA LEONE AND COMPARATOR COUNTRIES, 2000-2010 ....ccvvueeeeeeeeeiriiiieeeeeens 59
TRENDS IN REAL DEPOSIT RATES IN SIERRA LEONE, 2000-2011 ....ovvvreiiiiiiieieieierererererererereeereeerereeeeereeseeesrerseeeees 59
DOMESTIC CREDIT TO THE PRIVATE SECTOR FOR SIERRA LEONE AND COMPARATOR COUNTRIES, 2000-2010............ 60
GOVERNMENT BORROWING VS. TREASURY BILL YIELDS ..vveviiuriiiiiirieiniieeiiiniesnine e snnee s sinse e snnee e ssnrasesnene 61
FINANCIAL DEPTH IN SIERRA LEONE AND COMPARATOR COUNTRIES ....uvveeiuireeeiieeeeeireeeesreeesnneesssnneeeseneneeseaneees 62
NATURE OF CREDIT CONSTRAINT TO ENTERPRISES ... .vvteiiuiriieirrieseinteeesiinetesnreesssibeeesinneesssneesssranessnneessanaeesans 63
INTEREST RATES V PRIVATE INVESTMENT CORRELATION IN SIERRA LEONE (2000 —2011) ...evvvieeiiieeecieee e 64
INFLATION TRENDS FOR SIERRA LEONE, 2001-2011......cuuuuuuurinrernrererererererererereeereererrereeeesesesrerersrererrreesreeeeerens 68
GDP GROWTH VS. INFLATION 1 uettetiiittie sttt ettt e st e s siae e st s st e s siba e ssae e e s sab e s e sebbeessanaeessnaeesenneeesnnees 69
INFLATION AND OIL PRICE ..vviiiurieiiiiiiiiiiriis ittt ia e s e s s an e e saas e s sna s e e s saba s e snanesssnbaeesas 69
INFLATION RATES .. eetittiet ettt ettt et e e e s e et et e s e s e a e e e e s e saabaa et e e e s e snnbaaeeeesesannn seenans 70
TOTAL DOMESTIC REVENUES (IMIILLION LEONES) ..uveuteuiestietesieeteeteeitentetestesteseesbesaeseesaesneesteneeneenseseessesneseesnes 71



FIGURE 6-6
FIGURE 6-7
FIGURE 6-8
FIGURE 6-9
FIGURE 6-10
FIGURE 6-11
FIGURE 6-12
FIGURE 6-13
FIGURE 6-14
FIGURE 6-15
FIGURE 6-16
FIGURE 6-17
FIGURE 6-18
FIGURE 6-19
FIGURE 7-1
FIGURE 7-2
FIGURE 7-3
FIGURE 7-4
FIGURE 7-5
FIGURE 7-6
FIGURE 7-7
FIGURE 7-8
FIGURE 7-9
FIGURE 7-10
FIGURE 7-11
FIGURE 7-12
FIGURE 8-1
FIGURE 8-2
FIGURE 8-3
FIGURE 8-4
FIGURE 8-5
FIGURE 8-6
FIGURE 8-7
FIGURE 8-8
FIGURE 8-9
FIGURE 8-10
FIGURE 8-11
FIGURE 8-12
FIGURE 8-13
FIGURE 8-14

REVENUE AS % OF GDP AND GDP GROWTH eetetiieiiiiitteeteseiireteeeesesssreteeesesssssseseeesssssasssseesessssssssseeessssssnses 72
REVENUE AS A PERCENT OF GDIP ...ttt ettt e ettt e e e sttt e e e e e s anrbee e e e e sennneeeeas 72
GOVERNMENT EXPENDITURE ..vteeuvteruteeeteesureesseeenseeesseessseeesseessesssseessseessseessseesssesssesssssessseesssesssseessessnsessnses 73
GOVERNMENT EXPENDITURE AS A PERCENT OF GDP .....viiiiiiiieeciiie e cieeeeeiiee et e s e s et e e esaeeeessnseeeesnteeesnnnes 74

REVENUE VS EXPENDITURE TO GDIP ...ttt ettt ettt e e ettt e e e s ettt e e e e e e ansbeeeeeeseeanreeeeas 74
BUDGET DEFICIT AS %6 OF GDP ...ttt ettt ettt sttt et e sbt et e st e st sabe e sabeesate e sateenbaeenaaesnbee s 75
CLASSIFICATION OF PUBLIC DEBT ..tttttettieiiiiiteeeeeeesiitteeeessesiereeeeessssussaeeeesssasssnsseeessssasssseeesssssanssnseesssssannes 76
PUBLIC DEBT TO GDP RATIOS ...uvtittieieteeitttesteeetessteesseesaseassseessseassesessssesessssesssessssessnsesssseesssessesensessnsesen 77
EXTERNAL DEBT RATIOS ...ceiuvtteiteetitentteeteesieesiteesibeesateesuteesseessbeeesseesabeessseesabaesnseesaseesaseessesenssesnsessnsaesnseesn 78
PUBLIC EXTERNAL DEBT (% OF GINI) ..veeuteeiiieeieecieeete et esteeetteesteeete e eteesateesteesaseesateessseessseasneensaeenseesnses 78
NOMINAL EXCHANGE RATE (LE/S) wvteteiteieeitee it esteeee et eeteeeteeseseseeeteeteentesasesteebeentessaesasesseensesnnesreesseenseenns 79
CHANGE IN EXPORT, EXCHANGE RATE AND INFLATION ..uvterttteueerteeeteesteesreessteessseesseeesusessseessseesssessasessnseesane 80
PER CAPITA REAL GDP GROWTH AND QUALITY OF MACROECONOMIC POLICY, 1960-2010........cuvvvvvrvrrrnrrnnrnrnnnnnns 82
CPIA: MACROECONOMIC MANAGEMENT AND BUSINESS REGULATORY ENVIRONMENT, AVERAGE 2004-10 ............... 84
LAND USE IN SIERRA LEONE «..vteuteitiieitesieeeteesteesteesuteesuteesuseesseeesseessbeesseesasessnseessseesnsesssssesssesssesenseesnsess 86
REGISTERING PROPERTY — DAYS AND PERCENTAGE COST iievuuuiiriieeeeeiiiieteeeesessnreeeeessssssnseeeeessssssssseesesssssssnnees 92
TAX RATES AS A CONSTRAINT TO FIRIMIS 1.veeuvveeuteseueessreeaseessseessseessssessessssesessesssessssessssesssssessesesssssssessnsessssessns 97
COMPONENT TAX RATES ...tetiutteeieesiteesteestteesuee ettt esttesbeessseesabeesaseessseesaseessseesssessseesseesnseesseesseesnseesnsesnnses 98
IMARGINAL EFFECTIVE TAX RATES .ttt s bt e e b ebe e e bebeeeseeeeeaeeeeeeeeees 98
% OF FIRMS EXPECTED TO GIVE GIFTS TO PUBLIC OFFICIALS TO GET THINGS DONE ..veeuveesuveesureesseeeseseessesesseesssessnnes 100
CORRUPTION PERCEPTION INDEX FOR SELECTED COUNTRIES, 2009-2011 ...ccoveiiiiieiienieenieeniieeseeenieeesiee e 101
CORRUPTION PERCEPTION INDEX RANK.c.etteuutttieeteeeeiiitteeeeesesiitte et e e s seiinteeeeesssansaeeeesssesnnteeeeessssssnnnaaeesanas 101
PROBLEMS AFFECTING DOING BUSINESS .....vvtteeeeesauuetteeeeseaauureeeeesesauseeeeeaesaaasseseeeesesannssneeesseasannsnseeesaesannes 104
REGULATORY QUUALITY 1. teeutteetteetteeteesuteesuseessteesutessseeesssesseesssaesnsaesabeesaseesaseassseenseeenseesnseesnseesseesnseensses 105
TIME SPENT DEALING WITH THE REQUIREMENTS OF GOVERNMENT REGULATIONS ..vveevuvveeeeereeesnereeennreeessneeeesnnnees 105
FIRMS IDENTIFYING THE COURT SYSTEM AS A MAJOR CONSTRAINT ...vveevveetreesereesesesseesssessseessesssessssesssssssenans 106
SIERRA LEONE’S MAJOR EXPORT COUNTRIES «..veeuvreeeeerureeeseesreesseessseesusessseeesssessssesnseesssessnsesssseesseesssesssnens 112
SIERRA LEONE’S MAJOR IMPORT COUNTRIES = 2010 ... .uviiiiiiieeeiiieeesiteeeeieeeesteeeeseeeessveeeesvaeessnnaeessnnneeenns 112
EXPORT SHARE FOR SIERRA LEONE AND COMPARATOR COUNTRIES, 2001 -2011 ....coovviriiieeeeeieeeiceeeeeeeeeeveen, 113
TECHNOLOGICAL PRODUCTS ..cuuveeuteenuteenuteessteenseessseesseessseesasessseessseesusesssseesssesssesssssesssesssseessseesssessnseesanes 114
STAGES OF DEVELOPIMENT ...uttteteeesauttrteeeesssatttreeeesssassesteesesssassusseesesssasssssseesesssassssaeeesssassnseeeeesssssssnseeees 116
TRADEMARK REGISTRATIONS (TOTAL) teeeeeutiieeetieeeeitieeeeitteeeeteeeeetteeeeesseeeesseeaesseseesseeeeassseeensreseeasseessasseaann 116
INNOVATION CAPACITY 1.ueveeutteeueestteenteesteesuteessseesuseesseeesssessseesssaesnseesaseessseessseesssessseeesseesssessnseessseessseesnses 117
AVAILABILITY OF TECHNOLOGY 1vveeuvveeueeetesesseesseesiseesseesseessseesssssssssssssssssesasesasssessssssssessssessssesssssssssssssesn 117
PERCENT OF FIRMS WITH AN INTERNATIONALLY RECOGNIZED QUALITY CERTIFICATION ...cveereeeraiinreeeeeseeaineeeeeeaanns 118
EXPORT DIVERSIFICATION INDEX ..veeuvtteutesteeeseesseesteesuseesutessseeesssesssessssessseessseessseesssessssesnssesssessssessnseesnes 120
EXPORT SOPHISTICATION ..t ttiuettttteeeeeesitttteeeesessatareeeessesusbateeesssssasseraeeesssssassaeeeesssssnssaaeeessssssseneeesssnnanses 120
INCOME LEVEL OF EXPORTS AND GDP PER CAPITA. «..eeiitiiiiiieiiittete e e ettt e e e s ettt e e s e sansbeeeeeesesnnreeeeeeeeeans 122
INCOME LEVEL OF EXPORTS AND GDP PER CAPITA (EXCLUDING DIAMONDS) ....ceeuvreurerieeenieesireesnreesreesreesnneenes 122
IMPORT AND EXPORT COSTS ...uuuuuuuuuuuuuuuuuuuuuuunnuuunuasasasasasssasassssssssssssasssssssssssssesesabeseeeseeeneeeneeeeeeeeeeeeneeaeeeeees 123



FIGURE 8-15
FIGURE 9-1
FIGURE 9-2
FIGURE 9-3
FIGURE 9-4
FIGURE 9-5
FIGURE 9-6
FIGURE 9-7
FIGURE 9-8
FIGURE 9-9
FIGURE 9-10
FIGURE 9-11
FIGURE 9-12
FIGURE 9-13
FIGURE 9-14
FIGURE 9-15
FIGURE 9-16
FIGURE 9-17
FIGURE 9-18
FIGURE 9-19
FIGURE 9-20
FIGURE 9-21
FIGURE 9-22
FIGURE 9-23
FIGURE 9-24
FIGURE 9-25
FIGURE 9-26
FIGURE 9-27
FIGURE 9-28
FIGURE 10-1
FIGURE 10-2
FIGURE 10-3
FIGURE 10-4
FIGURE 10-5
FIGURE 10-6
FIGURE 10-7
FIGURE 10-8
FIGURE 10-9
FIGURE 10-10
FIGURE 10-11

DISTRIBUTION OF FIRMS ACCORDING TO INNOVATION & TECHNOLOGY ...eeeeuvreeeeuereresreeeessreeessneeessssseessssesesnnes 124
GROSS INTAKE RATIOS, 2002 ... ciiiiiiiiieieeeeetititiieeeeeeeetttteeeeeeeeeeasaaa e seeesesessanaasesesssssananaseessesssrnnnneseesssssssnnnns 129
PRIMARY SCHOOL ENROLMENT, 2012.....ccutieiieeiiieitesieesieesiieesiteesieeesieessseessssesseesaseesaseesasessssessssessseesnnes 130
PRIMARY ACCESS AND COMPLETION RATES, 2011 ....uuuuuuuurnrurerennrererererereressserereereereereseeesesesesrsrerererereeereeeeeeens 130
SECONDARY ENROLMENT RATES, 2000-2011 ... .ciiiiiieeeieeeeeieiieeeeeeeeeeertee e e e e e e eesaaeeeeeeesessssaeeeeeesesrsnannnnns 131
HIGHER EDUCATION ENROLMENT COMPOSITION, 2009/10.....cccuieiieeiereeereeireieseeesieesieeeeseeseeesseessnsneesseeses 132
CROSS-COUNTRY COMPARISON OF SCHOOL LIFE EXPECTANCY ...ouuiiiiieeeeeeiiiiieeeeeessieeteee e s e siieeeeeesssssnnnneeeens 133
QUALITY OF THE EDUCATION SYSTEM ..ceteteiauuuutteeeeseaauurteeeeessaaueeteeeesssaunsaeeeesesaanssseeeesesaannnseeeeessaansnnseesesasan 134
QUALITY OF MATH AND SCIENCE EDUCATION ..eeuuvteeeiuiiieeeireeesiteeesiteeeesnreeesannneessaneeessnseeessnnneessaneeessnnseesnnns 135
PERCEPTION OF LABOUR FORCE OF FIRMS BY CATEGORY ..cceeuvereeeueeeeesureeessueeeessuneessssseesssssesessseessssseesssssenesnnnes 136
EXTENT OF STAFF TRAINING ... uttttteeeeeeuutetteeeeaaauteeteeeesasaunbeteeeeesaaansebeeeeeseaaansaeeeeeeaaaanseeaeeessaaannsaeeeaesaanannnes 136
FIRMS OFFERING STAFF TRAINING ...ttt euveesuteesuteesureesuteessteesssesssaeesseesseesseessseesuseessseessseessesssssessseesssessnseesnes 137
LABOUR PARTICIPATION RATE ..evtvtrerereerererereeeeteeeeererererererererereteteteeeeeesetesetetetetetetsteeseeeeteeeesaseeeeesesesesesseees 139
BRAIN DRAIN, 2002 ....eeeiiiiiieeeeeeeeeiitieeeeeeeeeeta i eeeeeeeeeesastaaeeeessessstannseeesssssssannsaeesesssssnnnneesesesssssnnnneeeeeseses 140
RATE OF EMIGRATION FROM SIERRA LEONE, 2012 ...eouiiiiiiiiiieiieeeiteeiee sttt st siteesiteesaeessbaessaeesbeesnneenane 141
NET IMIGRATIONS, 2012 ...eiuiuiuiiuiuiuuuuutuutueuuuuuerarerararareaarerarerersrsaessssssssssssssssssasssssesarssessaeresnserrrerreenrrerens 141
THE RETURNS TO EDUCATION: SIERRA LEONE VERSUS COMPARATOR COUNTRIES ....uevieeeeeenuiiereeeeeeeanieeeeeaeeenaanees 143
THE RETURNS TO EDUCATION OF MEN: SIERRA LEONE VERSUS COMPARATOR COUNTRIES ...vvveeuveerureenneeesireenneeenns 143
THE RETURNS TO EDUCATION OF WOMEN: SIERRA LEONE VERSUS COMPARATOR COUNTRIES. ..cuvvverererreeeseeeeernnnes 144
TRENDS IN UNDER-5 IMORTALITY RATES .....tttteeeieiuetetteeeeaaauseeeeeessaaunteeeeeesaaaunseaeeeeesaaaunbeneeeesaasannseneeeseesannnes 147
TREND IN INFANT MORTALITY RATE IN SIERRA LEONE....ceeuveeruteeniieeniieeniteeniteenseesteesseesateesseesaseesasesssesesssesnens 148
INFANT MORTALITY RATE FOR SELECTED COUNTRIES ....vttteeeeesunreeeeeeeesiurreeeeessssusseeeeesssssnsseseesssssssseseeesssnnns 148
PERCENTAGE OF CHILDREN STUNTED AND UNDERWEIGHT BY AGE...vveesueeeiveresseessresssseessseesssessseessessssessssssenenns 149
PROPORTION OF STUNTED UNDER=5 BY COUNTRIES ...eeuveeureeiresteeeseesseesseesseessseessseessseenseesssesssseesssessnsessane 150
DALYS FOR COMPARATOR COUNTRIES, 2010 ....uuuiuuuiuiuiiuuiuuuuninunununrnuaunnnrnnannennnnessnessssnsssssssssssssssssssssnssnsrsrens 151
OUT-OF-POCKET HEALTH EXPENDITURE «..itittteteeeeeiietteeeeesaauseteeeesesaunsateeeeesaannnsaeeeesesaannnseeeeessaannsnneeeesanan 151
TOTAL HEALTH EXPENDITURE ...ttt iuteesuteestteesuteesttessseesbeessseesabeessseesaseesuseessseesusessseeesssesnseessseesnseesnsessnseesanes 154
HEALTH EXPENDITURE PER CAPITA 1eeuuttteieeteeesouteesaseseeessuseessssseeeesssesesssssesssnsessssnssessssssesssssssessnssessssnseessnsnes 154
LIFE EXPECTANCY AND INVESTIMENT c.vtteuuveetteesreeseseseessseesssesssseessseassesessessnsessssessssessssesssseesssesssesesssssnsessnses 155
POTENTIAL INFRASTRUCTURE CONTRIBUTION TO ECONOMIC GROWTH ..euvvieiieriieeniiesieesieesneesveeseeesueessseesnne 157
INFRASTRUCTURE CONTRIBUTION OF ICT TO PER CAPITA GROWTH eeiiuvvieeeerireeerreeesreeeesseeeesseesessseessnsseessnnns 158
INFRASTRUCTURE VS. GDP PER CAPITA. ...ceettteeeee ettt et e e ettt e e e ettt e e e e e s aste et e e e s e s anbebeeeeeeesnnneneeeeeesannnes 159
LOSSES TO SMALL, MEDIUM AND LARGE FIRMS DUE TO ELECTRICAL OUTAGES ....veevvrerueerieeenieesseessseesseessesseeenes 161
POWER PRODUCTION COSTS IN SELECTED COUNTRIES...ceeesuuurreeeeeeearurrreeeesssssunreeeeesssassnseeeeessssssssseasesssnsssnnees 163
COMPARATIVE POWER TARIFFS = 2000 ... eeiietee ettt e ettt e e ettt e e e e s e e e e e e e s eaanbee e e e e e eennneeeeeeenan 163
FOREGONE REVENUES IN POWER LOSSES ...uvvteuteiiiieiienieesteesiteesiteestteesueessseessssesseesaseesaseesasesssseesssessseesnnes 164
NO. OF GENERATORS IMPORTED 2010 TO 2012 ...oviiiiiiiiiiiiieieeeesiiieeeee s s e siirtee e e s s seiinreeeesesssanraeaeesssnnnnnnees 167
NUMBER OF EXCISE COMPANIES OPERATING IN SIERRA LEONE .....eeiiiiiieiiiiiiiee ettt e e et e e e seeeee e e e e 168

PERCENT OF FIRMS IDENTIFYING ELECTRICITY AS A MAJOR CONSTRAINT ..uveeureerureeneeeeniressueessneessseesseesnseesanes 169

AVERAGE REVENUE PER USER (ARPUY) ..eeeiiieeiie ettt etee st te e ste e s ae s ave e s aeesnaeesnaeenessnsneenneeans 173



FIGURE 10-12
FIGURE 10-13
FIGURE 10-14
FIGURE 10-15
FIGURE 10-16
FIGURE 10-17
FIGURE 10-18
FIGURE 10-19
FIGURE 10-20
FIGURE 10-21
FIGURE 10-22
FIGURE 10-23
FIGURE 10-24
FIGURE 10-25
FIGURE 10-26
FIGURE 10-27
FIGURE 10-28
FIGURE 10-29
FIGURE 10-30
FIGURE 10-31
FIGURE 10-32
FIGURE 10-33
FIGURE 10-34
FIGURE 10-35
FIGURE 10-36
FIGURE 10-37
FIGURE 10-38
FIGURE 10-39
FIGURE 10-40
FIGURE 10-41
FIGURE 10-42
FIGURE 11-1

FIGURE 11-2

FIGURE 11-3

FIGURE 11-4

FIGURE 11-5

FIGURE 11-6

FIGURE 11-7

FIGURE 11-8

FIGURE 11-9

REVENUE FROM MOBILE PHONE COMPANIES (% OF GDP) ....uveiiuiieeieecieeeie e stte et eiee et s e et e e e 174

MOBILE PHONE SUBSCRIPTIONS (PER 100 PEOPLE)....ccuuviieeeuiieeeiiiee ettt e eeteeeeeiteeeeeteeeeeneeeeearaeeeereeaennnns 174
PERCENTAGE OF HOMES WITH A PERSONAL COMPUTER ....veeuveerureenueeesiieenseeenseesnseesseesnseesareesseessseesseessses 176
PERCENTAGE OF HOMES WITH A TELEPHONE ... vttt euveeeeseteeeesueresessseeessseeessseesessssesessssessssnseessnssessenssesennns 176
INTERNET USAGE - % OF POPULATION (COMPARATOR COUNTRIES) c.vveeiuveesureesseeesseeessreessessssessssessssessnsessnnes 177
MONTHLY SUBSCRIPTIONS FOR FIXED BROADBAND INTERNET ..ccuvterureerureenieeesireenneesnieeesseesreesseesaseessesnsens 177
BUSINESS TELEPHONE IMONTHLY SUBSCRIPTION .euuvteeesutreeeeeresessenessnsseessssseessssssessssseesessssesssssensssssseeenns 178
ABUNDANCE OF WATER RESOURCES IN THE COUNTRY .....tittteeeeeeaiinteeeeeeseeiseeeeeesesaunseeeeeesssennnneesesesannnnseen 181
HOUSEHOLD SOURCES OF DRINKING WATER (% OF POPULATION) 2011 ...uuvevriiiiiiieiieeieeeireesieesiee e 183
SOURCES OF WATER USED FOR OTHER ACTIVITIES ...uuutvrieeeeeesiiiereeeeesesntrreeesesssassneeeessssssssnseeessssssseneeesens 183
ACCESS TO IMPROVED DRINKING WATER (% OF POPULATION) SIERRA LEONE....cecvveerverereesreesreesireesaseeneneas 185
ACCESS TO SAFE DRINKING WATER (% OF RURAL POPULATION) COMPARATOR COUNTRIES ...vvvvenererreeeneeenanens 186
ACCESS TO SAFE DRINKING WATER (% OF URBAN POPULATION) COMPARATOR COUNTRIES ...vvveveveerreeveennnen. 186
NUMBER OF WATER INSUFFICIENCIES IN A TYPICAL MONTH ..eecuveesuteesreesereesseeesseeesseesssesessesssessssessssessssesnsnes 187
ACCESS TO IMPROVED WATER AND INVESTIMIENT 1.eeuveesureesuteesureesseeesseeesseessseessseesssessnseessessnsesssseessessseeens 190
ACCESS TO IMPROVED SANITATION (% OF POPULATION) SIERRA LEONE.....veeiveeereesreeereesireesneeeenveesaneeneeas 192
IMPROVED SANITATION FACILITIES (% OF POPULATION WITH ACCESS) vevuveeeereesereesireesireesseeesseeensessnsessssessanes 192
OPEN DEFECATION (% OF POPULATION) ....vteeeetieeeeeuteeeeitteeeeeatseessssesesssseesassesesssessssseesasssssessnssesssnsenes 193
IRRIGATION POTENTIAL (COMPARATOR COUNTRIES) ...uveesureesereessreensseessseenseessseessseessessssessssesssessssessssssnses 200
DISTRIBUTION OF PAVED ROADS AS PERCENTAGE OF TOTAL ROAD NETWORK ...vveeruveeiereenireesiveesieeenereenseesnns 203
RATIO OF PAVED TO TOTAL ROADS (%) 2009 .....ccccuvieeeiiieeeeieeeeeiteeesiteeeenreeessnsseesssseeeesssaeessnsanessneeanans 203
ROAD INFRASTRUCTURE QUALITY AND GDP PER CAPITA .. .eeiiiiiieeeeeriieteee e e ettt ee e e s e sibeteee e s s sssereaeees s e e 205
TRANSPORT COSTS IN US CENTS PER KILOMETERS ..ccetteiuititieeeeeeniieteeeeeesnreteeeeesesnsteeeeessesnnneeeeesesennnnneen 208
AVERAGE TRANSPORT PRICE GLOBAL COMPARISON 2008.......cc.utieieeriiiinieeniieenieesieeeseessieessseessseesseesseess 208
AVERAGE TRANSPORT PRICE GLOBAL COMPARISON 2008......cciiiiiiiiieieeieiiiiiieeeeeseiteeeeeeessineeeeeeesssannnes 209
CONSUMER PRICE INDEX OF LOCALLY PRODUCED GOODS IN SIERRA LEONE ......ceteiiieiiiiieeeeneeeiieceeeeeseeieeeeees 209
TREND IN CUSTOMS REVENUE COLLECTION ON BORDER CROSSING ...veeuvvieererreeeieesreesseesieeesseessseessseessseess 210
NEW REGISTRATIONS OF COMMERCIAL TRANSPORT VEHICLES VS. MOTOR BIKES IN SIERRA LEONE ......cccverennnen. 212
DISTRIBUTION OF ESTABLISHMENT AND POPULATION BY DISTRICT w.veuveeiereesireesiieesireesieeesseesseesssesssessnsessanes 214
FIRMS IDENTIFYING TRANSPORTATION AS A MAJOR CONSTRAINT ...veeureerureenureessreesueessseeenseesseesnseesseesseessnes 215
QUALITY OF PORT INFRASTRUCTURE ....euuttttteeeeeseiittteeeessssusteeesesssassssseeaeessssssnssaasesssassssseesessssnsnnseasesenns 218
RAINFALL IN SIERRA LEONE ...ttt ettt ettt ettt e e e e et et e e e e e e s nbe et e e e e e eansbeeeeeeseaanbeeeeeesaanannnes 221
AVERAGE PRECIPITATION 1..uttteuttesutteeteesteesseesuseesusesssseesssesssessssessnsesssessnseesssessseesssesssessseesssesssessnseesssess 222
LAND UTILIZATION ..ttt et b et te ettt et et et e ee e e e e s e s e e e e e e e s e s e s aeaaaasaaesaseseseseeeaeeeeeeeeeeeeeeneee nnn 224
ARABLE LAND PER CAPITA ...tttttteeeeaitttteeeeeeaatttteeeeaesaaussaeeeaeeesaunebeeeeeesaansseeeeeeeesaanseateeeeesaannnsaeeaeeesannsnreaeens 224
LAND UNDER CEREAL PRODUCTION AND YIELD .uvveeuvteeurerreesseesureesseessseesssessseessssesssessnseesseesseessseesssessssesnses 225
FRESHWATER WITHDRAWALS .....uuuuuuuuuusuunnnnnnnnnnsnnnnnsnsnsasssassssssssssssssssssssssssssssssesasssesesessneseseseseaeeeeeeneeaseenen 226
RENEWABLE WATER RESOURCES ...cettteiuiitttteeeeeeaiietteee e e sttt e e e s esaibeteeeeeesanseeteeeesesnnbeneeeeseaaanbeeeeaessanannnes 227
DIAMOND EXPORTS c.tteuveeutreuresseeaseesseesseesseesuseessseesssessssesssesenseesnsessnsesssessseessseessesssseesssessssesssesens s 228
IMIINERAL EXPORTS ...uuuutusususunsssssssssssssasssssssesasessteteeee e eeaeee e eeee e e e e e e e et e s e s e s e s e eaeaeeaaeaesaseseseeeeaaeeeeeaeeeeeaneneeesans 229



FIGURE 11-10
FIGURE 11-11
FIGURE 11-12

FOREST AREA .....cceeveeeee

MARINE FISH RESOURCES

CATCHES OF FISH AND OTHER AQUATIC ANIMALS c..eeteteeeeeeertreeeeee e e smneeereeesesmmneneeeessesnmnnneneeesesmnreneeeeens

14



Acronyms and Abbreviations

A4P
AfDB
AICD
ARPU
ATM
BSL
CA
CLTS
CWIQ
DALY
DIA
EEZ
EU
FAO
FDI
GDP
GIR
GNI
GSM
GVWC
HDI
HDR
HRV
ICT
JSS
KWh
LIC
MAFFS
MCC
MEST
MMA
MoFED
MT
MT/ha
MW
NATCOM
NCDT
NMA
NPA
NPISH
NRA
NSADP
OAU

Agenda for Prosperity.

African Development Bank

African Infrastructure Country Diagnostic
Average Revenue Per User

Automated Teller Machines

Bank of Sierra Leone

Constraints Analysis

Community-Led Total Sanitation

Core Welfare Indicator Questionnaire
Disability-Adjusted Life Year

Digital Access Index

Exclusive Economic Zone

European Union

Food and Agricultural Organization

Foreign Direct Investment

Gross Domestic Product

Gross Intake Rate

Gross National Income

Global System for Mobile

Guma Valley Water Company

Human Development Index

Human Development Report

Hausmann, Rodrik and Velasco

Information and Communication Technology
Junior Secondary School

Kilowatt Hour

Low Income Countries

Ministry Of Agriculture, Forestry and Food Security
Millennium Challenge Corporation

Ministry of Education, Science and Technology
Mines and Minerals Act 2004

Ministry of Finance and Economic Development
Metric Tonnes

Metric Tons per Hectare

Megawatts

National Telecommunications Commission
National Conference on Development and Transformation
National Minerals Agency

National Power Authority

Non- Profit Institutions Serving Household
National Revenue Authority

National Sustainable Agricultural Development Plan
Organization of African Union.

15



PPP
PRSP
SALWACO
SAT
SCP
SIERRATEL
SLEDIC
SLET
SLHIS
SLIEPA
SLNTC
SLRA
SLRTA
SME
SSA
SSL

SSS

TFP
TVET
UNHDP
UNICEF
VIP
VoIP
WDI
WEF
WHO

Purchasing Power Parity

Poverty Reduction Strategy Paper

Sierra Leone Water Company

Satellite

Small Holder Commercialization Program

Sierra Leone Telecommunications Company Limited
Sierra Leone Export Development and Investment Corporation
Sierra Leone External Telecommunication company
Sierra Leone Integrated Household Survey

Sierra Leone Investment and Export Promotion Agency
Sierra Leone National Telecommunications Company
Sierra Leone Roads Authority

Sierra Leone Road Transport Authority

Small and Medium Enterprises

Sub Saharan Africa

Statistics Sierra Leone

Senior Secondary School

Total Factor Productivity

Technical and Vocational Education and Training
United Nations Human Development Program
United Nations Children’s Fund

Ventilated Improved Pit

Voice Over Internet Protocol

World Development Indicators

World Economic Forum

World Health Organisation

16



Executive Summary

Sierra Leone has made notable progress towards achieving meaningful economic growth and
development; the progress has been evident in the areas of democracy, economic management
and public service delivery. The country has developed and implemented 3 generations of
Poverty Reduction Strategy Papers (PRSPs); it also quite recently concluded the Sierra Leone
Conference on Development and Transformation (SLCDT). One of the key outcomes of this
conference was a national consensus for Sierra Leone to aspire to middle income status within
the next 30 years. The country, however, has pressing short to medium term issues to address,
while it positions itself for take-off. For example, Government fiscal conditions continue to face
strong pressures against the backdrop of increasing outlays on recurrent as well as capital
expenditures. The infrastructure needs of the country remain substantial, despite recent efforts to
address critical areas.

In December 2012, Sierra Leone was declared eligible for Compact support from the Millennium
Challenge Corporation of the United States of America. This creates an opportunity for the
Government, in partnership with the Millennium Challenge Corporation (MCC), to develop a set
of projects that should help address critical bottlenecks (or constraints) in the economy. The
Compact Development process has a number of milestones, the first of which is the Constraints
Analysis. The Constraints Analysis (CA) conducted for the purpose of developing a Compact
with the MCC does not seek to identify several areas for programme intervention. It seeks to
identify the most critical problem, or between two to four of the most critical problems, with a
view to concentrate efforts to address such problems.

The CA is based on a methodology developed by Hausmann, Rodrik and Valesco, (2005)
referred to here as the HRV Method, which in recent years has been met by increasing
acceptance in economic analysis and policy discussions. The fundamental element of the HRV
analysis is that, in a balanced growth path, the rate at which an economy grows is a function of
the difference between the expected return to asset accumulation and the costs of those assets as
seen by the private agents that are accumulating those assets. The analysis, therefore, starts by
asking what is constraining private investment? Where it is determined to be low, the possible
causes are investigated along three broad strands:

e  Whether it is due to costly finance, (both foreign and domestic finance); or

e Whether it is due to low social returns, which can be attributed to weaknesses in
infrastructure, natural or human capital levels; or

e Whether it is due to low appropriability of private returns due to failures in Government
that create macroeconomic and microeconomic risks, or failures in the markets.

The methodology utilizes ‘differential diagnosis’ to determine whether a particular aspect
constitutes a binding constraint to private investment and economic growth. Four particular tests
are used to identify whether a constraint is binding or not and they are: Shadow Price, Growth,
Circumvention and Non-reliance. The tests were carried out on several areas of the economy,
including finance, infrastructure, human capital, natural capital, microeconomic risks,
macroeconomic risks, and innovation. The following table summarises the findings of this study,
along the lines of the broad areas of analysis.
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Indicator Area Conclusion
Is private investment too low in Sierra Leone? Yes
Is the cost of foreign finance too high? No
Is the cost of local finance too high? Possibly. Despite high nominal

interest rates, private investment is
more constrained by low returns
Is ‘low social returns’ a problem for investments in Yes, weak infrastructure poses a
Sierra Leone? serious ‘strain’ on private investment
and returns

Is ‘low appropriability’ of returns a problem for | Partially. There is evidence of some
investments in Sierra Leone micro risks that potentially introduce
high shadow prices.

The following features of the economy are highlighted in this report:

Remarks
Especially domestic private investments

Relatively high levels of FDI, although there is no evidence
of domestic firms borrowing internationally

Nominal interest rates are high, real interest rates are not
presently too high. Feedback from consultations suggest
that other constraints are more likely binding.

The evidence highlights lack of power to be a potentially
binding constraint to private investments and growth,
along with poor rural road transport network conditions
and inadequate water supply and sanitation
infrastructure

Issues with policy and institutional effectiveness create
microeconomic  risks that constrain  investment
throughout the economy.

e Sierra Leone has maintained a modest growth trajectory over the past decade averaging 5 percent in GDP growth; however, the
gradient of this trajectory needs to be dramatically increased to achieve average annual GDP growth rates in excess of 13
percent required to reach the targeted middle income status envisioned under the Agenda for Prosperity.

e Private investments, which should propel growth, have been considerably low due to a number of factors. This aspect of the
economy, particularly domestic private investments, needs to significantly increase in order to ensure broad-based economic

growth and development in the country.

e Private returns to investments are generally low and vulnerable to a number of macroeconomic and microeconomic risks.

Large companies are more able to insulate themselves against such risks.

e Low social returns to private investments, particularly domestic private enterprise, are made worse by a weak economic
infrastructure base in power and roads; and businesses that cannot find effective circumvention measures for these constraints

remain small, informal or virtually non-existent.
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Based on the overall evidence, three potentially binding constraints to broad-based private investments and economic growth in Sierra
Leone have been identified in this report:

The lack of adequate, reliable and affordable access to electricity supply to support the emergence and growth of a wide
range of economic activities.

The poor conditions of secondary and feeder road networks, which provide access to productive agricultural regions of the
country with high potentials to drive growth.

The lack of access to clean water and sanitation services, leading to high incidences of water-borne diseases, which have
implications for labour productivity and household expenses. While water is not a problem in terms of its natural availability,
collection, distribution and other problems have led to high financial cost of accessing safe water or long travel distances and
times to access them.

In addition, the major underlying syndrome contributing to these constraints is:

The lack of adequate policies and institutional effectiveness — the ability of policies and government institutions to protect
returns to investment and promote the efficient provision of inputs to production — which hinder the improvement of these
infrastructure constraints, create microeconomic risks that contribute to a large informal sector and constrain investment
throughout the economy.

There are other areas that are not presently identified as the most binding constraints to economic growth, but are likely to emerge as
serious constraints in the medium term if decisive actions are not taken. The following highlights these areas and provides brief
descriptions of the findings therein:

1.

Local Finance: The short-term nature of domestic finances; coupled with high lending rates could potentially exert constraints
on domestic private investments, particularly in sectors with high informality or small-scale business/investment activity, like
agriculture. Although there are anecdotal evidences of this problem, nationwide consultations in August 2013 affirmed that
Sierra Leoneans see the present infrastructure conditions as a greater impediment to investment.
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Land tenure and property rights: A dearth of quantitative data prevents land tenure system with land tenure regimes in
comparator countries and conducting the four tests of the HRV methodology. However, a study of the freehold and communal
land tenure system illustrates how the risks and shadow prices associated with getting access to secure title/rights potentially
limits large, medium and household-level investment, particularly in the agriculture sector. Participants in nationwide
consultations also consistently ranked property rights as less binding than other constraints identified in this report.

Taxes: Tax revenues continue to be low, both as a percent of GDP and in relation to Government expenditure targets; this
poses serious potential constraints on Government’s ability to meet its objectives in provision of public goods and services as
well as for public investments. Policy and institutional ineffectiveness is a major obstacle to better revenue collection, and the
low revenues contribute to further institutional ineffectiveness.

Human Capital: Health: The data suggests that health factors in general pose a high shadow price to the economy. In the short
term, areas of reduced labour productivity due to days lost to various forms of illnesses and high out-of-pocket expenses by
households pose serious potential constraints. Long-term growth and productivity levels could be reduced due to high infant
mortality levels and high stunting levels in children. However, recent improvements in health conditions have brought Sierra
Leone nearer to conditions in comparator countries, and participants in nationwide consultations ranked it relatively low in
their ranking of constraints to growth.

Human Capital: Education: Although there is some evidence of an emerging skills gap, human capital does not presently pose
a serious constraint to private investments and growth. The return to education estimated from Mincerian Regressions is low
overall, but there is a high return on education for women and low participation rates for women in the labour force. This
seems to suggest that women may not have had historically fair and equal chances for education and formal sector
employment. There is some evidence indicating a mismatch between trade technicians and professional skills required
particularly in the heavy industries, ICT and other specialised service sectors and those readily available in the market.

As mentioned previously, the Government of Sierra Leone, through the Millennium Challenge Coordinating Unit, undertook a
nationwide consultations campaign in July/August 2013 to validate these conclusions and better understand the immediate causes of
these constraints. These nationwide consultations included plenary and focus group discussions with approximately 860
representatives from civil society, women and youth organizations, business associations, and local and national government
stakeholders across Sierra Leone’s district headquarter towns and the capital, Freetown. A presentation summarizing the results of
these consultations is attached as Annex I to this report. Nationwide consultations largely validated the conclusions of this report, and
support prioritization of the binding constraints noted above, while also acknowledging the continuing importance and persistence of
these other serious constraints.
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1 Introduction

Sierra Leone has made significant progress over the past 12 years since the end of a decade-long
civil conflict, which arguably dealt a final blow on an economy that was already experiencing
serious difficulties in the preceding decade. Between 2002 and 2012, the country has enjoyed
relative peace and stability; it has consistently upheld democratic principles of governance,
having held three (3) consecutive general and Presidential elections, all of which received
international acclaim as being free and fair. Successive Governments have prioritized poverty
reduction through economic growth in setting national economic plans; the country is presently
implementing a 4™ Generation Poverty Reduction Strategy Paper (PRSP).

The country achieved macroeconomic stability and experienced modest growth performance in
the period following the civil war (2002-2007), as it successfully implemented a number of
stabilization and growth programmes with key multilateral and bilateral development partners. In
the subsequent period (2008-2012), the country experienced significant levels of Foreign Direct
Investments (FDI). This has contributed to increases in GDP growth rates which reached 15.2
percent in 2012 (International Monetary Fund 2013).Other recent successes achieved by the
Government in policy reforms and public service delivery qualified Sierra Leone for a
‘Compact’ partnership status with the Millennium Challenge Corporation (MCC), an innovative
foreign aid Agency of the United States America that focuses on global poverty reduction
through economic growth. The analysis carried out herein is done within the framework of the
Compact Development process with the MCC. The objective of the analysis is to identify the
most critical problems (or binding constraints) facing the economy with respect to private sector
investments.

In contrast to other national growth and poverty reduction policy analysis, which have a multi-
sector approach to developing programmes and addressing economic issues, the Constraints
Analysis conducted for the purpose of developing a Compact does not seek to identify several
areas for programme intervention. It seeks to identify the most critical problems, with a view to
concentrating efforts at addressing such problems. The diagnostics, therefore, check various
issues; but with the ultimate objective of determining the most pressing issues that needs to be
addressed. The analysis in this study is organized as follows:

Chapter 2 presents an introductory overview of growth performance in the Sierra Leone
economy, covering various time horizons, as a context for subsequent analysis

Chapter 3 presents the analytical framework and methodology; as well as the key sources of
data utilized herein

Chapters 4 through 10 examine the key issues in the diagnostics, including issues around
finance on the one side of the diagnostic tree; and those of economic returns to private
investments .
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Chapter 11 provides a summary conclusion of the evidence presented in the analysis, making a
determination of the most pressing issue(s) facing private enterprise and growth in the economy.
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2 Economic Growth: Historical Perspective and Overview

Sierra Leone is a country that has always been defined and characterised by its rich natural
resource base; its proven and economically viable deposits of mineral resources like diamonds,
rutile, iron ore, bauxite and gold; as well as its relatively vast space of arable land for agricultural
cultivation of a wide range of crops including rice, cocoa, coffee, oil palm, sugar cane and
vegetables. For a little over a decade immediately following independence from colonial rule in
1961, the country enjoyed periods of good socio-economic performance, with sustained per
capita real GDP growth averaging around 4 percent per annum, a relatively high level by
regional standards; and an average inflation rate of about 6 percent (Davies, 2001). The country
also recorded good social indicators in the areas of health and education. By all indications,
Sierra Leone’s economy was classified as a buoyant and steadily growing economy.

Figure 2-1  Sierra Leone: GDP per capita and annual growth, 1961-2012
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Figure 2-1 shows the trend in the country’s growth performance for the period 1961 to 2012.

One notes that during the mid-1970s to early 1980s, the country experienced adverse economic
shocks, which, when coupled with problems of macroeconomic management, resulted in overall
economic decline that persisted until the advent of a civil conflict in 1991 that lasted for 11
years. In the mid to late 1970s, Sierra Leone’s external sector position was seriously affected by

' LCU is the acronym for local currency units
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a dramatic drop in the global market prices of iron ore, which was a major foreign exchange
earner for the country during the period; and a significant increase in international oil and
petroleum product prices, which was also a major import item for the economy (Johnson, 2012).
Around the period leading to the end of that decade, a decision was made to host a Summit of the
Regional body, the Organisation of African Union (OAU). Government, in meeting the standards
of hosting the OAU, embarked on infrastructural investments that included the construction of
new roads, villas for presidents and/or their representatives®, hotels, and an international
conference centre. However, because government was constrained financially, it had to finance
these projects from domestic and external borrowing which created significant fiscal imbalances
in the economy. The effects of these external and fiscal imbalances during the ensuing decade
contributed to the adverse movements in per capita real GDP growth, which dropped by an
annual average of 2 percent in the period; an increase in inflation rates to an annual average of 40
percent; and a depreciation of the exchange rate by an annual average of 24 percent relative to
the United States Dollar (Kumah & Sandy, 2012). By the end of the 1980s, the economy was
near collapse, characterised by declining GDP per capita, rapid inflation, and a severe external
payments imbalance. Which preceded the war period from 1991 to 2001. See Figure 2-2 for
real GDP growth among comparators.

The post war period (2001 —2011), commonly known as the period of ‘economic recovery,” saw
encouraging growth, during which real GDP grew by an average of 5 percent (Johnson, 2012).
Despite the huge challenges that faced the country, recovery was steady during the period. After
an initial post-war surge, economic growth was sustained at an annual average of 7.6 percent
from 2003 to 2007, which in comparative terms surpassed Sub-Saharan Africa average (5.7
percent) and the average of the heavily indebted poor countries (5.4 percent) and it records the
best performance since 1980 (Sierra Leone Investment Policy Review, 2010). However, this
growth performance was driven largely by the performance of the two key sectors in the
economy: agriculture and mining. The services sector (transport, communication, trade and
tourism) also played a contributing role.

