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FISCAL STRATEGY STATEMENT: FY2021-2023
Introduction

In compliance with section 21 (1) of the Public Financial Management Act, 2016,
the Minister of Finance prepared the first Fiscal Strategy Statement (FSS) of the
new Government, which took over the reigns of power in April 2018. According to
this provision, the first FSS specifies the fiscal objectives of the Government for
the five-year period of the duration of the Government.

Section 23 (1) of the PFM Act, 2016 also requires the Minister of Finance to prepare
an Annual Fiscal Strategy Statement. Section 23 (1) states: ‘Not later than the
end of the seventh Month of every financial year, the Minister shall, with
the approval of Cabinet, prepare and lay before Parliament for its information
a Fiscal Strategy Statement’. The Annual FSS specifies the fiscal objectives of
Government for a three-year period. The Annual FSS should be prepared every
year for the duration of the term of office of the Government.

The 2020 Finance Act amended section 23 (1) of the PFM Act, 2016 to allow the
Minister of Finance to submit the FSS to Cabinet for approval and lay it before
Parliament on the tenth month of every financial year. This was necessitated by
the fact the discussions between the Government of Sierra Leone and the
International Monetary Fund (IMF) on the medium-term macroeconomic
framework, which underpins the FSS and the Budget for the subsequent year are
usually concluded in September of the current year.

In compliance with this provision, the Minister of Finance prepared and submitted
the second annual Fiscal Strategy Statement for the financial year 2020 covering
the period 2020-2022 to Cabinet for approval in October 2019 and subsequently
laid it before Parliament for information in November 2019.

This FSS, which is the third, specifies the fiscal objectives of Government for the
next three years (2021-2023) in fulfilment of the requirements of section 23 (1) of
the PFM Act, 2016 and is hereby submitted to Cabinet for approval, following
which it will be laid in Parliament for information. Consistent with section 23 (1)
(@) to (k), which specifies the contents of the FSS, the 2021 FSS is organised as
follows:

Following the introduction, section 1 presents the broad fiscal strategy and
objectives of Government for the for the period 2021-2023. Section 2 provides an
overview of the recent (2018-fisrt half of 2020) global and domestic macroeconomic
developments as well as the medium-term macroeconomic outlook (2021-2023)
and underlying assumptions. Section 3 provides a review of recent fiscal
developments (2018-to first half of 2020) and Government’s medium-term fiscal
forecasts and assumptions as well as the measures to achieve the revenue and
expenditures projections for the medium-term (2021-2023). Section 4 presents
the Medium-term Expenditure Framework and the Public Investment Programme
(PIP), with details of the non-salary, non-interest recurrent and domestic capital
expenditure ceilings for MDAs for the medium-term (2021-2023). Section 5
analyses the macroeconomic and other risks that are likely to derail the attainment
of the fiscal objectives specified in the FSS and also proposes mitigating measures
for the identified risks.



1.0 Fiscal Strategy and Objectives

Government'’s fiscal objectives for the medium-term (2021-2023) remained broadly
the same as specified in its first Fiscal Strategy Statement (2019-2021). In this
context, the key objective of Government’s fiscal policy in the medium-term is to
achieve fiscal and debt sustainability. This is consistent with the principles of
Responsible Fiscal Management as specified in section 2 (2) of the PFM Act, 2016,
which include the following:

* Achieve and maintain prudent levels of public debt so as not to impose an
inequitable burden on future generations;

* Achieve and maintain an appropriate balance between revenue and
expenditures of the general Government;

* Formulate and implement fiscal policies to maintain macroeconomic
stability;

* Provide timely, reliable and adequate information to the public on fiscal
objectives, data, and risks to ensure transparency in budgetary and
financial; and