However, they key question being asked is whether this high and promising growth recorded in
recent years was inclusive and can be sustained, taking into consideration the fact that over 50
percent of Sierra Leoneans live below the poverty line. Broad-based growth that allows the poor
to contribute to and benefit from this recorded high growth is the focus of this study. Broad-
based growth is a necessary and crucial condition for poverty reduction taking into consideration
its being broad based across sectors and that it includes the country’s labour force.

2 Sixty (60) Presidential Villas were constructed for this event.
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Figure 2-2 Real GDP Growth-Comparator Countries?

Real GDP Growth - Comparator Countries

1995/ 2000 2004 2005 2006 2007 2008 2009

e—Sjerra Leone e=—Ghana e=—=Gambia e=—Guinea ==—Malawi Ethiopia

Source: World Development Indicators,2012

In Sierra Leone, over 60% of the population lives in rural areas, and agriculture, including
forestry and fisheries, still accounts for the largest GDP share - estimated at 42% for 2013.
Agriculture is also the largest employer in the country, according for over 70% of the current
labour force. (African Development Bank, 2013)

However, the manufacturing sector despite contributing only about 5 percent of GDP is
important to the sustainable economic development of Sierra Leone.

2.1 Summary Poverty Profile

Sierra Leone is among the poorest countries in the world. According to the 2012 Human
Development Index (HDI), Sierra Leone ranks 177 out of 187 countries (UNDP, 2012). Life
expectancy at birth is 48.1 years; GNI per capita in Purchasing Power Parity (PPP) terms (2005
international $) is 881; HDI value for 2012 is 0.359; Multidimensional Poverty Index (MPI)*
value is 0.439.

3The comparators are reduced to ensure readability of the Sierra Leonean situation. And this applies in most other
instances in which line graphs are used.
“The MPI is the proportion of the population that is poor as a result of the intensity of deprivations in the areas of

education, health and standard of living.
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There is widespread poverty and income inequality in Sierra Leone. This is related to poor access
to education, health, water and sanitation, low incomes and limited employment opportunities.
The national poverty line including food and basic needs is about Le 1,625,568 per adult
equivalent per year in 2011. The 2013 poverty profile report for Sierra Leone indicates that
poverty and inequality are declining. The incidence of poverty declined from 66.4% in 2003 to
52.9% in 2011, and the poverty gap declined from 38.9% to 16.1% (World Bank, 2013). Rural
and urban poverty declined from 78.7% in 2003 to 66.1% in 2011 and from 46.9% in 2003 to
31.2% in 2011 respectively. However, even though urban poverty declined by 15.7 percentage
points, poverty in the Capital city increased by 7.1 percentage points from 13.6% in 2003 to
20.7% in 2011.

Sierra Leone’s economic growth over the last decade generally has been pro-poor. Between
2003 and 2011, average consumption for the poorest 40% of the population grew 5.1%, versus
2.9% for the entire population. It is even more evident at the extremes of the income
distribution. Consumption for the bottom decile grew 6%, while it only grew 0.5% for the top
decile. In addition, the national inequality levels decreased from 0.39 in 2003 to 0.32 in 2011
(World Bank, 2013).

2.2 GDP Growth Performance

In the 1980s, the economic structure of Sierra Leone was based mainly on domestic activities —
specifically the agricultural and service sectors, which together contributed over 80% of GDP;
while exports concentrated on few minerals notably diamonds, gold, rutile and Ilmenite (see
Chapter 8 on innovations for detailed analysis). While there was a burgeoning tourism industry,
contributing an average of 18% of service GDP for the period 2001 - 2011, the decade was also
marked by a relative decline in the mining sector’s contribution to GDP, a decrease of about 30%
from 2004 - 2011. The structure of the economy remained relatively unchanged over the post-
war period. Agriculture maintained a central role in the economy, contributing about half of GDP
followed by the service and industrial sectors respectively. Figure 2-3 shows the composition of
GDP for the period 2001 —2011.
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Figure 2-3 GDP Composition by Sector
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From 2001 to 2006, while the service sector grew at an annual average of 6 percent, industry
(including mining and manufacturing) and agriculture grew at 14 and 13 percent, respectively.
During this period, the transport, communication, finance and real estate sub-sectors were the
main drivers behind the services sector’s growth. In the agricultural sector, growth was
experienced mainly in crops and to a lesser extent in fisheries, while in the industrial sector,
mining and construction activities compensated for slow growth in manufacturing. It can be
observed that for the period, agriculture remained the most important contributor to GDP.

Agriculture continues to be the backbone of the economy, employing the greatest percentage of
the workforce in the country. To have a broader view of the contribution of each sector to GDP
growth, Figure 2-4 presents the sectorial contribution to GDP growth.

Figure 2-4  Sector Contributions to GDP Growth
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2.3 Agricultural Sector Analysis

2.3.1 Contribution to GDP

Agriculture, including fisheries and forestry, has been the most significant sector in the economy
of Sierra Leone, contributing close to 45% of the country’s Gross Domestic Product (GDP) as
well as employing about 60% of the labour force between 2001 - 2011. As shown in Figure 2-5,
the crops sub-sector dominates the sector followed by fisheries. Contribution of the forestry sub-
sector has declined over the years whilst livestock has maintained a steady trajectory over time.
From Figure 2-5 it can be seen that national crop production represents two-thirds of agricultural
GDP.

Figure 2-5 Contribution of Major Agricultural Sub-Sectors to GDP (%)
é Contribution of Major Agricultural Sub-Sectors to GDP (%) i
35 —4+—Crops —@— Livestock —a— Forestry —— Fishery
I o OO < - @
. /"\/
25 +
20
15
10
m
5 A v — \
— T S - - - - e
0 T T T T T T T T 1
L 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 )

Source: Ministry of Agriculture Bulletin (2012)

Figure 2-6 Land under cultivation (Ha) vs. Production (MT)
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Most of the land under cultivation is dedicated to food crops with rice as the principal crop. As
we can see from Figure 2-6 the land under cultivation has quadrupled from 2001 to 2011. Rice is
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commonly cultivated under mixed cropping with cassava, maize, millet, groundnut and sweet
potatoes in varying proportions.

2.3.2 Rice Production

Rice is by far the most important crop not just as a staple, but in terms of huge expenditure on its
import, value in trade and contribution to agricultural GDP. The crop subsector is by far the most
important contributor to agricultural GDP as it contributes about 75% to agricultural GDP.
Annual per capita consumption of rice is amongst the highest in Sub-Saharan Africa, estimated
at 104 kg. It is estimated that domestic production of milled rice currently accounts for about
75% of the total annual national requirement for rice of 557,297 Metric Tonnes prior to 2008
(Ministry of Agriculture Forestry and Food Security - MAFFS) as indicated in Figure 2-7.
However, post 2008 shows the pattern has changed as milled rice production outweighs the
national requirement.

Figure 2-7  Rice Production Levels (2001 - 2011 in MT)
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Figure 2-7 above shows rice production for the period under review. The surge in rice production
from 2008 to 2009 was as a result of government’s increased effort to support agriculture. This
saw an increase in budgetary provision and donor support hence increasing agricultural inputs to
farmers.

2.3.3 Comparative Country Analysis

The relative contribution of agriculture to the country’s output can better be understood when
examined within the context of comparative countries. As shown in

Figure 2-8, the contribution of Sierra Leone’s agricultural sector to its GDP is higher than the
Sub Sahara African average, as well as that of the comparator countries, with the exception of
one of her most direct neighbours, Liberia. This can be explained in one of two ways. First,
given the similarity in the recent socio-political trends in the two countries, the majority of their
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populations were employed in agricultural activities (specifically crops), that were not
mechanised. The other explanation could be that the weak infrastructure conditions of these
countries make it less conducive for economic activities in other sectors such as industry and
services (Pushak and Foster, 2011).

Figure 2-8  Agriculture as Percent of GDP: Comparative Analysis
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2.4 Export and Trade Performance

For the past 3 decades, Sierra Leone has traditionally recorded a trade deficit as a result of its
reliance on imports, particularly food and fuel. The post conflict period has also experienced an
increase in manufactured goods and machinery imports as a result of the rapid post — war
infrastructural reconstruction and the reactivation of the mining sector. In more recent years, the
country’s gradual reduction in the volume of food imports, particularly rice, has slowed the
expansion of its trade deficit. In terms of export value, there has been a considerable surge since
2002. The increase in exports is explained mainly by government’s effort to curb illegal export
of diamonds and instead use official means, re-opening of the bauxite and rutile mines, and the
huge investment in iron ore mining (Ministry of Trade and Industry, Sierra Leone Trade Policy
2010). Although to a much lesser extent than mining, agriculture is also contributing to export
earnings. Specifically, exports of cocoa and coffee, which were important agricultural exports
prior to the conflict, have recovered (see Chapter 8 for more on Sierra Leone’s export
composition and changing patterns). Cocoa bean exports grew from US$20.54 million in 2009 to
US$37.05 million in 2010, an increase of 80.35 percent and in 2011; it increased by 18.8 percent
to US$44.02 million. The primary reason behind these increases is government’s increased
support in the form of inputs to these farmers.
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2.4.1 Trade Balance

The trade balance tells us how a country’s trade departs from the benchmark of equal imports
and exports. Sierra Leone has typically recorded deficits in its external trade accounts. The
persistent balance of payment deficits were perpetuated by heavy reliance on imports for most of
the country’s essentials, including food, fuel, manufactured consumer items and machinery.
Even though exports rose steadily between 2003 and 2008, recent FDI activities in the mining
and agriculture sector led to a deterioration in the current account balance — from the increased
importation of machinery and equipment for construction purposes Figure 2-9. This trend is
expected to be reversed in the medium-term, as import of capital equipment declines and exports
significantly increase.

Figure 2-9  Trade Balance as Percent of GDP (Selected Countries)
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2.4.2 ExportPerformance (2001-2011)

Sierra Leone’s export has primarily comprised of minerals including diamond and gold; and
agricultural products like cocoa and coffee. The war period witnessed a decline in export
earnings from US$140 million in 1990 to US$4.5 million in 1999 (SLIEPA, 2012). However, the
end of the war has seen a surge in diamond and cocoa exports with the latter growing on average
by about 80 percent for the period under review. Figure 2-10 shows exports as a percent of GDP
over the years.
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Figure 2-10 Exports as Percent of GDP

Export as a % of GDP

Source: World Development Indicators 2012

2.4.3 Composition of Exports

For the past two decades, Sierra Leone’s exports have been dominated by minerals. In more
recent years, the agricultural sector, particularly cocoa, has increased its share of total exports.

Revenue from fisheries increased after the end of the civil conflict. It is estimated that Sierra
Leone loses about US$29 million annually as a result of Illegal, Unreported and Unregulated
(IUU) fishing activities (Ministry of Fisheries). Due to the EU’s direct export restrictions on
Sierra Leone’s fisheries products to the EU markets because of its non — compliance with its own
Fishery Products Health Regulation in 2007, the fisheries sector’s contribution to exports has
been relatively insignificant. Figure 2-11 illustrates the contributions to GDP by various broad

sectors.

Figure 2-11 Exports from Sierra Leone (Million USS$)
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2.4.4 Comparative Analysis

The performance of Sierra Leone’s export can best be understood when compared to other
African countries and the Sub Saharan Africa (SSA) average. Taking export of goods and
services as a percentage of GDP into consideration, Figure 2-12 shows Sierra Leone’s export
performance has been below 20 percent for the period under review; Sierra Leone’s export has
also been comparatively lower than the average for SSA. Taking the comparator countries into
consideration, Sierra Leone, Rwanda, Ethiopia, Bangladesh and Pakistan were in the lower tier
whereas countries like Malawi, Guinea, Gambia, Ghana, and Liberia recorded an encouraging
export performance, hence in the upper tier for the period under review  Figure 2-12. The key
explanation for this poor export performance in Sierra Leone is the destruction of the agricultural
and mining sectors which forms the backbone of our export basket as a result of the civil
conflict. The mining operations came to a halt during the civil war leading to the collapse of the
sector and the country gained a highly negative reputation for its illicit trade in “conflict
diamonds”. The mining companies started operations around 2007 and agriculture started
regaining its position in the country’s export basket. The country started realising the impact of
the revamped mining companies two years later even though exports increased in absolute terms.
Sierra Leone’s export performance is expected to increase in the medium term due to the
production of iron ore and the discovery of oil deposits.

Figure 2-12 Export of Goods and Services (% of GDP)
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2.5 Industrial Sector

The industrial sector comprises of mining and quarrying; manufacturing and handicrafts;
electricity and water supply; and construction. During the period under review, 2001 — 2011, this
sector has contributed an average of 8.7% to GDP and continues to contribute the least amongst
the three sectors. To aid further understanding of the individual contribution of the sub-sectors
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within the industrial sector, Figure 2-13 below presents the contribution of the various sub-
sectors to industry GDP.

Figure 2-13 Contribution of Sub-sectors to Industry GDP
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From Figure 2-13, it is clear that mining and quarrying has been the largest contributor to
industry GDP, contributing about 50 percent of industry GDP. However, during 2008 — 2011, the
sub-sector’s contribution to industry GDP has declined as compared to previous years whereas
the construction and manufacturing and handicraft sub-sector’s contribution has been increasing.
The growth in the share of GDP is due to an expansion in construction, which experienced
recovery in the post-conflict era. The construction of new houses, the increasing housing market
and the construction of major roads in the capital and big towns form the key activities of the
construction subsector. On the other hand, manufacturing has not done as well over the same
period.

The mining sector contracted in the immediate post-conflict era. This is a natural consequence of
the decade of conflict; mining operations came to a halt during the civil war leading to the virtual
collapse of the sector and the country gained a highly negative reputation for its illicit trade in
“conflict diamonds”.

The mining sector comprises three subsectors including artisanal mining of precious metals
(principally surface level diamonds and gold), industrial mining of precious metals, and
industrial mining of non-precious ores. In the early post-independence era, the mining sector
provided 20 percent of GDP, 15 percent of fiscal revenue and more than 70 percent of foreign
exchange, mostly from the export of diamonds (Ministry of Trade and Industry, 2012). Mining
and quarrying were estimated in the 2007 Core Welfare Indicator Questionnaire (CWIQ) to
account for 2.6 percent of employment, up from 1.1 percent in 2003. Prior to the conflict, the
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artisanal mining sector provided an estimated 300,000 jobs as compared to about 115,000 jobs in
2010 and was an important source of livelihood for youths (Statistics Sierra Leone 2012 and
Revenue Watch Institute n.d.).

2.5.1 Comparative Country Analysis

Figure 2-14 shows that the performance of Sierra Leone’s industry sector as a percent of GDP
has been on a decline for the period under review. Sierra Leone has an average of 23 percent for
the period under review. Sierra Leone was in the top tier during the first three years but later
decline to the last tier between 2010 and 2011. However, the period 2000 — 2011 also saw an
increase in quarrying activities as there was a surge in reconstruction activities. Post 2007 saw a
steady decrease in industry as a percent of GDP.

Figure 2-14 Industry as Percent of GDP
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2.6 Service Sector

The service sector continues to be the second most important contributor to GDP. This sector
comprises of trade and tourism; transport, storage and communication; finance, insurance and
real estate; administration of public services; health; education and Non- Profit Institutions
Serving Household (NPISH). Figure 2-15 shows the contribution of each sector to service GDP.
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Figure 2-15 Contributions to Service Sector GDP
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The total number of newly registered vehicles increased by about 11 percent; from 16,038 in
2009 to 17,795 in 2010. There was also an upsurge in the number of newly registered
commercial vehicles. However, the number of newly registered tractors and trailers increased the
most, by more than 200 percent in 2010 as a result of increased economic activities in the
agricultural and transport sectors.

2.6.1 Tourism

In the tourism sector, the number of tourist arrivals in Sierra Leone for holiday, conferences,
business and for visiting friends and relatives increased by 19.7 percent for the period 2010 -
2011 (National Tourist Board, 2012). The increased number of tourist arrivals reflects the
gradual recovery in the global economy and the improved political and investment climate
coupled with promotional activities undertaken by the national tourist board.

During the war, a lot of economic activities came to a halt and one such sector was tourism.
However, post conflict economic recovery process have indicated that there are signs for this
sector to become buoyant again (AfDB; 2011). However, jobs have begun rising from 14.4
percent in 2003 to 19.8 percent in 2007 but a good deal of that is thought to relate to the
resumption of other trade sectors. A serious impediment to the growth of the tourism sector is the
difficulty in accessing Freetown from Lungi International Airport or the tourism cluster
developing along Lumley Beach (AfDB; 2011).
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2.6.2 Finance, Insurance and Real Estate

The finance, insurance and real estate sectors have basically managed to keep pace with the
general growth of the economy but contribute only 0.7 percent of employment and 4.7 percent of
GDP. The financial sector is dominated by retail banking institutions, including some that are
state-owned and slated for privatization, and is facing challenges to an economy with a growing
demand. Financial institutions continue with an orientation towards asset-based lending, low-risk
short term loans and are presently offering inadequate services for agriculture, medium and long
term infrastructure investment, trade credit and export guarantees or cross-border payment
services.

2.6.3 Comparative Analysis

Sierra Leone’s performance in the service sector comparatively with other SSA countries has
been on the bottom of the chart for the period under review. Sierra Leone’s services sector
performance as a percent of GDP was between 25 percent and 30 percent for most of the period
under review, which is the least in comparison to other countries. For Sierra Leone, possible
explanation for this situation is that the increase in agriculture and construction far outweighs the
increase in the services sector.

Figure 2-16 Services as Percent of GDP
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2.7 Trends in Real GDP per Capita

Sierra Leone’s growth performance in the last decade has been modest, yet sustained. Real GDP
growth rates have averaged about 9.1 percent for the period 2001 - 2011; compared to SSA,
which averaged about 5.2 percent. The growth rates in GDP per capita remained fairly constant
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between 2004 and 2008 as shown in Figure 2-17; after which it fell sharply but remained positive
and resumed an upward trend in 2010.

Figure 2-17 Per Capita GDP Growth Rate

Comparative Analysis of GDP Per Capita Growth

y A
_——
19%000 2001 p2002" 2003 2004 2005~2006 2007 2008 2009 2010 2011

e===Sjerra Leone ==Ghana Gambia == Guinea Malawi Ethiopia

Source: World Development Indicators, 2012

2.7.1 Conclusion

The structure of the economy has been skewed mostly towards agriculture and the mining and
quarrying sub-sectors. Growth has been driven primarily by agriculture sector activities, which
until more recently have been based on low-productivity methods and experienced
comparatively lower yields. When compared to similar countries, the contribution of agriculture
to GDP was significantly higher, while the contribution of other sectors was substantially lower.
However, Sierra Leone’s growth in per capita terms has averaged 5 percent for the post conflict
years. However, it is not significantly lower than countries in similar or comparable situations.
The country has consistently experienced adverse terms of trade; but conditions are expected to
improve going forward. The impact on the mining and minerals sector led to balance of payment
problems and a depreciation of the domestic currency. Recent developments in the cocoa sub-
sector and significant FDI in production of iron ore are expected to improve the merchandise
account of the country’s balance of payments.
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3 Constraints Analysis Methodology

As part of a compact development process, the MCC requires partner countries to complete a
Constraints Analysis, which seeks to identify the binding constraints to economic growth. These
constraints are the most severe root causes that deter households and firms from making
investments of their financial resources, time, and effort that would significantly increase
incomes. The analysis carried out in this work is based largely on the growth diagnostic approach
propounded by Hausmann, Rodrik and Velasco (Hausmann et al., 2005), referred to here as the
HRYV method, which in recent years has been met by increasing acceptance in economic analysis
and policy discussions. It is further informed by the Government’s own assessment of what is
constraining growth and development of Sierra Leone and which subsequently has fed into the
national growth and development strategy (Government of Sierra Leone 2008).

3.1 Analytical Framework for Diagnostics

The HRV method differs from other analytical approaches by offering a framework that uses an
evidence-based approach to prioritize the binding constraints to economic growth. In a typical
low income country with daunting developmental challenges, it is not unusual to assume that all
of these challenges are constraining growth. However, it would be unjustifiable to assume that all
problems in the economy are equally constraining. Since governments and development partners
have limited resources, it is prudent to ask which constraints, if alleviated, will produce the
largest growth response. These are referred to as the binding constraints to growth. This study
therefore sets out to identify those binding constraints, which are limiting private investment, and
ultimately economic growth. The key to identifying a binding constraint is to find an
underprovided public input in low supply and high demand. By increasing the supply of that
input, the high demand can produce a significant growth dividend.

To help alleviate the laundry list approach to solving economic problems in many countries,
Hausmann, Rodrik and Velasco (2005) propose a decision tree methodology to help discover one
or two to four of the most binding constraints in economies and then converge on eradicating
them.

3.1.1 The ‘HRV’ Model

The 'HRV' Model is embedded in the perception that there may be many reasons why a country
may not experience economic growth, and all those reasons have their own unique types of
fundamental causes compared to other countries. In Sierra Leone, the Constraints Analysis
would be concerned with what is preventing the country from achieving broad-based economic
growth. These are the issues that are at the heart of a growth diagnosis and once identified
become the ones that must be addressed to promote economic growth and reduce widespread
poverty.
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The fundamental element of HRV analysis is that, in a balanced growth path, the rate at which an
economy grows is a function of the difference between the expected return to asset accumulation
and the costs of those assets as seen by the private agents that are accumulating those assets. In
other words, firms will invest more when they expect their profits to be large (Hausmann,
Wagner and Klinger 2008). This is expressed as follows:

Equation 3-1

g= = =olr-0-p]
Where:

g is the rate of growth of the economy,

C and K are the levels of consumption and capital per capita,

r is the expected social return to investment,

(1-7) is the proportion of r that is privately appropriable, or retained by the investor

p 1s the opportunity cost of funds.

o is the inter temporal elasticity in consumption

The dot on the variables denote changes over time. (Hausmann, Rodrik and Velasco 2005)
further note that the returns to private investments is a function of three broad variables, namely
total factor productivity within the economy, complementary factors of production (human
capital and infrastructure, and some index on the degree of externalities within the economy.
This relationship therefore forms the basis of the growth diagnostics.

In reality, there are many factors that affect the expected returns, appropriability and the
opportunity cost of funds. To determine these, the HRV method uses a ‘diagnostic tree’ that

decomposes each component to aid in identifying the root causes. The diagnostic tree used by
HRV is presented in Figure 3-1.
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Figure 3-1 Growth Diagnostics Tree
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3.1.2 Understanding the Diagnostic Tests

At each decision node of the tree, four tests are applied to distinguish between binding
constraints to growth and non-binding constraints (Hausmann, et al, 2008). No single test is
definitive, so it is suggested that the constraint is subjected to all the tests. It is then considered
binding if it passes the ‘tests’ of a differential diagnosis. The argument here is that under a
Bayesian framework, a strong posterior probability from the battery of test will suggest a
constraint is binding. The test principles are illustrated as follows:

The (shadow) price of the constraint should be high.
The shadow price of the constraint is “the fundamental principle for identifying binding

constraints to growth.” (Hausmann, Wagner and Klinger 2008). A low quantity of a particular
input is not necessarily an indication of a binding constraint. If the shadow price is also low, it is
likely that there is a low demand for that input, and it is not a binding constraint. In a situation
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where the quantity is low and the shadow price is high, there is a supply shortage relative to
demand. A point worth noting in the Hausmann, Wagner and Klinger (2008; p-31) report is that
even though we do not observe shadow prices in practice, they are usually reflected in higher
market prices and/or symptoms of high excess demand.

Movements in the constraint should produce significant movements in the objective function.
If we relax a “binding constraint” in an economy, we expect to see increased investment and

private sector activity and, hence, economic growth. For example, if interest rates are reduced,
one would expect firms to take advantage of the resultant inexpensive financing and make new
investments. If interest rates fall and there are no new investments, we can conclude that
financing was not constraining firms’ investment decisions.

Agents in the economy should be attempting to overcome or bypass the constraint.
When people confront a constraint in their daily lives, they will often come up with less efficient
ways to achieve their goal and mitigate the effects of the constraint. For instance, if crime is a

problem, a business may hire a private security guard to protect its property.  This
‘circumvention’ measure invariably increases the operating costs of the business, thereby
hindering its growth.

Agents less intensive in that constraint should be more likely to survive and thrive, and vice
versa.
A given economic climate favours certain types of business, similar to the way natural climate

favours certain organisms. Tropical flowers will not grow in Scandinavia, and polar bears will
not survive in the Amazon. The basic principle, therefore, is that in an economy, businesses that
use less of the binding constraint will thrive, while others will die or never form. For example, if
the binding constraint is a limited supply of educated and highly skilled labour, it would be
difficult to open a software design company in that environment. This would mean there will be
little evidence of such companies in the economy.

An alternative way of understanding this test is that only companies that are big enough, or have
a means, to overcome the constraint for their own use will exist even when the constraint is
evident. For example, if weak road transport infrastructure prevents ‘regular’ businesses from
operating in certain areas of the economy or regions of the country; a large foreign company with
the financial strength can invest in private roads and other physical infrastructure required for
them to operate if it is deemed economically viable.

Throughout this report, and where applicable, these tests are applied to firstly identify the
constraints to growth; and ultimately to determine the most binding constraints therein.
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3.2 Comparator Country Analysis

In addition to examining data on a country’s specific performance, we also compare the evidence
under the 4 tests with a comparator set of countries. Our choice of comparator countries was
guided by factors such as the similarity of economic conditions (e.g. GDP Per Capita) and other
non-economic factors such us location, population, land size and the degree of forest cover. We
note here that the use of multiple variables means that we could not always get all the variables
to be similar for all the countries. For instance, whilst Sierra Leone’s per capita GDP is close to
that of Rwanda in 2011, in terms of location, Rwanda is landlocked whilst Sierra Leone is not.
We believe some of this diversity adds to the richness of the analysis.

The use of comparator analysis generally helps us to gauge the extent to which factors constrain
private sector investments relative to countries that are somewhat similar to Sierra Leone. The
set of countries that are mainly used in this report and their characteristics are shown in Table
3-1. We note from the set of comparator countries that generally the real per capital GDP range
from about US$242 for Ethiopia to US$783 for Pakistan. Among this set of countries, Sierra
Leone’s population is smaller than all except Gambia and Liberia.

Table 3-1 Main Comparator Countries used in Analysis

Country Name GDP per capita, PPP Land area Forest area Population (Total) Geography
(2000 USS) (sq. km) (% land area) million
1970 1980 2011 2011 2011 1970 2011
Bangladesh 280 244 569 130,170 11.1 66.3 152.9 Not Landlocked
Ethiopia 242 1,000,000 12.2 28.4 89.4 Landlocked
Gambia, The 378 452 433 10,120 47.6 0.4 1.7 Not Landlocked
Ghana 500 412 686 227,540 21.2 8.6 24.8 Not Landlocked
Liberia 703 632 258 96,320 44.6 14 4.1 Not Landlocked
Malawi 174 230 262 94,280 34.0 4.5 15.5 Landlocked
Pakistan 339 397 783 770,880 2.1 59.2 176.2 Not Landlocked
Rwanda 220 271 371 24,670 18.0 3.8 11.1 Landlocked
Sierra Leone 426 426 385 71,620 37.8 2.5 5.9 Not Landlocked
Guinea 245,720 26.6 4.2 10.2 Not Landlocked

3.3 Data Sources

The analysis herein are based primarily on secondary data collected from various international
data sources such as the World Bank, the African Development Bank; the International Monetary
Fund; as well as from domestic official sources including but not limited to Government
Ministries; the National Revenue Authority; the Bank of Sierra Leone; Statistics Sierra Leone;
the Sierra Leone Water Company; the National Roads Authority and the National Power
Authority. Household-level data was obtained from the 2011 Sierra Leone Integrated Household
Survey, and enterprise-level data was obtained from the World Bank’s 2009 Enterprise Survey.
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The analysis was also informed by data collected from a previous diagnostic study on Sierra
Leone, which examined issues of economic diversification; the National Conference on
Development and Transformation (NCDT) and various drafts of the 3™ generation national
Growth and Poverty Reduction Strategy, also known as the Agenda for Prosperity (A4P).

It is noteworthy that the NCDT and the A4P are national growth and development strategy
documents that were developed based on an extensive process of national consultations with
various stakeholders. The four priority areas identified under the Agenda for Prosperity include,
improving the supply and reliability of power, raising the productivity in agriculture and fishing,
improving the transport network, and improving human capital (Government of Sierra Leone
2008).

3.4 Limitations to Study Methodology

The HRV Diagnostic tool was developed by (Hausmann, Rodrik and Velasco 2005), to help
identify the most critical constraint to economic growth in a specific country at a particular point
in time. The methodology is heavily data reliant. Ultimately, the quality of the analysis
conducted on any economy depends on the volume and quality of existing data on the different
nodes of the diagnostic tree.

When conducting a constraint analysis in an underdeveloped country such as Sierra Leone,
limited or unreliable in-country data often forces analysts to rely on data from international
research and development organisations. Although data from these sources is typically
acceptable quality, its major limitation is that it does not provide significant insight into country
level dynamics or even allow for disaggregation or decomposition of the data along fine
analytical parameters. To mitigate this concern, this constraints analysis for Sierra Leone used
data from domestic sources and the 2011 Integrated Household Survey whenever possible,
although international data sources were used extensively as well.

Another difficulty facing analysts is that a significant portion of the domestic private sector lies
in the informal sector. Typical enterprise surveys often sample only from the formal sector, so
informal enterprises are underrepresented in the data. Using the household survey data mitigates
this somewhat by allowing an examination of household micro enterprises, but a data gap often
persists in the informal sector. Additionally, national and sub-national level data that could
enable analysis on issues that affect or pertain to this sub-sector of the economy are not available
in readily accessible formats. Where reliable quantitative data does not exist, qualitative and
anecdotal evidence can be brought to bear on the analysis, although it is used sparingly.

Therefore, even though the strength of any constraints analysis, particularly as it relates to
conducting the four tests of the diagnosis, may be weakened due to the paucity of data available,
one can use many sources to ensure that the true and complete picture is presented. Indeed the
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analysis may, in some areas, be exposed to the risk of using data that is applicable only to a small
and unrepresentative sub-set (e.g. the formal private sector’) to analyse and draw conclusions on
the entire set.

This is particularly important because the ultimate goal of the Constraints Analysis is to find
ways of stimulating ‘broad-based’ growth. Analyses and conclusions that risk disregarding issues
affecting the large majority of the domestic private sector potentially minimises the overall
impact of programmes developed from such conclusions. However it is the view of the authors
that this is a not major drawback for this study. We discuss some of the broad mitigating
measures that are taken to reduce any systemic biases from data quality.

3.5 Mitigating Measures

When weighing the evidence in a constraints analysis, analysts need to recognize these risks and
view the evidence through a Bayesian framework. With each piece of new evidence, the analyst
should consider its quality and relevance and estimate the probability that it is pointing toward a
binding constraint. This piece of evidence is then compared against other evidence, and the
analyst updates his or her hypothesis. As stated by, Hausmann, Wagner and Klinger (2008), “The
result of a battery of tests will be stronger a posterior probability that a particular constraint, or
set of constraints, is binding, thus incorporating the richest set of information available” (p. 31).
By taking these precautions, we increase the likelihood that we are identifying the true barriers
constraining broad-based economic growth.

The analyses carried out herein are largely consistent with the principles of the HRV growth
diagnostic methodology. In cases where limited secondary data were available, the CA analytical
team utilised expert knowledge to complement the information without necessarily departing
from the core principles. The team also sought 'counter-factual’ information to test theories
where it seemed limited available data was pointing in a particular direction.

To validate the results of the constraints analysis, the report underwent technical peer review by
economists who are not on the team, plus the team engaged in nationwide consultations. This
allowed stakeholders to provide their input and confirm or contradict the findings of the
constraints analysis.

SAs previously noted, this sub-sector is heavily dominated by large foreign firms, who at the time of making

investments, find a means of insulating themselves against some on the inherent constraints in the economy
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4 Is Private Investment Too Low in Sierra Leone?

4.1 Are Private Investments too Low in Sierra Leone?

The following summary analysis on the question of private investments in Sierra Leone is based
on the premise that rapid and sustained economic growth depends on the achievement of
substantial levels of private investment in any economy, including Sierra Leone. Figure 4-1
depicts gross investments in Sierra Leone over a 30-year period. It shows that from pre-war years
(1985-1990) through to nearly a decade after the end of the civil conflict (2001-2009), overall
rates of investments remained consistently less than 10 percent of GDP, including a low and
fluctuating share of private investments. The economy maintained this trend until around 2010,
when private investments, largely driven by Foreign Direct Investments (FDI), increased sharply
due to natural resource discoveries and the introduction of government reforms and policies that
encouraged foreign investments in the agribusiness and infrastructure sectors.

Figure 4-1  Gross Investment Trends for Sierra Leone, 1980-2011
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Gross fixed capital formation typically provides a picture of investment and growth of the "real
economy" in which goods and services are produced using tangible capital assets. A panel
analysis of developing countries, which plotted average gross fixed capital formation (as a
percentage of GDP) over the period 2000 to 2011, shows that Sierra Leone performed extremely
low compared to other Low Income Countries (LICs). Figure 4-2 shows Sierra Leone’s
fixed capital formation averaging around 11 percent of GDP, compared to a median of about 25
percent; an average of 22 percent for Ghana, and 24 percent for Bangladesh. These relatively low
levels of gross fixed capital formation could be partly explained by the relatively low absolute
levels of gross investments; and also due to the fact that the Sierra Leone economy is not an
industrial one. Recent investments in the mining and large scale mechanised agribusiness sectors
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in 2010 and 2011 have increased fixed capital formation levels; however, these were

significant enough to affect the 11-year average.

Figure 4-2
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Another perspective for the evidently low levels of private investments in the economy is the

level of Gross Savings. A number of growth models postulate the causal relationship between

savings rates and investments, and ultimately growth. Such models generally conclude that a low

savings rate could translate into low levels of investment and growth; thereby perpetuating

poverty levels (Aghion, et al. 2009). Gross Domestic Savings is a measure of an economy’s

ability to mobilise finance for investments. Compared to other countries Sierra Leone’s savings
rate has been very low averaging about 2.4 percent annually over the period 2000-2011. This is

very low when when compared to any of the comparators, such as Ghana ( 16%) and Bangladesh

(32%). Figure 4-3 shows trends in gross savings rates in Sierra Leone for the period 1980 to

2011.

48



Figure 4-3 Gross Savings Trends for Sierra Leone, 1980-2011
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Gross savings have fluctuated over the period, reaching a high of around 15 percent of GDP in
the period just before the war in 1987. It dropped steadily thereafter, until the beginning of the
civil war in 1991 when it plummeted to negative levels, reaching its lowest levels in 2000. Since
the end of the war in 2001, gross savings rates have steadily increased, reaching 11 percent in
2010.

4.2 Summary Analysis

The foregoing facts and figures strongly suggest that private investments in Sierra Leone have
been consistently low for the past 3 decades. In investigating other potential binding constraints
to private investments in Sierra Leone, it is important to highlight some structural characteristics
of the Sierra Leone private sector. These include, but are not necessarily limited to the following:

Significantly large informal sector. The private sector in Sierra Leone is dominated by a
relatively large (in absolute number terms) informal sector, of which micro and small scale
enterprises form a major component.

A small industrial sector. A small number of firms engage in manufacturing and other high value
added economic activity. This has serious implications both for competitiveness and
diversification of the economy.

Foreign Dominance of Formal Private Sector. The relatively small formal sector is also heavily
dominated by foreign firms®. This applies to almost all sectors including banking, manufacturing,

®Foreign ownership herein defined as 51% equity ownership of non-citizens and significant levels of management

control
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ICT services, mining and agribusiness. In some cases, these companies do not necessarily rely on
domestic inputs in the form of finance, human capital or even operating infrastructure. This has
strong negative implications for financial repatriation.

Slow pace of economic transformation. Sierra Leone’s economy has, for many years, been
largely based on subsistence agriculture and mineral exports. Mechanisation levels in agricultural

production and value added industrial processing of agricultural products has been almost non-
existent. For many decades, export earnings have been largely driven by export of rough
diamonds. While there have been recent efforts at economic transformation, the effects of several
decades of being a traditional and natural resource based economy still loom strong.

Attempts to stimulate private investments for broad-based growth, should take into account the
foregoing structural issues.
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5 Finance as a Potential Constraint to Growth

5.1 Introduction

The cost of finance either through inadequate access to domestic and foreign capital or poor
financial intermediation can be a binding constraint to private sector investment and
consequently growth if it is high. This high cost of finance can subsequently serve as a deterrent
to potential investors from undertaking otherwise high return investments.

The financial sector in Sierra Leone is highly underdeveloped with many associated structural
problems. This chapter therefore presents the situation of the financial sector in Sierra Leone and
provides an assessment of whether the cost of finance is a binding constraint to private sector
investment.

5.2 The Financial and Banking Sector

5.2.1 Evolution and Growth of the Sector

The protracted civil war in Sierra Leone disrupted economic activity in many sectors including
the financial sector. It has been argued that there was widespread damage to banks’ branch
networks and infrastructure (Decker 2012). The Sierra Leone Central Bank Act of 2000 was
promulgated to strengthen the financial system in Sierra Leone and make it more efficient. The
Act also brought legislation governing the Central bank in line with other central bank legislation
in West Africa. A year later, the Other Financial Institutions Act of 2001 came into being and
widened the supervisory remit of the Bank of Sierra Leone to include all other institutions that
engaged in financial activity (Decker, 2012).

The post war period has seen growth in the financial system and an influx of foreign banks. The
number of banks increased from 7 in 2002 to 13 in 2009. The number of branches increased even
more, from less than 20 in 2002 to 54 in 2008 and to 89 in 2012. However, Freetown has over 50
percent of the bank branches, suggesting a concentration of banks in the capital. As at the end of
2010, the 13 banks in Sierra Leone had mixed ownership, with 10 of the banks being foreign
owned. Of the 3 local banks, the government has 100 percent ownership of the Sierra Leone
Commercial Bank and majority ownership (51%) of Rokel Commercial Bank. Union Trust Bank
is the only privately owned bank with majority indigenous shareholding.
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Table 5-1 Trends in Commercial Bank Branches in Sierra Leone, 2008 — 2012

Bank Number of Branches
2008 2009 2010 2011 2012

Rokel Commercial Bank 11 11 11 12 12
Sierra Leone 9 11 12 13 13
Commercial Bank
Standard Chartered 3 3 3 3 3
Bank
Union Trust Bank 7 7 8 9 10
Guaranty Trust Bank 4 7 10 11
First International Bank 7 14 18 16 16
International 2 2 2 2 2
Commercial Bank
Ecobank 6 7 7 7 7
Access Bank 2 3 4 4 4
United Bank for Africa 1 3 3 3 3
Skye Bank 1 1 1 1 1
Zenith Bank 1 1 3 4 4
Bank PHB 1 1 2 3
Total number of Banks 12 13 13 13 13
HHI
Total number of Bank 54 71 80 86 89
Branches

Source: Bank of Sierra Leone

5.2.2 The Soundness and Volume of Lending of the Financial and Banking Sector

Banks in Sierra Leone have a small asset base and operate at a low efficiency level. For instance,
banks have assets averaging about US$45 million and their on-interest expenses average about
10.1 percent of total assets (Johnson 2011). The concentration ratio in the banking sector is high
in spite of recent improvements. The Stock Exchange which was established in 2009 will still
take some time to generate a significant number of listings and be able to undertake secondary
market trading of securities (see Johnson, 2011). The capital-asset ratio of the banks is good (at

about 17%), but non-performing loans remain a problem, with current rates around 16 percent
(Figure 5-1).
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Figure 5-1 Trends in non-Performing bank Loans in Sierra Leone, 2003 — 2010
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As can be seen from Figure 5-1, non-performing bank loans increased at almost the same rate as
gross loans and advances of the banking system through 2007. This shows that as the banking
system increases its loans and advances, the rate of default on this facility also increases,
although that pattern changed after 2007, when loans and advances grew faster than non-
performing loans.

The payment system remains under developed, with a limited interoperable ATM system. Credit
card use is limited in domestic payment transactions, and there is insignificant use of cheques or
internet banking (Johnson 2011). A credit rating agency has been established, but it is still in its
early days and has had limited (if any) effect on financial sector development. The financial
system is fairly liberalised with interest rates and exchange rates being market-determined. The
banking system is not government-dominated despite the fact that the largest commercial bank is
state owned, with the financial landscape changing quickly in favour of the private banks. For
instance we note from Table 5-1 that from about 2010, First International Bank (a private bank)
have had the largest number of bank branches in Sierra Leone.

Government developed the Financial Sector Development Plan in 2009, which emphasized the
need to develop a competitive and efficient financial sector to promote private sector
development, accelerate economic growth and reduce poverty.

5.2.3 The Credit Market in Sierra Leone

Nominal interest rates in Sierra Leone have generally been over 20 percent since 2002. However,
with inflation averaging around 11 percent over the same period, real interest rates have
fluctuated between 5 and 15 percent. In the past few years, real interest rates have been below 10
percent.
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Figure 5-2  Real Lending Rates for Sierra Leone, 2002- 2012

Interest rates, 2002-12
30

20 V T~

/N
o\ /TN

w
0 . . . . T T T T . . )

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

=== Nominal lending rate (%) = Real interest rate (%)

Source: World Development Indicators, 2012

Compared to other lower income countries (LICs) and lower middle income countries (LMICs),
these real interest rates are slightly low.

Figure 5-3  Real Lending Rates — LICs & LMICs

Real interest rates, 2012
60
__ 50 L
§_
o 40
®
= 30
o :
g 2 ¢ Sierra Leone L
£ & (3
Tﬁ 10 4
< « L J
0 PN R *
10 ] 6 7 8 9 10
In GDP per capita (PPP)

Source: World Development Indicators, 2012

As can be seen from Figure 5-4, the interest rate spread for Sierra Leone is high but comparable
to that of its peers. This spread between the lending and deposit rates, should in theory be a
reflection of the demand and supply situations in the credit market. Of course market
imperfections and interference could also influence the spread. Interest rate spread is a measure
of the costs of financial intermediation in an economy. It therefore reflects the risks associated
with taking depositors’ money (suppliers of credit) and lending it to borrowers (demand for
credit). Some of the factors that have been found to influence the spread include the cost of
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operations (in essence the efficiency of the banking system), inflation and the degree of
competition or concentration in the banking system (Boldbaatar 2006).

Figure 5-4  Interest Rate Spread for Sierra Leone& Comparator Countries, 2000-2010
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However the levels which pertain here — with an annual average of about 14 percent for Sierra
Leone over the period, suggests that excess demand for credit does exist in Sierra Leone. A range
of barriers will typically prevent people from accessing the services in the formal financial
sector. Interest rates in the formal financial sector are only indicative of the price for those able
to access bank loans (Ellis, Lemma and Rud 2010). Even though the large spread could be
indicative of excess demand, many economic agents in Sierra Leone are not accessing bank
credit. For instance, the 2009 enterprise survey data shows that only 6.9 percent of firms used
banks to finance their investment (World Bank 2009). Relative to comparator countries, the
proportion of firms for Sierra Leone ranks lowest, except for Guinea.

5.2.4 Access to Credit

Data from the World Bank enterprise survey (2009) show that about 32 percent of all firms find
credit to be a major obstacle for their operations as shown in Table 5-2. Another 5.2 percent cite
credit as a very severe obstacle while about 25 percent cite it as a moderate obstacle. Since only
about 9 percent do not cite credit as an obstacle, it can be deduced that 91 percent of firms
surveyed in Sierra Leone mention that access to credit is an obstacle for their operations to
varying degrees.
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Table 5-2 Perception of Access to Credit as a Constraint, by Size of Firm (2009)

Small (5-19) Medium (20-99) Large (100+) Actual No off/rms

No Obstacle 5.71 14.71 27.27 9.33
Minor Obstacle 27.62 29.41 36.36 28.67 43
Moderate Obstacle 26.67 23.53 9.09 24.67 37
Major Obstacle 34.29 29.41 18.18 32 48
Very Severe Obstacle 5.71 2.94 9.09 5.33 8
Total 100 100 100 100
Actual No Of Firms 105 34 11 150

Source: World Bank Enterprise Survey Data (2009)

Notes: The Classification of firm size is by the number of employees. Except for the last column and last
row, the numbers in the table are the percentage of firms (by size) that choose a particular response. The
last column and row show respectively the actual number of firms in the row or column category
respectively.

The World Bank Doing Business report for 2013 also show that although Sierra Leone has made
considerable strides on the credit front, it still has some way to go. Sierra Leone, with a rank of
83 on the getting credit indicator in the Doing Business 2013 report, fared much better than
countries such as Liberia and Guinea-Bissau (World Bank 2013). However, others such as
Ghana, which ranked 23, were ahead of Sierra Leone. These results are in themselves not enough
to suggest that credit is a binding constraint in Sierra Leone. We therefore proceed down the
decision tree and interrogate the evidence with respect to both international finance and local
finance.

5.2.5 International Finance

International finance in Sierra Leone consists of several types, including foreign aid, remittances
and foreign direct investment. Official flows to Sierra Leone, which decreased in the 1990s,
have recovered in the last 10 years. We note from that foreign aid to Sierra Leone, which was
about 30 percent of GNI in 2000, has generally decreased over the years to less than 15 percent
in 2011. However, this general decrease is also true for the comparator countries, so that the ratio
for Sierra Leone has been consistently about the highest among the comparators.
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Figure 5-5 Foreign Aid as a Percent of GNI
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Inflows of international private capital to Sierra Leone have also seen substantial increases,
particularly over the last 4 years. Foreign direct investment (FDI) as a percent of GDP, which was
near zero around 2000, reached almost 25 percent of GDP in 2011 thanks to the opening of a new
iron ore mine. Indeed the ratio of FDI flows to Sierra Leone has been comparable to or exceeded its
peers as seen in Figure 5-5.

Despite a significant diaspora population, remittances have remained fairly low in Sierra Leone,
especially in comparison to FDI flows.

Figure 5-6 Remittances for Sierra Leone and Comparator Countries, 2000-2011 (% GDP)
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Based on the relatively high levels of foreign aid and the high and increasing levels of FDI,
international finance does not appear to be constraining growth in Sierra Leone.

5.2.6 Local Finance

Figure 5-7 shows that Sierra Leone’s domestic savings have been low. Relative to the comparator
countries, savings in Sierra Leone averaged about 2.4 percent of GDP annually over the period
2000-2011. The low savings signify that domestic resources are inadequate to finance investments.
Undoubtedly the protracted conflict in the 1990s had adverse consequences for the already low
domestic savings, which was typical of Sub-Saharan African countries at the time. The root cause,
however, is the negative real deposit interest rates in Sierra Leone (Figure 5-8). Negative real
interest rates tend to encourage consumption at the expense of savings.

Figure 5-7 Gross Domestic Savings for Sierra Leone and Comparator countries, 2000-2010
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Figure 5-8 Trends in real Deposit rates in Sierra Leone, 2000-2011
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The low savings has also translated to low credit to the private sector. We note that credit to the
private sector in Sierra Leone is weak relative to comparator countries. By 2011 for instance,
credit to private sector as a share of GDP was about 7.6 percent and the lowest among the set of
comparator countries (Figure 5-9). This low financial depth is a signal that credit might be a
binding constraint. However this may also be an outcome of low demand for credit. We therefore
investigate some more the nature of the credit market in Sierra Leone to see if low financial
depth is because of a lack of demand and/or inadequacy of supply.

Figure 5-9 Domestic Credit to the Private Sector for Sierra Leone and Comparator countries,

2000-2010
Domestic Credit to Private Sector as a % of GDP - Comparator Countries
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It is important to point out that interest rate outcomes in Sierra Leone are also a function of
government fiscal behaviour, as large internal domestic debt tends to crowd out private
investment. The process of crowding out arises from the fact that once the government borrows
heavily from the domestic market, a shortage of loanable funds arises, forcing interest rates up.
Between 2008 and 2010, a period of large deficit financing, the interest rate was an average of

13.6 percent.
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Figure 5-10 Government Borrowing vs. Treasury Bill Yields

(500,000.00 30 )
400,000.00 - 25
300,000.00 - 20
200,000.00 + 15
100,000.00 Lo

Ls

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

-100,000.00 - -~ 0
~@—-Domestic Financing ——91-Day Treasury Bill Rate

\ J

Source: Ministry of Finance; Bank of Sierra Leone

5.3 Tests of Access to Finance as a binding constraint to growth

This section present tests to show whether the cost of finance is a binding constraint or not in
Sierra Leone. The tests include whether the shadow price of financing is high; whether
movements in the cost of or access to finance are sufficient to expand private investment and
hence growth; and whether Sierra Leonean firms are reliant on domestic financing.

5.3.1 Shadow Price of Finance

Interest rate is considered to be the key indicator in determining the shadow price of the cost of
and access to finance. It is postulated that if indeed access to finance is a binding constraint to
private sector investment in Sierra Leone, then the real lending interest rate, which is the price of
finance, should be high. In Figure 5-2 above, the nominal interest rates have generally been high
averaging about 23 percent over the past decade. This nominal interest rate translated into a
positive annual real interest rate that fluctuated between 5-15 percent, with an average of
I1percent. However, in recent years, the real interest rate has remained below 10 percent, which
is low in comparison to other LICs and LMICs. The interest rate spread, which shows the cost of
financial intermediation, averages 14 percent annually. This is somewhat higher than
comparators, indicating poor financial intermediation. The evidence presented earlier in the
chapter suggests that the high real interest rate spread is a result of a combination of poor saving
habits, high public sector borrowing, and poor intermediation.

However, to further determine whether indeed the cost of finance is a binding constraint or not to
private investment, we assess the nature of the credit constraint by looking at the availability of
credit to the private sector in Sierra Leone relative to comparators. Figure 5-11 shows the level
of the financial depth in Sierra Leone as compared to other LICs.
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Figure 5-11 Financial Depth in Sierra Leone and Comparator Countries
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Figure 5-11 above shows that financing depth is low in Sierra Leone compared to similar countries.
The figure shows that the availability of credit to the private sector is weak. Despite this, as
mentioned above, the real lending rate for Sierra Leone is low compared to her comparators. Since
the price of capital is relatively low, we would expect credit to the private sector to be higher.
Because the quantity supplied is low, even with a low price, we suspect that there is low demand for
finance. If true, this would suggest that even though credit to the private sector may be low, it still
may not be a binding constraint.

To further understand the demand side issues with respect to credit, we interrogate the enterprise
survey data to gain a better understanding of the credit demand situation in Sierra Leone. We
note that of the 150 firms interviewed, less than 20 percent had taken a loan from a bank at the
time of the survey. In other words, more than 80 percent of firms had not taken a loan from a
bank. Interestingly, most of the firms who had not taken a loan had simply not bothered to apply
— about 88 percent of those who had not taken a loan said they had not applied for one. The
reason they had not applied was because they were ‘discouraged’ or did not feel the need to
apply. Among the reasons assigned for those who were ‘discouraged’ were the high costs of
credit and also the collateral that banks request as part of credit applications. This could suggest
both a supply and demand problem. On the supply side, high nominal interest rates could be
deterring firms from applying for credit. On the demand side, it could mean that their returns
and assets are not large enough to be creditworthy. It could also signal policy and institutional
problems, such as insufficient property rights to enable collateralization, an inadequate credit
registry system, or government borrowing crowding out private lending. It is noteworthy that in
nationwide consultations in July/August 2013, stakeholders ranked the cost of finance as less
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important than roads, power, water, education, health and the policy environment. For further
information, please see Annex I presenting the results of the national consultations.

Figure 5-12 Nature of Credit constraint to enterprises
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5.3.2 Growth Test

With respect to the second test, we note from the enterprise data that there is a high correlation
between access to finance and a firm’s turnover. In particular the data shows that the median
sales for firms that accessed loans was about Le750 million compared to about Le78.6 million
for those who did not. Of course, we are not implying causation from this observed correlation,
but it is indicative and supports the empirical literature which asserts that improving access and
cost to finance does lead to firm growth (see Ellis, Lemma and Rud, 2010).

The growth effect can also be tested by observing the relationship between gross private
investments and the one-period lagged real interest rates over the period 2000 - 2011 (Figure 5-
15). It is observed here that the relationship between private investments and lagged real interest
rates is generally negative. This suggests that lower interest rates have generally been associated
with higher investments. However, the improved political stability could be part of the
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explanation of the trends in investments. We can therefore say that the growth dividends of
improving access to finance is likely to be positive in Sierra Leone.

Figure 5-13 Interest Rates v Private Investment Correlation in Sierra Leone (2000 — 2011)
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5.3.3 Circumvention test

SMEs typically rely on non-bank financial services or family savings for their investments; it is
difficult to get precise data on these levels of financing since a large majority of these enterprises
are informal. For the large foreign firms, anecdotal evidence suggests that they tend to rely on
international sources of finance, such as shareholders' equity and project finance from investment
banking and development finance institutions. It is common knowledge that multinational firms
reach out to their parent companies overseas for capital infusion.

5.3.4 Non-reliance test

Given that large foreign firms occupy a large share of the economy, we note that firms that thrive
in Sierra Leone are those that do not rely so much on domestic finance. The results in Figure
5-13 gives indication of this as the large firms generally do not find credit to be a major obstacle.

5.4 Conclusion

We summarize the analysis in this chapter by noting that domestic rather than international
finance has been a problem facing domestic firms. Real interest rates in Sierra Leone are
presently low, although that is a recent phenomenon. Over the past decade, the data shows that
credit to the private sector and investment increases when the interest rate falls. However, it also
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shows that many firms cannot obtain loans and, therefore, engage in some form of self-financing
for their investments. Despite this fact, the data also indicates that 87 percent of firms surveyed
who are reportedly without a loan never applied; suggesting that low returns or appropriability to
private investments could be larger constraints. Based on this information, we believe it is likely
that the cost of financing is not one of the most binding constraints to growth. This conclusion is
supported by the results of nationwide consultations in July/August 2013. This conclusion
notwithstanding, the possibility for domestic finance to constrain private investments is high in
the short-to-medium term, particularly if: (i) real interest rates return to historically high levels;
and (i1) if other intermediation inefficiencies that are brought about by other factors that cause
low social returns to investments to the banks continue.
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6 Macroeconomic Risks

6.1 Macroeconomic Risks and Distortions

6.1.1 Introduction

The issue of macroeconomic stability is of central concern for developing countries, including
Sierra Leone. Since private-sector economic activity is considered a more suitable engine for
economic growth, and growth is required to provide a strong foundation for increasing standards
of living for the growing population, achieving broad-based private sector led economic growth
is considered one of the main objectives of macroeconomic management policies and
programmes.

In the course of making investment decisions, economic agents consider the general ‘wellbeing’
of the environment in which they intend to invest. As a general principle, any form of
macroeconomic instability deters investment, particularly those in the non-mining sectors; as it
erodes the real returns to assets, in addition to other adverse effects posed. If there is widespread
instability in an economy, then there is a high propensity for a lower rate of private investment
and, thereby, lower growth. Macroeconomic instability also increases the risk of private firms
becoming insolvent. As a result, public policies that reduce inflation; help to establish a
competitive exchange rate; and ensure fiscal stability and sustainability are needed to maintain
high rates of investment and growth. Policy regimes that entrench high and persistent domestic
public debts tend to result in long-term interest rates that dampen the growth potential of the
economy. Prolonged debt overhang is also potentially a massive impediment to economic
growth. On the external front, a higher level of external debt could cause a high exposure to
sovereign debt that could squeeze out the amount of funds available to the private investors and
thereby increase private borrowing costs which ultimately lowers investment.

In theory, therefore, weak and unstable macroeconomic conditions can directly affect the
appropriation of returns on private investments. Excessive fiscal deficits, for example, require
large amounts of government domestic borrowing, and this drives up the real interest rate and
potentially crowds out much needed private investment. Macroeconomic policies that result in an
overvalued real exchange rate reduce the profitability of exporting and of producing goods and
services that compete with imports. In economies where there are extended periods of
macroeconomic instability, there is the tendency to discourage current investments as well as
potential investors who will be concerned that inflation will wipe out the value of their
investments. In a situation where such distortions are consistently evident, they can pose a major
constraint to economic activities and, hence, growth.

This section examines the historical macroeconomic trends, focusing on major variables such as
prices (inflation), government fiscal operations (deficits and borrowing), and the country’s
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external sector (balance of payments and external debt). The section also examines the country’s
record in the area of macroeconomic management; based on the thesis that there is a positive
relationship between sound macroeconomic policies and growth. The goal is to examine whether
these macroeconomic conditions could signal a binding constraint to economic growth in Sierra
Leone, and if so, to what extent.

Macroeconomists, central bankers and policymakers have often emphasised the costs associated
with high and variable inflation. Inflation is a major indicator of economic stability; high and
persistent trends of increases in the general price levels in any economy are a signal of economic
instability. The Bank of Sierra Leone, in its capacity as the Central Bank and custodian of the
country’s monetary policy, has over the years had price stability as a major institutional policy
objective. Andres and Hernando (1997) note that monetary authorities operate on the assumption
that faster growth will occur in a climate where inflation is low. This is essentially because
higher inflation discourages investments as it imposes a higher cost on investors in the form of
planning. Demand is also affected as the real incomes of consumers are reduced.

Over the decade 2001 to 2011, although monetary policy objective of the Central Bank of Sierra
Leone was to achieve a single digit rate of inflation, the country recorded a double digit rate of
inflation in the economy for most of the period. The country is a net importer of food and oil,
and as such any increase in the prices of these commodities impacts on the level of inflation in
the country. The extent of the impact, however, may vary depending on a number of other
economy-wide conditions.

6.1.2 Analysis of Inflation Trends (2001-2011)

Figure 6-1 shows the average annual rate of inflation for Sierra Leone covering the period from
2001 to 2011. The inflationary trend generally increased over the period under review. Inflation
fell from the 2001 level of about 3 percent and was on average negative in 2002, reflecting
increased availability of imported consumer items, restraint in monetary expansion, and further
reduction in import tariffs, large donor inflows and the relative stability of the exchange rate.

Inflation accelerated in 2003 to 8.2 percent, in part reflecting higher fuel prices, broad money
growth, and the impact of the exchange rate depreciation against the U.S. dollar. This upward
trend continued and the country recorded double digit inflation (2004 — 2005) as a result of fuel
prices and monetary expansion. Inflation again fell to 8.3 percent due to tight fiscal stance,
supported by adequate monetary policy despite pressures stemming from the pass-through of
high world oil prices (IMF 2007).
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Figure 6-1 Inflation Trends for Sierra Leone, 2001-2011
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However, inflationary pressures re-emerged and reached 18.5 percent in 2010, largely due to the
global oil and food crisis that affected most economies in the world during this period.

6.1.3 GDP Growth and Inflation

One of the most fundamental objectives of macroeconomic policies is to sustain high economic
growth together with low inflation. However, there has been considerable debate on the nature of
the inflation and growth relationship. The relationship between inflation and economic growth
remains a debatable issue among policy makers today. Figure 6-2 shows the trends in inflation
and GDP growth. Between 2001 and 2004, inflation and growth moved in opposite directions,
which is consistent with general theory. Between 2005 and 2011, however, inflation and growth
seem to follow a similar trajectory. Growth in GDP over the period was driven mainly by
developments in agriculture, construction, and services sectors, whilst inflation was as a result of
expansionary monetary policies to accommodate fiscal pressures and the increase in the
international prices of fuel and oil.
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Figure 6-2  GDP Growth vs. Inflation

GDP Growth vs Inflation
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The foregoing scenario suggests that over the period, particularly in the second half of the
decade, inflation did not have a significant adverse effect on economic activity and growth.

Figure 6-3 Inflation and Oil Price
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Over the review period, the movement in the international price of oil resulted in an increase in
the level of inflation in the country. Figure 6-3 shows that inflation in the country tends to move
in line with the price of oil in the international market.
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6.1.4 Comparative Country Analysis

In order to put the analysis of Sierra Leone’s inflationary performance within context, the
inflation rates of similar countries (geographic and economic) were juxtaposed, to determine
how it behaves when compared to the others. The goal is to observe whether the country’s
performance is significantly different from the others, and if so, in which direction. Figure 6-4
shows a cross-country comparison of inflation rates among 6 countries in the African region, two
of which are geographically contiguous to Sierra Leone.

Figure 6-4 Inflation Rates
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As can be seen in Figure 6-4, inflation rates for Sierra Leone have been relatively high compared
to other countries in the region. In the earlier periods of the decade, inflation rates fell to single
digits. Although the average annual rates of inflation for Sierra Leone are mostly in the double
digit from the mid-2000s to the end of the decade, it still did not record the highest inflation rates
when compared to the other selected countries. Movement in the level of prices in the Gambia
and Niger were lower than other comparator countries for most of the period under review.
Furthermore, it can be seen that inflation rates were slightly below the comparator countries’
average in the early 2000s; about the mean during the mid-2000s; and higher than all other
comparator countries from 2009-2011. Sierra Leone can be judged to have underperformed in
relation to its comparator countries, particularly in the latter part of the period under review. This
may speak to the fact that domestic savings and, hence, investments could have been lower than
the economy’s true potential as a result of these high inflation rates, causing real interest rates on
savings to be negative.
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6.2 Government Fiscal Operations

The impact of fiscal deficit on economic growth is one of the highly debated issues in all world
economies. The target of achieving sustained growth while maintaining macroeconomic stability
is the main public policy objective of many developing countries and has brought the issue of
fiscal balance into sharp focus. In developing countries, fiscal deficit is a recurring problem due
to revenue and expenditure mismatches. The problem arises when the deficit level becomes too
high and chronic. The ill-effects of high deficits are linked to the way they are financed and how
it is used. Excess use of any particular mode of financing of the fiscal deficit has adverse
macroeconomic consequences. For example, seigniorage financing of fiscal deficits can create
inflationary pressures in the economy; bond financing of fiscal deficit can lead to a rise in
interest rates and in turn can crowd out private investment; and the external financing of fiscal
deficit can spill over to balance of payment crisis; an appreciation of exchange rates and in turn
debt spiralling.

6.2.1 Government Revenue

During the past 10 years, Sierra Leone has implemented a set of fiscal reforms aimed at
strengthening public finances, enhancing resource allocation and contributing to macroeconomic
stability. The fiscal policy stance has been consistent with macroeconomic stability and medium
term fiscal and debt sustainability. Even though Sierra Leone is a resource-rich economy, its
revenue generation capacity has been quite low, with revenue to GDP ratio below the level
required to make progress towards achieving the MDGs (UNDP, 2005).

Figure 6-5 Total Domestic Revenues (Million Leones)
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In 2011, revenue collection stood at about 11 percent of GDP, well below that of other
comparator countries and also compared unfavourably with other fragile (and resource-rich)
countries (Nair 2012). Figure 6-5 shows the trend in domestic revenues between 2001 and 2011,
in absolute Leone terms. Figure 6-6 shows a comparative analysis of revenue as a percent of
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GDP, as well as the GDP growth for the period under review. From 2003 onwards, GDP growth
and revenue: GDP ratio both moved in the same direction.

Figure 6-6 Revenue as % of GDP and GDP Growth
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Figure 6-7 on the other hand shows Sierra Leone’s performance in revenue generation as
compared to the comparator countries. It illustrates two things; first, it shows a relatively flat
trend in revenue performance, relative to GDP. Even though domestic revenues are seen to
increase in absolute Leone terms, as shown in Figure 6-5, they remained fairly constant over the
period under review, relative to GDP.

Figure 6-7 Revenue as a Percent of GDP
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Secondly, it indicates that the overall performance in revenue is relatively weaker than the
comparator set of countries. Whereas there could be several explanations for this situation, one
could still argue that the revenue effort could be improved in Sierra Leone with more enhanced
tax administration measures.

6.2.2 Public Expenditure

Immediately after the end of the war in 2002, Government expenditure was skewed towards the
security and social sectors, mainly to ensure peace and stability, and the reconstruction and
rehabilitation of social amenities. However, since 2008, Government has focused on
rationalizing recurrent expenditure with the aim of stepping up investments in infrastructure
(energy and roads), agriculture and human development (Figure 6-8).

Figure 6-8 Government Expenditure
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6.2.3 Comparative Country Expenditures

Between 2001 and 2007, the share of expenditure as a percentage of GDP generally declined.
However, since 2007 the ratio has been increasing. Compared to the comparator countries in this
study, Sierra Leone’s ratio of expenditure to GDP fell in the median range between 2001 and
2007; and thereafter has been the lowest (Figure 6-9).
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Figure 6-9  Government Expenditure as a Percent of GDP
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6.2.4 Revenues and Expenditures to GDP

As can be seen from Figure 6-10, domestic revenues have consistently and significantly been
exceeded by government expenditures for the period under review. This trend was marginally
narrowed in 2007, when a cash budget system was implemented. The persistent high deficit
poses severe macroeconomic risks, particularly via the higher propensity to engage in domestic
borrowing (4.4% of GDP in 2010) and hence crowd out the private sector.

Figure 6-10 Revenue vs Expenditure to GDP
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6.2.5 Fiscal Balance

It is useful to note that large fiscal deficit-to-GDP ratio is inimical to economic growth. The
government’s limited revenue relative to its expenditure has consequences for current as well as
future budget balances. Financing these deficits enlarges the public debt. In consequence, interest
payments on the public debt absorb a substantial portion of revenue. When Government borrows
to finance its deficit, it absorbs resources that may otherwise be used by the private sector for
investments. However, if government decides to finance this debt by printing new notes, this will
create inflationary pressures which in turn will erode investor confidence. As shown in the
Figure 6-11, the deficits are partly offset by grants provided by development partners. However,
the resulting gaps are still financed largely through borrowing, from the domestic financial
markets and from international development financial institutions.

Figure 6-11 Budget Deficit as % of GDP
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6.3 Public External Debt

Public debt management is an integral part of the overall macroeconomic management and
financial governance system which underpins Government efforts in promoting accountability
and transparency in the public sector.

Sierra Leone’s total debt stock, as at December 31, 2011 stood at 1.2 billion USD as against 1.9
Billion USD’ in 2003 indicating a decrease of 743 million USD or (a reduction by 38 percent).
External debt amounted to 868 million USD or 72.1 percent of the total, whilst domestic debt
amounted to 336 million USD or 27.8 percent. However, in between this period, there was a
substantial decrease in the external debt as a result of benefits from the heavily indebted poor
countries (HIPC) initiative and the multilateral debt relief initiative (MDRI). External debt fell

7 Public Debt Unit
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sharply to about 553 million USD, resulting from stock cancellation under the MDRI in
December 2006

Figure 6-12 Classification of Public Debt
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After the significant fall in 2007, the debt stock reverted to its upward trend to reach US$1.2
billion (Le 4.7 trillion) as at end 2011 (Figure 6-12). This increase was attributed to mainly the
depreciation of the Leone against major loan currencies; and the increase in government
expenditure on infrastructure projects.

6.3.1 Public Debt Stock Trends

The total stock of public and publicly guaranteed external debt stood at US$868.49 million
(equivalent to Le3.8 trillion) as of end December 2011. This was an increase of about 9.8 percent
from the 2010 of US$790.87. The external debt ratio (% of GDP) fell from about 225 percent in
2003 to about 33 percent in 2007. This reduction was largely a result of debt relief enjoyed by
Sierra Leone under the Multilateral Debt Relief Initiative (MDRI), comprising World Bank,
AfDB and the IMF. From about 2008, the external debt ratio has assumed an upward trend and
by 2011 had reached about 42.1 percent (Government of Sierra Leone, 2012).

Maana, Owino and Mutai (2008), note that there are various reasons why Governments
undertake domestic debt financing. Two of the more important reasons discussed are as follows.
First, they note that domestic debt is sometimes contracted to help finance budget deficits.
Second, domestic debt can occur when governments implement its monetary policy through
open market operations. In that case the government through the central bank will be mopping up
excess liquidity by issuing bonds.
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Excessive domestic borrowing does have implications for private sector investment. In particular
it tends to crowd out private sector investment as it drives interest rates up. This in turn increases
the cost of borrowing and consequently the cost of doing business. Maana, Owino and Mutai
(2008) notes that there is evidence that domestic debt has a significant crowding out effect on
private investments.

To determine the ability and solvency of the country in honouring her debt, we present in Ratios
debt ratios used for such analysis. Domestic Debt/GDP ratio has almost been the same for the
period 2003 — 2011 while External Debt/GDP ratio has been on a decline for the same period.
The decline was as a result of the debt relief the country benefited from under the HIPC
initiative.

Figure 6-13 Public Debt to GDP Ratios

( — ) )
@30 Public Debt to GDP Ratios
100
50
2003 2004 2005 2006 2007 2008 2009 2010 2011
\_ —s—Total debt/GDP —a—DD/GDP - ED/GDP J

Source: Public Debt Unit, Ministry of Finance and Economic Development

6.3.2 External Debt Service Trend

The Post Completion Point period has seen a drop in annual external debt service to an average
of about US$18 million to US$20 million compared to over US$40 million prior to Sierra Leone
reaching Completion Point. Total external debt service payment in 2011 amounted to US$17.8
million. Comparing the ability of government to service its external debt, Figure 6-14 presents
the above situation. From, the external debt servicing to GDP ratio has almost been constant for
the period under review. However, the external debt servicing to Domestic Revenue ratio
declined until 2008, when it stabilized somewhat, but with a slight increase until 2010. The
decline in the debt service ratios up to 2008 was largely due to debt relief. Unfortunately Sierra
Leone, as with all other developing economies, does not have the luxury of debt relief in the
short to medium term, particularly in the light of the aftermath of the global financial crisis.
Therefore increasing stock of debt to GDP ratio should begin to raise alarm bells even if the
current debt is sustainable. In order to ensure sustainable debt ratios in the short to medium term,
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it is essential that national output grow substantially, whilst also improving on domestic revenue
mobilization.

Figure 6-14 External Debt Ratios
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Source: Public Debt Unit, Ministry of Finance and Economic Development

6.3.3 Comparative Country Analysis: Public Debt Stocks

Figure 6-15 shows Sierra Leone’s public external debt in comparison with comparator countries.

Figure 6-15 Public External Debt (% of GNI)
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Sierra Leone is at par historically (from 2001 to 2011) with almost all the other countries apart

from Liberia whose public external debt position was extremely high in the earlier years but took
a dive from its high in 2003 and joined the others in 2010. The Government is aware that
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medium to long-term debt sustainability requires prudent borrowing policies and is keen to
ensure that new loans are contracted or guaranteed on highly concessional terms.

6.4 Exchange Rates

Exchange rates are among the most important prices in an open economy. Prior to the adoption
of the managed float in April 1990, the fixed exchange rate regime in place was associated with a
growing fiscal deficit, uncontrollable money supply leading to inconsistent monetary expansion
with high inflation, real exchange rate appreciation, frequent devaluations, increased smuggling
of diamond, gold and other produce, thereby undermining the balance of payments, all of which
facilitated capital flight and served as a deterrent to significant capital inflow (Bank of Sierra
Leone).

With the adoption of a managed float in April 1990 and subsequently a flexible exchange rate
regime, the premium between the official and parallel market rates has significantly reduced,
thereby bringing the much needed stability in the foreign exchange markets.

Figure 6-16 Nominal Exchange rate (Le/$)
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Over the last ten years, the exchange rate has remained market determined and the Leone has
depreciated against the major currencies in the world over this period (Figure 6-16). In 2010, the
global financial and economic crisis severely impacted on the exchange rate with the Leone
depreciating by over 20 percent against the US Dollar as a dramatic drop in exports and inward
remittances reduced the availability of foreign exchange.

Even though the Leone depreciated against major currencies over the last decade, which should
in theory make exports cheaper and imports more expensive and thereby improve the terms of
trade; in reality the rate of growth of exports has not behaved in a normal pattern in response to
movements in the nominal exchange rate as shown in Figure 6-17. The continuous depreciation
of the Leone against the US Dollar and other major foreign currencies was accompanied by
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drops in exports over the period; except for 2010 when mineral exports gained momentum as a
result of an increase in mining activities and the number of mining companies in the country
(Figure 6-17). This trend further speaks to the undiversified nature of Sierra Leone’s export
sector, which is heavily dominated by minerals.

Figure 6-17 Change in Export, Exchange Rate and Inflation
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The economy’s output in the agriculture and fisheries sectors, which are major contributors to
GDP, do not meet international trade standards and mostly cannot be exported.

6.5 Macroeconomic Management Policies

The end of the protracted war in Sierra Leone in 2002 has seen improved stability in the political
and economic environment. It has re-established its domestic security and is increasingly
entrenching democratic governance. The economic management of Sierra Leone has seen
marked improvement over the last decade. The Government is reported to have successfully
implemented over 5 macroeconomic management programmes over this period. These include
the IMF Poverty Reduction and Growth Facility (PRGF) arrangements, World Bank Governance
Reform and Growth Credit, the African Development Bank Economic Reform Governance
Programme and others over the period (African Development Bank 2012).

The macroeconomic situation of the country is expected to improve with an estimated real GDP
growth of 15.2 and 14.1 percent in 2013 and 2014, respectively. The mining sector, particularly
iron ore production, will continue to sustain the high economic growth experienced in 2012.

The planned expansion in iron ore output by African Minerals and London Mining, investment

in transport facilities linking the mines to sea ports and favourable mineral prices would further
strengthen growth in the mining sector. Countries that are heavily dependent on natural resources
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typically experience a phenomenon referred to as ‘Dutch Disease’. This is where the increased
foreign inflows, usually from the resource boom, have adverse effect on the tradable sector of the
economy (Sachs and Warner 2001). In relation to the case of Sierra Leone specifically, prior to
the export of iron ore in 2012, there was no strong evidence of this occurring. However, there is
some evidence which is reflected in co-movement in the amount of FDI inflow, the increase in
exports, and also the appreciation of the exchange rate in 2012. Moreover, there is some more
anecdotal evidence of increasing wages and general prices (e.g. housing) in mining areas (e.g.
Makeni), which is related to Dutch Disease effects.

In addition, the government’s drive towards self-sufficiency in rice production as well as the
recent commencement of commercial agricultural projects is expected to boost agricultural
output. The services sector will continue to expand on the backdrop of growth in the
telecommunications and mining-related services coupled with efforts to improve infrastructure.
However, supply-side constraints and competition from cheap imports will constrain output in
the manufacturing sector.

Sound monetary policy coupled with stable exchange rates, improved food production and
stability in international commodity prices will continue to push inflation downward to single
digit in the medium term. Fiscal policy will be focused on creating fiscal space for high-priority
public investments to spur long-term growth and development. The external sector is expected to
remain buoyant on account of strong performance in exports, particularly mineral exports.
Furthermore, imports are expected to decline with the reduction of high capital imports for
mining and infrastructure projects.
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Figure 6-18 Per Capita Real GDP Growth and Quality of macroeconomic Policy, 1960-2010

Figure 3. Per Capita Real GDP Growth and
Quality of Macroeconomic Policy, 1960-2010
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Source: IMF World Economic Outlook; and authors' calculations.

The following chart (Figure 6-19) shows Sierra Leone’s Country Policy and Institutional
Assessment (CPIA) in macroeconomic management and business regulatory environment as
compared to other countries in Sub Sahara Africa, Least Industrialized Countries and a global
sample.
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Figure 6-19 CPIA: Macroeconomic management and business regulatory environment, average 2004-10

CPIA: Macroeconomic management and business regulatory environment, average 2004-10
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Evidence from the recent economic survey conducted by the Ministry of Finance and Economic
Development in March 2012, shows that large firms are able to survive in the present
macroeconomic environment despite the high level of inflation and the high cost of borrowing
from the commercial banks. Smaller contractors mainly performing Government services might
be constrained especially if Government fails to meet its financial commitments on time. This

has the tendency of increasing their cost of borrowing from the banks.
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7 Microeconomic Risks

The enabling environment created by government policies and actions could impact the observed
levels of entrepreneurial activity in an economy. The institutional structures in the economy
affect the capacity of investors to appropriate the returns of their productive efforts, through a
variety of actions. Because of this, government policies and institutions bear exacting importance
as a crucial ingredient of facilitation, organization and encouragement of economic activity. In
addition, entrepreneurs in the economy will invest their resources primarily if they expect to
realize sufficient returns to compensate their efforts. Anything that compromises expected return
hampers investment and, ultimately, causes growth to contract.

Risks to such appropriation can emanate directly from government and could be in the form of
micro risks. The micro risks may be insecure property rights and inability to access land,
excessively high taxation, uncertainty in contracts, high incidence of corruption, unpredictable
and inefficient regulatory environment. All these are vital factors to potential investors when
appraising what they could possibly realize from their investment. As these risks manifest within
the economy, investment and entrepreneurship are discouraged, social gains from economic
activities are reduced and, subsequently, growth can be constrained. It is therefore imperative to
consider if Sierra Leone’s policy and institutional framework is in fact weakening the ability of
investors to appropriate their returns to economic activity. This section of the study explores the
various reasons why investors could be unable to sufficiently appropriate the return on their
investment, in turn lowering their motivation to invest and eventually slowing down economic
growth.

7.1 Property Rights (Land Tenure)

Sierra Leone has an estimated population of 5.9 million people and a total land area of 71,740
square kilometres, of which 61 percent is used for agricultural and 39 percent is forest. 4 percent of
Sierra Leone’s land area is designated as protected. In Sierra Leone, 62 percent of the population
reside in rural communities while 38 percent reside in urban areas. As noted elsewhere, agriculture,
including fisheries and forestry, has traditionally been the most significant sector in the economy of
Sierra Leone. Agriculture presents the largest use for land in Sierra Leone as shown in

Figure 7-1. However, most of the land is used for subsistence farming. The allocation of land for
agriculture historically has been managed under the communal land tenure system and as such, most
of Sierra Leone’s agricultural activities take place on lands subject to that system.
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Figure 7-1 Land use in Sierra Leone
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The majority of the population in Sierra Leone depends directly on farming for their livelihoods.
Thus, access to secure land is critical for the farming livelihoods of a variety of Sierra Leone’s
households, communities and groups, as well as for domestic and foreign commercial
investments in the agriculture sector. Food security and employment opportunities require an
increase in investment flows into land for agricultural development and for growth in other
related sectors (FAO 2002).

7.1.1 Communal Land Tenure System

Overview and Description:

The dominant form of land tenure in Sierra Leone is customary under communal ownership. The
Western Area, which occupies approximately 5 percent of the total land mass, is the exception to
this communal system, and consists of private land, government reserves and other land that has-
been identified by government for disposal. All land in the Western area that is privately owned
and freehold would require a conveyance for any transfer; otherwise there is a statutory
declaration that allows people to regularize or claim title to land that they have occupied without
encumbrance for a period not less than 12 years covered by the law of adverse possession.
However, these free hold rights have been proven to be open to lots of abuses as land holders
sometimes sell to multiple suitors. Please refer to Section 7.1.2 below for more details regarding
the Western Area.

Approximately 95 percent of Sierra Leone’s land — all land outside the Western Area and Bonthe
Island — is held in trust for the people of Sierra Leone’s various chiefdoms by the Paramount
Chiefs, and customary law applies to land acquisition in such areas. Customary law however
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varies from region to region and in some cases, districts. For example, customary law for land in
the Northern Province and Kono district vests control of land in the Paramount Chief, who has
final decision on rights and access to land. In the Southern Province and Kenema and Kailahun
districts in the Eastern Province, land ownership rights and access to land are vested in land
owning families and where there is 'vacant land' (land that does not have any claim), the
Paramount Chief holds it in trust for the chiefdom. In all such communal systems, the disposal of
land is subject to conditions such as ancestry, filial bond, payment of a fee or otherwise at the
discretion of the chief. In any event, no such land can be passed on by conveyance and any title
or other right to such land is unstable unless the owner/user of the land has a primary right to
occupy as prescribed by local edicts. The authority to sell interest in land or permit the use of
communal land is vested in the Paramount Chief in consultation with the Chiefdom Council,
while the authority to sell interest in land or permit the use of family land is vested in the family
as a whole or where an individual is designated as family head (Government of Sierra Leone,
2011).

Different interests in land can be held depending on purpose. For example, the right to plant rice
could be granted to a family, normally a 'stranger' while the right to plant permanent crops could
be granted to another family. Chiefs can grant or obstruct any individual’s access to land,
especially if they are migrants from outside the chiefdom (known as “strangers”) or have
abandoned their land. The chief presides over land disputes and determines which claims are
valid. This power of the traditional leaders is more critical to livelihoods and economic
opportunities where the land is rich in natural resources. Since the end of the war, the paramount
chief’s control over land matters has continued (or been re-established) and in some areas
increased.

There are legal provisions that allow the state to acquire land for specific purposes, for example
mineral extraction or local development — this is specifically enshrined in the National Lands
Policy, 2005. While in theory Paramount Chiefs have to assent to the acquisition of land by the
state, in practice, Paramount Chiefs will hardly ever obstruct state acquisition of land. In fact,
traditional ownership of land is only for the surface of the land. The state has absolute ownership
of land below 6 feet from the surface. In the extractive industries for example, companies are
required to pay surface rents either to chiefdom authorities or land owning families for access to
explore or mine concessions (Mines and Minerals Act, 2009).

By statute, foreign persons and foreign legal entities cannot purchase land; but they may acquire
leaseholds for periods up to 99 years. An additional restriction on land ownership prohibits the
purchase of land by a ‘Non-Native’; an ambiguous term typically referring to anyone who is not
a member of a provincial tribe such as the Creole. In addition to posing restrictions on land
ownership outside the Western Area on 'Non-Natives', customary law imposes restrictions on the
ability of women to acquire and maintain tenure to land, since inheritance in the provinces is
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largely patrilineal (Dale 2008; Williams 2006). This issue is expanded on in the social and
gender assessment conducted in parallel to this Constraint Analysis, and was an issue raised
during nationwide consultations in July/August 2013. This restriction on the ability of women to
acquire rights to land could have a disproportionate impact on investment at the household level
(particularly for small-scale farming), where women often are the primary contributors to
agricultural labour.

Key Laws and Institutional Structures for Communal Land Tenure System:

The statutes that govern the dual land tenure system in Sierra Leone were mostly promulgated in
1960. These Laws include the Public Lands Ordinance, Cap 116, the Town and Country
Planning Act, Cap 81 and the Unoccupied Lands Act, Cap 117. After independence there have
been only two notable land statutes and they include the Non-Citizen Act of 1966 which limited
the interest in land in the Western Area that a non-citizen can hold to leasehold of not more than
twenty-one year. The Devolution of Estates Act was also enacted in 2007. As there have not
been more recent Laws that addresses the land tenure system and coupled with the fact that the
old ones have not been reformed in time, Sierra Leone has a large number of old English land
statutes which were initially enacted to suit the unique economic and socio political
circumstances that prevailed at the time.

Under the customary land tenure structure, the Provinces Land Act, Cap 122 which was enacted
in 1927 is considered a key statute as it distinguished between “native” and “non-native” with
regards access to land outside Western Area. It is this Law that has been severally cited to be
some obstacle for the access and economic use of land. In order to standardize and control the
rights which “natives” in the Provinces could grant to “non-natives” The Concession Act, Cap
121 was promulgated in 1931 and it made provisions for long-term leases of ninety-nine years
for an area of one thousand acres of land and above, and only for agricultural and mining
activities.

One of the key features of the communal land tenure system is that titles to lands in the chiefdom
are claimed by the community as a whole. Moreover, membership of such a community as well
as member’s right to claim an interest in communal lands are based on ancestry roots from
within the community. The rights of ownership of the community are exercised on behalf of the
community by the traditional leaders extending from the town or section chiefs right up to the
paramount chief working together with other elders. The custodians are vested with powers of
management, control and supervision which they exercise together with officials of the local
government administration such as the District Office. Notably, customs and traditions and
accepted cultural practices, which to some extent go with the backing of the law determines how
land is allocated and to whom as there are no laid down written rules. The rights to land held
under this arrangement are frequently not documented. There is also no land registry system to
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record transactions under customary tenure. This lack of documentary title could be said to be
the foremost reason for land tenure insecurity under the customary setting. Also, the absence of
documentary title in some ways contribute to holding back the economic use of land as it doesn’t
facilitate secure and smooth transfer of land from one person or group to another.

Furthermore, at the Chiefdom level the Local Courts, which were recently set up as part of the
decentralization efforts, exercise original jurisdiction over land matters involving title to land
within the chiefdom with right of appeal. In the case of family lands in the Provinces, the title to
the land is vested in the family as a unit and not dependent on any superior body, though any
exchange has to be endorsed by the Paramount Chief. So, access to such interest is normally
approved by the head family in principle acting in consultation with all the key family members.
The authority to manage the disposal of land to non-members of the family is also vested in the
head of the family. Although under customary law individual tenure doesn’t apply it actually
exists in practice especially in urban centres in the Provinces. As a result of urbanization, land is
now commercialized

Implications:

The inherent insecurity — both in terms of acquiring access to land and maintaining tenure — that
characterizes land acquisition and ownership in the provinces in Sierra Leone (which has about
95% of the land territory of Sierra Leone) could constrain investment. This is particularly acute
for foreigners and nationals of Sierra Leone that are not indigenes of a particular province, as
well as women. First, determining legitimate land owners within land owning families is
difficult. The polygamous and often times, extended family system does not give clear idea of
the size of the family and who the genuine family head is. This makes negotiations to reach
agreement on surface rents for land leases cumbersome. Second, there is uncertainty of land
contracts due to the changing circumstances within chiefdom or land owning family leadership,
which leads to potential dispute costs (for which limited data is available, both in the provinces
and even the Western Area). Investment in agribusiness for example, requires the cultivation of
permanent crops such as sugar, oil palm, etc., which in turn needs long lease terms which cannot
be guaranteed in their entirety by parties negotiating the initial contracts. Of indirect relevance to
investors, but with potential to create hostilities between communities and investors, is the
conflict that distributions of land lease fees generate in communities. Often times, lack of
transparency and corruption affect the distribution of land lease revenues leaving some sections
of supposed beneficiaries disgruntled, and such disgruntlement lays the foundation for
community hostility and threatens the smooth operation of large scale investments, as well as the
efficient functioning of land markets even for small-scale investment.

While land for both agribusiness promotion and subsistence farming may not be lacking, as
suggested by the relatively high amount of land available at any given time (see Chapter 11.2),
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access to land is hindered by customary law practices in the provinces and corruption in the land
registration systems in the Western Area. Long term investment in agribusiness is stifled by the
complexities in land acquisition. Where investors are willing to deal with these complexities,
they are almost always going to deal with ensuing communal hostilities that could be directly or
indirectly related to the terms of a prolonged land lease. In the Western Area, where there is a
law prohibiting foreign nationals from owning land, anecdotal evidence suggests that Sierra
Leoneans are used as middlemen for foreign investors who are either duped of money or will
have to deal with counter-claims to land titles mostly contested in courts. Table 7-1 shows the
impediments to land acquisition in provincial areas of Sierra Leone.

Table 7-1 Accessing Industrial Land

Indicators Country Score IAB Regional Average 1AB Global Average
Strength of lease rights index (0-100) 44.4 76.6 82.1
Strength of ownership rights index (0-100) N/A 77.3 92.2
Access to land information index (0-100) 26.3 33.9 41.4
Availability of land information index (0- 30 58.5 70.6

100)

Time to lease private land (in days) 210 72 61

Time to lease public land (in days) 277 151 140

Source: World Bank, Investment across Borders (2009)

In this respect, it is also important to note that Sierra Leone ranks third worst in Africa on the
Property Rights Index subcomponent of the Heritage Foundation’s Economic Freedom Index
(2013)

7.1.2 The Western Area

Overview and Description:

In the Western Area, the State asserts full ownership rights over land except in cases where other
ownership recognised by the law has been established and as such land is privately owned. Title
to land can be acquired through outright purchase, lease, allocation, inheritance, clearing or
adverse possession through which land that has been used for a specified period of time can
change ownership without paying for it. Private land held under freehold and some state land
can be out rightly sold or leased with specified terms.

88



Key Laws and Institutional Structures:

The law governing State land in Sierra Leone is The State Lands Act, 1960. By this Statute the
definition of State Lands is encompassing although it applies only to the Western Area. Title to
State lands is vested by the Ministry of Lands, Country Planning and Environment (MLCPE) as
the agency that acts on behalf of Government when there is need to acquire or dispose of land.
The Act provides that non-citizens cannot hold land on a freehold but only on leaseholds for a
maximum period of 21 years and renewable for the same period for whatever purpose, be it
residential or commercial. It is the duty of the MLCPE to ensure that all dealings in land whether
for the demarcation, acquisition, registration and transfer of land rights are appropriately
regularised working with other line Ministries.

All applications for the use of state land are hand by the MLCPE. Investors wanting to acquire
land for commercial or industrial purposes apply to the MLCPE submitting a feasibility study(s)
of the proposed economic activity and financial evidence of ability to develop the said parcels or
plots. Citizens can own private land on a freehold and any transfer of such land is by conveyance
or otherwise by statutory declaration for those wishing to regularize or claim title to land that
they have occupied without encumbrance for a period not less than 12 years. A system of private
and absolute transfer of land is always preferable to any alternative because it accords security of
tenure. However, the size of land in Sierra Leon that can be legally subject to such disposal is
relatively small.