* Manage prudently the fiscal risks faced by Government

Against this background, Government in recent years implemented prudent fiscal
policies anchored on fiscal consolidation and supported by proactive monetary
policy, which began to restore macroeconomic stability. Specifically, Government
implement several revenue enhancing measures resulting in improved domestic
revenue collection. Domestic revenue increased from 12.3 percent in 2017 to
13.7 percent in 2018 and further to 14.6 percent of GDP in 2019. At the same
time, Government expenditures decreased to from 23.5 percent of GDP in 2017
to 21.1 percent of GDP in 2019. As a result, the overall budget deficit, including
grants narrowed from 8.8 percent of GDP in 2017 to 3.1 percent of GDP in 2019.
The basic primary deficit, the key indicator of fiscal sustainability, narrowed from
4.5 percent of GDP in 2017 to 0.8 percent of GDP in 2019. However, public debt
increased slightly from 69.7 percent of GDP in 2017 to 71.8 percent of GDP in
2019. While domestic debt declined slightly to 27.6 percent of GDP in 2019 from
28.0 percent of GDP in 2017, external debt increased to 44.2 percent of GDP
from 41.7 percent over the same period.

However, the outbreak of the Corona Virus Disease in 2020 and its devastating
impact on the economy has reversed the gains made in stabilising the economy
in the past two years (2018 and 2019). Forecasts produced by the International
Monetary Fund (IMF) and the Government of Sierra Leone indicate that the Sierra
Leone economy will contract by 2.8 percent in 2020 from a positive growth rate
5.5 percent in 2019. Domestic revenue will drop to 13.0 percent of GDP in 2020
from 14.6 percent in 2019 owing to the contraction of economic activities as well
as the weak tax compliance. Reflecting the COVID-19 related expenditures, total
Government expenditure increased to 25.5 percent of GDP in 2020. Consequently,
the overall budget deficit, including grants, widened to 5.3 percent of GDP from
3.0 percent of GDP in 2019. Public debt is projected to increase to 78.9 percent of
GDP, owing to the disbursement of balance of payment support under the Rapid
Credit Facility (RCF) by the IMF.



Against this backdrop and consistent with the principles of responsible fiscal
management, Government will seek to achieve the following fiscal targets in the
medium-term (2021-23) in order to restore fiscal and debt sustainability, thereby
safeguard macroeconomic stability: The key medium-term fiscal objectives of
Government are as follows:

(i)

(i)

(i)

Government's original target is to increase domestic revenue collection to
20 percent of GDP by 2023. Government was on track in achieving this
target as domestic revenue collection improved from 12.3 percent in 2017
to 13.7 percent in 2018 and further to 14.6 percent in 2019. The original
target was to increase domestic revenue to 14.8 percent of GDP in 2020.
However, the devastating impact of COVID-19 on the economy has to a
large extent undermined the attainment of this objective. Domestic revenue
is projected to drop to 13.0 percent of GDP in 2020 owing to the contraction
in economic activities and weak tax compliance engendered by COVID-
19. Recognizing the impact of COVID-19 on economic activities in 2020,
the current macro-fiscal framework agreed with the IMF projects domestic
revenue to increase to 13.5 percent in 2021 and further to 14.6 percent in
2023

Government's medium-term objective is to contain expenditures at 21-22
percent of GDP. To this end, Government adopted several expenditure
management measures during 2018 and 2019, which resulted in a
significant reduction in the Government expenditures to 21.1 percent of
GDP in 2019 from 23.5 percent of GDP in 2017. Owing to the need to
mitigate the impact of COVID-19 on households, Government expenditures
are projected to increase to 25.5 percent of GDP in 2020. The current
macro-fiscal framework agreed with the IMF projects a drop in Government
expenditure to 21.9 percent in 2021 and further down to 20.7 percent of
GDP by 2023.