Implications

With a different tenure system in the Western Area, the issue of access to land and security of
rights demonstrate themselves differently as observed in the Provinces. Since customary law
does not apply in the Western Area, there are no outright restrictions to the free access to land
and titles are also relatively secured with some registration and documentation. Despite this
current demand outweighs supply and this has led to different claims to land title often leading to
disputes and protracted court cases. The system is fraught with lot of inefficiencies although
wholesale reforms are underway. In addition, the lack of consistent, equitable and transparent
procedures and criteria for the allocation of State lands has meant that legitimate demands of
citizens remain unmet. This has frequently led to some form of self-help and land grabbing on a
large scale bringing with it the attendant problems of informal settlements, unplanned
developments and conflicts among multiple claimants
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7.1.3 Land markets and investments

Since the early 1900s, land markets have been active in the coastal regions and gradually
emerged in other parts of the Western Area as pressure on land increased. The formal land
market is restricted to the Western Area, and therefore only accounts for approximately 5 percent
of Sierra Leone’s land area. Accordingly, it is reasonable to assume that land markets for the
remaining 95 percent of Sierra Leone, which is governed by customary systems, are less
developed (and certainly less transparent). Registration of the sale of land requires seven steps,
an average of 67 days, and costs 12.4 percent of the property value. The steps include verifying
at the Property Registry that the seller has title, obtaining a survey, filing the survey at the
Ministry of Land and Housing, preparing a purchase and sale agreement, obtaining a tax
clearance certificate from the National Revenue Authority, and paying the fees and taxes (World
Bank 2008; Knox 1998).

Figure 7-2 Registering Property — Days and Percentage Cost
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Sierra Leone has an active lease market in state and private land. For customary land, lease terms
are negotiated between the parties, and must include the approval of the paramount chief for the
chiefdom. This is true even when held by individuals or families.

Land prices in Africa are determined by the availability of land and the willingness of the
purchaser to pay for the land. One major issue surrounding this market is the fact that there are
few data that shows the actual demarcation of land available for different purpose, be it
investment, private use, farming or other uses. In Sierra Leone’s case, there are vast parcels of
land for different purposes but it is difficult to estimate their value in monetary terms because of
the unavailability of land banks and an updated database, and because there is only a limited land
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market for the vast majority of land, which falls under the customary system. Generally the
demand for land determines the price because of the competition for land, especially when it is
prime land. Also, due to the grabbing of and squatting on land that could lead to acquisition of
land through the law of adverse possession, it is difficult to quantify the extent of the problem of
land acquisition. Land prices are not fixed by the state but determined by the market.

For agribusiness development, investors normally negotiate with the state and then pay
compensation to land owners for economic loss caused by their acquisition of land and where
acquisition by an agribusiness company requires involuntary resettlement of people,
compensation includes reconstruction of homes and compensation for economic loss. This
process itself can be considered a form of circumvention, as investors bypass unpredictable,
opaque and non-existent land markets to acquire rights to land. Also, social factors such as
nationality and or ethnicity determine prices for land, particularly for long leases.

From this analysis, it appears that the main issue with the land tenure system is lack of secure
ownership and limited transferability of land, coupled with unpredictable and non-uniform
customary systems, which collectively increase the time and costs associated with accessing land
usage rights, and potentially leading to costly disputes and foregone investment. Since the
cultural and traditional laws that govern the system do not accord for legal and binding transfers,
it is difficult to obtain the full value of land as a factor of production in the economy and operate
as an economic asset for securitization or collateralization in the search for credit. A further
difficulty is the fact that there are no extant laws to support mortgaging of property in Sierra
Leone. This results in additional costs of credit due to the laborious process necessary before
taking a charge or lien on property. This is common in the Western Area where land can be
assigned by conveyance. Since there are no procedures for taking a charge on property, any such
property that is offered as security for a loan has to be conveyed over to the bank until the loan is
fully amortized and then the bank conveys the property back to the owner. This process raises
issues of dispossessing heirs or designates to landed property without recourse or otherwise adds
to the cost of credit by high legal fees for the execution of the dual conveyance. In addition, the
lack of transparency involved in accessing land under the customary system increases
uncertainty, thereby increasing the cost of obtaining and/or retaining access to land, which in
turn dampens investment and productivity even for small-scale farmers and households.

7.1.4 Reform

In recognition of the challenges in this sector numerous ad hoc and short term measures are
being undertaken by the government to improve the effectiveness of the existing land
administration system, particularly at the central government level in the Ministry of Lands,
Country Planning and the Environment. In the Western Area and the Provinces various pilot
efforts are being discussed in order to improve the management of land and resolve the diverse
demand for land, including the emerging land disputes. Land use and urban planning systems are
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also being examined. Also, there is a pending new land policy that has been drafted and
consultations are being currently held. The aim of the new policy is to move away from the
current chaotic situation and provide more clarity and efficiency for social and public demands.
Also, the policy aims to support reforms in the land sub-sector in order to harmonize the current
dual land tenure system. Also, it aims to strengthen the security of tenure and protection of land
rights to all landholders, regardless of their form of land tenure

An initial policy was drafted in 2005 but its implementation and operationalization was not
successful as it lacked public support, deemed not to have been participatory enough in its
preparation. In the preparation of this new land policy there has been widespread involvement of
all stakeholders in all 149 Chiefdoms in the provinces and the Western Area rural and urban
districts through extensive consultations to both identify the issues and proffer recommendations
for addressing them. The new policy will be reviewed once in at least every five years and
necessary amendments made to take into consideration dynamic conditions. It is expected that
once the new policy is operationalized it will facilitate access to land for investment for citizens
and non-citizens alike and enable the land sector to contribute to overall welfare and the
eradication of widespread poverty.

7.1.5 HRV Test for Land

Due to the extremely limited availability of quantitative data on land tenure and transactions in
Sierra Leone and comparator countries, it is difficult to conduct the four tests in any rigorous
manner. Instead, we will use the HRV tests as lenses to examine the evidence available,
including qualitative or anecdotal evidence.

From the limited quantitative data available, it appears that the land tenure system in Sierra
Leone has restricted investments. The majority of 40% of agricultural land for production is
found outside the capital. The restriction to land ownership both by foreign nationals and “non-
indigenes” (as well as, in many cases, women) inhibits domestic and, particularly, foreign
investments, because the majority of large investments are foreign owned. Table 7-1 also shows
that Sierra Leone is ranked low in terms of ability to lease private and public land to foreigners
and “non-indigenes”. Figure 7-2 also alludes to the fact that when businesses or individuals
overcome the challenges of accessing land in the Western Area, they are further faced with
laborious processes of registering such lands. These associated costs are higher than in most
comparator countries. To the extent that these processes are even less transparent (if not non-
existent) and subject to varying customary systems in the Provinces, it is reasonable to assume
that such challenges/costs are even more constraining to investment in these areas.
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In regard to the shadow price test, anecdotal evidence indicates that the shadow price of land is
high. Sierra Leoneans tend to pay for land more than once because often times the seller has no
legal title over the property and that can be picked up when the buyer tries to sort the title at the
registrar’s office. This is evident in the example below of a dispute that transpired between
different parties for a particular plot:

“D consulted his Solicitor to prepare a Deed of Conveyance in respect of a piece of land
he intended to purchase from E, who was described as an old illiterate man of about 80
years. E’s nephew, F, who was acting as his agent in the negotiations, claimed that E had
been on the land for over 50 years, but that he had no title deeds. F however produced a
signed survey plan prepared in 2001 and ‘purportedly’ signed by a licensed surveyor and
countersigned by the Director of Surveys and Lands. F explained that a Statutory
Declaration establishing E’s possessory title to the land had not been executed because
of lack of funds. The land is in Grafton Village, which is in the Far East end of Freetown
in the Western Area. Upon further investigations by the Solicitor, it was discovered that
the 2001 survey plan was a forgery and that the plan was registered in the Surveys and
Lands Department in the name of a different owner and for a piece of land situated at
Pipe Line, off Wilkinson Road in the west end of Freetown. “

(Scoping Study: Land and Pro-Poor Change in Sierra Leone)

This case study highlights some of the challenges of the transactions costs associated with
buying land in Sierra Leone and, with the broader discussion above, attempts to illustrate the
high shadow price associated with land tenure through a focus on the costs and complexities of
accessing land.

However, the costs associated with disputes and/or the cost of foregone investment because of
uncertain land rights might also provide evidence of a high shadow price. While there is very
limited data regarding such dispute costs in Sierra Leone, it is clear that land disputes are quite
common, typically relating to: lack of consent to a land transfer; fraudulent documents; multiple
interests asserted for the same property; erroneous surveys; exercise of authority over land by the
paramount chief; and intra-family disputes over rights to land. By some estimates, land disputes
account for 70% of the higher court dockets in the Western Area. SAID (August 2010).
Accordingly, it is reasonable to assume that costs related to such disputes would further increase
the shadow price of associated land tenure and property rights in Sierra Leone.

For the growth test, existing literature shows mixed effects of land tenure on growth. Udry
(2011) notes, “Even when it is possible to measure tenure security and thus construct a
correlation between this and agricultural productivity, it remains a challenge to understand the
causal chain that might link land tenure regimes to investment and productivity. Causality could
run in both directions: certain investments might themselves change the rights of a cultivator
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over her land, thus inducing a correlation between tenure security and investment or
productivity.” Araujo (2006) paradoxically finds that land tenure insecurity has a negative
impact on land prices and a positive impact on growth.

Anecdotally, the growth test in Sierra Leone is evident in that when companies like ADDAX
have access to land, as they do in the outskirts of the Provincial town of Makeni, they can put it
into productive use. ADDAX is using the land to grow sugarcane for bio fuels.

For the circumvention test, investors are bypassing the problem by having individuals represent
them as proxy in acquiring land because foreigners cannot own land outright in Sierra Leone.
This scenario applies more especially to individual foreign residents of the country who wish to
acquire lands for personal holdings or for small scale business purposes. By a similar token,
some foreign investors look to government to assist them in acquiring land in the Provinces as a
means of circumventing the stringent laws with regard to land.

The non-reliance test is experienced by the small firms rather than the big firms. The big firms
can afford to pay for what they want. For instance SCOFIN, an agricultural company growing oil
palms, paid a substantial amount for smallholders’ farms in the Eastern part of the country
through the government of Sierra Leone. They bought people’s private farms at a high price and
they ended up employing most of the employable population in that area.

Without any quantitative data on the demand for land or its associated costs, it is impossible to
say with certainty that land tenure is or is not a binding constraint to growth in Sierra Leone.
The dearth of quantitative data prevents us from benchmarking the land tenure system with land
tenure regimes in comparator countries and conducting the four tests of the HRV methodology.
However, anecdotal evidence points to land tenure as a serious issue in Sierra Leone. With
additional data, this evidence could point to land tenure as a possibly binding constraint. In this
context, it is important to note that while the nationwide consultations in July/August 2013
consistently highlighted access to land as an important issue (typically in the context of the
policy and institutional ineffectiveness syndrome), participants also consistently ranked this
possible constraint as less important or less binding than other constraints identified by this
Constraints Analysis (see Annex I). As such, land tenure and property rights are designated in
this report as an issue that is likely to emerge as a serious constraint in the medium term if
decisive actions are not taken by the Government and stakeholders.

7.2 Taxes

A core function of the tax system is to generate sufficient revenue to meet the expanding public
sector requirements of the country. A poor tax structure, weak framework of administration and
narrow tax base contribute to a serious impediment to growth. This is because invariably, tax
revenue drives investment in public services that underpin the enabling environment, necessary
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to attract investment and credit for other sectors to experience accelerated growth. Where the tax
base is too narrow there is a tendency for over taxing the few firms in the formal sector and
thereby reduce the returns on private investment.

Figure 7-3 Tax Rates as a constraint to firms

Tax Rate and Administration as a major constraint

B %of firms identifying tax rates as a major constraint
B % of firms identifying tax administration as a major constraint

Source: World Bank Enterprise Survey, 2009

Data from the World Bank Enterprise Survey 2009 (Figure 7-3) shows that firms identify tax
rates in Sierra Leone as problematic. Almost 60 percent of firms in Sierra Leone see the high tax
rates as a major constraint to growth. This proportion is much higher than that for all the
comparator countries. According to the World Bank Enterprise Survey the proportion of small
firms (with 5-19 employees) that started operations without formal registration was about 14
percent®. None of the medium or large firms started operations without formal registration. Also,
firms seek ways to employ workers without making them full time employees to which they
would not carry payroll tax obligations.

Moreover, it can be seen from Figure 7-4 that income tax rates faced by firms are about the same
for Sierra Leone, Malawi and Rwanda (at about 30 percent). Liberia, Guinea, The Gambia and
Ethiopia seem to be higher (above 30 percent), but the remaining countries have lower rates.
Also, for corporate tax Sierra Leone, Rwanda and Malawi are about the same. Pakistan, Guinea,
The Gambia, Ethiopia and Bangladesh are relatively higher, and Ghana and Liberia are inversely
lower. Finally, the tax burden of Sierra Leone as a percentage of GDP is relatively low and is
similar to that of Ghana, Pakistan and Ethiopia.

§ This is undoubtedly a reflection of the bias in the enterprise survey in favour of formal firms. Overall only 13.3

percent of the firms in the enterprise survey said they started without formal registration.
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Figure 7-4 Component Tax Rates

Tax Rates Facing Firms

M Income Tax Rate

M Corporate Tax Rate(%)

Source: World Bank Enterprise Survey, 2009
Note: Income tax rate is the rate applicable to the highest tier. The corporate tax rate is the rate applicable to

corporate profits.

7.2.1 Marginal Effective tax rate

 Tax Burden % of GDP

We show in Figure 7-5, the marginal effective tax rates for Sierra Leone and her comparators. It is
vivid from the figure that Sierra Leone and Pakistan have the highest tax burdens as compared to the
other countries. The tax burden is lower in the other comparator countries with about 12.5 cents of
every $1 earned. However, for Sierra Leone and Pakistan, the case is different as the burden is

about 25 cents for every $1 earned.

Figure 7-5 Marginal Effective Tax Rates
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Table 7-2 Profit tax for comparator countries

Country Profit tax (% of commercial profits)

Bangladesh 25.7
Ethiopia 27
Gambia, The 6.1
Ghana 18.5
Guinea 23.5
Liberia 18.3
Malawi 23.6
Pakistan 17.9
Rwanda 21.2
Sierra Leone 17.6

Source: World Development Indicators, 2012

7.2.2 HRV Test for Tax

The tax rate that pertains in an economy could well be an indication of the ‘friendliness’ of the
economy to business. A high shadow price for taxes is reflected in high taxes and poor tax
administration. Examining three different types of taxes facing firms in

Figure 7-5, we see that the income tax rates and corporate tax rates facing firms in Sierra Leone
are both comparable with other countries. Similarly, the tax burden as a percentage of GDP is in
line with the comparator countries average. In addition, the percentage of profit tax as a
percentage of commercial profits in Sierra Leone as presented in

Table 7-2 is 17.6 percent. This is the second highest, only above The Gambia, but significantly
below neighbouring Guinea. The profit tax is the amount of taxes on profits paid by businesses.
The percentage of firms identifying tax administration as a major constraint is lowest in Sierra
Leone when benchmarked against comparators as seen in Figure 7-4. From the evidence,
therefore, we will argue that the shadow price on taxation is not high in Sierra Leone as the
transactions cost to business to meet tax obligations is not high. Taxation does not present an
appropriation concern to private agents.

On the growth dividend test, there is no data that appears to suggest that there is a causal
relationship of tax rates to private investment and growth. For the circumvention test taxation
will be an impediment to private investment if there is under-reporting of income by firms which
could lead to the economy being highly informal. The World Bank estimates the size of the
informal sector in Sierra Leone at 45 percent of GDP. It is also worthy to note that the level of
informality could be as a result of other factors, for example labour regulations, and not
necessarily to bypass taxation.
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7.3 Corruption

Corruption has a negative impact on business environment. The World Bank's Enterprise Survey
2009 stated that about 14 percent of managers report that their companies are expected to give
gifts to public officials ‘to get things done’; as shown in Figure 7-6. Such bribes to different
public institutions have a negative impact on the country’s business environment by adding to
the operating costs of enterprises. Furthermore, corruption imposes a cost to firms especially
when dealing with bureaucracy. In that same enterprise survey; 41 percent of firms consider
corruption as a major constraint. Although this percentage is significantly lower than in Guinea
and Liberia, it is comparatively higher than in Malawi, as seen in Figure 7-6.

Figure 7-6 % of firms expected to give gifts to public officials to get things done
% of firms expected to give gifts to public officials to get things done
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Source: World Bank Enterprise Survey, 2009

Over the past years the country has laid more emphasis in combating corruption and given the
Anti-Corruption Commission increased independence. After the amendment of the anti-
corruption act, the commission have been given full powers to investigate and prosecute
individuals and government agencies that are found culpable in flouting the laws. One of the
most cited indicators on corruption is provided by Transparency International. As seen in Figure
7-8, Sierra Leone has been making noticeable improvements in the fight against corruption as
indicated in higher recorded ranking by both Transparency International and the World Bank.
Transparency International’s Corruption Perception Index which measures the perceived levels
of public sector corruption in countries worldwide ranked Sierra Leone 123 out of 174 nations in
2012. This was a move from a rank of 134 in 2011. Countries are scored from 0 (highly corrupt)
to 100 (very clean). Although the score in itself is not entirely good, it is an improvement from
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previous years. This improvement in trends for Sierra Leone is confirmed by the World
Governance Indicators corruption index as depicted in Figure 7-7.

Figure 7-7 Corruption Perception Index for Selected Countries, 2009-2011
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Figure 7-8 Corruption Perception Index Rank

Corruption Perception Index

B Bangladesh M Ethiopia B The Gambia B Ghana B Guinea

M Liberia m Malawi M Pakistan B Rwanda ® Sierra Leone

Source: Transparency International, 2012

As a result of some of the above strides and initiatives, Sierra Leone has made significant
improvement in the fight against corruption and promoting good governance. The 2012 Mo
Ibrahim Index of African Governance ranks the status of governance in Sierra Leone as
30th among 52 African countries.
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To get a better picture of the effort of the government in fighting corruption in Sierra Leone, we
show in Table 7-3 corruption cases investigated and prosecuted and the revenue recovered from
such cases.

Table 7-3 Corruption Cases — 2010 - 2012

Investigations, Intelligence and Prosecution Case Trend (2010 -2012)

Outcome 2010 2011 2012
Charge to court 5 11 10

Closed 22 39 48

KIV 3 11 11
Referred 0 5

Cautioned 1 5

Total Cases Completed 31 71 77
Convictions 8 7 22
Recovery Le 1,729,751,149 Le 1,372,235,215 Le 2,725,633,399

Source: Anti-Corruption Commission, Sierra Leone, 2013

From the table above, it is vivid that the fight against corruption is improving in Sierra Leone.
Total cases completed show an increase of about 148 percent from 2010 to 2012 while there was
an increase of about 57.5 percent of cases convicted during the same period. To show the
effectiveness of the recovery system, the amount recovered showed an increase of about 175
percent within the same period. To put the efficiency of the recovery system into perspective, the
amount recovered expressed as a percentage of total Government revenues for the period under
review were 0.0023, 0.00136 and 0.00186 percent respectively. Although these amount are
minimal, they do signify that progress is being made in the fight against corruption.

In conclusion, the evidence of corruption in Sierra Leone shows marked improvements over the
years. This is reflected in both Transparency International’s Corruption Perception Index and the
World Governance Indicators which show a significant improvement in the control of corruption
in Sierra Leone over the past decade. Based on this trend and the low percentage of firms that
report giving gifts to public officials, we argue that corruption is not a binding constraint to
private investments and growth in Sierra Leone.

7.4 Regulatory Quality

A good regulatory environment is essential for economic growth and poverty reduction. An
investor will be reluctant to invest in an economy where the paperwork involved is cumbersome
and adds significantly to their cost of capital. It has been argued that improving regulatory
quality and regulatory reform are among the best ways in promoting investment, trade and
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growth (OECD 2008). Private investment requires that countries manage successive old
regulations as well as the flow of new regulations to sustain it. Making regulatory systems more
efficient is challenging and can include cutting bureaucracy for business, making policy more
evidence-based, promoting the functioning of markets and improving the public’s understanding
of the law. This fact is illustrated in the ‘policy and institutional ineffectiveness’ syndrome
discussion in Chapter 12.

With an organized and long-standing programme of regulatory reform, Sierra Leone has found it
necessary to establish an explicit policy agenda on reform at the highest levels of government
which have resulted in noticeable improvements in the business environment. Conditions for
doing business in Sierra Leone are perceived as favourable in the country, as a result of
deliberate efforts by the Government. Sierra Leone was included for the first time in the Global
Competitiveness Report 2012-2013 and ranked reasonably well in some indicators. Particularly,
the highest rank was on the institutions pillar where the country’s strength on investor protection
where ranked 29" out of 144 nations. Also, Sierra Leone was ranked an impressive 35" on
burden of government regulation, although the overall rank on the institutions pillar was 95, It
must be noted however that respondents to the survey ranked access to finance, inadequate
supply of infrastructure, corruption and inadequately educated workforce comparatively as the
most problematic factors for doing business.

According to the World Bank doing business survey Sierra Leone is one of Africa’s most active
reformers of laws and business regulation, eight places up between 2012 and 2013 (World Bank
2013). Doing Business provides an aggregate ranking on the ease of doing business based on
indicators that measure and benchmark regulations applying to domestic small to medium-size
businesses throughout their life cycle. The country is ranked relatively well on the ease of doing
business as shown in Figure 7-9. The Doing Business (DB) reform efforts began in 2005 with
funding provided by the International Finance Corporation (IFC) to help create a better
environment for the private sector to develop. Since then the country has recorded improved and
upward movements. In a bid to maintain this momentum, the government in 2011 embarked on
aggressive DB reforms aimed at improving the country’s rankings and its investment climate.
During this period, six reforms were implemented in six months and were fondly referred to as
“61in 6”.

101



Figure 7-9 Problems affecting doing business

Problems affecting doing business(%)

Global Competitiveness Report, 2012

In addition, the report has recognized improvements in the areas of regulation out of the reforms:
e.g. getting credit, trading across borders, enforcing contracts, and closing a business. Sierra
Leone improved its credit information system by enacting a new law where commercial banks
can obtain information from the Central Bank about the credit history of any potential customer
before granting a loan to such customer. Also, it made trading across borders faster by
implementing the Automated System for Customs Data (ASYCUDA++). The ASYCUDA++
makes clearing of goods from the ports faster, more efficient and also minimizes revenue
leakages.

Moreover, Sierra Leone has made progress in its regulatory quality as measured by the World
Governance Indicator. This index reflects perceptions of the ability of the government to
formulate and implement sound policies and regulations that permit and promote private sector
development. As seen in Figure 7-10, Sierra Leone has been moving on an upward trajectory
since 2006 after a brief slip and is ranked above its closest neighbours, Liberia and Guinea, but
below other comparators. This indicator of regulatory quality has provided information on
regulatory management practices, that is, on how countries prepare new rules and how they
reform existing rules.
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Figure 7-10 Regulatory Quality
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Based on all these information, it is evident that Sierra Leone has an improving regulatory
environment. Data from World governance indicators also revealed that; senior managers in
large firms in Sierra Leone, Guinea and Liberia spend respectively about 12%, 7% and 19%,
with regard to dealing with the requirements of government regulations. This implies there are
still high costs associated with the hurdles of government regulations.

Figure 7-11 Time spent dealing with the requirements of government regulations
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Sierra Leone, Rwanda, Malawi and The Gambia have almost the same percentage for firms
identifying the court system as a major constraint. For Sierra Leone in particular, small firms see
the court processes as cumbersome and therefore an obstacle to their operations. Anecdotal
evidence gathered from talking to a few micro enterprises, suggests that their dislike for the court
system is because of the time involved in prosecuting cases. Leaving one’s business to attend
endless court cases involves both time and money. In Sierra Leone, in spite of the fact that
Government has established the commercial court to fast track commercial cases, there is still the
issue of costs for small enterprises.

Figure 7-12 Firms identifying the court system as a major constraint
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Considering the fact that Sierra Leone has been steadily improving its performance in regulatory
indices since she started her reform drive in 2005, it seems that regulatory quality does not
present a binding constraint to private investment and economic growth in Sierra Leone.

7.5 Policy and Institutional Effectiveness

Sierra Leone has a large informal sector, estimated at 45% of GDP, which imposes high
economic and social costs. According to a 2006 World Bank report, about 86% of businesses
believe that the high cost and burden of licenses is the most important reason for informality, and
about 75% consider these reasons to be tax burden and administration and lack of information
(World Bank 2006). While taxes could be the cause of informality, the root cause is more likely
policy and institutional ineffectiveness. After all, if the government had better capacity for tax
collection and business registration, it would be more difficult for enterprises to remain informal.
Many businesses also do not have or understand all the necessary information to formalize,
particularly since most of those who operate in the informal sector have low levels of education.
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The large informal sector is only one symptom of this problem. It seems that many domestic
firms in Sierra Leone are limited by a host of microeconomic risks, but many of them can be
traced back to policy and institutional effectiveness, which we define in this context as “the
ability of policies and government institutions to protect returns to investment and promote the
efficient provision of inputs to production.” Because these micro risks (such as property rights,
contract enforcement, tax policy, sector regulations, etc.) are often due to the inefficient policies
or inability to implement policies, it can be difficult to get hard data on them. For instance, the
shadow price of land transactions is high in rural areas because of the difficulties in obtaining
land from paramount chiefs. Many businesses, especially informal ones, cannot obtain financing
because banks fear default due to a lack of systems that track borrower information (which the
new credit bureau act may address) or enable loans to be secured with collateral. Even if they
could, the cost of domestic finance is high because government borrowing has driven up interest
rates, leading banks to buy bonds instead of the perceived riskier lending activities.

In many cases, government policies are sound, but there are insufficient resources to implement
them properly. For instance, illegal fishing by foreign entities occurs in Sierra Leone’s waters,
and the government does not have the means to effectively police the waters. Tax revenues
remain low due to inefficiencies in collection, which leads to further borrowing. These issues
even contribute to the other identified constraints. The power grid is in poor condition partially
because the National Power Authority sustains large financial losses because of collection
inefficiencies, among other reasons. Similarly, the Guma Valley Water Company (GVWC),
which supplies water to Freetown, sustains large losses due to underpricing of water, which
hampers reinvestment in the water system. According to Pushak and Foster (2011), the fuel levy
is not large enough to cover road maintenance. Although improvements are being made in some
areas, these issues suggest there is a policy and institutional dimension underlying many of the
constraints to growth, which must be addressed to loosen those constraints. This will be
discussed in further detail in Chapter 12.
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8 Market Failures in Innovation

Innovation and technological change is generally seen today as one of the key driving forces of
economic growth in industrialized countries (Centre for Empirical Macroeconomics, 2005).
Technological innovation is critical for Sierra Leone’s growth prospect. The ability to innovate
can give a significant boost to economic activities in any country. In a country such as Sierra
Leone, innovation with respect to agriculture, mining and business can change the face of the
economy altogether.

We know from the HRV (2005) model that low private returns to capital can be as a result of
either market failures and/or government failures. However, market failures could result from
lack of entrepreneurial effort, self-discovery and/or coordination failures. Coordination failures’
can result from infrastructure inputs, such as energy, transport and water which provide a link
between producers and consumers. It can also result from information failures from marketing,
research and product quality development. Although such failures affect the economy as a
whole, they are particularly severe on the poor as they cannot afford the fixed costs associated
with by-passing these coordination failures.

This section provides an analysis of market failures in Sierra Leone with a view to understanding
the extent to which this potential constraint is hampering private sector investments and growth.
We do this by examining Sierra Leone’s performance in innovation relative to its overall
investment and growth.

8.1 Export Basket Size and Composition

There is a widely shared view among politicians and policymakers on the importance of
increasing export from Sierra Leone. This follows the recognition of the potential role of export
as an engine of growth for a country with a small domestic market such as Sierra Leone. The
economic conditions facing Sierra Leone’s export sector are challenging. According to 2011 data
from the Bank of Sierra Leone, the balance of payments registers a significant external trade
deficit. The net trade index (export - import)/ (export + import) in 2011 was equal to — 48
percent. The three most exported products were diamonds (21.7% of total export), bauxite
(6.5%) and cocoa beans, whole or broken, raw or roasted (7.4%) (BSL Bulletin, 2011). Table 8-1
shows the composition of exports of Sierra Leone for the period 2009 — 2011.

°Coordination failures can result from inadequate infrastructural inputs such as power, roads, water & sanitation,

etc., and have been handled in a previous chapter of this work.
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Table 8-1 Major Export Products from Sierra Leone (US$ <000), 2002 - 2011

Products
Mineral
Export
Diamonds
Bauxite
Rutile
Gold
lImenite
Iron Ore
Zircon
Agricultural
Export
Coffee
Cocoa
Piassava
Fish and
Shrimps

Others*

TOTAL
EXPORTS

2002
41,732.2

41,732.2

1,539.2

2721

1,218.7

26.1

22.3

3,090.2

46,361.6

Source: Bank of Sierra Leone

* It includes re-exports and goods procured at the port

Total exports from Sierra Leone are increasingly driven by key export products such as
diamonds, cocoa and bauxite. From 2002 after the end of the civil conflict, exports have
increased considerably. From 2002 to 2011, exports grew by almost 600 percent as a result of the
growth in every exported product and the exports of new products that were non-existent in
2002. From 2010 to 2011, total exports decreased by about 0.05 percent as a result of decreases
in the export of rutile (about 17.8%) and re-exports (about 150%). During the same period, there
was an increase of 19.7 percent and 20.2 percent of mineral and agricultural exports respectively.
Agricultural exports fell by over 20 percent during the period 2009 — 2010 while within the same
period, mineral products increased by over 40 percent. The fall in agricultural export was as a
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result of the fall of over 650 percent in the exports of coffee. This sharp fall can be attributed to
the decline in the production of coffee locally as well as a fall in the prices of coffee on the world
market. Even though there was an increase in mineral export for the period 2010 — 2011, this
increase was below expectation. Lower than expected earnings from the mining sub-sector may
be partly attributed to some administrative problems with the mining companies, as well as to
unfavourable domestic environment.

We also note from Table 8-2 that agricultural exports increased from about $1.5 million total
exports to over $45 million total exports for the period under review. This increase was triggered
by the growth of all subsectors especially cocoa. Cocoa’s contribution to total agricultural
exports has grown from 75 percent in 2002 to about 95 percent in 2011. This explains the
importance of the product to agricultural exports. Earnings from the export of “fish and shrimps”
decreased significantly from US$14.80 million in 2009 to US$0.15 million in 2010 due to the
EU restrictions on the imports of fish from Sierra Leone. However, in 2011, there was an
increase from US$0.15 million to US $0.746 million.

It is evident from Table 8-2 that Sierra Leone is dependent on the mining sector and this is
reflected by its high contribution to GDP (20%) and registered exports (90%). The sector has
seen a significant recovery since the end of the war in terms of both operations and output.
Mining accounted for almost half of export revenues in 2011, comprising $130 million in
diamonds, $34.4 million for Rutile and $39 million for bauxite (Ministry of Mineral Resources —
GoSL).

Figure 8-1 shows the average annual growth in export for the period 2006 — 2010 for the
comparator countries. It is vivid from that export growth in Niger and Liberia has been negative
over the years. Although export growth is positive for Sierra Leone, it is below the likes of
Gambia, Guinea and Malawi. The government is putting mechanisms in place to increase
exports.
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Table 8-2 Imports 2002 — 2011

Products 2002 2005 2008 2009 2010 2011

Food 70,783.2 53,115.3 116,083.5 104,509.7  104,894.0 245,883.5
Beverages & 11,320.0 9,920.2 22,139.4 25,255.6 19,487.5 33,141.5
Tobacco

Crude Materials 9,212.1 8,754.2 14,345.3 16,142.2 13,267.3 18,469.6
Mineral Fuel & 51,728.9 115,597.0 200,641.8 126,459.4 | 171,414.2 275,758.2
Lubricants

Animal & 2,826.6 1,306.8 4,719.9 7,764.1 9,435.1 9,629.9
Vegetable Oil

Chemicals 18,302.7 22,746.8 24,515.8 33,682.7 43,837.9 67,039.4
Manufactured 35,900.5 40,674.5 56,876.0 67,746.2 110,535.5 175,716.6
Goods Classified

by Materials

Machinery & 50,216.8 71,824.1 75,586.5 95,085.7 248,698.2 756,262.4
Transport

Equipment

Miscellaneous 13,986.2 17,125.0 19,231.2 43,659.2 18,217.6 31,261.5
Manufactured

Articles

Miscellaneous - - - - 30,250.2 103,394.9

Transactions &
Commodities
TOTAL 264,277.0 341,063.9 534,139.4 520,304.8 770,037.5 1,716,557.5

Source: Bank of Sierra Leone

From Table 8-2 we can see that imports have been growing at a faster rate. From 2002 to 2011,
imports increased from about $264.3million to $1.72 billion, an increase of over 2,000 percent.
This was triggered mainly by the growth in machinery and transport equipment. Key reason for
this was the increasing demand for machines for road construction and mining activities. Total
imports for 2011 shows that machinery and transport equipment account for about 44 percent of
total imports.

To understand Sierra Leone’s major trading partners, Figure 8-1 and Figure 8-2 show Sierra
Leone’s major export and import countries for 2010.
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Figure 8-1 Sierra Leone’s Major Export Countries

Sierra Leone's Major Export Countries - 2010
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Figure 8-2 Sierra Leone’s Major Import Countries — 2010
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From Figure 8-2 above, it is vivid that the US and Belgium are Sierra Leone’s major export
countries as they both account for over 50 percent of total exports. Key reason for this is that the key
minerals — diamonds, rutile, bauxite and gold; - are exported to these countries. About 50 percent of
exports land in the European Union. New destinations of Sierra Leone’s exports are Dubai and
Portugal. Diamonds are the major export to Dubai. In the case of Portugal, it is sugar from the
newly rehabilitated Magbass sugar plant that is being exported. Within Africa, although exports
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have increased, they are primarily directed towards Mozambique as bauxite exports. On the side of
imports, China, UK and Malaysia accounts for about 45 percent of Sierra Leone’s imports.

Comparing Sierra Leone’s export capacity to her contemporaries, Figure 8-3 shows export as a
percent of GDP for Sierra Leone and the comparator countries.

Figure 8-3 Export share for Sierra Leone and Comparator Countries, 2001 - 2011
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From Figure 8-3, Sierra Leone’s exports as a percent of GDP have been approximately in the
lower third when measured against comparator countries. A key reason for lower exports was the
war, which destroyed all agricultural infrastructure and mining companies. Later in the decade,
the global financial crisis led to a severe fall in the price of diamonds.

There has been an increase in exports in absolute value terms since the end of the war, yet the

technological sophistication of the manufacturing sector has not been growing. Figure 8-4 shows
the proportion in value of technological products exported from 2003 — 2006.
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Figure 8-4 Technological Products

Technological Products Exported
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Figure 8-4 shows that resource based products have dominated the technological export basket.
Over the years, resource based products have accounted for about two-thirds of technology based
exports while low and medium technology products account for about 15 percent. Sierra Leone
does not manufacture any high tech product; so no export of such product is included.

8.2 Business Sophistication and Technological Readiness

According to the annual Global Competitiveness Report 2012, Sierra Leone scored 2.82 out of a
total score of 7 and is ranked among the least in Global Competitiveness in the world at position
143 out of 144. This basically means that the set of institutions, policies, and factors that
determine the level of productivity in Sierra Leone are weak and poor and that the level of
competitiveness of Sierra Leonean products in the international market is poor. Under
“Innovation and sophistication factors” i.e. business sophistication and innovation, Sierra Leone
scored 2.7 out of 7.0 (38.5%) and is ranked 138 out of 144.

From Figure 8-5, Sierra Leone’s stage of development in terms of business technology is smaller

than other factor driven economies. Sierra Leone is doing poorly especially in the area of
transition and innovation driven aspects of development.

112



Figure 8-5 Stages of Development
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Taking a closer look at Sierra Leone’s performance with respect to innovation and technology,
Figure 8-6 shows the number of trademark registrations, the capacity to innovate and the
availability of technology.

Figure 8-6 Trademark Registrations (Total)

Trademark Registrations

Source: UNCTAD Statistics 2012
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Figure 8-7 Innovation Capacityl1©

Innovation Capacity

Source: The Global Competitiveness Forum 2012 — 2013

Figure 8-8 Availability of Technolog
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As shown in Figure 8-6 about 724 trademark registrations were done in Sierra Leone. All of
these registrations were done under the Madrid system for the international registration of marks.
On the capacity to innovate, Sierra Leone is almost at par with the comparator countries. Sierra

19 This measures a country’s capacity to innovate taking into consideration research and development for innovation.

This was measured using a score of 1 — 7 with higher scores indicating a better scenario.
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Leone’s low capacity to innovate could be attributed partly to low expenditure on research and

development.
Figure 8-9 Percent of Firms with an Internationally Recognized Quality Certification
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Figure 8-9 shows that Sierra Leone is among the countries doing well comparatively with regard
to firms with an internationally recognized quality certification. Sierra Leone is almost at par
with the average for SSA.

8.3 Export Concentration, Diversification and Sophistication

Export diversification is considered as the expansion of exports due to new products or new
markets — extensive margin'!. Amurgo-Pacheco and Pierola (2008) defines export diversification
as the export of new products to existing markets, old products to new markets, and new
products to new markets. Export sophistication on the other hand basically refers to the
diversification of exports into new products and usually with higher value-additives. Export
diversification is important because it builds resilience of poorer countries to external economic
shocks. Diversification is more relevant today because of the impact of the global financial crisis
which affects both rich and poor economies globally.

The main contribution of the Hausmann, Hwang and Rodrik (2007) study which proposed the
measure of export diversification argues that future growth is significantly influenced by current
export sophistication of the country in question. The key argument in favour of diversification is
that in order to sustain high economic growth, developing countries must diversify their
production base into high value added production. Diversification is therefore argued to be a

! Market extensive margin is another view of the diversification process and it refers to the new exports of existing
products into new markets; the new exports of new products to existing markets; and new exports of new products to

new markets.
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prerequisite for economic growth (Economic Commission for Africa, 2007). An argument
against diversification for developing countries was given by Brenton et.al. (2007) who argued in
favour of developing countries focusing on greater differentiation of existing products rather than
attempting to diversify into new export categories. Their argument is that export growth at the
intensive margin is far more significant for developing countries than that at the extensive
margin (i.e. export growth is dominated by intensifying trade in existing products rather than
undertaking new export activities).

Export diversification is driven by the strength of the economy (GDP per capita), size of the
economy, distance from the sea, and the abundance of natural capital. There is a monotonic
increasing relationship between GDP per capita and export diversification. There are limited
diversification opportunities at lower levels of development because of scarcity of capital and the
indivisibility of investment projects (Acemoglu & Zilibotti, 1997). The size of the economy is an
important determinant of economic development. The size of the market directly affects product
differentiation — bigger countries produce wider range of products because of economies of
scale. On the other hand, the farther away a country is from the sea port, the more the country
finds it difficult to increase the variety of her products exported to the world markets. In addition,
the abundance of natural resources removes the incentives for diversification and sophistication
of the export structures. As put by Harrigan and Zakrajsek (2000), countries abundant in one
resource tend to have highly concentrated export structures.

A commonly used indicator of export diversification is the Herfindahl index of diversification.
This index is used to understand the level of competition that exists within the market or
industry, and also gives an indication of how the distribution of market share occurs across the
companies included in the index. The index captures the export share concentration by product
class. The Herfindahl Index lies between 0 and 1; an index value closer to 1 represents extreme
concentration (low export diversification) and value close to 0 attests of high diversification (low
concentration).
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Figure 8-10 Export Diversification Index
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Figure 8-11 Export Sophistication
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The figures above (Figure 8-10) show the level of export diversification and sophistication for
Sierra Leone and her counterparts. From the export diversification figure, we note that Sierra
Leone lags behind in terms of export diversification, and has actually moved toward further
concentration of its exports over the period under review. However, given the key role of
diamonds in the total exports of Sierra Leone, the rising price of diamonds over the years
explains such concentration. (A high price of diamonds increases the value of diamond exports
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relative to non-diamond exports, making the export basket more concentrated.) Indeed, the
Herfindahl index for Sierra Leone is above 0.25, suggesting that exports from Sierra Leone
remain highly concentrated.

With its high dependence on primary commodities and fluctuating world prices on most primary
goods, there is a need for Sierra Leone to pursue developmental strategies which promote export
diversification. The composition of Sierra Leonean exports has remained largely unchanged;
minerals, coffee and cocoa remain the primary exports. Recent mining projects in minerals such
as gold and iron ore may broaden the spectrum of exported minerals, although export levels are
anticipated to remain small in comparison to exports of diamonds, rutile and bauxite. The export
of minerals will take a new dimension now that African Minerals and London Mining are both
exporting iron ore. In terms of agriculture, although coffee and cocoa are enjoying some
resurgence, the production of these commodities does not benefit from foreign investment.
However, with the establishment of agro-based companies like Felix Juice, Maize Milling
Company, SCOFIN, etc., it is hoped that the export of these will soon be realized.

A study by Imbs and Wacziarg (2003) found that the process of diversification follows a two stage
process (U-shape relationship), in which growth in early stages of development is accompanied by
diversification, until a turning point upon which the trend reverses toward increasing specialization
once more. This work looks at the relationship between the income level of exports and GDP per
capita (PPP) to determine the level of productivity of Sierra Leone’s export. Figure 8-12 and

Figure 8-13 show the relationship between income level of exports and GDP per capita (PPP) for
Sierra Leone and her comparator countries'?.

1The comparator countries include the following Ethiopia, Gambia, Ghana, Guinea, Malawi, Rwanda, Senegal,

Bangladesh, Pakistan, Cote d’Ivoire, Burundi, Burkina Faso, Kenya, Gabon.
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Figure 8-12 Income Level of Exports and GDP per capita.
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Figure 8-13 Income Level of Exports and GDP per capita (Excluding Diamonds)
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Hausmann, Hwang and Rodrik (2007) in their study proposed that future growth of economies is
significantly influenced by their current export sophistication. Points above the fitted line can be
thought of as countries exporting products that are richer than they are, hence expecting higher
growth in the future. However, points below the line represent countries exporting products of
lesser sophistication than those having comparable incomes and growing more slowly unless
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they can move into exporting more sophisticated goods. From Figure 8-12, Sierra Leone (shown
by the bright red point) lies above the fit which indicates that innovation may not be a constraint
to private investment (growth) in Sierra Leone. When we exclude the contribution of diamonds
(Sierra Leone’s major export) from GDP in

Figure 8-13, Sierra Leone again lies above the fit, which reiterates that innovation may not be a
constraint to growth in Sierra Leone for now.

To understand the cost of exporting in a country, we look at the cost of export and import per
container shown in Figure 8-14. We note that this cost measures the fees levied on a 20 foot
container in US dollars and takes into consideration the fees associated with completing the
procedures to export or import goods.

Figure 8-14 Import and Export Costs

Import and Export Costs - 2011

m Cost to export (USS per container) m Cost to import (USS per container)

Source: World Bank Doing Business Survey, 2011

From Figure 8-14 it is cheaper to export and import goods from the Gambia, Guinea and Ghana
than all the other comparators. Possible reasons for this could be favourable trade regulations as
it pertains in these countries and in the case of Guinea, the free port system. However, the
situation is not that worse in Sierra Leone as compared to Rwanda, Uganda, Zambia and
Ethiopia. As at 2011, Sierra Leone was the 46™ most expensive country (out of 177 countries) in
the world to export a 20 foot container from, according to the World Bank doing business
survey.
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8.4 Business Environment

A favourable domestic enabling business environment is crucial for present and potential
exporters. The business environment involves several aspects and includes all the factors that
affect investment feasibility and profitability, including, for instance: an effective judicial
system, an efficient regulatory environment, the availability of skilled and specialized workers,
the accessibility of reliable information on procedure and fees for licenses, and the burden of
formal procedures to start a business.

According to the “Doing Business” survey; (World Bank, 2011), Sierra Leone in 2011 (as well
as in 2010) was ranked 143 out of 183 economies in ease of doing business. The ranking is
determined on the basis of the ease of doing business in the nine stages that characterize an
entrepreneurial project, namely: starting a business, dealing with construction permits,
registering property, getting credit, protecting investors, paying taxes, trading across borders,
enforcing contracts and closing a business. The survey also shows that the number of licenses,
permits and approvals needed by businesses and the time taken to obtain them are expensive and
time consuming. For instance, it takes about 95 days to obtain construction related permit,
whereas for the same service it takes about 55 days for the average Sub Saharan Africa and Low
Income Countries. We note from Figure 8-15 that, apart from firms using email to contact
clients, service related firms have dominated innovation and technology aspect. It shows that
more firms in the services sector have audited financial statements than their counterparts in the
manufacturing industry.

Figure 8-15 Distribution of Firms according to Innovation & Technology
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8.5 Government Policies to Address Market Failures in innovation

Sierra Leone has made significant progress since peace was declared in 2002. Government has
introduced several policies aimed at promoting trade and in turn economic growth. Sierra Leone
is faced with a myriad of challenges, all of which need to be addressed in the near term.

The Sierra Leone government made a policy to introduce duty free for both import and export in
the agribusiness industries. Added to this was the introduction of corporate tax holidays for up to
10 years to help emerging exporters overcome potential start up and foreign competition
problems. To support trade in the country, the defunct Sierra Leone Export Development and
Investment Corporation (SLEDIC) was replaced with the Sierra Leone Investment and Export
Promotion Agency (SLIEPA). SLIEPA was established to coordinate, promote and generate
foreign and domestic investments and also development of traditional and non-traditional
products, with a strong focus on product diversification, value addition and provision of support
to SME’s.

The Investment and Export Promotion Agency Act (2007) which led to the closure of SLEDIC
and the establishment of SLIEPA, and the Registration of Business Act (2007) were all geared
towards making business registration simpler. Other acts that were established to help make
business easier were the Business Start — Up Act (2007) and the Bankruptcy Act (2009) with the
aim of helping to ensure business closure was easier. To create the enabling environment for and
support export, the government of Sierra Leone in 2009 put together the first national export
strategy. The National Export Strategy promotes strong private sector participation and
addresses issues of competitiveness through its strategic objectives as follows:

e improving productivity and enhancing value addition;
e diversifying the current export base; and
e strengthening the human and financial capacity of all stakeholders along the value chain.

This strategy document spans the period 2010 to 2015 and covers the main export sectors of the
economy which are agriculture, fisheries, mining and tourism sectors and also the cross cutting
issues of Trade Finance, Quality Management, Export Competence, Export Packaging, Trade
Facilitation and Trade Information which affect the performance of the export sectors (Ministry
of Trade and Industry, 2010). While Sierra Leone has a comparative advantage over many other
countries in terms of its export resources and potential, these by themselves cannot maintain
broad-based economic growth in the long term. There is a need to move away from a situation
of comparative advantage to a situation of competitive advantage to improve national export
competitiveness. Creating a competitive advantage requires a carefully crafted strategy. In an
increasingly globalized world, nations and organizations simply have to stay ahead of the
competition to survive and they need a strategy to do so. An export strategy is part of a wider
market entry strategy for goods and services of a country to enter the world trading system.
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8.6 Conclusions

In as much as export is considered as the engine of growth and that market failures in innovation
is a reality in Sierra Leone, testing whether they pose a binding constraint to growth is difficult.
One such way to determine whether market failures in innovation is a constraint is to assess the
strength of government efforts in addressing such failures. Another way is to look at the reasons
for lack of innovations in Sierra Leone. Failure to innovate and generate growth in the economy
could be as a result of lack of key growth factors in the economy such as lack of key
infrastructure, lack of skilled labour, high cost of acquiring land, high cost of finance etc. An
important factor to determine whether failures in innovation are a binding constraint is to look at
barriers to competition — especially through international trade — a key determinant to innovation
(Grossman and Helpman 1990) as would high cost to export and other appropriability issues
which would reduce the ability to innovate.

The major test in determining whether market failures in innovation are a binding constraint is a
high shadow price for innovation as a result of market failures. One key indicator is the cost to
export per container. As compared to the comparator countries, the cost to export per container is
not expensive. As at 2011, Sierra Leone was the 46 most expensive country (out of 177
countries) in the world to export a 20 feet container according to the World Bank doing business
survey. Sierra Leone’s performance in global competitiveness is extremely poor as it is ranked
143 out of 144 countries in the world according to the World Economic Forum (WEF) Global
Competitiveness Report 2012-2013. Taking into consideration “Innovation and sophistication
factors” i.e. business sophistication and innovation, Sierra Leone is ranked 138 out of 144;
technological readiness, Sierra Leone is ranked 141 out of 144 countries; and Sierra Leone is
ranked 136 and 139 out of 144 countries in terms of business sophistication and innovation,
respectively. It is the lowest in providing the basic requirements for competitiveness. It is ranked
as one of the 20 worst macroeconomic environments in the world and among the least in
technological readiness in the world in position 140 out of 144.

The data and indicators for Sierra Leone show mixed results for market failures and innovation.
Sierra Leone’s export is highly concentrated due to its overdependence on diamonds/minerals.
While Sierra Leone has a comparative advantage over other countries in terms of its export
resources and potential, these are mainly resource based. However, as the evidence in this
chapter shows, the structure of production in Sierra Leone is one that is generally in the low
technology end of the product space. This in turn means that the shadow price of innovation and
technology is generally low for Sierra Leone. Market failures like lack of self-discovery and
coordination failures such as inadequate infrastructure inputs like power, roads, transport, water
and sanitation and ICT especially, to export sophistication, are constraining growth and
development in Sierra Leone. Export and import costs are however, comparable to the other
countries as the income level of exports (EXPY) and GDP per capita that shows Sierra Leone’s
level of export sophistication in relation to her income level indicates.
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Although the available evidence suggests that market failures in innovation may be challenging,
they do not impose a significant cost on private investment in Sierra Leone, hence not a binding
constraint to private investments in Sierra Leone.
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9 Human Capital

The general rate of economic growth and development in any country is influenced by the level
of productive factors. One factor associated with development or underdevelopment is human
capital. For firms, a shortage of the required skills for business operations would reduce their
ability to generate acceptable returns from their investment. This could come about when the
available skills set are costly. Typically, this could be as a result of low supply of needed human
resources coupled with high demand, resulting in a high wage for skilled labour. Additionally, a
shortage of required skills in the country results in the importation of skills from abroad. We
investigate in this chapter the question of whether human capital is constraining private
investment in Sierra Leone. In evaluating human capital constraint for Sierra Leone, the analysis
examines the enrolment pattern of primary, secondary and tertiary levels and attainment patterns
across the country. Further, we estimate Mincerian regressions with a view to understanding the
nature of the shadow price of human capital. We also assess the overall health status of citizens
in the country.

9.1 Education

9.1.1 Overview and Structure of the Education System

Encouraged by trends in other English-speaking West African countries and around the world,
the government adopted the 6-3-3-4 system of education in 1993 and recently revised it to a 6-3-
4-4 system in 2012. This step has been seen as a bold attempt to move the country away from a
predominantly grammar school type of education, which takes neither the varied talents of the
pupils nor the socio-economic needs of the country into account. The 6-3-4-4 education system
is composed of 6 years of formal primary education, 3 years of junior secondary school (JSS), 4
years of senior secondary school (SSS), and 4 years of tertiary level education. Additionally, the
Ministry of Education, Science and Technology (MEST) has focused on pre-primary education
in the past few years because of the overwhelming evidence that early childhood care, health,
and education profoundly influence events later in life.

9.1.2 Supply Side

9.1.3 Student Enrolments

The Government of Sierra Leone has initiated various reforms in the educational system which
has resulted in the massive increase in enrolment rate in all levels of the system. The National
Education Master Plan covered all aspects of the formal and non-formal sectors of the education
system, in providing support for basic education, education for the physically challenged,
disadvantaged and gifted learners, women and girls’ education, technical/vocational and science
education, tertiary education, adult continuing education, national languages, and the
administration and management of education. The formal educational system provided by the
government is divided according to the following:

125



Basic Education, that comprises pre-primary, primary, and junior secondary;

Senior Secondary

Technical and Vocational Education and Training (TVET)

Tertiary (Universities, Polytechnics and Teacher Training) and Non Formal Education.

el S

9.1.4 Primary Education Enrolment
The introduction of the Free Primary Education Policy in 2001 requires all children to complete

basic education. The gross enrolment ratio in primary schools surged to more than 100 percent as
many older children returned to school to take advantage of the government’s free primary
education, and primary school enrolment increased from 70 percent of gross enrolment in 2000
to 125 percent in 2011. Additionally, the reconstruction and rehabilitation of school
infrastructure mostly destroyed during the war further enhanced enrolment. In 2011, the gross
intake ratio in first grade of primary education, which measures the number of new entrants in
the first grade of primary education regardless of age expressed as a percentage of the population
of the official primary entrance age, indicated that Sierra Leone performed better than its
comparators and was only below Malawi for both male and female intakes (Figure 9-1).

Figure 9-1 Gross intake ratios, 2012
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Figure 9-2 Primary School Enrolment, 2012
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Similarly, as shown in Figure 9-2, Sierra Leone’s primary gross enrolment rate of 125 percent in
2011 was only below Malawi when benchmarked against comparators. Moreover, in
comparison, the primary completion rate for Sierra Leone is better than the average for Sub-
Saharan Africa as shown in Figure 9-3.

Figure 9-3 Primary Access and Completion rates, 2011
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9.1.5 Secondary Education Enrolment
At the JSS level, Sierra Leone is well positioned in relation to other African countries with

comparable GDP per capita to improve on the number of persons with basic education. The
access rate is 15 percentage points higher than the average while this difference is equivalent to
18 percentage points for the completion rate. The country’s Gross Intake Rate (GIR) in the first
and the last grades of JSS are among the highest in this group of countries. Compared to other
sub-sectors, Junior Secondary School (JSS) and Senior Secondary School (SSS) enrolments have
been growing the fastest, at annual rates averaging 15 percent and 17 percent respectively, above
the pre-primary, 10 percent; primary 6.5 percent and tertiary 12.3 percent according to the
Ministry of Education, Science and Technology (MEST).

According to the 2010/2011 School Census Report conducted by MEST, there were
approximately 1,584,586 pupils enrolled across all levels (pre-primary, primary, junior
secondary school, senior secondary) of schools in Sierra Leone. Of these, 48 percent were female

and 52 percent male with gender disparities in the different regions being about the same — in the
range of 46 percent - 48% (Table 9-1)

Table 9-1 Enrolment by School Level, 2003-2011

2003/04 % 2004/05 % 2010/2011 %
Pre primary 19,068 20,632 37,351
Primary 1,134,815 (45) 1,280,853 (45) 1,194,503 (49)
JSS 133,401 (39) 155,052 (39) 244,489 (45)
SSS 38,324 (31) 44,924 (36) 108,243 (38)
Total 1,325,608 1,501,461 1,584,586

Source: School Census Report, MEST
Note: The figures in bracket represent the percentage increase in female enrolment.

Figure 9-4 Secondary Enrolment Rates, 2000-2011
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9.1.6 Higher Education

During the first decade of the 2000s, higher education enrolment almost tripled, from 8,995 to
25,633 students'®, increasing at an annual rate of 12.3 percent over the period. In 2010,
enrolment in engineering, agriculture, science, and medical studies accounted for small shares of
total enrolment (between 3 and 5 percent), while the bulk of students were registered in teacher
education, humanities and arts, and polytechnics (respectively, 33 percent, 22 percent and 19
percent). Yet, high growth in sciences and engineering was recorded at the end of the period,
following a surge in the number of female students joining these programs - favoured by the
government incentive programs of offering ‘grant-in-aid’ to females who study sciences. Still, as
shown in Figure 9-5, female participation in tertiary education is lower than that of males,
representing a third of total enrolment in 2010 — from 30 percent in humanities and art to 53
percent in medical (Allak, 2012).

Figure 9-5 Higher Education Enrolment Composition, 2009/10
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9.1.7 The Evolution of Gross Enrolment Rates for Sierra Leone

The Gross Enrolment Rate (GER) measures the number of students, regardless of age, enrolled
in a given level of education as a percentage of the population in the official age range for that
level. A high GER generally indicates a high degree of participation, whether the pupils belong
to the official age group or not.

International comparisons offer a useful perspective on where Sierra Leone stands in relation to
comparator countries. Table 9-2 shows schooling coverage in Sierra Leone and comparator
countries. First, it shows that Sierra Leone has a low level of pre-school coverage compared to

3Allak (2012) and Lamin et al. (2012) provide more analyses of the higher education sector in Sierra Leone.
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other countries save Niger — 6.5 percent against a sub-sample average of 20.3 percent. Second, it
shows that Sierra Leone has a better coverage of primary schooling than the average comparator
country — it is about 1.2 times higher. Third, the GER for Sierra Leone is much higher than other
countries as far as JSS and SSS schooling coverage is concerned - its rate is respectively about
1.5 times and twice higher. Finally, the results show that at the tertiary level, Sierra Leone is
comparable to Liberia and The Gambia but significantly lower than the rates for Ghana and
Guinea.

Table 9-2 Country Comparisons of GER, 2011 (Percent)

Country Pre Primary Primary Lower Upper Tertiary
Secondary Secondary
The Gambia 36 88 66 35 447
Ghana 69 106 80 32 854
Guinea 13 92 46 24 839
Liberia 141 9% 43 25 408
Malawi 23 118 21 16 61
Niger 5 71 21 4 116
Sierra Leone 7 122 62 32 451

Source: Pole de Dakar UNESCO/BREDA; Sierra Leone

9.1.8 School Life Expectancy

School life expectancy measures the total number of years of schooling that a child can expect to
receive given current schooling patterns. In 2011 school life expectancy was estimated at 8.1
years in Sierra Leone, a figure higher than the average for comparable countries with an average
of 7.4 years (Figure 9-6).

Figure 9-6 Cross-Country Comparison of School Life Expectancy
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9.1.9 Quality of Education Supply

Although Sierra Leone shows good enrolment and completion rates, the quality of education is also
important to ensure that the labour force has appropriate skills for the marketplace. According to the
Global Competiveness Report, on the quality of educational system, we see that Sierra Leone’s
ranking is the least when benchmarked with comparator countries, except Guinea (Figure 9-7). On
the quality of Math and Science education as reported in the same report, Sierra Leone has the
lowest score and thus the least ranked country as shown in

Figure 9-8.

From all of the above, the evidence suggests that access to education in Sierra Leone seems to be
good in relation to other comparators. On the other hand, the analysis seems to point to the fact
that the quality of education seem to be problematic. The important question is how all of these
have translated to the labour market. In particular, is the human capital which results from the
educational system able to meet the skill set requirements of firms?

Figure 9-7  Quality of the education system

Quality of the Education System

Source : Global Competitiveness Report, 2012
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Figure 9-8 Quality of Math and Science Education

Quality of math and science education
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9.1.10 Firms’ Perception of Human Capital

In the 2009 World Bank Enterprise Survey, 32 percent of small firms (with 5-19 employees)
considered inadequately educated workforce as a major constraint to their operations. This is
high when compared to other comparator countries, for that category of firms. Similarly, Sierra
Leone had the highest percentage of firms identifying the lack of educated labour force as a
constraint among medium firms. We note from Figure 9-9 that the share of firms in Sierra Leone
constrained by an inadequately trained work force ranks highest among both small and medium
firms, and second highest among large firms. Only The Gambia ranked higher than Sierra
Leone. In spite of firms identifying human capital as a constraint, they are not investing in
training. For instance, the Global Competitiveness Report shows that Sierra Leone ranks lowest
when compared with its comparators (Figure 9-10). This suggests that firms are finding other
ways to meet their human resource needs.
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Figure 9-9  Perception of labour force of firms by category
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Figure 9-10 Extent of staff training
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Figure 9-11 Firms Offering Staff Training

Percent of firms offering formal training
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9.1.11 The Labour Market in Sierra Leone

Sierra Leone had an estimated population of 5.9 million in 2010, growing at an average rate of
2.8 percent per annum. The number of new entrants into the labour market every year in Sierra
Leone far outweighs the employment opportunities being created. Less than 15 percent of the
employed labour force is in regular wage employment. Among the employed, self-employment
in both urban informal sector and the rural cash crop economy is the largest category, accounting
for roughly half of total employment. The rest are employed in subsistence agriculture and
unpaid household activities, with little or no remuneration. The low levels of formal sector
employment could suggest that skilled labour is not in demand on a large scale in Sierra Leone.

Another possibility is that low formal sector employment results from a low quality education
system, which does not provide workers with the appropriate skills to obtain wage employment.
Among those who are able to secure regular wage employment in the formal sector, the majority
lack the required skills to perform effectively, leading to under-employment (AFDB, 2012).
Some of those employed are working in a field absolutely different from their training. The
underemployment situation could be attributed to a mixture of structural problems in the
economy and labour market inequalities and inflexibilities. Also, the public sector employment
services are not as efficient as could be. There is an absence of a labour market information
system and employment data bank which inks active job seekers to available employment
opportunities. As a result of this, both employers and job seekers suffer from information
asymmetry as there is limited interaction between the two in seeking the required skills to fill a
vacancy.
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According to the African Development Bank, the main feature of the general employment
problem is lack of skills rather than a lack of opportunities (AFDB, 2012). This is partly due to
the long civil conflict which disrupted formal schooling and sustained technical skills
development in various sectors and at different cadres. Both the private and public sectors were
to have drawn the required skills from the education and training system, and the qualifications
structure would be an indication on which skills were needed. Similarly, there was to be clear
guidelines for opportunities in upgrading of skills, which included the multi-entries and exits
within the systems. As a result of the non-existence of the afore-mentioned, to date, literacy rates
are low, at 54 percent for males and 31 percent for females (WDI, 2012)

Table 9-3 Employment of Sierra Leoneans by Key Industries (% share)

Industry 2007 2008 2009 2010 2011 2012
Banking 3.3 3.8 4.2 4.3 3.9 3.3
Construction 2.8 2.3 2.8 2.2 2.2 1.6
Agriculture 62.8 62.2 61.5 60.8 60.8 61.6
Tourism 0.7 0.3 0.4 0.4 .0.4 0.5
Manufacturing 1.5 1.5 1.8 2.1 2.2 2.2
Mining 1.2 0.9 1.1 1.4 5.4 6.9
Trade 1.1 0.9 0.9 1.1 1.2 1.3
Transport 1.4 1.2 1.2 1.4 1.2 1.0
Others 25.2 27.8 26.6 26.1 23.4 21.6
Total 100 100 100 100 100 100

Source: Statistics Sierra Leone — 2012

Dynamics within the Sierra Leone labour market indicate a skills gap between the labour
requirements of the private sector and the output from the education and training institution. It is
believed that not many people possess marketable skills and professional work experience
(AFDB, Skills Gap Analysis). Additionally, Sierra Leone’s success after the war in attracting
large scale investors in mining, tourism, banking and commercial agriculture has resulted in an
increase in demand for skilled labour.

In a skills gap audit conducted by AfDB, a major finding was that there were gaps in the
available skills set. In the agriculture sector, which accounts for over 60 percent of the
employment across all sectors, the survey found demand for skills across managerial,
professional and technician levels exceeded the available supply. A summary of these skills gap
assessed from the survey, by employment cadre is provided in Table 9-4.
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Table 9-4 Agriculture sector skills gap analysis (2013)

Total Number Total Available Current Gap
Required (2012)
Managers 1,263 907 356
Professionals 1,360 1,035 325
Technicians & Trades Workers 7,275 4,784 2,491
Total 9,898 6,726 3,172

Source: AfDB; 2013, A Skills Gap Analysis for Private Sector Development in Sierra Leone

Further, a shortage of qualified, high-skilled workers needed by most sub sector groups leads to
increased hiring of foreign nationals to fill the gap. As noted in the African Development Skills
Gap analysis report, there is evidence of growing need for upgraded, high-skill requirements in
the real sector such as agriculture, industry and service. However, employers in different forums
have expressed difficulty in filling high ranking managerial, professional and skilled production
and non-production workers as part of the ‘local content policy’ introduced by the Government;
accordingly, many may have resorted to hiring foreign nationals to fill the gap. There have been
a growing number of foreign nationals employed in mostly the big mining and construction
companies. Other sub-sector groups such as banking, engineering and other business activities
are also showing strong increases in hiring of foreign nationals.

Despite this skills gap, the lack of adequate labour opportunities cannot be ruled out. Labour
force participation in the economy has increased since the end of the civil war, especially
amongst the poorest of the population, although this rate is still low. However, when
benchmarked against other countries, Sierra Leone's a labour participation rate is near the
average of its peers as shown in. It is worth noting the gender gap in the distribution of the work
force in key sectors of the economy, where males vastly outnumber females despite a gradual
increase in the female share over the past five years (Table 9-5).

Figure 9-12 Labour Participation rate

Labor force participation rate (%)
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Source: World Development Indicators, 2012
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Table 9-5 Trends in Gender Distribution of Formal National Work Force in Key Sectors

Industry

Banking
Construction
Agriculture
Leisure
Manufacturing
Mining

Trade

2007 (%) 2008 (%) 2009 (%) 2010 (%)

Male Female Male Female Male Female Male
87.8 12.2 79.8 20.2 80.3 19.7 71.1
95.9 4.1 95.8 4.2 96.7 3.3 95.9
95.2 4.8 95.3 4.7 95.2 4.8 95.8
60.5 39.5 66.8 33.2 65.4 34.6 62.7
78.3 21.7 73.8 26.2 66.4 33.6 67.7
90.4 9.6 94.5 5.5 89.1 10.9 84.7
58.6 41.4 58.7 41.3 59.7 40.3 58.9

Source: Statistics Sierra Leone-2012 Special Report to MOFED

Female
22.9
4.1
4.2
32.3
33.3
15.3
41.1

2011 (%)
Male Female
77.5 22.5
96.5 3.5
93.3 6.7
67.5 32.5
67.5 32.5
74.3 25.7
55.8 44.2

Another fact suggesting a lack of skilled employment opportunities is the outmigration of Sierra

Leoneans with higher education.

In the 2012 — 2013 Global competitiveness report, Sierra

Leone records the lowest score among it comparators when it comes to the country’s ability to
retain and attract talented people. This is shown in Figure 9-13 , where Sierra Leone records a

score of 2.3 out of a maximum of 7, leaving it some way behind its comparators. This is
reinforced by the fact that between 1990 and 2010 the trend shows that the rate at which tertiary
educated Sierra Leoneans left the country permanently to settle in another country was one of the

highest as seen in Figure 9-14. The evidence shows that Sierra Leone has been suffering from
‘brain drain’ disproportionally when compared with its peers. This supports the hypothesis that

the present economy cannot provide enough jobs for people with advanced education.

Figure 9-13 Brain Drain, 2012
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Figure 9-14 Rate of Emigration from Sierra Leone, 2012
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Figure 9-15 Net Migrations, 2012
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9.1.12 Return on Education

Our discussion so far points to a labour market which seems to be short of adequate human
capital, as shown by the skills gap. On the other hand, we also find evidence that Sierra Leone
cannot retain educated individuals and firms are not actively engaged in the training of their
workforce. To help determine whether human capital challenge is a supply or demand side
problem, we will estimate a Mincer regression using data from the 2011 Sierra Leone Integrated
Household Survey. If demand for educated workers is high, but the supply is low — consistent
with the skills gap hypothesis —we would expect to find high returns to education as employers
pay a premium to attract and retain skilled employees. If demand is low — consistent with the
lack of sufficient job opportunities hypothesis — we would expect to see lower returns to
education.

Different specifications of the Mincer regressions are estimated and presented the figures below.
The regressions are estimated only for wage employees and show that a one year increase in
schooling results in a 7.7 to 8.5 percent increase in wages (Eqnl-Eqn4). When we control for
rural-urban differences and also for individual characteristics such as age or experience, the
results do not change much. The results show a significant gender gap between wages for
females and males. On average males seem to earn higher wages than females. However, the
female-schooling interactive term (School_F) shows that the return to schooling for the female is
more than twice that of the male (from EQn5 to Eqn6). These results may reflect the relatively
low levels of female schooling or the lower female participation in the labour force. Because the
returns to education depend on the level of education received and the likelihood of being
employed in the labour force, educated females in the labour force will show much higher
returns than women who are not educated or engaged in the workforce. This is important to note
for policymakers, as it indicates potential productivity gains from increasing females’ education
levels and labour force participation rates.

139



Figure 9-16 The Returns to Education: Sierra Leone versus comparator countries
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Figure 9-17 The Returns to Education of Men: Sierra Leone versus comparator countries
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Figure 9-18 The Returns to Education of Women: Sierra Leone versus comparator countries

Returns to education of Women for Sierra Leone Versus Other Countries
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Generally, the results of the Mincer regression indicate a somewhat low demand, and hence a
low shadow price, for human capital in Sierra Leone. As shown in Figure 9-16 through Figure
9-18, returns to education in Sierra Leone are lower than would be expected for a country at a
similar level of development as measured by gross national income, although the returns to
education for females are higher than expected. Pritchett (2004) finds that the returns to
education for developing countries range from 8-12 percent, and the results for Sierra Leone are
not above these averages. Further, the high rate of brain drain reinforces the assertion that the

returns on education are relatively low.

Table 9-6 Comparative Rates of Returns to Level of Education

Primary Secondary Tertiary
Ghana 5% 8% 18%
Kenya 7.9% 17.2% 32.5%
Tanzania 13% 19% N/A
Uganda 30.2% 11.5% 24.2%
Sierra Leone 2.9% 2.9% 30%
Vietnam 2.33% 7.65% 10.7%

Source: Compilation from various constraint analyses and other sources

Although the Mincer regressions argue persuasively that the demand for educated workers is

low, there is other evidence which still supports the skills gap hypothesis.
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employment rates go up with each level of education completed, and rates of unemployment and
discouragement generally go down.

Table 9-7 Employment Status of 18+ years in Sierra Leone, by Level of education, 2011

Level of education Employed Unemployed Discouraged Total
No primary 30% 17% 53% 100%
Primary (but not JSS) 34% 10% 56% 100%
JSS (but not SSS) 41% 13% 46% 100%
SSS & Tertiary non-degree 70% 12% 18% 100%
Degree and higher 90% 8% 2% 100%
Total 55% 12% 33% 100%

Source: Author’s calculations from 2004 and 2011 LSMS data for Sierra Leone

It should also be noted that Mincer regressions only measure returns to years of education
completed, rather than the returns to levels of knowledge acquired. Because enrolment in Sierra
Leone is high and the quality of education is low, it is possible that the regressions are giving a false
negative by showing low returns to years of school completed, when the true returns are low
because of low literacy or skill development. To test this, we would need extensive data on wages
and cognitive skills or test scores. Such data is rare in developing countries and non-existent in
Sierra Leone. Furthermore, this problem is not unique to Sierra Leone, so it would also factor into
interpretations of the Mincer regressions in comparator countries. Despite these concerns, we
believe the regression reflects the true returns to education in Sierra Leone because it is based on the
best data available and is consistent with these international comparisons.

9.1.13 Human Capital and the HRV Test

Shadow Price: For the shadow price on education to be high, we should observe a relatively high
return to education. Comparing our results from the Mincer regressions to others obtained in the
literature we can say that the shadow price of human capital, as represented by the return on
education, is not relatively high for Sierra Leone. It should be noted, however, that despite the
low overall return on education levels in the country, the return on education for women is
relatively high due to gender inequities in the average level of schooling. This is also against the
background of low participation rates in the formal employment market. In other words, the
balance of the evidence on human capital in Sierra Leone indicates a relatively low shadow price
due to a relatively low demand.

Growth Dividend: In terms of the growth tests, one notes that the key sectors for the Sierra
Leonean economy have been mining, construction and the low-end services sector (retail trade).
For these sectors, the growth elasticity of human capital is likely to be low. Essentially, a one
year increase in school attainment for labourers in these sectors which predominantly uses
unskilled labour would not increase growth significantly. Furthermore, with nearly 60% of the
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workforce employed in agriculture, a significant increase in educational achievement would be
unlikely to result in a large growth impact. We would therefore argue that the growth dividend of
the human capital constraint in Sierra Leone is likely to be low, at least in the short to medium
term.

Circumvention: We note from Mannah and Gibril (2012) that a significant skills gap exist in
Sierra Leone. There is also anecdotal evidence that firms in Sierra Leone rely to some extent on
imported skills. We also note that for some of the categories outlined in Mannah and Gibril
(2012) report, firms can at low costs train people to undertake them. However, the Global
competitiveness report (2012) also shows that Sierra Leone is one of the countries that is least
likely to train its workforce. This may reflect a high turnover of staff in the presence of skills
shortage. In other words, firms find it cheaper to import expatriates rather than train their own
staff when the turnover is seen to be high. Putting all the evidence together therefore we will
argue that there is evidence that firms try to circumvent the human capital constraint.

Non-Reliance: Generally Sierra Leone’s growth in the last few years have been driven by the
mining sector and to a limited extent the services sector, mainly the retail trade. These sectors are
relatively low on their demand on human capital. In other words investments in these sectors are
not known to have decreased in the presence of a low skilled workforce. Indeed, in the
immediate post-conflict period, when Sierra Leone’s human capital stock had been significantly
reduced, we did see investment in the mining sector. In other words, the firms that exist in Sierra
Leone today are those for which high domestic skill sets is not critical for their existence.

9.2 Health

The status of health in a country is recognised as another integral component of the human
capital that is necessary for economic growth. Good health raises human capital levels and thus
the level of economic productivity of individuals and a country's economic growth rate. Indeed,
it increases workforce productivity by reducing incapacity, debility, and the number of days lost
to sick leave. In this analysis, then, we examine incidences of poor health and the levels of
chronic illnesses in the country which may in turn constrain the use of human capital for
sustained economic activity.

9.2.1 Child Mortality

A key goal of the Millennium Development Goals (MDGs) is the reduction of infant and under-
five mortality. In particular, this goal calls for a two-thirds reduction in under-five mortality
between 1990 and 2015. According to UNICEF, the infant mortality rate is the probability of
dying before the first birthday expressed per 1,000 live births. Also, the under-five mortality rate
is the probability of dying before the fifth birthday expressed per 1,000 live births. In the
Multiple Indicator Cluster Survey (MICS) of 2010 for Sierra Leone, infant and under-five
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mortality rates were calculated. Figure 9-19 presents the series of under-five mortality rate
estimates over time as calculated using MICS data for four different surveys. As shown in the
figure below, these estimates are based on responses of women from different age groups and
refer to different periods in time. The figure thus shows the estimated trend in under-five
mortality rates in Sierra Leone over the past 30 years. From the figure below we can see that the
under-five mortality rates in Sierra Leone rose gradually until the late 1990s (corresponding with
the height of the civil conflict) and have steadily been declining since then.

Figure 9-19 Trends in Under-5 Mortality rates
Figure CM.2: Trend in under-5 mortality rates.
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Figure 9-20 Trend in infant mortality rate in Sierra Leone

Infant Mortality Rate, per 1,000 live births

180
140

120 e —

————

100
80
60
40
20
0

N O™~ 0 O O 9 &N M S D WK 0 O O o NN O & 1IN O™ 0 O O

00 0 00 MV 0 A O O A O A OO DN OO O 9O O O O 9O O O d o

A NN NN AN O DO N O OO OO O O O O O o o

L B B B D e T B o B o IR o R o R o IR o B o B o A o U A 0 AR o A o VAN o VA o \ I o I o R o\ M o VNN o\

Source: World Development Indicators, 2012

Figure 9-20 shows the variation in infant mortality rates for successive periods preceding the
civil conflict and after. Infant mortality was highest during the period 1990-1994. The increase in
mortality during this time could well have been the impact of the peak period of the civil war.
This trend has been confirmed by the Sierra Leone Demographic and Health Survey (SLDHS)
which shows variations in levels in mortality levels by region but generally on a decline
nationally. When compared with countries with similar GNI as shown in Figure 9-21 Sierra
Leone has the highest infant mortality rate but this trend is showing positive changes when
compared between 2005 and 2011

Figure 9-21 Infant Mortality Rate for Selected Countries
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9.2.2 Child Nutrition

Children’s nutritional status both reflects and influences their overall health. When children have
access to adequate food supply, are not exposed to repeated illness, and are well cared for, they
reach their growth potential and are considered to be well-nourished (Statistics Sierra Leone,
2011). Children that are undernourished are at the highest risk to die from common childhood
ailments and, even if they survive, are likely to suffer from frequent ill health and weakened
growth. In a well-nourished population, there is a reference distribution of height and weight for
children under age five. Under-nourishment in a population can be gauged by comparing
children to a reference population.

According to the MICS, children in the Northern Province are more likely to be malnourished
than children from other regions in Sierra Leone. Also, those children whose mothers have
secondary or higher education are generally less likely to be malnourished compared to children
of mothers with only primary or no education. Boys are more likely to be underweight and
stunted than girls. Again, according to the MICS the highest levels of underweight exist in
children aged 12-23 months, while the highest levels of stunting are found among children aged
36-47 months as shown in Figure 9-22.

Figure 9-22 Percentage of children stunted and underweight by age
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It is not unusual for levels of malnutrition to rise among children above five months of age; this
pattern is expected and is related to the age at which the recommended introduction of
complementary (solid, semi-solid or soft) foods begins. The food that is given to the infant is
often inadequate in terms of quality and quantity (frequency) and the infant can be exposed to
contamination as a result of poor food hygiene practices; all of these issues can result in
malnutrition. In particular, contaminated water causes diarrhea and is therefore a leading
contributor to poor nutrition in children due to poor absorption of nutrients in the child's
digestive system. Almost one in four children under the age of five in Sierra Leone is
moderately or severely underweight (22 percent) and eight percent are classified as severely
underweight. Almost one in two children (44 percent) is moderately or severely stunted (i.e., too
short for his age) and eight percent are moderately or severely wasted (i.e., too thin for their
height).

Figure 9-23 Proportion of stunted under-5 by countries
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9.2.3 The Disability-adjusted life year

The disability-adjusted life year (DALY) statistic measures overall disease burden, expressed as
the number of years lost due to ill-health, disability or early death. Although the total burden of
disease as measured in DALYs for all diseases was very high in Sierra Leone immediately
following the war, it has since retreated to slightly less than the average for its GDP per capita.
This suggests that, despite high mortality rates and stunting in children under 5, Sierra Leone’s
total burden of disease is not significantly greater than similar countries.
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Figure 9-24 DALYs for comparator countries, 2010
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The out of pocket expenditure as a percent of total private spending on health is also relatively
high in Sierra Leone compared to other countries. A major cause of these poor showing in health
measurements have been as a result of the ten years of civil conflict which the country endured
as this caused disruptions of the health system, including damage to the physical infrastructure,
loss of skilled health professionals and, through the wider economic effects, reduction in the
resources available to the health sector. The conflict also resulted in changes in population
patterns, and specific health problems ranging from mental trauma to physical disability. There
were displacements and movements of people from rural conflict zones to urban areas and as
such the District headquarter towns and the Western Area became densely populated. This put a
lot of stress on already inadequate health care services.

Figure 9-25 Out-of-pocket health expenditure
{ N
out-of-pocket health expenditure(% of private expenditure on
health)
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Source: World Development Indicators, 2012
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Table 9-8  Business Impact of Diseases

Business impact of Business impact of  Business impact of HIV/AIDS

malaria tuberculosis
Bangladesh 5.5 5.3 5.6
Ethiopia 4.2 3.7 3.7
Gambia, The 3.4 4.5 4.8
Ghana 2.9 4.1 4.0
Guinea 2.8 34 3.3
Liberia 3.9 4.4 5.2
Malawi 2.5 34 2.6
Pakistan 4.1 4.2 4.5
Rwanda 4.2 4.4 4.0
Sierra Leone 2.0 4.1 4.3

Source: World Competitiveness Report 2012-2013

When benchmarked with comparators in Table 9-8, Sierra Leone scores the lowest on the impact
of malaria on businesses. However, on the impact of tuberculosis on businesses, Sierra Leone
has a reasonably high score and is at par with the comparator countries average score of 4.15 out
of a maximum score of 7. The same could be said on the business impact of HIV/AIDS as Sierra
Leone scores slightly higher than the comparator countries average of 4.2. The impact of
malaria, tuberculosis, and HIV/AIDS on competitiveness depends not only on their respective
incidence rates but also on how costly they are for business (World Competitiveness Report,
2012). So, the direct cost to businesses as a result of malaria, tuberculosis and HIV/AIDS doesn’t
seem to be higher than comparator countries.

Despite all of these, we note that Sierra Leone is turning the corner and making notable
improvements in eradicating and controlling various diseases through different health
programmes. Over the last years there have been several health initiatives to address these issues
to improve access to health services and reform of the health workforce. For example, in April
2010 the government launched a major initiative to provide free health care to pregnant women
and children under the age of 5 in the whole country.

The key objective of this initiative is to turn around the country’s unenviable position as one of
the most risky countries in the world for a woman to give birth. Prior to the introduction of this
scheme, one woman out of every 112 dies giving birth in Sierra Leone according to the World
Bank. This estimate is almost 3 times as experienced in Ghana for instance. Also, it was
estimated that one in five children die in the country before they celebrate their fifth birthday.
The scheme has already recorded some early successes. First, according to Ministry of Health
estimate more than five times as many children under - five years are being treated for malaria with
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the appropriate medication now than it was in 2008. The number of public hospitals in the 12
districts in Sierra Leone equipped to provide obstetric and neonatal care has increased from zero
in 2008 to five in 2012 (Ministry of Health Bulletin, September, 2012). Also, it is estimated that
health care usage has increased by up to 60% as consultation fees and other medical costs are no
more considered to be an obstacle.

Despite some improvements in the free health care scheme, the implementation as a whole has
not been without challenges. There have been reports of drugs not getting to their final
destination because of poor logistical arrangements. In a recent report published in 2012 by the
civil society group, Health For All, it was stated that poor infrastructure is preventing the scheme
from achieving it intended national coverage. It stated that many pregnant women cannot get to
designated hospitals to access health care because of flooded unpaved roads while others have to
endure tumultuous journeys using either a motorbike or hammock. This means for instance that
the critical use of ambulances for emergency, which is part of the scheme, is redundant.
Moreover, lack of power and pipe-borne water, and available blood for emergency transfusions
are posing serious risks to the scheme as more often it leaves pregnant women in need of
caesarean sections and children with malaria inadvertently unattended to.

The scheme has presented the opportunity for the country’s health care system to be gradually
strengthened. As presented in Figure 9-26, the total health expenditure as a percentage of GDP
has been on the rise in the past five years and above all comparator countries except Liberia.
Similarly, health expenditure per capita is on the increase over the decade and only below Ghana
in 2011 when compared with comparators. Further, in order to holistically address the health
condition of the people a national health policy has been developed to provide clear direction for
the health sector going forward. The health policy includes guidelines related to both the
reconstruction of the health sector and the reform and development of the sector. The overriding
aim of the policy is to maintain and improve the health of all Sierra Leonean residents within the
country while ensuring that all citizens have access to basic good quality health care.
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Figure 9-26 'Total Health Expenditure
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Figure 9-27 Health expenditure per capita
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9.2.4 Health and the HRV Test

Shadow Price:

The shadow price of the heath sector manifests itself in a few ways that all add up to a high
shadow price. First and foremost, the out of pocket expenses are high for the average Sierra
Leonean to provide healthcare for themselves and their families. This shadow price can be so
high in some cases that lives are lost when curable diseases are not met with the expenses
required to heal ailing people of such. Secondly, as seen above, the business impact on malaria,
tuberculosis and HIV in Sierra Leone according to the World Competitiveness Report 2012 —
2013 shows that it is low for malaria (2), but in the midrange to high for both tuberculosis (4.1)
and HIV (4.3) as contrasted with comparator countries. The costs of undernourishment that lead

151



to stunting and other related deformities is lifelong and adds to the shadow price of the health
sector as these unfortunate undernourished children require special treatments for the rest of their

lives in most cases. Finally, the days lost on average due to illness at 21 sick days, is also seen to
be high.

Growth Dividend

In as much as Sierra Leone ranks reasonably low in some social indicators, which is not
unexpected for a post-conflict country, there have been recent improvements in those measures.
The direct impact of diseases on businesses is not unusually high using the World
Competitiveness Report of 2012. However, as shown below in Figure 9-28, private investment
rates are not significantly correlated with improved health conditions and life expectancy in
Sierra Leone.

Figure 9-28 Life expectancy and investment
Sierra Leone: Life expectancy and investment, 2001-11
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Circumvention

The use of traditional means to healing illnesses, especially in provincial towns and among a
large concentration of citizens in the capital Freetown, is an example of how Sierra Leoneans try
to circumvent the constraint with regard to health costs. Some firms also have their own in-
house infirmaries to treat their sick employees, while others provide insurance coverage for their
staff as a means of circumventing the high prices of health care in Sierra Leone.

Non-Reliance

While there may not be specific data to show which companies rely on health care for their
employees or not, the circumvention example given above with regard to insurance and self-
treating infirmaries within some firms is an indication that businesses rely on the good health of
their employees. Firms will survive and thrive in an environment where diseases are prevalent
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when they can quickly heal their employees, while those that cannot may end up losing such
employees, and if they are key to the business, may end up also losing their businesses.

Providing access to public health would definitely improve living standards, but it is unclear the
extent to which this could result in higher private investment and broad-based growth. Increased
income-generating opportunities could also improve household nutritional status and health.
Although poor health could reduce returns for some private agents, it does not appear to rank as a
binding constraint to broad-based economic growth at this moment in time in Sierra Leone.
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10 Infrastructure

10.1 Infrastructure-Growth Nexus

Good infrastructure is important for economic growth, as it efficiently connects firms to their
customers and suppliers and enables the use of modern production technologies. Additionally, a
strong infrastructure enhances the competitiveness of an economy and generates a business
environment conducive for economic growth and development.

Investment in water and sanitation, energy, information & communication technology, roads and
transport infrastructure will improve and promote trade, and hence growth, reduce poverty and
improve access to social services. Transport infrastructure plays a major role in the economy of
Sierra Leone, especially in the area of distribution of agricultural produce and other goods and
services including exports and imports. Roads are large contributors to agriculture and food
security, access to social services and the country’s economy in general. Good roads improve
land transportation systems, which engender faster and cheaper access to markets and financial
service providers as well as enhance the contribution of tourism to economic growth and
development. A policy research paper by Cesar Calderon (2009) evaluated the impact of the
accumulation and quality of infrastructure on per capita growth for 39 African countries and
concluded that the infrastructure stocks and quality of their services can boost economic growth.

From the Calderon paper, Figure 10-1 shows the potential contribution of infrastructure
components (roads, electricity and telephone connectivity) to economic growth, measured in
percentage points. It indicates that economic growth in Sierra Leone could be 2.5 percentage
points higher if infrastructure was improved to the level of the African leader, Mauritius.

Figure 10-1 Potential Infrastructure Contribution to Economic Growth
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10.2 Overview of Sierra Leone’s Infrastructure

Sixty percent of the country's population live in rural communities with subsistence agriculture
and small businesses as the main economic activities. Investments in infrastructural development
such as roads, energy, water, information and communication technology is critical for
improving agricultural productivity, small business growth as well as human development.

The ensuing sections show that despite recent investments in infrastructural development, Sierra
Leone's infrastructure remains grossly underdeveloped to support economic growth, particularly
in these rural areas. The overall condition of the national road network and general transportation
infrastructure remains weak; power generation and distribution systems are derelict with
conditions that are far below requisite levels to support existing demand. The water supply
systems are insufficient to meet the demands of rapidly growing urban populations, while many
rural areas do not have access to safe water. Despite private investment in the ICT sector,
particularly for GSM technology, internet connectivity is frequently disrupted and where it
remains connected, is slow.

For many countries in Africa, including Sierra Leone, the present infrastructure contribution to
per capita economic growth has been mainly due to improvements in ICT (telecommunications)
sub-sectors, as shown in Figure 10-2.

Figure 10-2 Infrastructure Contribution of ICT to per Capita Growth
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Although Sierra Leone’s level of investment in infrastructure puts the country in the bottom six
of 53 countries in Africa, Figure 10-3, which plots the Africa Infrastructure Development Index
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(AIDI)'* scores against the natural log of GDP per capita for each country, indicates that Sierra
Leone has better infrastructure quality than expected given its GDP per capita.

Figure 10-3 Infrastructure vs. GDP Per Capita

Africa's Infrastructure Development, 2009
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Source: Africa Infrastructure Development Index, African Development Bank, 2011
10.3 Power

10.3.1 Access to Electricity

Sierra Leone has one of the lowest access rates to electricity in the world. In 2011, with the
exception of the capital city and three other district headquarter cities; the rest of the country did
not have access to grid-based electricity supply. Even in the provincial cities that have power
supply grids, the level of penetration and access remains relatively low, with supply limited to
the major urban centres that comprise less than 25 percent of the total population of the
provincial districts. As shown in Table 10-1, only about 9 percent of the country's population has
access to grid-based power supply.