As part of the strategy to achieve Government's expenditure target of 21-
22 percent of GDP in the medium-term, bringing down the wage bill at 6
percent of GDP in the medium-term remains the key objective of
Government. In recent years, the wage bill declined to 6.3 percent of GDP
in 2018 from 6.9 percent in 2017 but rose to 7 percent of GDP in 2019
and is projected to reach 8.1 percent of GDP in 2020. The increase in the
wage bill reflects the integration of the payroll of the tertiary educational
institutions and sub-vented agencies into the automated and centralized
government payroll. It is important to note that keeping the wage bill at
6.0 percent of GDP oes not imply a reduction in the nominal wage bill. The
idea is to ensure that the wage bill does not increase faster than the growth
in nominal GDP in order to ensure its sustainability. For example, while
the wage bill as a percentage of GDP will decrease to 7.4 percent of GDP in
2021 from 8.1 percent of GDP in 2020, in nominal terms it will increase
by Lel71 billion over the same period. The Wage bill is now projected to
decline to 6.8 percent of GDP in 2023 from 8.1 percent in 2020.

Government's objective in the medium-term is to reduce the overall budget
deficit, including grants, to less than or equal to 3.0 percent of GDP
consistent with the convergence criteria under the ECOWAS Single
Currency Programme. Government was also on track in achieving this
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(iv)

target. The overall budget deficit, including grants, narrowed down to 3.1
percent of GDP in 2019 from 8.8 percent of GDP in 2017. However, given
the drop in domestic revenues in the midst of increasing expenditures
due to COVID-19, the budget deficit is projected to widen to 6.2 percent of
GDP in 2020. The current framework projects the overall budget deficit,
including grants to increase to 7.5 percent of GDP in 2021 before falling
down to 5.3 percent of GDP in 2023. More importantly, the domestic
primary deficit, which had declined to 0.8 percent of GDP in 2019 from
4.5 percent of GDP in 2017 is projected to widen to 4.4 percent of GDP in
2020. According to the medium-term macro-fiscal framework agreed with
the IMF, the domestic primary deficit will narrow down to 1.5 percent of
GDP in 2021 and turn into surplus of 0.5 5 percent of GDP in 2023.

Government's medium-term objective is to ensure that total public debt
does not exceed 70 percent of GDP consistent with the convergence criteria
under the ECOWAS single currency. However, total public debt increased
slightly to 71.8 percent of GDP in 2019 from 69.7 percent in 2017. This
was due mainly to increased disbursement of foreign loans as external
debt increased to 44.2 percent of GDP in 2019 while domestic debt
decreased to 27.6 percent of GDP. Total public debt is projected to increase
to 78.9 percent of GDP in 2020 as external debt increased to 55 percent of
GDP in 2020 from following the disbursement of the Rapid Credit Facility
support by the IMF to mitigate the impact of COVID-19 on the fiscal and
external accounts. The situation is made worse by the contraction of GDP,
resulting in a sharp increase of the ratio of external debt to GDP in 2020.
In the medium-term, Government will seek to reduce external debt to
53.7 percent of GDP in 2023 by relying mostly on grant financing.
Combined with the expected decline in domestic debt to 21.8 percent of
GDP in 2023, total public debt will decline to 75.5 percent of GDP in
2023.

Government will pursue the following broad strategies to achieve the above
objectives:

(i) Sustain its fiscal consolidation agenda by intensifying domestic
revenue collection while rationalising public expenditures. The
detailed revenue enhancing and expenditure management
measures are described in section 4.3 and 5.4, respectively, of
this FSS;

(i) Continue to implement reforms to improve the integrity and
sustainability of the payroll. The wage reforms are articulated in
5.4.1 of this strategy

(iii) Prioritize concessional loans and rely more on grant financing of
projects grants. Government will also explore the possibility of
using non-debt creating financing options such as Public-Private
Partnerships (PPPs) while taking note of the associated contingent
liabilities. Government is also implementing the Medium-term Debt
Management Strategy developed jointly with the IMF and the World
Bank with a focus on reducing roll-over risks and borrowing costs.
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2.0 Recent Economic Developments and Outlook
2.1 Global Economic Developments and Outlook

The COVID-19 pandemic has led to an unprecedented contraction in global
economic activity, with global growth projected at -4.4 percent this year, 0.8
percent above the June 2020 WEO forecasts, according to the October 2020
World Economic Outlook (WEO). This stronger projection for 2020 compared with
the June 2020 WEO update reflects the better-than-anticipated second quarter
GDP outturns in advanced economies coupled with the surprisingly quick
normalization of economic activities in China on the back of strong policy support
and resilient exports. However, both advanced and emerging market economies
are projected to suffer deep and broad-based declines this year, with more than
85 percent of countries around the world expected to see sub-zero growth this
year.