Table 10-1 Trend of Access to Grid Connected Electricity in Sierra Leone (2006 - 2011)

2006 2007 2008 2009 2010 2011
Freetown 38,362 47,281 53,126 64,306 67,422 73,551
Bo — Kenema 8,762 9,078 9,455 10,180 11,302 12,593
Makeni customers 305 430 521 596 602 1,040
Total Customers 47,429 56,789 63,102 75,082 79,326 87,184
Population connected to grid 284,574 340,734 378,612 450,492 475,956 523,104
% Access 5.5 6.4 7.4 8.7 8.2 8.7~9

Source: NPA Management (2010)

14 The AIDI is measured across four infrastructural components — transport, electricity, ICT and Water & Sanitation;
that affects productivity and economic growth. It provides an in-depth information on the status and progress of

infrastructural development in African countries.
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The limited access to grid-based electricity supply has a number of implications. First, the
remaining segments of the population that lack access will resort to other sources of lighting and
domestic energy sources such as kerosene lamps, candles, battery-powered lanterns and firewood
(which in turn may have adverse impacts on respiratory health, CO2 and deforestation/wood
stocks). Table 10-2 shows the primary and secondary sources of power for lighting by
households surveyed in Sierra Leone in 2011.

Table 10-2 Source of Power for Household Lighting
Source of Power |Percentage of Households Using as: (%)
for Lighting Primary Source Secondary Source

Grid 15.6 3.8
Generator 0.6 1.5
Kerosine 36.6 17.6

Gas 0.2 0.2

Solar 0.1 0.2
Batteries 44.4 56.8
Candles 0.5 7.5
Firewood 0.4 2.2

Other 1.6 10.2

Total 100.0 100.0

Source: Author’s calculations from SLIHS, (2011)

Another problem associated to that of limited access is that of reliability in power supply for
people and businesses connected to the grid. By 2009, the country was recording an average
number of 46 days of power outage over the period of a year on which an outage took place. This
is more than four times higher than the average of 11 days for low-income fragile countries.
These outages have costs to the economy, particularly for businesses and households that do not
have any form of backup power supply, in terms of lost output and/or preservation of inventory
that relies on power supply. Based on this estimated number of power outage period, the
estimated cost of these outages to the economy was approximately US$ 17 Million or 0.7 percent
of the GDP for 2009. This estimate was derived taking into account the fact that about 40 percent
of those on the power grid do not have any form of backup power supply and that these outages
imply a complete halt in production and/or the loss of inventory whose value depends on
uninterrupted power supply. This indicates a high shadow price paid by the economy as a result
of the power constraint.
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Table 10-3 Sietra Leone’s standing in key areas of power access as at 2011

. Sierra LIC LIC
Area Unit of Measurement Leone (Fragile) (Non-Fragile)
Access (National) % of Population 7.0 15.0 33.0
Access (Urban) % of Population 35.0 57.6 86
Access (Rural) % of Population 3.9 4.0 4.1
Power Outages Days per Year 46 11 10
Generation Capacity MW per Million People 13 46 20
Electricity Consumption KWH per Capita 14 165 107

Source: World Bank: Africa Infrastructure Country Diagnostic 2011

The World Bank Enterprise Survey of 2009 further highlighted the cost to private business of
irregular electricity supply. Figure 10-4 shows that between 5 percent and 10 percent of annual
sales was lost by firms due to electrical outages. Though the hydro has improved the power
generated in the country since 2010 it still falls short of total demand. The hydropower is
seasonal with fluctuating generation between the two seasons, and consequently has not changed
the loss to firms in the country.

Figure 10-4 Losses to small, medium and large firms due to electrical outages
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Source: World Bank Business Enterprise Survey (2009)

In addition to loss of output in the economy, inadequate supply of and access to electrical power
also causes households to utilise other forms of fuels to generate lighting for domestic use. The
Sierra Leone Integrated Household Survey (2011) indicates that it costs households that are not
connected to any grid an average of US$189 per year to provide lighting from other sources like
kerosene lamps, battery-powered lanterns, candles and firewood. This is about 38 percent higher
than the average US$137 per year spent on lighting from the main grid electricity supply. These
estimates indicate that in 2011, it cost households with no access to grid electricity about
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US$36.4 Million (1.26 percent of GDP) more to generate domestic lighting from other sources
than it would have been if it was derived from the main grid. This is further indication of a high
shadow price for inadequate supply and access to power.

10.3.2 Demand-Supply Gap Analysis

The demand for electricity in the capital city and other urban centres around the country is
currently estimated at 236 MW while the total national electricity generation capacity is 93.75
MW. The difference is actually provided by private generation of power. This demand is
expected to increase as urbanization and industrialization trends continue on an upward
trajectory. The conservative medium term estimates of energy required by the 3 largest mining
companies in the country range between 650MW and 850MW. While self-generation of
electricity is now common in the mining industry, this is necessitated by the lack of adequate and
reliable power supply. One could therefore argue that an increase in grid-based power generation
could encourage them to move away from vertical integration in their production processes to
make room for separate private investments in the generation and distribution sub-sectors.

According to the World Bank growth poles diagnostic in Sierra Leone, the relatively low supply
of power levels have implications for existing demand, as well as for suppressed potential
demand. The country’s energy demands are massively underserved with estimates of current
demand continually increasing. As the country develops and becomes increasingly industrialized,
especially with the development of large-scale mining projects and the establishment of value-
added manufacturing companies for raw materials produced in this country, the demand for
energy will continue to increase.

10.3.3 Power Production Cost and Tariffs

For many years prior to 2009, Sierra Leone’s power generation systems were based on thermal
sources - the use of high-speed diesel generators. These generation methods are typically
associated with higher costs than other thermal sources such as Coal and Heavy Fuel Oil; and
significantly higher than renewable power generation sources like hydro and solar. Prior to 2009,
higher power production costs, mainly caused by increased costs for fuel, lubricants, machine
maintenance and repairs, translated into higher end-user tariffs shows power production costs
before 2009, when the hydro power plant was commissioned and after it was commissioned. It
shows a significant drop from about US$ 0.32 to about US$ 0.17 per Kilowatt hour. This was
because the introduction of the hydro plant meant that the main costs component of the thermal
plant power production like high fuel costs became redundant and this in turn meant that overall
power costs became lower and ultimately this fed in into the new tariff rates. Consequently, it
has been estimated that NPA made a savings of at least $2.3 million from power production costs
(REF).
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Figure 10-5 Power Production Costs in Selected Countries
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Between 2002 and 2008, customers paid between US$0.21 and US$0.41 per kWh. With the
completion of Bumbuna hydropower plant in 2009 and generation of hydroelectricity thereafter
average production costs of power reduced and translated into reduced tariff for customers.
Customers paid about US$0.41 - US$0.30 kWh (Sierra Leone Infrastructure Diagnostics, 2011).
Figure 10-6 shows the drop in end-user tariff for consumers in Sierra Leone and other African
countries. Though there was a reduction in power end-user tariff in Sierra Leone between 2008
and 2009 as a result of the drop in average power generation costs, the resultant tariffs remained
higher than many other African countries as shown in the figure below.

Figure 10-6 Comparative Power Tariffs - 2010
é Comparative Power Tariffs - 2011 )
45
40
-
2 30
@
a 25
v
T 20
S
2 15
10
5 .
0 T . I T T .
Liberia S.Leone S.Leone CapevVerde Benin Ghana Malawi
(Pre 2010)  {2010)
\ v

Source: Briceno-Garmendia and Shkaratan, 2010

160



10.3.4 Hidden Power Utility Operating Cost

The National Power Authority, which is the State power generation, transmission and
distribution agency, has experienced several problems in the operation of an effective and
efficient power services in the country. As well as management problems affecting efficiency
and effectiveness in the discharge of its responsibilities, the authority suffered huge losses of its
equipment during the civil war: some destroyed by armed combatants while some perished due
to lack of maintenance and repairs that could not be done as a result of insecurity. Even after the
war, financial and cash flow challenges have prevented much needed maintenance, repairs and
even upgrade of key assets. The poor maintenance and repairs of the ageing thermal plants
resulted in high diesel consumption and increased operational cost.

Figure 10-7 shows a comparative country analysis of revenues foregone (lost) by power utilities
due to problems associated with: (i) under-pricing; (ii) collection inefficiencies; and (iii)
technical losses.

Figure 10-7 Foregone Revenues in Power Losses
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Figure 10-7 shows that revenue loss as a result of under-pricing presently is not a problem for
Sierra Leone compared to other African countries. However, according to Pushak and Foster
(2011: p), under-pricing has historically been a challenge, and sustainable cost recovery will be
difficult:

“The already high end-user power tariffs can cover the total cost of power production only if
sufficient and reliable hydropower supply is secured. If, however, the need to rely on emergency
thermal generation continues into the future, it will inevitably make cost recovery vulnerable to
high generation costs and fluctuations in fuel prices. Cost reduction is contingent upon
expanding hydropower resources, increasing the customer base, and securing sustainable
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revenue flow, as well as exploring the option of importing power from other countries in West
Africa.”

At the moment, the priority facing the utility is to increase generation of power to meet the
estimated demand both in the immediate and medium terms and also enable wider access of the
population. Further, the utility has to address other equally important issues to meet with
increased generation like (i) inefficient transmission and distribution systems of generated power
resulting to technical losses and (ii) inabilities to collect revenues from post-paid credit metres.
In 2009, the cumulative effect of the different operating inefficiencies led to a revenue shortfall
of about US$ 21 Million; with 45 percent of these accruing to technical line losses, 12 percent
due to uncollected electricity bills and the remaining 43% being loss due to under-pricing. The
estimated losses increased significantly in 2010 to about US$ 33 Million, as the transmission
network could not accommodate the increased generation from Bumbuna, leading to additional
technical losses. NPA’s inadequate revenue collection and high labour costs have precluded the
necessary upgrades to the grid. The number of connections per employee, including non-active
customers in NPA is low and just about 18%, meeting the low income countries benchmark.
Table 10-4 provides an analysis of the hidden costs borne by the National Power Authority.

Table 10-4 National Power Authority: Hidden Costs vs. Revenue Loss

Power System Collection Cost Average Avera'ge Million Percent
Year Billings Losses Ratio Recovery Revenue Effechl;le USS per of
(GWh/Yr) (%) (%) ':S;‘;;‘:‘VC:; (USs/iawh) :;/rllwm Year Re"(‘j/l')‘)”es

2003 69 33 93 0.3 0.24 0.22 12 74
2004 53 33 99 0.3 0.23 0.22 9 69
2005 33 33 90 0.34 0.29 0.22 8 81
2006 29 38 89 0.47 0.23 0.29 11 161
2007 28 29 89 0.48 0.18 0.29 9 178
2008 - 42 50 - - 0.41 - -
2009 73 45 88 0.44 0.21 0.36 21 141
2010 226 45 88 0.28 0.21 0.31 33 69

Source: World Bank (2005, 2007) National Power Authority (2009, 2010)

In 2011, revenue forgone due to terminal losses was the highest in West Africa. Taking into
consideration the relatively low access rates in the country, these hidden costs have proven to be
a heavy burden on the economy as a whole. According to Pushak and Foster (2011), “In 2010,
these hidden costs drained around 1.8 percent of Sierra Leone’s GDP.”

10.3.5 Circumvention Measures

Where a production factor input presents a constraint in an economy, economic agents typically find
ways and means of getting around the problem. The problem of low and unreliable supply of power
in the economy is one such constraint that firms have found ways of circumventing. Businesses that
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need power for their operations invariably invest in private power generating plants as a means of
reducing or insulating themselves against the risks of power outages and potential losses that it
could cause. In the case of mining, large agribusiness and manufacturing companies, the power
generation capital expenditures and operating expenses are quite high. For many years, these captive
power generation systems have been larger than the public grid. The following

Table 10-5 shows the installed power generation capacities of public power generation facilities as
compared to private power generation facilities.

Table 10-5 Private vs. Publicly Generated Power Supply

PR e T Ins:tal!ed Number of St.ate own-ed, Grid connec.ted or
capacity in MW plants private, mixed decentralized
Thermal Oil plant 37 7 State owned grid connected
Large Hydropower plants (>10MW) 50 2 State owned Grid connected
Small Hydropower plants (<10MW) 6.75 4 State owned Grid connected
Auto-generators (135MW) plus two | 135+39 =174 33,000 Private Isolated
years imports (39MW)
Mining company generators 88.5 Unknown Private Isolated
Photovoltaic 0.025 Unknown Mixed Isolated
Total MW 356.3

Source: MEWR, NPA and SPU (2012)

Table 10-5 shows that private power generation capacity is estimated at 174MW; this generation
capacity is limited to non-mining sector firms and private households in the country. It far
outweighs total maximum grid-based power generation capacity of about 93.75 MW. Clearly,
the requirement by private businesses to make huge investments in power generation to meet
their power needs in effect increases investment costs and operating costs as well. The total
capital expenditure costs being borne by private firms (excluding mining companies) and
households to circumvent the constraint of limited power supply is estimated at over US$ 100
Million'>. Figure 10-8 shows the quantity of power generating units imported into Sierra Leone
between 2010 and 2012. The Figure 10-8 below presents the trend in importation of power
generator units into the country between 2010 and 2012.

I5Estimated investment costs by households and firms in buying imported generators to circumvent power from the

grid
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Figure 10-8 No. of generators Imported 2010 to 2012
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The foregoing analysis shows a huge scale of circumvention by firms and households in the
economy, which have substantial capital cost implications. Table 10-6 shows the percentage of
firms surveyed in Sierra Leone, among other countries, which reportedly owned or shared a
generator as part of their business operations. For Sierra Leone we have about 81.8 percent of
firms using such generators for optional power, which is significantly higher than the
comparators as is evident in Table 10-6 below.

Table 10-6 Percent of Firms Owning or Sharing a Generator

Country Country Average Small Firms Medium Firms Large Firms Year
The Gambia 20.7 15.2 25.7 n.a. 2006
Guinea 59.9 60.6 47.3 82.9 2006
Sierra Leone 81.8 80.7 86.4 100 2009
Malawi 25.3 41 34.4 46.0 2009
Liberia 66.5 67.1 52.9 94.3 2009

Source: World Bank: Business Enterprise Survey (2009)

10.3.6 Implication for Private Enterprise Survival and Growth

The relatively low power supply levels, coupled with the high cost of self-generation and/or the
relatively high power tariffs, has an adverse effect on certain types of economic activities. These
include manufacturing and other types of industrial or large scale businesses that rely on
uninterrupted power supply for their successful operations. The number of businesses engaged in
value-added manufacturing or production of finished goods remains low. Because manufacturing
companies require uninterrupted power supply, capital investment and related financing costs
required to provide parallel power systems to such industries in Sierra Leone has proven to be
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prohibitively high, particularly for domestic firms. As a result, almost all manufacturing
industries in Sierra Leone are foreign owned.

As a general principle, electricity produced by small generating units is generally much more
expensive per kWh than purchasing electricity from the national grid due to the economies of
scale in power production. Because manufacturing companies are invariably required to self-
generate power, Sierra Leone has over the years seen few firms operating in this sector. Figure
10-9 shows the number of companies operating as excise manufacturing companies in Sierra
Leone over the past 4 years. It shows that the number of excise factories dropped from 28 in
2008 to 18 in 2012. One of the major factors responsible for the shut-down of these companies is
the high operating cost of producing power, which makes them unable to compete with imported
goods that are close substitutes to their products. A distillery company located in the East of
Freetown recently purchased the production machinery of a soft drink company in Kingtom
which shut down as the operating cost was not sustainable and couldn’t compete with imported
soft drinks. The distillery company was able to continue to operate as it operates in a less
competitive industry and enjoys huge scale economies.

Figure 10-9 Number of Excise Companies Operating in Sierra Leone
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The foregoing has implications on potential output; particularly for a country that is rich in
natural resources and which has a relatively large agricultural sector. For many years, the
contribution of the manufacturing sector to GDP has remained around 12 percent; this is partly
due to the presence of few manufacturing industries, which could be further attributed to the
weak power supply conditions in the economy. The diversification of economic activities into
value added industrial activities could potentially stimulate significant levels of growth in the
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economy. The presence and ready availability of natural resources and various forms of primary
products in the economy offers huge potentials for industry led growth, if the fundamental
problem of power supply can be addressed.

10.3.7 Enterprise Views on Power as a Constraint

The World Bank enterprise survey conducted in 2009 sought the views of firms operating in
Sierra Leone on the issue of power supply. As shown in Figure 10-10, over 90 percent of large
firms, 50 percent of small firms and 45 percent of medium sized firms indicated that power is a
major constraint to their operations. It is worth noting that the magnitude of the constraint is
more pervasive with larger firms. This could be due to the fact that their operations rely more
intensively on power supply. Power is more of a constraint to larger businesses because their
expenditures on ensuring adequate power supply would be much higher compared to a typical
small business that mostly has low energy needs.

Figure 10-10 Percent of firms identifying electricity as a major constraint

Percent of firms identifying electricity as a major constraint
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Source: World Bank Business Enterprise Survey (2009)
10.3.8 Conclusion

Based on the foregoing analysis, the following conclusions may be made:

The economy is paying a high shadow price for the weak power situation in the country; this is
evidenced by:
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e High loss of economic output due to outages that cannot be substituted with other power
sources

e High marginal costs paid by economic agents not connected to the grid to provide
alternative fuels for lighting at household levels

e High revenue losses to the utility as a result of the weak state of the overall power
infrastructure, under-pricing and inefficiencies in collection

e Economic agents are making a lot of efforts to circumvent the problem by providing
alternative means of power to ensure survival and continuity of their businesses. This is
evidenced by significant and increasing levels of self -generation of power at household
and firm levels, practically tripling the total power supplied by the grid.

Large firms who absolutely require adequate and reliable power supply to ensure survival and
continuity have to pay higher costs of generation to minimise the risks of shutting down. Where
firms, especially in industrial operations, are not capacitated enough to ensure such reliable
supplies, or where the overall operating costs render them uncompetitive, they are forced to close
down.

There is some evidence that higher levels of power infrastructure stock could contribute towards
higher economic growth and enhance competitiveness by contributing towards reducing
operating costs. This argument could be supported by the fact that Sierra Leone is a natural
resource rich country and the availability of these raw materials could offer potential competitive
advantages in value-added processing.

10.1 Information and Communication Technology (ICT)

10.1.1 Introduction

Telecommunications is considered a necessary amenity for the socio-economic development of
any nation. Putting that fact into perspective, the Information and Communication Technology
(ICT) sector in Sierra Leone has been revamped with an increasing growth due to the mobile
phone companies that have moved in the country. There is only one fixed line operator which is
a government owned company. All of these companies are being regulated and monitored by the
National Telecommunication Commission. As a whole, the subscriber base has been increasing
within and outside the capital. The combined subscriber base is reported to have reached
2,254,925 as at the end of 2010 representing almost 38% of the population (AfDB, 2011). The
country’s own telecommunication company, SIERRATEL, almost shut down a few years ago,
but has been resuscitated as is evident in their improved and increased services, largely attributed
to the introduction of a mobile telephony system (REF). So even though the traditional
telecommunications infrastructure that is largely landline-based, has experienced neglect, the
telephone industry overall is hopeful of a promising future.

167



The telecommunication industry is made up of the government owned Sierra Leone
Telecommunication Company Ltd. (SIERRATEL) that provides both mobile phone and internet
service providers. SIERRATEL was incorporated on the 1% April 1995 as a limited liability
company with 100% government shareholding. It is a merger of the previous existing Sierra
Leone External Telecommunication company (SLET), provider of international
telecommunication services, and the Sierra Leone National Telecommunication Company
(SLNTC). Upon SLET’s successfully taking over of SLNTC it was enlarged and re-named the
Sierra Leone Telecommunications Company Ltd. It has enjoyed monopoly rights since its
formation as being the only company in the telecommunication industry.

Notably, a consequence of the war was that Sierra Leone was delayed from obtaining a fibre
optic landing cable from the main SAT 3 connection along the coast of West Africa. Until
recently when it was successfully landed although they are still working on structures for its full
incorporation into the sector. Because of the delay, Sierra Leone has relied on satellites as its
primary access medium for wireless technology, resulting in high costs and insufficient access
and distribution. This poses serious issues on the overall private sector growth even though the
use of ICT is limited in the country — both as individual and business consumers, as the analysis
will show.

10.1.2 Sector Summary

Sierra Leone has one of the lowest tele-densities in the world - 170" out of 178 economies - on
the Digital Access Index (DIA), which measures the overall ability of citizens to access and use
ICTs. The country shows a dismal (0.10%). Telecoms services, particularly wireless networks
and internet access, need to be improved across the country. Cell phones are the only reliable
means of communicating and receiving information for various purposes. The fixed line
networks need upgrading and extending to allow wider access to telecoms services.

Sierra Leone’s ICT successes have been occasional and the benefits lopsided even with sustained
interest from several quarters of the ICT sector. The recent competition in the banking sector and
the installations of the local and wide area networks justifies the seasonal growth trends,
implying there is a demand for ICT in the banking sector. The growth in the mobile phone sector
has been able to connect Freetown to the provinces. A number of ICT firms and individuals have
been able to implement modern ICT technologies to conduct their businesses; albeit at a high
cost.

There have been a rising number of internet cafes which accounts for the majority of internet
users. Tele centres and internet cafes provide internet access for the general public as well as low
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cost international phone calls using VoIP. However, internet penetration' is limited, estimated at
below 3%. Though usage has grown at a 15% annual rate in recent years, it relies upon satellite
telephony for faster and reliable broadband connectivity, so it is still costly and beyond the
affordable reach of most of the population. There are few licensed broadband internet providers.

To place Sierra Leone’s performance in the ICT sector in context, Table 10-7 and Table 10-8
present the evolution of the mobile phone service together with the sector’s performance
respectively.

Table 10-7 Rapid Evolution of Mobile Phone Services in Sierra Leone

Subscriber Growth Rate Mobile Tele- MObII? Average
Year Base (%) Density (%) Penetration Revenue Per
Rate (%) User (ARPU)
2007 1,200,000 72 10 18 $14.0
2008 1,545,000 39 18 31 $8.0
2009 1,704,965 10 25 35 $6.5
2010 2,254,925 24 31 38 $7.0

Source: Ministry of Information and Communication, Sierra Leone.

Table 10-7 and 10-8 show that as the number of subscribers of mobile phones has increased, its
growth has slowed. However, the penetration rate for mobile phones is increasing as mobile
phone usage extends to the rural areas also. However, the use of land phones is virtually non-
existent as most of its use is limited to a few offices. The introduction of mobile phones in the
2000s, together with the 10 year civil war that destroyed almost all the telecommunication
infrastructure in the country, contributed to land phones usage becoming virtually non-existent.
The proportion of internet users is still low, as less than one person per 100 inhabitants make use
of this service.

!SInternet penetration measures the percent of the total population wherein internet facilities are available and being

used.
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Table 10-8 ICT Sector Indicators in Sierra Leone

2000 2001 2002 2003 2007 2008 2009 2010

No. of Fixed
Telephone 18,890 22,745 24,000 25,300 30,300 31,500 32,800 14,000
Subscriptions

Fixed Telephone
Subscriptions per 0.46 0.53 0.53 0.53 0.55 0.56 0.57 0.24
100 inhabitants

Mobile Cellular
Telephone 11,940 26,895 67,000 113,214 776,000 100,8800 | 1,160,000 @ 2,000,000
Subscriptions*

Mobile Cellular
Telephone
Subscriptions per
100 inhabitants

Estimated

Internet Users

per 100

inhabitants

Source: World Bank

* Subscribers with more than one sim card are being registered under one sim, hence the lower number as
compared to the data in table 7.2.

0.29 0.62 1.49 2.39 14.17 17.98 20.21 34.09

0.12 0.16 0.18 0.19 0.24 0.25 0.26

To place Sierra Leone’s performance in the ICT sector into context, Figure 10-11 — Figure 10-13
and Table 10-9 shows the average revenue per user (ARPU) with comparator countries; revenue
from mobile phone companies (as % of GDP); mobile phone subscriptions (per 100 people) and
mobile cell phone subscribers.

Figure 10-11 Average Revenue per User (ARPU)
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Figure 10-11 above shows the low revenue generated from the average user indicating the low
usage of mobile phone in the country as a means of communicating. This could both be due to
the low number of users and/or low consumption of those with phones. (The years vary due to
the latest data we could find on the given country).

Figure 10-12 Revenue from Mobile Phone Companies (% of GDP)
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Similarly as in the above figure, the percentage contributed to GDP from mobile phone
companies is low in Sierra Leone as compared to other countries.

Figure 10-13 Mobile Phone Subscriptions (Per 100 People)
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Figure 10-12 shows that the subscriptions rate per 100 is also low in Sierra Leone when juxtaposed
with a majority of her comparators except for Malawi and Ethiopia.

Table 10-9 Mobile Cell Phone Subscribers

2007 2008 2009 2010 2011
Liberia 563,000 854,627 1,085,062 1,571,308 2,029,926
Sierra Leone 776,000 1,008,800 1,160,000 2,000,000 2,137,000
Gambia 800,371 1,166,136 1,312,874 1,478,347 1,401,163
Ethiopia 1,208,498 1,954,527 4,051,703 6,854,000 14,126,659
Ghana 7,604,053 11,570,430 15,108,916 17,436,949 21,165,843
Guinea 2,000,000 2,750,000 3,489,000 4,000,000 4,500,000
Malawi 1,050,852 1,507,684 2,485,646 3,117,364 3,951,572

Source: Africa Development Bank, Africa Development Indicators 2012

From Figure 10-11, Liberia followed by Ghana and Malawi have and Average Revenue per User
of over $50. Sierra Leone has the least ARPU of $7. Revenue generated from mobile phone
usage is still the lowest in Sierra Leone compared to her comparators. Similarly, placing the
revenue generated as a % of GDP shows that Sierra Leone has the least among the comparator
countries. Liberia, Ghana and Malawi lead the chart which is directly as a result of a higher
APRU as is illustrated when both figures are inter-related. Taking mobile phone subscriptions
per 100 people into consideration, Sierra Leone is doing fairly well here. We realize a sharp
increase in this indicator from 2009 — 2010 and stabilize therein. The Gambia and Ghana have a
higher mobile subscription per 100 people.

On internet usage and telephone issues, Figure 10-14 shows the percentage of homes with a
personal computer. You can see the rate for Sierra Leone is low as compared to others.
However, for Sierra Leone, the latest data available for this comparison shows 2005. Figure
10-14 — Figure 10-18 show the percent of homes with a personal computer; percent of homes
with a telephone; monthly subscriptions for fixed broadband internet facility; and monthly
subscriptions for business telephone services.

172



Figure 10-14 Percentage of Homes with a Personal Computer
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Figure 10-15 Percentage of Homes with a Telephone
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Figure 10-15 shows the percentage of homes with a telephone. Again the relevant year is not
uniform among the comparators because the data is not readily available for all of them, but as
we can see even though Sierra Leone has the second most recent data behind only Malawi (2010)
the others had even more use of phones at home than her. This is largely due to the eleven year
war that saw deliberate destruction of the landline infrastructure that country has since not been
able to rebound from,
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Figure 10-16 Internet Usage - % of Population (Comparator Countries)
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In Figure 10-16, it is clear that the Internet usage for Sierra Leoneans has been largely dormant
from 2000 as it hardly changed. On the other hand Ghana and The Gambia has shown
unprecedented increase in the percentage of Internet users from 2000 to 2009.

Figure 10-17 Monthly Subscriptions for Fixed Broadband Internet
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Figure 10-17 is another measure that shows how monthly subscriptions for fixed broadband
internet are very low in Sierra Leone. However, in this category it is surprising to see a country
like Ghana and Ethiopia at par or worse off, respectively to the already low subscriptions
revenue rate for Sierra Leone. Again the yearly measure differences are dependent on the
availability of data.

Figure 10-18 Business Telephone Monthly Subscription
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Along with individuals, businesses similarly have a low subscription rate for monthly
subscriptions in Sierra Leone when aligned against comparators.

Taking the percentage of homes with a personal computer into perspective, Figure 10-14 shows
that Sierra Leone has the lowest with less than 1% of the population owing a personal computer.
This shows that almost all Sierra Leoneans do not have a personal computer. Ghana and Gambia
lead the group in comparative terms even though all the comparator countries show less than
10% of the population having access to personal computer. On the availability of land phones in
homes, Gambia has the highest comparatively. On the other hand, Sierra Leone has the least
percentage. This is due to the destruction of the facilities as a result of the ten year war.
Comparatively, fixed broadband internet is cheaper in Sierra Leone, Ghana and Ethiopia as it
costs less than $30 as opposed to Ghana and Malawi, where it costs a lot more.

Overall, the figures show that the mobile phone sub-sector in Sierra Leone, while growing, is
still doing fairly poorly while the internet usage is still the worst among comparators.
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10.1.3 The Four Tests

The high shadow price for ICT reveals itself in two ways: the actual cost of Internet services
from the service providers and/or Internet cafes on one hand; and the time it takes for internet
pages to download. Regardless of that, businesses need to connect to the Internet to be
productive. In the mobile services sector, a high shadow price in also reflected in the higher
rates of unit calls especially when you make calls cross-network (Comium to Airtel, e.g.). This
forces businesses and individuals alike to purchase multiple phones and SIM cards so they can
stay within the same network; and make Comium-to-Comium or Airtel-to-Airtel calls that are
relatively cheaper when compared to the alternative. Even though the shadow price is high for
Internet access in the country and some businesses and individuals alike pay that high price, or
that mobile shadow process are also high causing the purchases of additional phones and/or SIM
cards, the number of businesses and individuals that use or rely on the Internet is limited for it to
make a major impact right away even if the constraint is made more accessible by cheaper prices
and larger bandwidth.

According to a paper entitled Sierra Leone’s Infrastructure — A Continental Perspective: “Sierra
Leone used wireless communications to leapfrog its ICT development, its number of mobile
subscriptions going from just 6,000 in 2000 to 1.4 million by 2009 for a penetration rate of one
quarter of the population.” The same will happen, if not more, when the IT backbone is set up to
enable fast Internet surfing practices and especially downloads of relevant documents. What this
is showing is that if a particular constraint (internet and mobile services in this case) is relaxed or
unwound, then there is a huge positive change in its use (the increased penetration rate when
wireless communications improved some). However, the wireless constraint is not an end of
itself. And what we mean by this is that with the poor energy infrastructure, the ICT
infrastructure will not be improved as it relies heavily on the former. In this case a constraint to
growth due to the lack of ICT is not necessarily relaxed by increasing those services in the light
of a weak energy infrastructure. Added to that is that a vast majority of the people are not IT

savvy.

Bypassing or circumventing the ICT sector is not an easy task for businesses and/or individuals.
As for the mobile communications, the circumvention of high prices is buried in the tariffs
charged on a per unit basis, especially when you try to call cross-providers. To get around this
problem, many subscribers have to get multiple SIM cards and multiple phones. Or purchase
higher priced phones that host two SIM cards as an option. All of these also directly affect the
shadow price of doing business within the mobile services sector

As regards the fourth test, the survival of those less constrained by the constraint, it does not hold
much because it is difficult to find professional firms who do not use some form of ICT as either
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in the form of the Internet and especially mobile phones. Despite the low ICT penetration rates,
firms that typically rely on ICT infrastructure, such as banks, have managed to survive and grow.

10.1.4 Challenges

One of the biggest constraints to expanding telecommunications infrastructure in Sierra Leone is
the limited extent of the electricity grid, which is in short supply. These areas lack electricity or
fixed phone services and are completely disconnected the rest of the country. Even in major
cities, the provision of internet bandwidth is limited, expensive and largely unavailable. The
fixed line network is old and outdated and incapable of supporting high-speed broadband
connectivity. Given the number of subscriptions for both mobile and land phones, and the small
percentage of people using the Internet; it would be quite a challenge to make the case that if
relaxed, ICT can bring about accelerated private sector and thus economic growth in this
country. The usage data just does not support that reality. However, a case can be made that
over the years, if ICT constraints are mitigated, we could see an exponential increase in the
percentage of users in the country and which may be a catalyst for private sector and economic
growth.

The regulatory environment surrounding ICT is fairly new, and it lacks resources and
institutional capacity. Existing policies are seen as inhibiting the efficient development of the
sector, including increased license and regulatory fess, a service tax and the lack of stable
electricity for powering ICT equipment. This weak supporting environment adds to the costs of
firms implementing ICT.

In conclusion, while it is true that several gains have been made in the ITC environment,
particularly as it relates to the mobile sector, Sierra Leone still seems to be below her
comparators as the data indicates. Sierra Leone has a low level of both internet and landline
subscribers. Based on the available data, it does not appear that the state of the information and
telecommunications sector is a direct binding constraint to economic growth in Sierra Leone.

10.2 Water and Sanitation

10.2.1 Introduction

Sierra Leone is naturally blessed with an abundance of water, yet paradoxically, water scarcity
and a grossly inadequate sanitation infrastructure threatens the health of most Sierra Leoneans.
Although Sierra Leone is a water abundant country as shown in Figure 10-19, the system of
water supply and sanitation is in disarray and cannot meet the mounting pressures of a rapidly
growing urban population, much less expanding coverage to rural areas. Only 1 percent of the
rural population have access to pipe borne water. Improved water supply is only available to
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about a third of the rural population and urban water supply systems are also wrought by
numerous problems and deteriorating infrastructure. A lot of resources have to be put in and
efforts made for Sierra Leone to significantly improve access to drinking water and as well as its

sanitation.
Figure 10-19 Abundance of water resources!? in the country
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Source: AICD Interactive Infrastructure Atlas for Sierra Leone downloadable from
http://www.infrastructureafrica.org/library/doc/770/sierra-leone-interactive-infrastructure-atlas

Sierra Leone is endowed with abundant water resource; however the availability of safe drinking
water is limited. The data shows that a greater proportion of people living in rural areas do not
have access to safe drinking water. The extent to which this impedes economic growth may not

17 This includes combined surface and ground water
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be immediately obvious, but the data shows that it could be an important constraint, especially
when coupled with the sanitation issues, which we will also address later in this chapter.

Guma Valley Water Company supplies water to Freetown drawn mainly from the Guma Dam.
This is complemented by ground water resources. Sierra Leone Water Company (SALWACO)
provides water to six urban areas in the provinces. Nonetheless, as identified earlier, it is
estimated that more than two thirds of the rural population have no access to safe drinking water.
To enable them to have some adequate supply, the rural population circumvents the constraint of
the lack of potable water by developing practices that are not conducive to a healthy lifestyle.
For example, wells that are not protected become one of the primary means by which they fetch
water. Some of them, similarly, get their supply from unprotected surface water. It is no wonder
that water-borne diseases such as cholera, E. coli, fecal coli, and other agents of disease abound.
Such diseases cause annual illnesses that may account for lost productivity and many times loss
of lives as they can be fatal, as evidenced by the cholera outbreak in 2012.

10.2.2 Water Conditions

The source of water to be used depends on a number of factors, namely, distance from the
community, water yield, vulnerability to natural hazards, quality, quantity and cost of
development, and treatment and operation of water (Pedley, Pond & Joyce 2011).
WHO/UNICEF Joint Monitoring Programme on Water Supply and Sanitation recommends that
a drinking-water source should be less than one kilometre away from its place of use. In
identifying the source of water, the process takes into consideration the needs of low income
people because they are prone to risks like infectious diarrheal disease, cholera and typhoid
diseases from inadequate water supply (Pedley, Pond & Joyce 2011).

Figure 10-20 shows the distribution of the population by source of drinking water. The
population using improved sources of drinking water is defined as members of households using
water supplied through one of the following ways: piped water (into dwelling, compound, yard
or plot), public tap/standpipe, tube well/borehole, protected dug well, protected spring, and
rainwater collection. Bottled water is considered as an improved water source only if the
household is using it as an improved water source for other purposes, such as hand washing and
cooking.

179



Figure 10-20 Household Sources of Drinking Water (% of Population) 2011
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From Figure 10-20, protected dug well, tube well/borehole, and public tap form the most
common sources of water for the population of Sierra Leone. Water piped into dwelling houses
which is the most desired form of water access is however the least source of water as only 1
percent of the population has such facilities. This may be due to its high cost, which cannot be
afforded by the vast majority of poor people.

Figure 10-21 Sources of Water used for other activities
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Demand for Water

Sierra Leone is blessed with abundance of water; however, the distribution of water to
households for drinking and other household purposes is poor. Added to this is the need for
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agricultural production and the growing agro-based industry and manufacturing sectors. There is
need to allocate water rights amongst competing sectors in order to maximize their development
impact. The demand for water could be looked at in terms of access, water insufficiencies and
cost. The following sub-sections provide a detailed analysis of this situation in Sierra Leone.

Access to Safe Water

While the water supply coverage rates in Table 10-10 shows stark differences in improved water
and sanitation services to rural versus urban populations, the country overall as compared to
other countries in the sub region still has some serious water issues that can pose a constraint to
economic growth. Sierra Leone has the least overall percentage (11%) of people with access to
sanitation facilities which is lower than the average for the sub region. This means in Sierra
Leone for every 10 Sierra Leoneans, only 1 of them has access to sanitation facilities. However,
looking at both rural and urban areas, 6% of people living in rural areas have access to improved
sanitation whereas 23% have such access in urban areas. The situation is much improved when
we look at the percent of the population with access to improved water in urban areas (87%).
However, the situation is poor in the rural area (35%). Compared to other countries, Sierra Leone
is still among the worst performing countries in the sub region.

Table 10-10 Water and Sanitation infrastructure in Sierra Leone and Comparator Countries (2010)

% of Rural Po % of Urban Po
) P ) P % of Urban Pop

with Access to with Access to % of Rural Pop with .
. ) . with improved
improved improved improved Water
S — Water
Sanitation Sanitation
Sierra Leone 6 23 35 87
Guinea 11 32 65 90
Liberia 7 29 60 88
Gambia 65 70 85 92
Malawi 51 49 80 95
Pakistan 34 72 89 96
Ethiopia 19 29 34 97
Rwanda 56 52 63 76
Ghana 8 19 80 91
Bangladesh 55 57 80 85

Source: World Development Indicators, 2012.

Table 10-11 reveals that progress is slowly being made to deliver service up country. In fact
according to the World Governance Indicators of the World Bank, the percentage of rural
population with access to safe drinking water has been slowly inching up from 32% in 2003 to
35% in 2010.
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Table 10-11 Trends in Access to Safe Drinking Water
2005 ‘ 2006 2007 2008 2009

Bo 8% 9.5% 12% 13% 15-20%
Kenema 20% 25% 28% 33% 35-40%
Makeni 13% 16,5% 25% 30% 25-30%
Lungi 4% 6% 7% 8% 10-15%
Kono - - - - 0%
Kabala - - - - 0%

Source: Water Year Source: PRSPII Progress Report.

To have an understanding of the distribution of access to safe drinking water, Figure 10-22
below shows the percent of the population with such access based on the location of the

population, i.e. rural and urban.

Figure 10-22
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Figure 10-22 above shows that between 2004 and 2010, access to improved drinking water
improved for people residing in urban areas, whereas it declined for rural communities. We also
note that about 80 percent of the population in rural areas had no access to improved drinking
water in 2008. This is completely the opposite of what pertains in the urban areas, wherein about

Source: World Bank, AfDB, WHO & UNICEF

75 percent of the population had access to improved drinking water.
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Figure 10-23 Access to Safe Drinking Water (% of Rural Population) Comparator Countries
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Figure 10-24 Access to Safe Drinking Water (% of Urban Population) Comparator Countries
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Figure 10-23 and Figure 10-24 show the proportion of the population with access to improved
drinking water for Sierra Leone and comparator countries for both rural and urban areas. In
almost all comparator countries, access to safe drinking water is skewed in favour of urban areas
than rural areas. On access to safe drinking water in rural areas, Sierra Leone and Ethiopia are
the worst performers. One of the reasons for the poor availability of safe drinking water in rural
areas is the inefficiency of the institution (SALWACO) charged with the responsibility of
providing water to the rural areas, lack of maintenance, corruption and lack of funding. For
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urban areas, the access rate improved greatly. Overall, it seems like all countries are at 80
percent or above. It shows that all countries have been improving their access to safe drinking
water in urban areas.

Water Insufficiencies

According to the World Business Council for Sustainable Development, water stress applies to
situations where there is not enough water for all uses, whether agricultural, industrial or
domestic. When annual per capita renewable freshwater availability is less than 1,700 cubic
meters, countries begin to experience periodic or regular water stress, which can impede
economic and human activities that rely on water. However, in a situation where freshwater
availability is below 1,000 cubic meters, water scarcity distorts economic development, human
health and wellbeing. At current trends, Sierra Leone has over 30,000 cubic meters per capita per
year of renewable water resources, one of the highest in Sub-Saharan Africa, yet still a good
number of the population do not have access to safe drinking water. The infrastructure to
support the availability of safe drinking water to the population is poor and inadequate. The state
of infrastructure will determine whether Sierra Leone can tap into the abundant supply.

Figure 10-25 Number of water insufficiencies in a typical month
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Figure 10-25 shows the number of water insufficiencies (shortages) in a typical month for Sierra
Leone and her comparator countries. The water insufficiencies show the number of shortages
coupled with the availability and access to safe drinking water. One notes that that Sierra Leone
is doing worse than the SSA average, but better than Guinea, Ghana and Bangladesh.
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10.2.3 Cost of Water

Knowing the percent of the population without access to improved water and sanitation, it is
necessary to know the cost of time lost and the cost of the water. Average Time to Collect Water
shows the average time to collect water. On average, it takes about 32 minutes a day to fetch
drinking water, but at the same time it takes on average 53 minutes a day to collect water for
other uses. On the whole, it takes about 83 minutes a day to collect water for all uses of water.

Table 10-12 Average Time to Collect Water

Average time to collect (minutes/day)
Source of water

Drinking water Other water All water*

Piped into Dwelling 9.0 16.5 29.3
Piped into yard 27.0 30.2 58.5
Public tap 35.9 56.3 92.0
Tube Well/Borehole 19.1 38.1 54.5
Protected Dug Well 22.3 47.6 65.1
Unprotected Dug 40.1 51.8 98.5
Protected Spring 31.7 63.4 87.2
Unprotected Spring 60.8 81.0 137.4
Rain Water 115 111 96.8
Tanker-truck 54.0 4.0 186.8
With Small Cart 28.0 13.8 49.6
Surface Water 40.5 58.9 98.5
Bottled Water 30.0 48.5 108.0
Sachet Water 17.2 25.2 117.2
River/Stream 44.2 59.7 122.7
Other 19.7 26.6 97.1
Average 31.99 52.72 82.93
Yearly Average Time(Mins) 11,677.69 19,243.37 30,270.39
Yearly Average (Hours) 194.63 320.72 504.51
Yearly Time (Days) 8.11 13.36 21.02

Source: Author’s calculations from 2011 SLIHS
*Columns 2 & 3 do not add up because some people do not use the same source for drinking as for other uses.

On a yearly basis, people spend about 195 hours (about 8 days lost) to collect drinking water and
about 321 hours (about 13 days lost) to collect water for other uses. In total, people lose about 21
days to collect water for water related uses per year. This implies people spend a lot of time to
collect water for drinking and other uses. It is also important to consider that women and girls are
more likely to spend their active time doing this type of activity than men and boys. In cases
where the time needed to fetch water impedes school attendance, girls may lose out on learning
because of their duties for fetching water for the household. In terms of the cost argument, where
households are poor, women and children carry the brunt of the burden to secure water as
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opposed to paying for the resource. That contribution in terms of effort and financial savings to
the household budget is not necessarily counted against family incomes, although it underpins
the economic contribution of women and girls to family sustenance.

Additionally, households also pay for water for drinking and other uses. Table 10-13 below
shows how much households pay on average.

Table 10-13 Cost of Water

Cost of water
Source of water

SLL/mo SLL/year 2011 USD 2011 PPP
Piped into Dwelling 7,456 89,469 S 20.57 48.25
Piped into yard 27,468 329,617 S 75.79 177.77
Public tap 21,299 255,591 S 58.77 137.85
Tube Well/Borehole 12,321 147,849 S 34.00 79.74
Protected Dug Well 15,135 181,618 S 41.76 97.95
Unprotected Dug 12,024 144,282 S 33.18 77.81
Protected Spring 26,119 313,422 $ 7207 169.04
Unprotected Spring 3,000 36,000 S 828 19.42
Rain Water 20,000 240,000 S 55.18 129.44
Tanker-truck 800 S - -
With Small Cart 60,000 720,000 $ 165.55 388.31
Surface Water 39,734 S - :
Bottled Water 17,500 210,000 S 48.29 113.26
Sachet Water 30,304 363,646 S 83.61 196.12
River/Stream 123 1,473 S 034 0.79
Other 97 1,166 S 0.27 0.63
Average 23,999 287,985 $ 66.22 155.32
Total Households 857,143
Total Cost 20.57 Billion | 246.84 Billion $56.76 Million | 133.13 Million

Source: Author’s calculations from 2011 SLIHS

Households spent an equivalent of 1.96 percent of GDP in 2011 just to get water. The total
number of productive days lost as a result of fetching water (21 days), is equivalent to about 5.75
percent of GDP. From Table 10-13, it is evident that households spend a lot of money to obtain
water - $66.22 per year ($155.32 PPP). This alludes to the fact that the shadow price of water is
high. The total annual money spent by households to obtain water for domestic and other uses
amount to $56,760,000.
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Growth Impact of Water

An investment in water in terms of costs averted and productivity gained can lead to a higher
return. However, the returns are different between developing and developed countries. A US$1
investment can give a rate of return equivalent to US$ 2.786 and US$ 5.975 for developed and
developing countries respectively. The higher rate of return in developing countries is related to
the potential to significantly decrease mortality rates (WHO 2010, World Water Day Factsheet).