The sharp decline in global economic activities came on the back of strong economic
and financial conditions early in the year, buoyed by widespread sense of optimism
on the back of supportive monetary policies, reduced trade tensions, and tentative
signs of stabilization in the global economy. However, as COVID-19 spread globally
and countries around the world rush to impose containment and mitigating
measures to stem the spread and speed of the virus, slowing economic activities,
which lead to an unprecedented fall in commodities and the prices of risk assets
as investor reassessed the economic impact of COVID-19.

But while the economic news has been unremittingly awful in recent months,
financial conditions since the middle of March have eased -and considerably so
in many markets, buoyed by widespread sense of optimism on the back of
supportive monetary policies, reduced trade tensions, and tentative signs of
stabilization in the global economy. However, as COVID-19 spread globally, the
prices of risk assets and commodities started to fall at unprecedented speed
while the prices of safe-haven assets, such as gold and US Treasuries, gained as
investor reassessed the economic impact of COVID-19 and rushed for safety and
liquidity.

Confronted with a global health and economic crisis, policymakers took
extraordinary measures to protect people, the economy, and the financial system.
Despite forceful policy action, however, the prospects for recovery remain highly
uncertain and is increasingly susceptible to the likely trajectory of the pandemic
and the availability of an effective, affordable, safe and trusted vaccine. Accordingly,
the October 2020 WEO baseline global growth forecast of 5.2 percent for 2021
assumes the continued unprecedented monetary policy accommodation and large
fiscal lifelines.

Nonetheless, several possible developments could delay the recovery and lead to
worse-than-expected growth outcomes, putting the global economic recovery at
risk. A resurgence of the virus in some countries may require partial lockdowns
and more prolonged social distancing, leading to job losses and renewed pressures
on corporate and financial sector balance sheets. Policy missteps, such as a
premature withdrawal of policy support, could trigger investor reassessment of
risks, market turbulence, and tightening of financial conditions. Also progress
on Brexit negotiations given the looming deadline could lead to increased market
volatility.
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In the US, the current epicenter of the pandemic, economic activities are projected
to contract by 4.8 percent in 2020 as most states in the densely populated southern
and western states reimpose containment measure to stem a second wave.
However, high frequency data and sentiment indicators point to a strong rebound
in activities in retail sales, house prices and futures in the third quarter. As the
pandemic is projected to recede in 2021 and as most containment measures and
social distancing protocols are reversed, economic activities are projected to recover
strongly to approximately 3.9 percent supported by a still largely accommodative
financial conditions and renewed impetus and optimism about a new fiscal
stimulus.

In the EU, real GDP is now projected to contract by 7 percent in 2020, its biggest
decline since World War I, followed by a rebound of 4.7 percent in 2021. But the
recovery's strength will depend crucially on the course of the pandemic, people's
behavior, and the degree of continued economic policy support.

In China, Sierra Leone's biggest trading partner, economic activities are projected
to grow at about 1.9 percent in 2020-its weakest clip in over four decades since
opening up it economy in the 70s.Growth is however projected to rebound strongly
in 2021 to 8.2 percent reflecting a strong policy support and the projected strong
rebound in trade.

In Sub-Saharan Africa, the pandemic continue to pose unprecedented health
and economic challenge- one that, in just a few months, has threaten to reverse
years of hard-won development gains and progress in the fight against extreme
poverty and hunger, thus upended the lives and livelihoods of millions. The
current outlook for 2020-21 project economic activities to contract by 3.0 percent.
For 2021, regional growth is projected recover modestly to 3.1 percent.

Table 1.1 Global GDP Growth Rates: 2019-2021

2019 2020 2021
Act. Proj. Proj.

World Output 2.8 -4.4 5.2
Advanced Economies 1.7 -5.8 3.9
United States 2.2 -4.3 3.1
Euro Area 1.3 -8.3 5.2
Germany 0.6 -6.0 4.2
United Kingdom 1.5 -9.8 5.9
Emerging and Developing Asia 55 -1.7 8.0
China 6.1 1.9 8.2
India 4.2 -10.3 8.8
Sub-Sahara Africa 3.2 -3.0 3.1
Nigeria 2.2 -4.3 1.7
South Africa 0.2 -8.0 3.0

Inflation in developed and emerging economies remain well below most central
bank target, on the back of weak energy prices, as economic activities collapsed
under the weight of pandemic, despite strong gains in the prices of pandemic-
related health equipments and non-energy commodities. In developing countries,



domestic prices remain elevated although moderating following early surges,
instigated by the imposition of restrictive measures to stem the spread of the
virus and fight the pandemic.

While metal and agricultural commodities have retraced most of their losses from
the COVID-19 pandemic and are expected to make modest gains in 2021, energy
prices, despite some recovery, are expected to stabilize below pre-pandemic levels
next year. Average petroleum product prices are projected at $41 per barrel in
2020 and $43.8 in 2021. Oil futures indicate that prices are expected to rise
thereafter toward $48, some 25 percent below the 2019 average. Both supply
constraint and strong demand continue to boost iron ore prices recently. Iron ore
prices rose by almost 34 percent, from $90.8 per m/t in January to $123.8 per
m/t in September 2020. Medium-term outlook is projected to remain benign.

2.2 Domestic Macroeconomic Developments: 2018-2019 and First Half of
2020

The economy slowed down to 3.5 percent in 2018, compared to 3.8 percent in
2017. The slowdown was mainly on account of weak performance in the mining
and construction sectors. Throughout 2018, the Tonkolili Iron Ore Mine remained
closed, while the production of rutile was low due to periodic disruptions in
production as a result of employee strikes in 2018. The non-iron ore economy,
however, grew at 5.4 percent in 2018, mainly as a result of increased activities in
other mining areas including diamond, bauxite, and zircon, as well as strong
growth in both the services and agriculture sectors.

The economy recovered to 5.5 percent in 2019, driven by improved activities in
agriculture, mining, manufacturing and construction sectors. Iron ore production
resumed during the first half of 2019 with production levels at 722,300 dry metric
tonnes, before the suspension and subsequent cancellation of mining licenses of
SL mining in the second half of 2019. The non-mining sector sectors including
manufacturing, construction, trade and tourism and transport and
communication also recovered in 2019. The outbreak of the Corona-Virus Disease
(COVID-19) in early 2020 and measures adopted globally and locally to contain
the spread of the disease weaken growth prospects of the economy in 2020. The
economy was initially projected to contract by 3.1 percent compared to the original
projection of a positive 4.2 percent growth. Based on preliminary data available
for the first half of 2020, the economy is now projected to contact by 2.8 percent.

Even though inflationary pressures moderated during 2019, inflation remained
in double digits. The year-on-year end period inflation moderated to 13.9 percent
in December 2019 from 14.2 percent in December 2018 due mainly to the slow-
down in food inflation, which dropped from 17.7 percent in 2018 to 8.8 percent
in 2019. This was mainly as a result of the increased production of local food
products. Non-food inflation was the main driver of headline inflation in 2019,
mainly due to the depreciation of the Leone, which contributed to higher
transportation and energy prices.

in 2020, inflation rose to 15.6 percent at the end of March 2020 due to COVID-
induced panic buying. Inflation has since been gradually declining reaching 13.4
percent in August before ticking up to 13.7 percent in September 2020. With the
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outbreak of Covid-19 and its expected impact on the economy, inflation forecasts
for end 2020 is revised upwards to 17.5 percent from its initial forecast of 13.0
percent.