In terms of water interventions, a recent WHO report indicates that a US$1 invested in household
water will lead to a benefit of US$60. To further have a look at the relationship between changes
in improved water sources and investment, Figure 10-26 below shows this relationship. We note
here a positive relationship exists between changes in improved water resources and investment,
although it is somewhat weak.

Figure 10-26 Access to improved water and investment

y =0.5422x - 13.591
R?=0.3911

2

* ¢ 2010
¢ 2002 ® 2006

V'S L g

o
[a]
(V)
Y
o
g
-
c
(]
£
=
w
(Y]
>
£

49 50 51 52 53 54

% of Population with Access to Improved Water

Source: World Development Indicators, 2012

10.2.4 Sanitation

Sierra Leone’s poor health indicators especially maternal and child mortality rates are as a result
of the lack of sanitary facilities. There is consequently a high presence of E. coli, fecal coli and
other pathogens unfit for human consumption. An estimated 11 percent of the population have
access to septic tanks while 76 percent use pit latrines (AfDB 2011). Untreated sewage is
discharged into the ocean leading to coastal pollution. Broader gains in quality of water and
sanitation services should decrease morbidity, increase longevity, reduce the burden of diseases,
and increase household’s disposable income. Both the World Bank and AfDB have made water
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supply and sanitation a priority within their programs, and they plan to help the GOSL
implement a new sector strategy. The Three Towns Water Supply and Sanitation Project will
improve access to drinking water for up-country urban populations while the Rural Water Supply
and Sanitation Project that kicked off in 2011 is supposed to improve access to water supply and
sanitation services for the rural population.

An improved sanitation facility is one that hygienically separates human excreta from human
contact through the use of flush toilet, connection to a piped sewer system, connection to a septic
system, flush / pour-flush to a pit latrine, ventilated improved pit (VIP) latrine or composting
toilet.

The government of Sierra Leone in her Agenda for Prosperity (2013) has set new ambitious
water and sanitation targets to be 74 percent and 65 percent access by the population respectively
by 2015. The first conference on water and sanitation was held in 2013 to develop policies as to
how these targets can be achievable. To ensure that government meets her target, it has set up
the following sanitation objectives: ensuring a sustainable development of sanitation service
within an effective legal and institutional framework; improving sanitation facilities in both rural
and urban communities through coordinated approaches like Community Led Total Sanitation
(CLTS); to gradually change government’s role from major service provider to that of
coordinator and policy formulator; and to promote and scale up the CLTS and the Open
Defecation Free (ODF) concept (Government of Sierra Leone 2008).

In 2008, Sierra Leone initiated a Community Led Total Sanitation (CLTS) with the sole
objective of stirring up communities to take active steps in changing their sanitation practices.
About 33 percent out of over 3000 communities have been declared Open Defecation Free (
(Community Led Total Sanitation n.d.). By 2012, a target of 50 percent of the entire country was
declared to be Open Defecation Free. National and district task forces were set up to serve as a
forum for advocacy, quality implementation, dissemination of CLTS to catchment communities
and the promotion of hygiene.

Demand for Sanitation facilities

The demand for sanitation takes into consideration the issue of access to improved sanitation
including open defecation.
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Access to Improved Sanitation

Figure 10-27 shows the proportion of the population with access to improved sanitation'®. Over
90 percent of the rural population for the period under review do not have access to improved
sanitation facilities. The urban population, albeit also having poor water and sanitation facilities,
is far better than those in the rural areas.

Figure 10-27 Access to Improved Sanitation (% of Population) Sierra Leone
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Figure 10-28 Improved Sanitation Facilities (% of Population with Access)
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¥Improved sanitation according to JMP refers to the use of the following; flush toilet, connection to a piped sewer

system, flush/pour flush to a pit latrine, compositing toilet, VIP latrine.
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Comparing Sierra Leone with the comparator countries, we note from Figure 10-28 that the
Gambia and Malawi have been doing well as over 50 percent of the population has access to
improved sanitation facilities. However, the other four countries show a rather abysmal
performance wherein on average less than 20 percent of the entire population has access to
improved sanitation facilities. This shows that Sierra Leone’s performance has been poor
because three quarters of the population lack this vital facility. Sierra Leone seems to be almost
at par with Guinea, Liberia and Niger. For Sierra Leone, according to the Joint Monetary
Programme (UNICEF and WHO 2012), improved sanitation coverage for 2008 stood at 13
percent (24% in urban areas and 6% in rural areas) excluding those accessing shared facilities.

Figure 10-29 Open Defecation (% of Population)
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Figure 10-29 shows the percent of the population engaged in open defecation by location for
comparator countries. We note that the issue of defecation is not that alarming for Sierra Leone
as compared to some comparators, although it is worse than some others. There is vast difference
between urban dwellers and rural people in all the comparators. For Sierra Leone, defecation is
about 9 percent and 39 percent of urban and rural dwellers respectively. This shows the vast
disparity between rural and urban areas in sanitation.

Cost of Sanitation
Poor sanitation and hygiene amongst the Sierra Leonean population has contributed immensely

to its high mortality rates especially child, infant and maternal (UNICEF 2008). The cost of
sanitation looks at the average health expenditure and incidence of water-borne and water-
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related" diseases. Table 10-14 presents average health expenditures per household including

expenditures on water related diseases.

Table 10-14
District
Kailahun
Kenema

Kono

Bombali
Kambia
Koinadugu
Port Loko
Tonkilili

Bo

Bonthe
Moyamba
Pujehun
Western other
Western urban
Total

Rural
92,939
195,219
94,314
61,621
118,124
65,478
174,735
196,277
290,919
237,453
164,578
130,395
472,475

131,591

Urban
36,410
98,953
213,900
99,583
290,000
78,567
788,016
256,269
186,727

139,439
65,000
100,274
641,766
300,261

Health expenditures on water-borne diseases
Health expenditures on water-related diseases

Source: SLIHS 2011 and Author’s calculations

Average health expenditures per household, 2011

Total
79,377
122,190
184,003
81,466
127,436
66,789
434,915
203,972
223,186
237,453
157,730
129,098
312,377
641,766
207,644

Total (2011 USD)

L7 A Vo SRE VoRRE VoulE Vo iRk Vo SRE Vo SE Vo SR Vo llE Vo L Vo SRR Vo SRE Vo SRR Vo SR Vo 8

$24.70

18.25
28.10
42.31
18.73
29.30
15.36
100.00
46.90
51.32
54.60
36.27
29.68
71.83
147.56
47.74

$4.76

From Table 10-14 above, we see that 10 percent of total household health expenditure is on water -
borne diseases. However, health expenditure on water-related diseases is about 50 percent of the
average household health expenditure. This shows that water and sanitation related diseases
accounts for about 61.7 percent of total average health expenditure. However,

Table 10-510-15 gives a clearer picture of the incidence of disease especially water borne and water

related.

Water related diseases according to the WHO are diseases caused by insects that feed or breed in water for

example diseases like schistosomiasis, malaria, micro organism etc.
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Table 10-15 Incidence of Diseases

Disease Water-borne? Water-related?
Cholera 1.34 1.77 1.49 Yes yes
Malaria 40.65 43.64 41.71 No yes
Typhoid 3.53 6.98 4.75 Yes yes
Hypertension 0.77 1.74 1.12 No no
Common cold 18.55 13.71 16.84 No no
STI 0.06 0.11 0.08 No no

TB 0.08 0.08 0.08 No no
Headache 16.47 11.93 14.86 Uncertain uncertain
Diabetes 0.15 0.25 0.18 No no
Diarrhoea 1.70 1.17 1.51 Yes yes
Guinea Worm 0.50 0.54 0.51 Yes yes
Dysentry 1.84 1.46 1.71 Yes yes
Skin infection 1.28 0.74 1.08 Uncertain uncertain
Eye infection 0.89 0.52 0.76 Uncertain uncertain
River Blindness 0.07 0.01 0.05 No yes
Other 12.13 15.34 13.27 Uncertain uncertain
Total 100.00 100.00 100.00 9.97 51.73

Source: Author’s calculations using 2011 SLIHS

Table 10-16 Wages Lost due to Water Borne and Water Related Illnesses

Indicator Cost per Person/per Year  Total Cost/per Year
Wages Lost to illness/person/year $1.42 $1,758,864.66
Wages lost to water-borne disease/person/year $0.14 $175,358.81
Wages lost to water-related illness/person/year $0.73 $909,860.69

Source: Statistics Sierra Leone 2011 and authors’ own calculation

Table 10-16 present estimates of the amount of wages lost due to water related illnesses. We note
from this table that the amount of wages lost as a result of illness is fairly high. However, when
placed in context with respect to water-borne and water-related diseases, we find that wages lost
amounts to 10 percent and 50 percent respectively of total wages.

Growth effect of Sanitation

Available data for the cost of water borne diseases is hard to come by. However, the
unavailability of good drinking water and sanitation leads to high incidence of water borne and
water related diseases. The most common and deadly amongst these diseases is diarrhea, a
leading killer of children in Sub-Saharan Africa wherein a baby is about 520 times more likely to
die from diarrhoea than their counterparts in Europe. In Africa, about 40 percent of the
population lacks good drinking water — hence the high incidence of water borne and water
related diseases. Improving access to clean water and sanitation would dramatically reduce
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illness and death in poor countries: a clean water supply reduces diarrhoea-related death by 25
percent, while improved sanitation reduces it by 32 percent (AMREF USA n.d.). As shown in
Figure 10-30, Sierra Leone’s under-5 mortality rate has declined as access to improved water and
sanitation facilities have increased.

Figure 10-30 Child mortality and access to water and sanitation
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Benchmarked Water and Sanitation Indicators

Table 10-17 below presents benchmarked water and sanitation indicators for Sierra Leone and
averages for fragile states and low income countries.

Table 10-17 Benchmarking water and sanitation indicators

Fragile Sierra Leone Low Income
States Countries
Unit Mid 2000s Mid 2000s 2007-08 Mid 2000s
Access to piped water % pop 17.9 11.3 7.6 9.3
Access to stand posts % pop 9.4 16.3 13.7 17.1
Access to wells/boreholes %pop 54.5 44.3 49.8 39.3
Access to surface water % pop 18.1 28.1 28.3 34.2
Access to septic tanks % pop 11.2 6 3 4.7
Access to improved latrines % pop 29 16 8 18.3
Access to traditional latrines %pop 36.8 55 64 38.5
Open defecation % pop 23.1 23 24 38.3
Domestic water consumption litres/ 29.6 40 50.9
capita/day
Revenue collection % sales 94.6 77 94.1
Distribution losses % production 31.5 40 34.8
Cost recovery % total costs 57.2 61.4 89.5
Operating Cost recovery % operating 80.1 85.8 125.2
costs
Total hidden costs as % of % 169 29 67
revenue
Sierra Leone Other Developing
2007 Regions
Average effective tariff U.S. cents per 2.0 3.0-60.0

m3

Source: AICD water supply and sanitation database downloadable from
http://www.infrastructureafrica.org/aicd/tools/data.

Access figures calculated by AICD using data from the 2000 Multiple Indicators Cluster Survey as published by the
JMP in March 2010 and the2008 Demographic and Health Survey

Note: A country is considered non- scarce water resources is the renewable internal freshwater resources per capita
is greater than 3,000 mm Domestic water consumption, revenue collection, distributional losses, cost recovery, and
total hidden costs only reflect the values for GWVC as there is not data available for SALWACO

— = data not available.
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10.2.5 Challenges

Not much improvement has been made as regards access to improved water and sanitation in the
period under review. This situation has worsened over the years. Access to the safest forms of
water and sanitation declined over the years, especially during the war period when almost all
water infrastructures were destroyed. This has worsened the sanitation situation, as majority of
the population cannot afford hygienic drinking water. Between 2000 and 2010, access to pipe-
borne water decreased whereas access to boreholes and wells increased. This was the same for
rural provincial areas, urban areas and the capital, as most communities dug wells/boreholes as
major source of drinking water. Within the same period, it is likely that a good proportion of the
population have moved away from using septic tanks and improved latrines to shared latrines, a
factor which has contributed to the high infant mortality rate in the country.

In terms of access to improved drinking water and sanitation facilities, there is a vast disparity
between the urban and rural areas. People living in urban areas are about twice as likely to have
access to improved drinking water as their counterparts living in rural areas. It is even worse
when hygiene is taken into consideration. People living in rural areas are about three times worse
off with regard to improved sanitation facilities than those living in urban areas. According to the
Africa Infrastructure Country Diagnostic (AICD) report (2011) for Sierra Leone, whereas 20
percent of people living in urban areas have access to piped water, only 1 percent of rural
population have access to piped water; flush toilets are used by about 10 percent of the
population in urban areas and virtually non - existent in rural areas; and improved latrines are
used by about 12 percent of the population in urban areas whereas in the rural areas only 6
percent of the population use such facilities.

The poor performance of the utility companies has also rendered such facilities unavailable and
insufficient. GVWC is responsible for providing water to Freetown and its environs. However, it
is in a poor state and faced with enormous challenges. For instance, government budgetary
allocation to the sector is minimal, and as a result the company finds it challenging to meet its
demands. In addition, some of the challenges that the company faces include poor revenue
collection/generation mechanism, high wastage in the system, and under-pricing. According to
Pushak and Foster (2011), GVWC recovers only 85 percent of its operational costs and 61
percent of its total costs, and the combination of technical losses (40 percent of production),
under-pricing and collection inefficiencies results in hidden costs equalling 300 percent of
revenues. The Sierra Leone Water Company (SALWACO) is the entity responsible for providing
water to the provinces. Similarly, it is also faced with her own problems namely over reliance on
donor funding; no mechanism for revenue collection/generation and low budgetary allocations.

All of these explain why water is a major issue in Sierra Leone, as a major part of the population
cannot afford improved drinking water; partly leading to the high mortality rates in the country.
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The paradox is that Sierra Leone is blessed with enormous water resources, but yet still her
people continue to suffer from lack of improved drinking water due to poor infrastructure and
institutional performance.

10.2.6 Conclusion

From the analysis above it is clear that the cost of water and the time spent to fetch water is high.
This implies the shadow price for water is high. Households spend about $66.22 per year
($155.32 PPP) to get water for household and other uses. In terms of the impact of such cost on
growth, we see that an equivalent of about 1.96 percent of GDP in 2011 was spent on getting
water for household use. In terms of productive days, about 21 days is lost annually fetching
water. Sierra Leone has one of the lowest percentages with access to improved water and among
the highest with water insufficiencies in a typical month among the comparators.

With regards to sanitation, Sierra Leone is the second-to-last country vis-a-vis access to
improved sanitation facilities, and the third highest among the comparators vis-a-vis population
engaged in open defecation. Health expenditure on water borne diseases is about 10 percent of
total household health expenditure.

The key conclusion here is that the shadow price for water and sanitation is high. On the growth
impact of water, a recent WHO report suggests that a $1 investment in household water
interventions can lead to a benefit of up to US$60. Each dollar invested will yield a rate of return
of about US$ 2.786 for developing countries (WHO, 2010). On the growth test for sanitation, a
baby in Sub-Saharan Africa is almost 520 times more likely to die from diarrhoea than one born
in Europe. An improved access to clean drinking water will reduce illness and morbidity;
diarrhoea-related death will be reduced by 25 percent, while improved sanitation by 32 percent
(AMREF USA n.d.).

10.3 Irrigation

According to the Food and Agriculture Organization (FAQO), Sierra Leone’s irrigation potential
by virtue of its supply of water was estimated at 807,000 ha in 1981. Sierra Leone covers 7.23
million ha of which 5.4 million ha are potentially cultivable. The breakdown of cultivable land
into upland and lowland is given in Figure 10-30. It shows the relative importance of the four
classes of lowlands, with a total area of 1.165 million ha: inland valley swamps (IVS), bolilands
which are drainage depressions, mangroves in the coastal tidal zone, and annually flooded
riverine grasslands. It should be noted, however, that these 1.165 million ha correspond to the
total area of lowlands. Lowland suitable for development is about 807,000 ha, corresponding to
the above irrigation potential, leaving aside environmental aspects. Sierra Leone’s climate
provides two distinct seasons: a dry season from December to March and a rainy season from
April to November. Its total rainfall averages about 3,000 mm annually for the country. The
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country has nine major and three minor perennial rivers that can be used for irrigation during the
dry season, but are currently not utilized.

Figure 10-30 Irrigation Potential (Comparator Countries)
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Crop production is the main sub-sector as it contributes about three-quarters of agricultural value
added, with rice holding the dominant position. Sierra Leone is mainly a rain-fed agricultural
country, a status facilitated by its abundant water resources. Whereas 807,000 hectares which is
around 11 percent of the country‘s area are physically suitable for irrigation, only 29,360
hectares are equipped for irrigation, equivalent to less than 5 percent of the cultivable land in
Sierra Leone. As seen in the figure above the area proposed to be irrigated to bolster agricultural
activity is quite high when compared to other countries.

According to the African Development Bank, Sierra Leone can become a major supplier of rice
within ECOWAS if additional irrigation infrastructure enabled three crops a year in inland valley
swamp zones (ADB 2011). Thus, a serious limiting factor to productivity in the agricultural
sector is the lack of irrigation infrastructure, which confines production to one harvest per year
instead of three. If a farmer wants to farm beyond the wet season, it would mean added labour to
utilize traditional methods like water canals, and this does not increase productivity much. While
this sounds like a legitimate impediment with regard to harvest under-productivity, it does not
necessarily indicate a binding constraint. The country’s natural endowment in water resources
shows that, with investment, the current situation of low agricultural productivity could be
greatly enhanced. Expanded investment in irrigation systems would enable Sierra Leone to tap
into its comparative advantage especially in rice production and become a major exporter and
supplier to neighbouring countries. In spite of this potential, irrigation cannot be classified as a
binding constraint to economic growth.
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10.4 Roads

Sierra Leone’s road sector represents about 85 percent of the country’s transport system.
Approximately 95 percent of the inland transport of passengers and goods are carried out on
roads (Road Safety Management Capacity Report, World Bank 2011). Generally, the roads fall
into four categories:

Primary Roads: these roads also known as Class ‘A’ roads link major towns and cities across the

country and form the central spine of the road network;

Secondary Roads: these are also known as Class ‘B’ roads and link the major urban cities and

towns with other meso-level towns, trade centres and settlements;

Feeder Roads: these connect small and medium sized villages and settlements with Class ‘A’
and/or Class ‘B’ roads, depending on the level of proximity. This category of roads is important
for the movement of goods and persons from major agricultural, fishing and artisanal mining
areas to urban commercial centres;

Urban Roads: these comprise of road networks within urban cities and towns in all the districts
of the country;

Others: this set of roads comprises of all other roads, and tracks that are not classified into any of
the above categories. It includes private access roads and rural connecting tracks.

Sierra Leone has a public road network of approximately 11,700 km of which about 8,700 km
are functionally classified in the national road system. Approximately 3,000 km consist of local,
urban and other unclassified roads and tracks. The Government, between 2008 and 2012,
increased public investments in infrastructure, with the road network being a principal target for
improvement. This public investment programme targeted over 250 km of the national core road
network including over 40 km of urban roads for improvement, such as routine maintenance and
bitumen paving. The investments increased the total percentage of bitumen-paved roads in Sierra
Leone from 2.6 percent in 2009 to approximately 9 percent in 2011. The national average road
density is 0.16 km per km? or 2.35 km per 1,000 inhabitants (Sierra Leone Roads Authority
2011).

10.4.1 Road Network Quality
The quality of a country’s road network is important for many reasons; a critical function of a

good road network is that it reduces the ‘distance’—travel time, cost of connecting people to
markets, and cost of access to services and knowledge. While new and innovative means of
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communication and information sharing reduces the need for physical movements, a good and
reliable road transport network is imperative for flow of labour and tangible goods.

The quality of a road transport network is measured by a number of indicators; some of which
include: (i) proportion of paved roads, as a percent of the total roads network; (ii) rural
accessibility, which is measured by the percentage of the rural population that is within 2 km of
an ‘all-season’ road; and (iii) average traffic levels. In addition, regular maintenance is necessary
to preserve road conditions. A number of international development organizations have
established indices that score and rank road infrastructure levels of countries, based on the stock
and quality of the road networks. The following sections will analyse Sierra Leone’s road
conditions in terms of these indicators as well as in comparison with other countries.

10.4.2 Road Pavement Conditions

The pavement levels of the national road network remains at low levels, both in absolute level
terms as well as compared to other countries. An estimated 925km out of a total Class ‘A’
network of 2,332km is paved. This is evident by the fact that the roads linking the capital city of
Freetown to 7 out of the 12 provincial districts are paved. Table 10-18 summarizes network
classifications, indicating the share of the total network that has bitumen paving.

Table 10-18 Road pavement in Sierra Leone
Total Length Length Paved Share of Category Share of Total
Category of Roads (Km) (Km) Paved (%) Paved (%)
Class 'A' Roads 2,332 925 39.67% 7.91%
Class 'B' Roads 2,091 46 2.20% 0.39%
Feeder Roads 4,277 - 0.00% 0.00%
Urban Roads 3,000 80 2.67% 0.68%
All Categories 11,700 1,051 8.98% 8.98%

Source: Sierra Leone Roads Authority 2011

While the above analysis shows that about 40 percent of the total Class ‘A’ network in the
country is paved, the statistics should be understood in a wider context. It also shows that this
amounts to only about 9 percent of the total road network in the country. Figure 10-31 shows that
over 88 percent of a total of 1,051 km of all bitumen paved roads in the country are Class ‘A’
roads.
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Figure 10-31 Distribution of Paved Roads as Percentage of Total Road Network
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The level of Sierra Leone’s road infrastructure can better be analysed when compared to other
countries that are at similar levels of development.

Figure 10-32 shows Sierra Leone with comparator countries. It shows that except for its
neighbour Liberia, Sierra Leone’s ratio of paved roads to its total road network is amongst the
lowest.

Figure 10-32 Ratio of Paved to Total Roads (%) 2009
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Table 10-19 provides a summary analysis of various indicators of Sierra Leone’s road
infrastructure compared to Low Income Fragile Countries (LIFCs), Resource Rich Countries
(RRCs) and Middle Income Countries (MICs). Compared to LIFCs, Sierra Leone has a similar
road density, but a lower percentage of the rural population lives within 2 km of an all season
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road, indicating lower accessibility. Although only 9 percent of all roads are paved, 60 percent
of the main road network is in good or fair condition, and 52 of the rural road network is in good
or fair condition, which is on par with LIFCs.

In enterprise surveys, 30 percent of firms identified perceived transport quality as a major
business constraint, which is also near the LIFC average. However, the percentage of paved
primary roads with low traffic is much higher than in LIFCs at 69 percent. Although the chart
refers to this as “over-engineering,” it could also suggest that demand for road travel is more
suppressed in Sierra Leone than other countries, resulting in low traffic. However, it should be
noted that low traffic does not always equal low demand for roads. Perhaps traffic is low
because of the low accessibility of the rural population, or perhaps there are other underlying
economic factors that reduce vehicle traffic.

Table 10-19 Sierra Leone Road Indicators benchmarked against Africa’s Low Income Fragile, Resources Rich
and Middle-income Countries

Indicator Unit LIFCs RRCs  Sierra MiICs
Leone
Classified road network density =~ Km/1000km? of land area 96 98 119 278
Total road network density {a} km/1000 km2 of land area 145 128 126 318
GIS Rural accessibility % of rural pop within 2 km 32 20 21 31
from all season road
Main road network condition {b} = % in good/fair condition 55 68 60 86
Rural road network condition {c} = % in good/fair condition 56 61 52 65
Classified gravel road % of classified roads gravel 27 15 30 20
Primary network over- % of primary network paved 47 15 69 18
engineering with 300 AADT or less
Perceived transport quality {d} % firms identifying 32 27 30 18
transport as major business
constraint

Source: AICD Road Sector Database on 40 Sub-Saharan African Countries accessed June 2010 and SLRTA 2011.
a. Total network includes the classified and estimates of unclassified and urban networks.

b. Main network for most countries is defined as result of adding the primary and secondary networks.

¢. Rural network is generally defined as the tertiary network and does not include the unclassified roads.

d. Source is World Bank—-IFC Enterprise Surveys on 32 Sub-Saharan Africa countries

10.4.3 Road Quality Index

In addition to the conditions of various, the quality of the entire road network is important to
ensure the accessibility of the entire population. The Global Competitiveness Report (2012)
ranked Sierra Leone’s road transport infrastructure 116 out of 144 countries. Except for Guinea,

Sierra Leone’s overall road transport index ranked lowest compared to other countries listed in
Table 10-20.
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Table 10-20 Comparative Analysis of Quality of Roads

Country Quality Ranking: Over

Index 144
Sierra Leone 2.8 116
Ethiopia 4.1 64
Gambia 4.5 51
Ghana 3.5 85
Guinea 2 140
Malawi 3.4 89
Rwanda 5 40
Liberia 3.8 76
Pakistan 3.9 73

Source: Global Competitiveness Report 2012

To further analyse the quality of the road transport infrastructure within a wider context of its
relationship with economic development; we display the relationship between real income level
per capita (2011) and the quality of roads index (2011) for various LICs. A regression line was
fitted on a scatter plot of road infrastructure scores versus GDP per capita. Sierra Leone’s
position in this plot indicates its comparatively weaker infrastructure quality and GDP per capita,
even in a cohort of LICs (

Figure 10-33), although it does not appear to be a significant outlier.

Figure 10-33 Road Infrastructure Quality and GDP Per Capita
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10.4.4 Demand for Roads

Typically, a high demand for roads is associated with high levels of overland movements,
whether due to trade flows or for movement of persons. The movement of vehicles can be
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measured by traffic levels. High average traffic levels, therefore, indicate a high demand for
roads. As mentioned earlier, low traffic levels may not necessarily be associated with a low
demand for roads; it could also be symptomatic of poor road conditions or high fuel costs, which
in turn limits the usage of the infrastructure for movement of goods and persons.

10.4.5 New Vehicle Registration Trends

Recent foreign direct investments in the mining and agribusiness sectors, and the concomitant
logistical and other transport requirements, have led to significant increase in the utilization and
demand for road transport infrastructure especially on class (A) roads. The number of newly-
registered vehicles increased by 49 percent; from 17,795 in 2011 to 26,498 in 2012. This
includes figures for newly-registered buses above 18 passengers which increased by 96 percent,
Lorries with six tyres increasing by 76.7 percent while Lorries with more than six tyres, which
are mainly used for movement of goods, increasing by 124.6 percent. Newly-registered tractors
and trailers increased by almost 200 percent, reflecting increased economic activities in the
agriculture, construction and mining sectors (Road Transport Authority 2012).

10.4.6 Average Traffic Levels

Table 10-21 shows the average traffic levels for classified paved and unpaved roads in Sierra
Leone (2011). As shown Sierra Leone’s traffic levels for paved roads exceeds LIFC average by
about 36 percent. This indicates a high demand for such roads in the country. The traffic levels
for unpaved roads, however, are about 40 percent lower than the LIFC average.

Table 10-21 Sierra Leone Road Indicators benchmarked against Africa’s Low Income Fragile, Resources
Rich and Middle-income Countries

Indicator Unit LIFCs RRCs Sierra Leone MICs
Average Annual Daily Traffic Paved Road Traffic 843 1,408 1,150 2,451
Average Annual Daily Traffic Unpaved Road traffic 55 54 33 107

Source: AICD Road Sector Database on 40 Sub-Saharan African Countries accessed June 2010 and SLRTA 2011.

One hypothesis to explain this is that the utilisation of these roads may be lower because they are
in bad and unusable conditions. Another hypothesis would be that major trade routes, which
generate higher traffic, are more likely to be paved. It is also possible that the lower levels of
traffic are related to the higher levels of poverty in rural areas, where the roads are less likely to
be paved.

10.4.7 Road Network Accessibility

The majority of the rural populations in the country are involved in agricultural activities; this
sector employs about 60 percent of the population and accounts for about 43 percent of GDP.
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However, this population is challenged by the road conditions in the country. As shown in Table
10-200-22 most of the traffic is concentrated in and between Freetown and a few other major
cities and towns. The rural areas face roads that are often unpaved, in bad conditions or
inaccessible. This limits the level economic activities going on in these areas, potentially
constraining growth. As shown in Table 10-22 about 1,131km of roads (approximately 9.6
percent of the total road network) are inaccessible for at least two months (approximately 16
percent) of the year during the peak of the rains.

Table 10-22 Regional disaggregation of periodically inaccessible unpaved roads
Unpaved Road Roads Inaccessible for > 2
Region | Network Length months in the Year
(Km) Length (Km) [Share (%)
North 2,936.86 476.65 16.23%
South 1,422.23 342.33 24.07%
East 1,440.93 311.96 21.65%
Total 5,800.01 1,130.94 19.50%

Source: Sierra Leone Roads Authority 2012

10.4.8 Transportation Costs

One consequence of a weak road infrastructure is high transportation costs. This is because
where the transport infrastructure is good, operating and maintenance costs of vehicles are
expected to be low and vice versa. Figure 10-34 shows comparative analysis of transport costs
for individuals and commercial vehicles20 in Sierra Leone, covering routes that have paved and
unpaved roads. The figures show that individuals experience 2.85 times higher fares per
kilometre for routes that have unpaved roads than those with paved roads. It also shows that it
costs almost twice as much per kilometre to move a 20ft container on a route that has unpaved
roads, compared to those with paved roads. While the movement of persons may not be very
price elastic, the higher cost of moving items to and from rural areas with bad road conditions
may adversely affect overland trade in these areas. This fact could also influence the traffic
levels on secondary and feeder roads, which are only about 0.5 percent paved.

20 Commercial vehicles that transport 20ft Container Equivalent
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Figure 10-34 Transport Costs in US cents per Kilometers
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Figure 10-35 Average Transport Price Global Comparison 2008
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On the average, transport costs per passenger for motor bikes cost about 1.57 times more than
that of using taxis?! and mini-buses in the capital city of Freetown; 1.64 times more in other
provincial towns like Bo; and 2.05 times more for the routes linking towns and villages that are
connected by class B and Class F roads. The higher costs could be attributed economies of scale
in spreading the transport costs among fewer passengers on the motor bike, or perhaps it is
because these bikes can travel roads that are not very accessible by other vehicles, and can travel
faster on these bad roads than the other types of vehicles.

Figure 10-36 compares average transport costs in 2008 for Sierra Leone with those of other
regions. It shows that transport costs were relatively higher in the country than the averages for
East and Central African countries. These costs have gone up dramatically over the past 5 years

2The taxi comparison is made based on more people riding a taxi than a bike.
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due increased demand created by the logistical needs of foreign companies in the mining,
agribusiness and infrastructure sectors.

Figure 10-36 Average Transport Price Global Comparison 2008
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The high cost of transportation in the rural areas (covering secondary and feeder roads) also has
some effect on the competitiveness of locally produced items; even food items. Figure 10-37
shows trends in the prices of imported rice and vegetable oils, as well as those of locally
produced rice and palm oil as recorded in the CPI basket. It shows that the price of locally
produced rice has been consistently higher than imported rice prices, which have other costs like
shipment, customs and other import taxes.

Figure 10-37 Consumer price index of locally produced goods in Sierra Leone
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Figure 10-37 shows that whereas farm-gate prices of, for example, rice are consistently lower
than the price of imported rice, market prices are high. In 2012, the average annual price for
locally produced rice was 4.59 percent higher than imported rice. The margins were particularly
high during the rainy season months of July to September, reaching 9.2 percent. These higher
price margins could partly be due to high transportation costs to get them to urban markets.
Because many of the rice producing areas are close to the borders of Liberia and Guinea, the
products are exported to these countries, sometimes at lower prices than the price of imported
rice in urban areas.

The suppressed demand for roads; the higher transport costs paid by those in rural areas and the
revenues forgone by smallholder farmers who export to the neighbouring countries together
indicate the high shadow price that the economy pays for the bad rural roads.

10.4.9 Growth Impact of Road Improvements

The road transport infrastructure plays a major role in the economy of Sierra Leone, especially in
the area of distribution of agricultural produce and movement of goods and services, including
exports and imports. An analysis of the trend in the movement of dutiable goods across the
border with Guinea, illustrated that the bitumen pavement of the primary road linking Masiaka22
and the Guinea border post, saw a 70 percent increase?® in customs revenues in twelve months of
its completion. This is shown in Figure 10-38. Although Sierra Leone also experienced higher
GDP growth in 2011 and 2012, the rate of growth of customs revenue is far larger.

Figure 10-38 Trend in Customs Revenue Collection on Border Crossing
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Source: Sierra Leone National Revenue Authority 2012

22 This was the nearest point with Bitumen paved road before the road construction project commenced.

BPrior to the construction of this highway, a lot of people were also using sea transportation to travel to Guinea.
Anecdotal evidence have shown that since the construction of the highway, a lot of people have stopped using the
sea and have diverted to using the highway. In addition, since it is the only paved highway crossing to Guinea,
drivers are driving over 200 km to use this highway than the less than 100km roads that are not in good condition.
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The Development Research Group of the World Bank conducted a study in 2007 on “Road
network upgrading and overland trade expansion in sub Saharan Africa”. As shown in Table
10-23 a 14 percent increase in the level of investments on the upgrade of 609 Km of the national
road network saw an increase of 72 percent in volume of trade in Sierra Leone.

Table 10-23 Country Trade Impacts of Road Network Upgrading

ol ___Investments (Mill US$) Change Network Change in
4 Current Upgraded (%) Upgraded (Km) Trade (%)
Guinea 727 165.1 924 2,733 127
Mali 149.9 246.2 96.3 2,077 64
Ethiopia 67.5 115.2 47.7 4,239 69
Sierra Leone 19.5 335 14.0 609 72
Senegal 307.1 473.2 166.1 1964 54
Equatorial Guinea 35.6 526 17.0 109 48
South Africa 2500 60228 35228 8655 141

Source: Development Research Group-World Bank 2007

The proportionate increase in overland trade arising from a given increase in investment in
improved roads was relatively higher for Sierra Leone, than other countries. It demonstrates that
in a wider scheme of things, the potential growth impact per dollar spent or kilometre of road
upgraded could be significantly high in Sierra Leone.

Although cross-border trade may result from improvements to primary roads, secondary and
tertiary roads provide a different set of benefits. Casaburi, Glennerster and Suri (2012) examined
a European Union-sponsored rehabilitation of rural feeder roads in Sierra Leone between 2009
and 2011, and found that the road improvements led to a reduction in the price of rice and gari in
local markets and a 59 percent reduction in transport costs per kilometre. They also found that,
“Market-specific characteristics, both on the demand side (distance from major market centres)
and on the supply side (productivity), significantly affect the magnitude and the direction of the
price effect of improvements in rural road infrastructure” (Casaburi et al 2012). The price
reductions resulting from improved roads were larger for markets that were further away from
large towns. However, the effects of road improvements raised prices in high productivity areas,
suggesting that the improved roads draw traders to areas with greater production. The higher
density of sellers, in turn, results in higher prices in those areas. This study therefore provides
evidence that there are significant efficiency gains from improving road network in Sierra Leone.

However, Casaburi et al also found that search frictions, such imperfect information or existing
business relationships, significantly affect the benefits of rural road improvements. For instance,
if a farmer in Eastern Province has an established relationship with a trader across the border in
Guinea, he may continue to sell to that trader, even if the road to Freetown is good, because it
would cost him more to search for a new buyer and the returns are more uncertain. This suggests
that road improvements may need to complemented with other activities to induce growth.
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10.4.10 Circumventing the Road Constraints

Economic agents invariably find ways to circumvent the occurrence of a constraint. On the
demand side, economic agents would bypass the constraint by resorting to alternative means of
transport if conventional vehicular transport is unavailable or is too expensive. On the supply
side, some agents would create the infrastructure for private use, if the constraint is critical to its
survival. In the case of Sierra Leone there is ample evidence that private agents circumvent this
constraint through the extensive use of second best alternatives. These are elaborated on under
‘demand- and supply-side circumvention’.

10.4.11 Demand Side Circumvention

Between 2008 and 2012, there has been a general increase in the number of vehicles registered in
the country. This could be on account of the recent and on-going investments in major urban
roads and inter-city roads. There was a significantly higher increase in the registration of new
motor bikes for the period, compared to taxis and buses used for passenger transport. Whereas
these bikes are used primarily for transportation of persons, there are extreme cases particularly
in the rural areas, where they are used for transporting goods. In such cases, anecdotal evidence
suggests that the farmers receive low farm gate prices for their produce because traders take
account of the high unit transportation costs.

Figure 10-39 New Registrations of commercial transport vehicles vs. motor bikes in Sierra Leone
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Source: Sierra Leone Roads Transport Authority (SLRTA) 2012.

The increased number of registrations of motor bikes is an indicator of increasing demands for
that means of transportation. Indeed the comparative per passenger transport costs for bikes that
are less safe, are nearly double those of taxis and other forms of passenger transport, although the
purchase price of a motor bike is likely lower. This suggests that other ‘non-price’ factors
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underlie the increasing demand — such as greater destination access and faster travel times. A
major drawback of some of these alternatives is that they cannot be used for the transport of bulk
agricultural or other goods between these rural areas and major market centres.

However, the increasing use of motor bikes may not be unique to Sierra Leone. Although data
on vehicle registrations can be hard to find, data that is available shows motor bike registrations
increasing in other countries in West Africa. In Ghana, registration of motorbikes have increased
from 6,440 in 2000 to 36,097 in 2010, when they outnumbered the registrations for private
automobiles (Ghana Ministry of Transport 2012).

10.4.12 Supply Side Circumvention

Apart from private transport and logistics companies who typically require good road
infrastructure to thrive, large mining companies that export ore and other heavy metals, large
scale mechanized agribusiness firms and industries that rely on the movement of bulk inputs all
require good roads to ensure effective operations and minimize operating costs on repairs and
maintenance. A number of these foreign companies have constructed road transport
infrastructure for private use, as a means of circumventing the poor roads, or as a safety measure,
at high costs. This is not uncommon in the mining sector around the world, although it reinforces
the notion that Sierra Leone’s roads are insufficient to transport bulk goods. Table 10-24
summarises the investments that have been made by some of these firms in the past 4 years.

Table 10-24 Private Road Transport Infrastructure
Name of Company Sector Description
African Minerals Limited Mining Roads New 66.7
African Minerals Limited Mining Railway New + Upgrade 126 +74
London Mining Company Mining Roads New 40
ADDAX Bio energy Agriculture Roads New + Upgrade 120 + 100
SOCFIN Agriculture Roads New + Upgrade 271+31
Sierra Rutile Limited Mining Roads New + Upgrade 52+ 30
VIMETCO Mining Roads New + Upgrade 9.5+30

Source: Sierra Leone Roads Authority (2012)

10.4.13 Roads and Private Enterprise

As a general principle, economic agents that are more reliant on a particular constraint are less
likely to survive, where the constraint is binding. Prior to 2009, Sierra Leone did not have major
transportation or logistics companies, in part because the bad road conditions made repair and
maintenance costs high. Private transportation businesses had limited fleet sizes, with an average
maximum of 4 vehicles. The State-owned road transportation company, which transported only
individuals, experienced several breakdowns in its fleet and had to be subsidized to stay in
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business. The poor road conditions in the agricultural and artisanal mining areas, coupled with
the poverty levels in these rural areas, did not create incentives or offer viable options for private
investments in transportation services to these areas. The advent of large foreign companies and
their willingness to pay high transport prices triggered the entry of some medium sized foreign
transport companies and a few small sized domestic companies. It is difficult to get specific data
on transport and logistics companies over a reasonable period of time. However, the existence of
specialized road transport companies with commercial fleets has been a recent phenomenon.

It can be observed also that the concentration of business enterprises around the country mirrors
the pattern of overall quality of roads and general infrastructure levels. This could suggest that
businesses are looking for areas where there are markets; but more importantly areas that are
more accessible in transport of goods over land. As seen in Figure 10-40, a majority of registered
business establishments (39.0%) are in the Western Area Urban District. This is followed by Bo
with 12.0 percent; Kenema with 10.3 percent; Kono with 7.3 percent and Bombali with 5.2
percent. This indicates that about 73.8 percent of business establishments in Sierra Leone are
concentrated in the capital and 4 Districts, many of which are in the urban centres of the
Districts, rather than being dispersed throughout.

Figure 10-40 Distribution of Establishment and Population by District

Distribution of Business Establishment and Population by District

B Business Establishments B Population Distribution

Source: SSL, Census of Business Establishments (2005) and Statistics Sierra Leone

This concentration of businesses near roads could also result from a host of other factors,
including closeness to population centers, access to other infrastructure, or proximity to other
factors of production. It is also likely that roads are strategically placed in areas where economic
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growth and business activity is expected. Casaburi et al (2012) reported that the EU selected
roads for rehabilitation based on a set of criteria that included economic production. The 2011
Africa Infrastructure Country Diagnostic states that infrastructure development in Sierra Leone
generally is driven by minerals and population. The reality probably is that both the location of
businesses and roads are endogenous — businesses locate in areas where there are roads and road
planners build and maintain roads in areas where there are a lot of businesses.

10.4.14 Enterprise Views on Transport as a Constraint

A cross-country analysis of private enterprise responses on the issue of road transport as a
possible constraint to their business shows that businesses in Sierra Leone reported one of the
highest indications of transportation as a constraint (Figure 10-41).

Figure 10-41 Firms identifying Transportation as a major constraint
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10.4.15 Policy and Institutional Constraints

If poor roads are restricting transport, why is that the case? Obviously, many roads were
damaged or destroyed during the war and are only now being rebuilt. However, neglected
maintenance may also be a factor. Although Sierra Leone has a Road Fund for maintenance and
rehabilitation purposes, it has been perpetually underfunded. According to Pushak and Foster
(2011), the fuel levy was $0.10 per liter in 2010, but the estimated optimal level to sustain
maintenance was $0.24 per liter. The optimal levy may not be politically or socially palatable
due to high fuel costs, but until then road maintenance will remain vulnerable to fiscal
uncertainty (Pushak and Foster 2011).
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10.4.16 Conclusion
Based on the foregoing analysis, we believe the following are likely:

1. The economy is paying a high shadow price for weak road transport infrastructure, as
evidenced by:
e Relatively high transportation prices compared to other countries
e Suppressed demand and utilisation as reflected in low traffic and vehicle density
levels
e Higher marginal transport prices paid by the large majority of the population
living in rural areas that have limited access to well-maintained roads

2. Economic agents are making a lot of efforts to circumvent the problem by resorting to
alternative means of transportation or by creating the infrastructure for private use; this is
evidenced by:

e Significant increase in the demand for motor bikes as a means of transportation
compared to other forms of passenger transport in both rural and urban areas,
despite significantly higher per passenger transport costs for the motor bikes

e Investments in private roads and railways by large companies to move their goods
on roads that would otherwise be unusable

3. There is evidence that investments in roads can generate proportionately higher levels of
trade in the economy. This is in addition to other social objectives of accessing services
such as health care, education and law enforcement services.

10.5 Sea Ports

Situated in the port city of Freetown, Sierra Leone's Queen Elizabeth II quay is the largest
natural harbour in Africa. Strategically located along the western coastline, the port is the main
hub for international trade. There are three privately owned and operated smaller ports - the Nitti
harbour situated along the southern coastline, Pepel and Tofayim in the north. Unlike the
Freetown port, the two smaller ports have been re-constructed and redesigned to facilitate export
for large private mining operators. The Nitti harbour is used by Sierra Leone Rutile Ltd. and
Vimetco Ltd. for the exportation of rutile (for titanium) and bauxite respectively. The Pepel
harbour is used by African Minerals Ltd. to export iron ore. London Mining Co. Ltd. uses the
Tofayim port as a loading point for its barges carrying iron ore to bigger vessels anchored off-
shore.

Currently, Sierra Leone is rebuilding and modernizing its main sea port. Because of
mismanagement and inefficient operations leading to high financial losses to the Government of
Sierra Leone, the Sierra Leone Ports Authority in consultation with the National Privatization
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Commission implemented a major reform of port management, with the first major step being
the concessioning of container/multi-purpose cargo-handling facilities at the main sea port in
Freetown. Following public bidding processes, Bollore Africa Logistics, a French registered
company listed on the Paris Stock Exchange with container management and stevedoring
concessions at sea ports in North and South America, Europe, the Middle East, Asia and Oceania
signed a 20 year concession agreement with the Sierra Leone Ports Authority for the
management of the port's container terminal and stevedoring activities.

Though port services at the quay is slow and waiting time for clearing of goods is relatively long,
Table 10-25 shows that the Freetown port's performance on a range of standard indicators
against other West African countries is largely in line with that of other ports in the sub-region:

Table 10-25 Benchmarking port indicators: Freetown as compared with selected ports

Freetown  Monrovia Cotonou Abidjan Tema Apapa Harcourt Dakar
Sierra Liberia Benin Cote Ghana Nigeria Nigeria Senegal
Leone d'lvoire
Capacity
Actual container handled 45,000 50,000 158,201 500,119 420,000 336,308 7,900 331,191
(TEU/year)
General cargo handling capacity 7,000 700,000 2,500 8,500 5,000 2,000
(‘000 tons/year)
Efficiency
Container dwell time average 15 15 12 12 25 42 7
(days)
Truck processing time for receipt 5 5.5 6.0 2.5 8.0 6.0 5.0

and delivery of cargo (turn-

around time) - average (hours)

General cargo vessel pre-berth 48 3 48 3 9.6 36 38 24
waiting time - average (hours)

General cargo vessel stay (turn- 12 3 48 2 48 41 46 60
around time) average (hours)

Container crane productivity 18 13 12

(container per hour)

General cargo crane/gang 12 16 15 16 14 9 8

productivity - average tonnes per

hour)

Tariffs

Average general cargo handling NA 200 180 260 168 155 160
charge, ship to gate (USS$/tonne)

Average dry bulk handling 5.5 10.5 8.5 13.5 10 8 8 15
charge, ship to gate or rail

(USS/tonne)

Average liquid bulk handling 3.3 4 5 5 3 5
charge (USS/tonne)

Source: Ocean Shipping Consultants 2009
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Similarly, in Figure 10-42 we see that as scored by the global competitiveness report, Sierra
Leone has a score of slightly above 3 out of a maximum of 7, and this is in line with the average
for comparator country scores. The deepwater port of Queen Elizabeth II in Freetown serves as
the country’s most important gateway for trade in Sierra Leone. Though one of the finest natural
harbours in the world, the port infrastructure was badly damaged during the civil conflict and the
country has lost out on converting its natural advantage to competitive advantage in the
competition for coastal or trans-shipment traffic from other regional ports like Lomé and Dakar.
Nonetheless, there have been endeavours to redevelop the ports and the desired outcome is the
development of several berthing facilities across the country that meets international standards to
improve the movement of cargo in and out of the Ports.

Figure 10-42 Quality of port infrastructure

Quality of portinfrastructure (1= extremely underdevelopedto 7=
developed)

Source: Global Competitiveness Report 2012-2013

In Ghana for example, just one port features 12 berthing systems and 2 quays with a storage
capacity of over 50,000 tons whereas Sierra Leone has only 6 berthing facilities serving the
whole country with minimal storage capacity. In 2010 the port handled 27,918 units of 40ft
containers and 20,582 units of 20ft containers whereas in 2011 the port handled 37,773 units of
40 containers and 28,342 units of 20ft container. Sierra Leone has the potential to improve its
facilities given its natural deep water harbours across the country. Increasing the number of
berthing facilities around the country will allow for the efficient unloading and loading of
materials. This will be reflected in how quickly one can get cargo off the ship and out of the Port.
Furthermore, by building the capacity of the Port to take advantage of both automated systems
and improved staff capacity, a highly efficient facility can be developed that can become the
centre of economic activity in West Africa given the prime location of Sierra Leone.
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Private sector investment in port rehabilitation is arguably indicative of the country's inability to
meet the growing demands for sea port services. In order to circumvent the challenges facing
import and export at the main sea port in Freetown, mining companies have had to make huge
investments into rehabilitating and re-designing small ports at Pepel and Nitti to facilitate
exportation of their mineral cargo and importation of other goods needed for their mining
operations. This investment increases cost for companies that can make such huge capital
investment but discourages others that have the desire to invest but cannot do so because of high
capital investment that is required. An efficient port in terms of fostering trade would go a long
way in boosting private investment in several sectors and also economic growth. Ongoing
reforms to expand the port to accommodate very large vessels especially used by the mining
companies for export are well on course. Though the port has some huge challenges to overcome
to position it to make full use of increased economic activity in the country, it is not in any way
at the moment constraining private investment.

10.5.1 Challenges

Despite the start of the implementation of the landlord port model reform, huge challenges
remain to get the Queen Elizabeth II sea port to operate efficiently and reduce the difficulties in
doing business in Sierra Leone. The port system needs improved security; although steps have
been taken to comply with the International Ship and Port Facility Security Code (ISPS) through
training of security officers and installing CCTV and a security scanner, security remains porous
with reported incidents of theft of goods at the quay. Also, during Sierra Leone's decade long
war, the sea port sustained substantial damage mainly because it was used as a launch pad for
military strikes by armed naval forces of the West African Peacekeeping Force ECOMOG and
later, British forces against rebel forces. Moreover, the port needs huge investment and
rehabilitation to improve on efficiency in handling and delivering cargo.
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11 Natural Capital

A country’s drive to achieving inclusive growth can be seriously hindered by natural resource
limitations or unfavourable geographical characteristics, as these can hold back viable
investment opportunities in the economy. The absence of land, water or minerals could reduce
the productivity of other factors of production and curtail investment and needed wealth creation.
Sierra Leone is relatively well endowed with vast natural resources and mineral wealth and as
such has natural comparative advantages.

11.1 Geography

Sierra Leone is located in West Africa and borders the Republic of Guinea to the north and
northeast, Liberia to the south and southeast and the Atlantic Ocean to the west and southwest. It
has a western coastline about 402 km long. The country covers about 73,326 sq.km with a total
population of about 5.9 million people. It has seven major rivers — Great Scarcies, Little
Scarcies, Rokel, Sewa, Jong, Moa and Mano, mainly running from the north and northeast to the
south and southwest into the Atlantic Ocean. The River Rokel spans about 385 km, making it
Sierra Leone’s longest river, while the Mano River marks the country’s southeastern boundaries
with Guinea and Liberia. The coastal plains are relatively gentle and comprised of estuarine
swamps, terraces, alluvial plains and beach ridges. The interior lowland plains extend from the
coastal terraces in the west to the east of Sierra Leone, occupying approximately 43 percent of
the land area.

Sierra Leone has a tropical humid climate with two distinct seasons —the wet season from May-
October and the dry season from November-April. Temperatures vary from 25 degree to 34
degrees Celsius, although they can be as low as 16 degrees Celsius, especially at night during the
Harmattan season (a short period of time between the end of November and the middle of March
where a dusty wind blows from the Sahara to the Gulf of Guinea when it is relatively cooler).
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Figure 11-1 Rainfall in Sierra Leone
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Figure 11-1 shows that there is an inverse relationship between the dry season and the rainy
season particularly as it relates to sunshine and rainfall. As the sunshine decreases from January
to its lowest point in August, rainfall inversely increases. The mean annual rainfall variability is
about 20 percent. The pattern is unimodal, with most of the rainfall occurring from May to
October. The heavy rains in the wet season usually result in high discharges and runoff, which
range from 20 percent to 40 percent of the total annual rainfall. These heavy rains impact roads
infrastructures as graded (not paved) roads are easily eroded after a few heavy downpours.
Similarly paved roads are also impacted with craters of potholes begin to emerge and get worse
over time, especially when not maintained. As presented in Figure 11-2, average precipitation in
Sierra Leone is higher than all of its comparators except Bangladesh.
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Figure 11-2 Average precipitation
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Sierra Leone has easy access to and from the season the West African coast. The main sea port,
the Queen Elizabeth Quay, is situated in one of the largest natural harbours on the continent.
The port is strategic to international trade, and it serves as the main import and export hub for
Sierra Leone and connects vessels with other sea ports along Africa’s Atlantic coastline.

11.2 Land Resources

Land is an important natural resource in Sierra Leone, and it is the main source of livelihood of
majority of the population, especially in rural areas where agricultural activities remain the
primary source of income. The agricultural sector relies on land as a basic input for crop
cultivation, which in turn is affected by how well farmers maintain the soil, water and living
resources. The sector provides close to 70 percent of total employment. Each year thousands of
hectares are put into rice cultivation, both on the uplands and lowlands. Sierra Leone has
significant amounts of arable land with a huge tract of arable land still available for cultivation as
presented in Figure 11-3.24

24 1t is worth noting that these figures regarding the percentage of “available” land have been disputed and may not
account for the “bush fallow system” of subsistence agriculture practiced throughout Sierra Leone. Under this
system, fields are cultivated for only a few years until soil fertility is deleted, and then are left fallow for 10 to 15
years. As such, a larger percentage of land may be “in use” by smallholder farmers, albeit left intentionally fallow
per prevailing farming practices.
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Figure 11-3 Land utilization
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Sierra Leone has a surface area of 71,740,000 hectares of land, of which 1,235,000 is cultivable.
Of the piece cultivable, 1,100,000 hectares is used for arable (temporary or short term crops)
farming and the remaining 135,000 used for the cultivation of permanent crops. Moreover, as
presented in Figure 11-4 the arable land per capita is also reasonably high when compared with
comparator countries.

Figure 11-4 Arable land per capita
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The land under cereal production and cereal yields has both increased in recent years, as shown
in Figure 11-5. The combination of these two outcomes means greater production and enhanced
food security for the country.
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Figure 11-5 Land under ceteal production and yield
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Sierra Leone has substantial croplands. However, due to reasons including overgrazing, bushfires
and shifting cultivation, the land has been degraded over the years. Some of these practices are
widespread and recurrent all over the country. Also, there have been issues in the other uses of
land such as housing and real estates, where deforestation in the hills surrounding Freetown have
caused soil erosion and landslides. Similarly, artisanal mining creates land degradation and
deforestation as seen in vast areas in the district of Kono.

A comprehensive Land Policy has been formulated and a Lands Commission Bill is being
prepared by the Ministry of Lands, Country Planning and the Environment. The policy attempts
to provide the framework to “ensure equal opportunity of access to land and security to tenure in
order to maintain a stable environment for the country’s sustainable, social and economic
development’ (Ministry of Lands). The land policy, if effectively implemented, will ensure
sustainable land use and enhance land capacity and conservation. This topic is discussed in the
Micro Risks chapter of this report.

11.3 Water Resources

With an abundance of water in Sierra Leone, reaching 30,960 cubic meters according to a World
Bank study (REF), the country easily has one of the largest quantities in the continent. This
volume is sufficient to meet demand, with the ability to draw water from rivers, lakes, springs
and underground aquifers. These water sources are used for a number of purposes including
drinking and other domestic uses, industrial, and agriculture as shown in Figure 11-6.
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Figure 11-6 Freshwater withdrawals
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Water is withdrawn depending on the need, quantity available, or geographical area. In rural
areas, about 30 percent of the population obtains water from surface sources including rivers, or
streams and ponds. In towns and cities, rivers and dams are the main supply to running taps.
Again, when benchmarked against comparator countries Sierra Leone has demonstrated high

sufficiency and low depletion of fresh water resources per capita as indicated in the diagram.

Figure 11-7 Renewable Water Resources
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Because the population of Sierra Leone grows at an annual rate of 3.4 percent there is ample
stress on her water resources. This causes the demand for drinking water particularly, in urban
towns and cities, coupled with the fact that agricultural production also poses a similar stress on
water resources. A clearly defined management of water resources is essential to allocate the
growing use of water.

Generally, we can say that the availability of water is not a binding constraint to private
investment and growth in Sierra Leone as the supply exists. Problems in the delivery and use of
water are due to infrastructure or institutional issues, rather than a deficiency in water as a
natural resource.

11.4 Minerals

Sierra Leone has significant deposits of mineral wealth including diamonds, bauxite, rutile, gold,
iron ore, platinum, cassiterite, ilmenite, lignite, clay, dimension stone, nephelinesyenite,
columbite-tantalite and ilmenorutile, and asbestos. Revenues from diamonds, gold, iron ore,
bauxite and rutile are the main contributors to Sierra Leone’s economy from our mineral
resources. Rutile is a high-grade titanium ore, which is processed into titanium dioxide overseas
for use mainly in paint, paper and welding rods. Sierra Leone is known for its particularly high-
grade rutile.

The large scale production of non-precious materials — rutile and bauxite; large scale production
of precious minerals — diamonds; and the artisanal and small scale production of precious metals
— diamond and gold; make up the mineral sector in Sierra Leone. While Sierra Leone is world-
renowned for her diamonds, it is important to note that she also has one of the largest natural
rutile and iron ore reserves in the world. Primarily three sub-sectors make up the mineral sector
in the country. These are namely, artisanal and small-scale production of precious minerals —
mainly diamonds and gold; large-scale production of non-precious minerals like rutile and
bauxite; and large scale production of precious minerals —such as diamonds. While diamonds
are the most popular of Sierra Leone’s mineral resources others do also play a major role in the
sector; particularly with regard to iron ore and rutile reserves.

Mining has really played a significant role in the Sierra Leonean economy over the years. It
contributed up to twenty percent of the gross domestic product (GDP) from about 1991 to 2001.
In addition, during that same time, they generated 90 percent of registered exports and about 20
percent of fiscal revenues.

Diamonds account for nearly 80 percent of all exports and 35 percent of GDP as shown in Figure
11-8.
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Figure 11-8 Diamond exports
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Sierra Leone’s recent economic recovery is seemingly coming from the rejuvenated diamond
sector (coupled with other areas like bauxite and iron ore). In the years under consideration
(2001 — 2011), the total value of diamond exports increased almost 400 percent. As seen in
Figure 11-9, there was a slight fall in exports mainly in response to the fall in demand for the
mineral during the recent global financial squeeze. As the production and export of diamonds
have increased, so has the export of gold. In the period for which data is available, 2008 to 2011,
export values of gold increased from US$2,418,475 to US$6,394,682, an increase of about 164

percent.

Source: Ministry of Trade and Industry

Figure 11-9 Mineral exports
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The recent resumption of iron ore production and exports has also improved the country’s export
earnings. Between 2011 and 2012, for example, royalty from iron ore exports paid to the
government by the two major iron ore producing companies amounted to US$8,801,354.04
(National Minerals Agency). For rutile, the total royalty payment made in the first quarter of
2012 was US$359,054.99 whereas royalty payment for bauxite for January to September 2012
amounted to US$253,492.85.

The mining sector constitutes Sierra Leone’s most important foreign exchange earner and
government revenues from on-going large-scale operations are projected to grow significantly
after 2013. Recent oil discoveries off the coast will likely constitute another significant source of
income for the coming years.

Although the literature shows that countries abounding in natural resources have generally
performed poorly compared to resource-poor countries, these resources do not necessarily
condemn Sierra Leone to bad economic performance. The presence of minerals is not a
constraint to private investment in Sierra Leone. Indeed, the evidence on FDI flows to Sierra
Leone suggests that most of it has been to the resource sector. The challenge for Sierra Leone is
to manage these resources properly.

From the forgoing, it is evident that Sierra Leone indeed has vast mineral resources. These
resources have continued to determine the path and pattern of economic growth in the country,
depending mainly on how they are being valued, used and managed which in turn depends on the
economic policies and institutions in place. The management of Sierra Leone’s extractive sector
and of its contributions, particularly from mining, to government's revenue and the economy,
will be crucial in determining the country’s development path over the next few decades.

However, the strong links between mismanagement of the country’s mineral wealth and conflict
have been established and since the end of the war tremendous efforts have been made by the
state and its international and local development partners to reform the mineral sector of Sierra
Leone. In 2009, parliament passed the Mines and Minerals Act (MMA) which is the key mining
legislation that improved on and replaced the Mines and Minerals decree of 1994. It also
reviewed the licensing regime, rebalanced fiscal benefits and legislated on new issues such as the
environment and the contribution of mining revenues to the development of communities
impacted by mining operations. Building on the MMA, the review and renegotiation of Mining
Lease Agreements with mining companies have been completed. This process has been
successfully managed with appropriate assistance from external expertise and without negatively
affecting the investment climate.
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The Mines and Minerals regulations have been completed and passed by parliament while the
Precious Minerals Trading Bill is also currently being considered. This Bill will regulate the
trading and export of precious minerals as well as the cutting and polishing business in country.
The Environmental and Social Regulations of the Mineral Act 2012, is at an advanced stage of
being passed. The regulations, once adopted, shall considerably improve on the state’s legal and
regulatory regimes to hold mining companies accountable to the highest international
environmental standards as well as significantly mitigate the impact of mining activities on the
social fabric of mining communities.

The set-up of the Mining Cadastre Administration System to increase transparency and
accountability by using software such as GIS to facilitate the management of the concession
system has greatly reduced the lack of clarity on mining concessions. All mineral rights since
2010 have been digitally administered and corresponding payment data from the National
Revenue Authority including non-tax data have been integrated.

Probably, the most important institutional reform project of the mineral sector is the creation of
the National Minerals Agency (NMA). The NMA is responsible for the licensing system and
oversight of mining operations, for the collection of geological information and for trading of
minerals regulations. Its main goals are to promote investment, guarantee transparency in the
awarding of concessions and monitor compliance with existing regulations. A robust and
effective NMA strengthens government’s revenue generation and enforcement of laws, policies
and regulations capacity in the extractives sector.

11.5 Forest and Wildlife

Sierra Leone is blessed with swaths of lush forests, as shown in Figure 11-10 below.

Figure 11-10 Forest area
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One of the most important reserves in Sierra Leone is the Gola Forest, which is a 71,000-hectare
trans-boundary national park that lies in the eastern part of Sierra Leone on the southern border
of Sierra Leone and Liberia and is the most important forest reserve in the country. It is part of
the Upper Guinea forests, a large expanse of rainforest that once covered coastal West Africa.
Now fragmented due to logging and agricultural conversion, it is thought that up to 70 per cent
of the original Upper Guinea forest is lost (DEFRA (UK), n.d). The Gola Forest is one of these
remaining fragments and is considered a 'biodiversity hotspot' because of its tremendous
diversity of plants and animals (DEFRA (UK), n.d). It houses 330 species of birds, of which 18
are rare or threatened, 50 species of mammals, of which ten are primates, more than 600 species
of butterflies, and almost 1,000 plant species, of which 770 of these are flowering plants. It is
home to forest elephants and endangered pygmy hippos, western chimpanzees, Diana monkeys,
and the Western Red Colombus Monkey, among others.

Sierra Leone is climatically a forested country and over sixty percent of its land was originally
covered by closed high forest of most evergreen and semi-deciduous types. It is estimated today
that the country has lost nearly 70 percent of its forest cover, with less than five percent of the
original forest remaining in isolated forest reserves on tops of mountain and hillsides (MAFFS
2013). The lack of cheap and affordable electricity and fuel (kerosene) in the Urban as well as in
the rural areas, mean that energy needs have to be met from alternative sources. The most
common and frequently utilised energy sources are fuel wood and charcoal and the bulk of these
come from the exploitation of preferred species from lowland rain forests, mangrove swamp
forests and the Lophira savannah in the North of the country. An estimated 85 percent of the
Sierra Leonean population is dependent on the use of fuel wood and charcoal for domestic
heating and cooking (MAFFS). As we lose the coastal mangrove swamps due to a high demand
for wood used in fish smoking by the fishermen and the traders they sell to in bulk, the
evaporation of salt, which illustrates wastage, is inevitable. With population pressure and
commercialization today, the rate of exploitation has far out stripped the rate of regeneration by
natural means. The result is deforestation and an immense threat to biodiversity. However, even
with the use of improved electrification we do not expect such traditional means of frying fish
using smoke from wood will change any time soon.

It is no surprise to us that the loss of biological resource is one of the most important issues at
warrant urgent attention. The government has and still is concerned over the depletion of the
natural resources in general and the biological resources in particular. In addressing this problem
the Government has established habitats and ecosystems through establishment of parks. Sierra
Leone has 295,950 hectares of forest game and national parks and 32,000 hectares of community
forest. The concept of community forests is generally designed to create an environment for the
active participation of local communities in forest management, protection and utilisation and to
empower communities to take charge of their own affairs and accrue benefits from the forest
resource through revenue retention or direct use. In addition, some forests have been declared
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reserved and as such it is illegal to interfere with them for any kind of economic activity. Plans
are underway to introduce community based natural resource management for the wildlife sub-
sector for the effective participation of local communities in wildlife schemes.

11.6 Marine Resources

With a 200 mile Exclusive Economic Zone (EEZ) claimed in 2008, the country is rich in fish and
aquatic resources, which have the potential to provide jobs, food, and revenues from sales. The
fisheries sub sector contributes over 9 percent of GDP according to a World Bank study as
shown in Figure 11-11, with Guinea, Cape Verde and Mauritania showing contributions of about
6 percent to GDP.

Figure 11-11 Marine fish resources
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In the FAO Fishery country profile it is documented that the fishery of Sierra Leone is sub-
divided into the following sub-sectors: industrial (highly mechanized and capitalized), artisanal
(low technology and small scale) and aquaculture and inland (not fully developed). The
industrial fishery constitutes the mainstay for revenue generation from fisheries. It is estimated
that the industrial fisheries currently employ about 1,000 people and contribute between 15-20
percent of total fish production in the country. Small-scale artisanal fishery is a significant source
of employment, rural income and provides fish protein to a vast majority of Sierra Leoneans.

As shown in Figure 11-12 there has been a systematic increase in the catch of fish and other
aquatic animals for the period for which data is available. This can indeed contribute
significantly towards poverty reduction in Sierra Leone, as there is a heavy presence of artisanal
fishermen in the sub-sector.
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Figure 11-12 Catches of fish and other aquatic animals
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It is worth mentioning that the European Union banned fish exports from Sierra Leone due to
poor sanitary conditions. So to export fish, Sierra Leone now has to go through a third-party
country, which negatively affects export earnings. Cognizant of the negative effect this has on
the country’s image and especially the reduced earnings, the government of Sierra Leone is
taking the necessary steps to improve the sanitary requirements to enable the country to access
international markets directly by introducing laboratory testing for fish products while looking to
make sure fishing entities establish improved sanitary conditions. In addition, Government plans
to enter into a Fishing Partnership Agreement with the European Union for the exploitation of
offshore deep-water resources.

The fish and aquatic resources in Sierra Leone are plentiful, but extensive illegal and
uncontrolled fishing operations that continue taking place in offshore and inshore waters pose
some threat to the existing resources. It is perceived that fishery in Sierra Leone, although not yet
overexploited, is currently threatened to decline due to extensive fishing pressure exercised by
vessels operating (mostly illegally) with no access restrictions to fish stocks. There is no
available data to determine the stock of fisheries resources in the country. Also, the management
of fisheries through monitoring, control and surveillance of the industrial and artisanal fishing
activities is currently an issue. A comprehensive assessment of the fisheries resources is
currently underway with the assistance of foreign partners. To respond to the threats posed
especially by industrial fishery, which is essentially an offshore operation, logistical measures
are now in place with the assistance from the naval forces to deal with offshore foreign fishing
trawlers.
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11.7 The Oil and Gas Sector

According to a document entitled Voices of Sierra Leone, “Oil and Gas”, “Recent hydrocarbon
discovery by Anadarko in offshore Venus prospect indicate strong likelihood of major oil fields
in Sierra Leone.” (SLIEPA). Hydrocarbon exploration blocks on the continental shelf have been
delineated and five have been leased. In 2010 Anadarko Petroleum Corp announced that they
had discovered oil and gas in their Mercury well, but to date no firm reserve figures have been
released. The Venus “discovery” dramatically improves the prospect of the Sierra Leone
offshore blocks and all unallocated (open acreage) blocks should be competitively and
transparently leased. Once production begins in a few years, revenue from the oil and gas sector
could contribute significantly to macroeconomic growth. Sierra Leone is uniquely located to
supply markets in the US, Europe and Africa without geographical pinch points, and there is
access to multiple oil producers in the Gulf of Guinea and South America. Thus the country is
well positioned to benefit from discoveries of domestic hydrocarbon resources. This natural
resource presents an opportunity, rather than a constraint to private investments in Sierra Leone.

11.8 Beach Resources

Sierra Leone has a coastline of around 402 km marked with many unspoiled white sand beaches.
Most tourists in Sierra Leone are drawn to the country’s pristine beaches, which visitors describe
as some of the most beautiful in the world. Sierra Leone’s beaches are divided into seven groups,
each with its own special charms, but all offer vast expanses of white sand, clear water and
almost no people. These beaches include the Sulima area, which has around 11 km of beach
between the Moa and Mano rivers; Turner’s Peninsula, with an amazing 100 km of beaches;
Sherbro peninsula, with around 40 km of beaches on the south side of Sherbro Island; Shenge,
with 15 km of beaches; Freetown peninsula, with 40km of beaches backed by mountains; Lungi,
along the Bullom peninsula, with around 15 km of beaches; and the Scaries estuary, which has
around 8 km of beaches (Ministry of Tourism).

In recent times however, there have been signs of degradation on some of these beaches as a
result of persistent sand-mining and this is having some serious effects on the coastline and
dampening the hopes of tourism revival in the respective affected areas. It has been pointed out
that the burgeoning infrastructural projects going on especially in the capital, Freetown which are
dependent on the supply of sand are the main causes for this. In strong response to this threat,
there has been a ban on sand-mining on all beaches with the exception of John Obey beach along
the peninsula.

11.9 Conclusion

Sierra Leone is well endowed with mineral wealth and other natural resources. Based on the
evidence, we cannot consider the natural factors as binding constraints, although there are some
concerns that have to do with management of these assets, especially in the mineral sector. In
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response to these challenges there have been recent efforts to regulate and protect the country’s
minerals from exploitations.
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12 Policy and Institutional Effectiveness as a Syndrome

After reviewing the evidence in all branches of the HRV diagnostic tree, we begin to see some
patterns emerging for Sierra Leone. First, it is obvious that Sierra Leone has many development
challenges. The decade-long civil war destroyed much physical, human and social capital, which
propelled Sierra Leone to the bottom of the international rankings in many sectors. As a result,
distinguishing the constraints that are truly binding economic growth from other problems in the

economy is difficult.

In their Mindbook, Hausmann, Klinger and Wagner use the analogy of a barrel to describe binding
constraints (Hausmann et al 2008). Imagining growth as liquid in a barrel and each potential
determinant of growth as a vertical stave in a barrel, they say that the volume of liquid in the barrel
is limited by the length of the shortest stave (i.e. the binding constraint). Extending this analogy to
Sierra Leone, we can say that many staves in the barrel are short, and they are similar in height.

Figure 12-1 Sierra Leone’s “Barrel of Growth”
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Source: Adapted from Hausmann et al (2008)

This concept of Sierra Leone’s economy illustrates two important things. First, it shows us that the
determinants of growth examined in this report are complements, rather than substitutes. A surplus
of natural capital cannot compensate for a shortage of infrastructure. Second, it shows that if Sierra
Leone were to fix one constraint, another factor would appear as the binding constraint quickly.
This requires policymakers to remain vigilant of issues in numerous sectors simultaneously.

While the short staves represent the low stock of various inputs to economic growth in Sierra Leone,

the flow of these inputs must also be a concern. How quickly are these inputs being improved? Is
Sierra Leone’s problem simply that there is a low stock of infrastructure and complementary inputs?
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Or is the flow of these inputs being impeded by something in the economy? The Mindbook
describes the issue slightly differently:

“To argue that an economy suffers from a certain greatly constrained factor, we need to understand
where that constraint comes from. If markets were perfect, the shortage of a factor would generate
incentives to increase its supply. So, why does the constraint not self-correct? ...The analyst needs a
hypothesis that rationalizes why the empirical regularity emerges as an equilibrium outcome.”
(Hausmann et al 2008)

This underlying hypothesis is referred to as a “syndrome,” and the identity of the underlying
syndrome has serious implications for how policymakers attack the constraints to growth.

Although the low levels of various inputs to growth have been demonstrated abundantly in this
constraints analysis, we believe that policy and institutional ineffectiveness represents a syndrome
in Sierra Leone that is hindering alleviation of the binding constraints and ultimately growth. This
report has identified three constraints as likely binding: power, roads and water and sanitation. If
every household in Sierra Leone received electricity, all the roads were paved and everyone had
access to clean water and sanitation services, would rapid growth ensue? Perhaps in the short term,
but in the long run, policy and institutional ineffectiveness would erode many of those gains, and
Sierra Leone would soon be back in a similar position. Nor does this mean that policy reforms
alone would lead to a growth acceleration in Sierra Leone. Rather, an infusion of capital is
necessary to improve the stock of infrastructure, while improved policy and institutional
effectiveness is needed to sustain the flow of infrastructure improvements.

Several chapters in this report discuss how policy and institutional effectiveness affects the binding
constraints, as well as creates micro risks for businesses. But what are the implications of this
syndrome? Hausmann et al have proposed a basic list of common syndromes, such as the Over-
Borrowing State, the Over-Taxing State, the Under-Investing State, the Under-Protecting State,
Disruptions to the Export Sector, and Barriers to Entry. How do the constraints and the syndrome
identified in Sierra Leone match to this framework? Figure 12-2 on the next page shows a list of
common symptoms of constraints identified by the Mindbook with red circles showing symptoms
that have manifested themselves in Sierra Leone. A high spread on loans exists in Sierra Leone,
driving up the cost of finance. Sierra Leone has low stocks of infrastructure compared to other
countries partially due to the war, but also due to policy and institutional issues. Growth in Sierra
Leone is elastic to changes in infrastructure. Tax and labour market risks exist in Sierra Leone,
contributing to a large informal sector. High marginal corporate tax rates and corruption also lead to
micro risks.
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Pritchett (2008) takes this process one step further and matches the symptoms to the list of common
syndromes. As can be seen in Figure 12-3, Sierra Leone’s constraints seem to correspond best with
the Under-Investing State syndrome.

Table 12-2 Effects of Common Syndromes
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Table 12-3 Common syndromes and theitr symptoms
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Why is underinvestment in infrastructure the primary outcome? The low stock of infrastructure
is partially due to the war, but policy and institutional ineffectiveness has hindered efforts to
repair and expand these infrastructure assets. As discussed in previous chapters, Pushak and
Fosterhave argued that underpricing, collection inefficiencies and lack of maintenance by Sierra
Leone’s utilities and roads authority have prevented efficient operation and improvements to

infrastructure. Without strengthening the policy and institutional framework surrounding these
sectors, Sierra Leone’s infrastructure deficiency is likely to persist.
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13 Summary and Conclusions

The analysis carried out in this report seeks to present the evidence available from various data
sources, to guide the diagnostic process. The differential diagnosis examines the data along the
lines of the four tests discussed in the Methodology Chapter. The following conclusions may be
drawn from these analyses:

e Sierra Leone has maintained a modest growth trajectory over the past decade averaging 5
percent in GDP growth over the period; however, the gradient of this trajectory needs to
be dramatically increased to achieve average annual GDP growth rates in excess of 13
percent to reach the targeted middle income status envisioned under the Agenda for
Prosperity.

e Private investments, which should propel growth, have been considerably low due to a
number of factors. This aspect of the economy, particularly domestic private investments,
needs to significantly increase in order to ensure broad-based economic growth and
development in the country.

e Private returns to investments are generally low and vulnerable to a number of
microeconomic risks. Large companies have ways of insulating themselves against such
risks.

e Low social returns to private investments, particularly domestic private enterprise, are
made worse by a weak infrastructure service base in power and roads.

e The weak infrastructure in water supply and its accompanying problems of water-borne
diseases poses high shadow price in the economy, as indicated by high out of pocket
expenses to households and significantly high number of employee days lost by firms.

e Although there is some evidence of an emerging skills gap, human capital does not
presently pose a serious constraint to private investments and growth; that
notwithstanding, there is a high return on females’ education and low participation rates
for women in the labour force. This seems to suggest that women may not have had
historically fair and equal chances for education and formal sector employment.

Based on the overall evidence from available data, the most binding constraints to broad-based
private investments and economic activity identified in this report are:

1. The lack of adequate, reliable and affordable access to electricity supply to support the
emergence and growth of a wide range of economic activities.

2. The poor conditions of secondary and feeder road networks, which provide access to
highly productive regions of the country with even higher potentials to drive growth.
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3. The lack of access to clean water and sanitation services, leading to significantly high
incidences of water-borne diseases, which have implications for labour productivity and
out-of-pocket expenses. While water is not a problem in terms of its natural availability,
distribution and other problems have led to high financial cost of accessing safe water or
long travel distances and times to access them.

Underlying each of these constraints is a syndrome that stretches throughout the economy:

e Policy and institutional ineffectiveness, which hinder any correction of the binding
constraints, create microeconomic risks that contribute to a large informal sector, and
constrain investment throughout the economy.

There are other constraints to economic activity as diagnosed herein; however, the
preponderance of evidence argues in favour of these three constraints and the underlying
syndrome. Nationwide consultations with stakeholders in Sierra Leone, conducted in
July/August 2013 with over 860 participants from across Sierra Leone,have reinforced these
findings (see Annex I). The following matrix summarises the evidence discussed in the analysis,
and highlights the respective conclusions made therein.
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Indicator

Shadow Price test

Growth test

‘Circumvention’ test

‘Non-reliance’ test

Other evidence

Likely binding,

possibly binding, or

Finance

not binding?

International Finance

Government does not
borrow on international
markets, although most
businesses likely do not

either

Literature shows
mixed impact of FDI
and foreign aid on
growth. However
given that
international finance
is not in short supply,
the growth tests is in
a sense redundant

Foreign firms can
access international
finance with no
evidence of local
firms doing so

Large & foreign firms
thrive because they
can access foreign
capital

Relatively high levels
of FDI, foreign aid
and remittances

Not binding

High nominal interest

The interest rates-

Large & foreign firms
thrive because they

Low savings rate,
some evidence of

rates, but low real investments . can self-finance or
. . . . High level of self- . government . L
Local Finance interest rates now; they | relationship suggests ) . access foreign . . Possibly binding

L financing . . borrowing crowding

may return to historical that the growth capital. Domestic -
. . ) ; out lending to the
averages dividend is high firms remain small .
. private sector
and informal

The geography makes Coastal location with

Natural Capital

international trade
transport costs slightly
lower than many
neighbors with similar
distance to markets

Because shadow
price is low, there
likely is not a growth
dividend

No evidence of
circumvention

Mineral resource
hippos

abundant water and
mineral resources;
management of
resources, rather
than limited
resources could be
constraint

Not binding
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Human Capital

Education

Low returns to
education, except for
girls and tertiary
education

Employment rates
increase with level of
education

Some evidence of
importing foreign
workers with
specialized skills;
even though the
supply of tertiary
graduates is not low

Financial services
(hippo) thriving,
since they require
lower specialized
skills compared to
other sectors.

High rates of
emigration, although
net migration is
positive

Not binding

Health

High levels of stunting
and expenditures on

health; health factors in

general pose a high
shadow price to the
economy; however

burden of disease (DALY)

is not abnormally high

Reduction in certain
health indicators
(malnourishment,
cases of disease,

etc.) does not appear
to be correlated with
investment or
growth in the short
term

Many people consult
non-medical sources
when sick, Firms do
not appear to be
circumventing health
issues

Inconclusive as
industries that are
intensive in healthy
persons (e.g.
construction) may
thrive because
unemployment
levels are high even
where general health
levels may be low

Long-term growth
and productivity
levels could be
reduced due to high
infant mortality
levels and high
stunting levels in
children

Possibly binding

Infrastructure

Transport (Roads)

Relatively high transport
costs for unpaved roads,
which constitute >90% of

network; high import

bills on staple food (rice)

which has limited

distribution due to poor

Increased domestic
and cross border
trade arising from
investments in road
stocks (evidenced by
higher trade and
customs revenues),
rehabilitation of rural

Large foreign firms
that are intensive in
road use construct
and maintain private
roads/rails.
Population resorts to
use of motor bikes

Local firms are
concentrated in
urban areas with

good roads, although
there could be many
reasons for this

Paved roads
constitute 8% of
total road network,
although many
gravel roads are in
good shape; ~20% of
secondary and
feeder roads are

roads led to for inaccessible . .
roads . . inaccessible for ~17%
decrease in the price roads
. of the year
of rice

Likely binding
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Bulk handling charges

Little evidence
suggesting

Mining companies

Majority of firms do
not export, although
it likely is due to

Port waiting times in
line with regional
averages;

Transport (Port) are relatively low in correlation between . quality standards Recent concession of Not binding
) . operate private ports g . .
Sierra Leone port quality and (e.g. fish), Sierra harbour operations
growth Leone relies heavily introduced some
on imports efficiency
Outages to Large companies
Households spend about & . ’g P
. . households and 81.8% of firms own survive because they . .
$189/year on inferior . Private and non-grid
. businesses that are | or share a generator; | are large enough to Lo
fuels, with costs . . . power generation is . .
Power . connected but with estimated MW from produce their own . Likely binding
amounting to 1.26% of no generator backu enerators larger ower; companies almost triple that
GDP more than if they 8 P & . & P ’ P produced by the grid
had some erid access cost the economy than grid could shut down due
g 0.8% GDP each year to power failures
High shadow price; it
costs about 83 minutes a The annual cost of . Inconclusive as
43% of population . .
day to collect water for | water for households industries that are
draws water from . . .
all uses of water and (S44.2m) as a intensive in healthy Contributes
unprotected wells or .
households spend on percent of total persons (e.g. significantly to
. . surface sources. A )
. average $66.22 per year exports in 2011 is . construction) may health outcomes . .
Water and Sanitation high percentage . Likely binding
(5155.32 PPP) to collect | 16%. Improvements (over 75%) of the thrive because through water-borne
water. High child | in water supply are 27 unemployment and water-related
. . population does not . .
mortality  rates  are correlated with levels are high even disease
) . . . have access to
associated with poor decreases in child sanitation where general health
water and sanitation mortality ) levels may be low
Most direct effect of Rapid growth of the
. L investments in ICT is | People have multiple | Difficult to find firms mobile phone
Mobile communications . .
. L in area of phones/SIM cards to | that do not use some industry and -
ICT growing at similar rate to . . . Not binding
. employment and account for varying ICT, especially continued
neighbours . . .
Government levels of coverage mobile phones investment in the
revenues sector
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Micro Risks

Land Tenure/Property
Rights

Registration of land in
Freetown takes 76 days,
costs 12.4% of value (but

only 5% of total land),
paramount chiefs control

land in the provinces,

although actual land

prices are low where
land markets exist

(which is an extremely

limited area)

Literature shows
mixed evidence of
effect of secure
property rights on
investment and
productivity

Proxy buyers of land
for foreigners, banks
rely on relationships
over collateral;
investors attempt to
access land through
the state because of
poorly functioning
land markets and
customary land
allocation
mechanisms

Non-agricultural
businesses (camels)
thriving, although so

are mining

companies (hippos),

although mining
companies primarily
obtain access to land

through

state/circumvention

Land is occasionally
still used as collateral
in Western Area

Possibly binding

Taxes

Tax revenue as % of GDP
is low, high taxes
compared to
comparators

Investment and
growth do not
appear to be
correlated with taxes

Large informal
sector, although that
could be caused by a

variety of factors

Large firms can
afford taxes or cut
special tax deals

Low government
revenue/GDP ratios,
indicating constraints
on Public
Investments and
service delivery

Possibly binding

Corruption

Only 14% of firms report

giving gifts to get things

done, but perception of
corruption is still high

Corruption scores
improving at the
same time as
economic growth

Firms stay small and
informal to avoid
‘attracting’ attention

Large firms can
afford to pay to
influence govt
officials

Perception of
corruption remains
high

Not binding

Regulatory Environment

15% of firms spend more
than 5 hours/week
dealing with bureaucracy

n/a

Large informal sector

Data inconclusive

Not binding

Policy and institutional
effectiveness

Leads to low government

revenue, weak
management of
resources and low
investment in  public
infrastructure

Informal sector
businesses tend to
be less productive
than formal sector

businesses

Large informal
sector,
underreporting of
employees and
income

Informal sector is
45% of economy

Contributes to other
constraints

Underlying
syndrome
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Inflation high, govt
revenue declining

Inflation does not
appear to be

Dollar-denominated

Export earnings of
large foreign firms

M isk i DP h highl I I indi
acro risks despite G. growth, correlated with contracts not highly v.u nerable Not binding
spending near to domestic macro
growth .
comparators risks
Cheaper cost of exports
and imports;
comparatively high
income level of exports S .
Export as a % of GDP High import Decreasing export
Failures in Innovation with GDP per capita P % & P & exp Not binding

showing Sierra Leone
exporting products richer

than they are and high

export concentration

is favourable (25%).

diversification

diversification
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Overview

Methodology
National Ranking Outcome

Qualitative Findings

— Top 3 Constraints
— Other Constraints
— Demographics & Regional Differences

A quick glance at the report structure



Methodology

* Analysis objectives:

1. To understand how the preliminary constraints are observed
or affect the different stakeholders

2. To get opinions on what expected outcomes are if any of the
constraints are relaxed

3. To solicit perceptions on relative ‘importance’ of each of the
constraints from a ranking perspective

Note:To some extent, it was difficult to get ‘solid’
responses from stakeholders across the board



Methodology

* Sta I.<eholc.ier G ro_u PS Weighted Average Group 35
defined in Consultations | size
Strate gy Provincial Meetings 40
] . ] Western Area Meetings 25
* Nationwide geographlcal No. of Provincial Districts 12
coverage Western Area Groups 6
. .
Consultation format Western Area Groups:

— Plenary sessions: Political Parties; Women; Youth;
presentation of NGOs/CBOs; Chamber of Commerce &
preliminary CA report Bankers; Government MDAs
results

— General Q&A on "
preliminary finding R. = (Z (rci))/n
— Focus Groups (15 per =1

roup): “5 Questions”
group) 1<r<7



National Ranking Outcome

1. Rural Roads (2.21)

2. Power (2.58)
‘ 3. Water and Sanitation (3.04) ‘
4. Policy and Institutional Effectiveness
(3.91)
5. Education (4.18)
6. Health (4.65)

7. Cost of Domestic Finance (5.48)
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Top Three Constraints: Cross-Cutting Effects

Scarcity of basic goods and services.

Increased cost of the goods that are available (with costly
substitution and negative income effects on both households and
businesses).

Lower worker productivity.
Increased rate of violent crimes, especially rape.

The reasons given that the three primary constraints lead to these
outcomes are similar across all districts.



General Effects

High transportation

to a limited market access,

reducing profits and
disposable incomes.

Security. Limited access to
health facilities, especially

1: Rural Roads

Examples

Broken down trucks loaded
with perishable goods on side
of the road (e.g. in Kailahun)

costs lead

e Shenge Jetty project in
Moyamba never became
operational

problematic in emergency

cases.



General Effects

Costliness of electricity limits
productivity and food
preservation.

Education. Reduction in
learning outcomes and
security for girls.

2: Power

Examples

Contribution to high operating
costs (as much as 30%)

Firms must stop production,
sometimes for days (e.g.
BENNiMiX in Bo)



3 Watsan

General Effects Example

Health. Water borne diseases
reduce life expectancy and
worker productivity.
High household and business
cost.
-Costliness of bottled water.
-Physical burden of fetching
water
-Risk of becoming victims of
crimes (especially rape).
-High opportunity cost for
women and girls spending
valuable time fetching water.

Kailahun—When fetching water,
women are sometimes raped or
prostitute themselves to truck
drivers for being given a lift in
return



4 Policy

General Effects Examples
. Poll:cy impIementatiqn and  ‘Free healthcare policy’ is a farce
‘rjnealmfg’r:alﬁaccelf g:: (rjn onitoring, e Chieftaincy Act of 2009 and
enforcement. Constitution are gender biased—
women are still often allocated
e Justice. the smallest and least fertile plots
- Corruption and patronage of land by Paramount Chiefs
- Lawlessness e Corruption raises the cost for
- Tension between customary, firms to access funds

traditional law and positive, | p dination bet
constitutional law. Negative oor cooradination between

effects on women. government agencies (SLWACO,
NPA)



Remaining Constraints: General Observations

e Relative unimportance of ‘Cost of Domestic
Finance’ constraint.

e ‘Education’ often stressed in discussions as
being of great importance; took up more
room in discussions than ‘Health’ per se.



Demographic and Regional Differences

e Women tended to rank ‘Health’ higher than men
did.

* Youths consistently ranked ‘Policy and
Institutional Effectiveness’ higher

 Western Area placed much higher emphasis on
the lack of power

(Note caveats though ...)



The Report Structure

e Background Information

e Analysis Structure
— By District and Other Groups in Western Areas

e Analysis Areas:

— How the Constraints are experienced
e Gender and Other Dimensions
— Expected Outcome of Relaxing Constraint

— Ranking of Constraint Severity
e Gender and other dimensions