The BSL implemented tight monetary policy during 2018-2019, with monetary
policy rate kept at 16.5 percent during the period to curb high inflation. Following
the outbreak of COVI-19 and its expected impact on economic activities, the BSL
reduced the monetary policy rate to 15.0 percent to balance the risks of higher
inflation and weak economic activity.

The fiscal situation significantly improved during 2018-2019 with improved
revenue collections and prudent expenditure management, resulting in significant
reduction in the overall budget deficit, excluding grants to 6.5 percent of GDP
from 11.6 percent of GDP in 2017. The deficit, including grants, narrowed to 3.1
percent of GDP 8.8 percent of GDP in 2017.

Broad money (M3) moderated to 6.5 percent during 2018 and grew to 12.4 percent
during 2019 mainly due to growth in Net Foreign Assets (NFA) of the banking
system and NDA. Reserve money growth expanded by 12.41 percent by end 2019
reflecting the growth in both NFA and NDA of the Bank of Sierra Leone.

Bank credit to the private sector increased by 22.9 percent in 2019, a slowdown
from 30.6 percent in 2018. The key sectors that benefited from this credit growth
included construction and commerce, and to a lesser extent, manufacturing,
mining and transportation and communication.

Total exports recovered by 11.3 percent in 2019 to US$711.3 million after
contracting by 2.1 percent in 2018. This was largely due to increased exports of
diamonds, as iron ore exports collapsed in the second half of 2019 due to the
shutdown of the mines.

Imports of goods grew by 4.7 percent in 2019, up from 0.6 percent in 2018. The
value of total imports increased slightly from $1.21 billion in 2018 to $1.27 billion
in 2018. The current account deficit narrowed from 18.7 percent of GDP in 2018
to 14.0 percent of GDP in 2019 largely due to the increase in the inflows of official
and private transfers. The current account deficit was primarily financed by
increased foreign direct investment inflows as well as disbursement of loans for
capital projects. The overall balance of payments position turned surplus of
US$21.2 million (0.5 percent of GDP) in 2019 from a deficit of US$ 40.2 million
(1.1 percent of GDP) in 2017.

Gross foreign exchange reserves of the Bank of Sierra Leone amounted to US$533
million (3.5 months of import cover) at end 2019 from $503 million (3.7 months
of import cover) in 2018. Inflows during the period include export receipts including
royalties on minerals and fisheries while outflows include disbursement to
Embassies/Missions debt service payments and Other Government activities.

The Leone depreciated against the US dollar by 15.2 percent in 2019 as a result
of the weak performance of exports and increased demand for imports of essential
commodities. As a result, the Bank of Sierra Leone intervened in the market to
smooth out volatility and complement the supply of foreign exchange to support
essential imports. However, even though the Leone has been depreciating in
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nominal terms, it has, in real terms, been appreciating. Persistent high inflation
relative to our trading partners contributed to the appreciation of the real effective
exchange rate.

Between January to April 2020, the exchange rate remained relatively stable.
The monthly average exchange rate marginally depreciated by 4.4 percent from
October 2019 to October 2020. The Bank of Sierra Leone's Special Credit Facility
to make foreign exchange available for import of essential commodities partly
explains the relative stability of the exchange rate in the first quarter of 2020.

The stock of outstanding total public debt (external plus domestic) stood at Le23.19
trillion at end 2019 representing 61.69 percent of GDP. This excluded the stock
of verified domestic supplier's arrears which pre-date April 2018, estimated at
Le3.2 trillion. Including arrears, the total stock of public debt is estimated at
70.0 percent of GDP at end-December 2019. Government, in coordination with
the International Monetary Fund, has developed a sound Arrears Clearance
Strategy and Principles (ACS&P) 2020-2025, anchored on affordability and
sustainability, to liquidate the stock of arrears.

External debt amounted to Le16.54 trillion (US$1.69 billion) accounting for 71.3
percent of total public debt and 44 percent of GDP. External debt increased by
23.9 percent in 2019 largely due to the depreciation of the Leone to major loan
currencies, and marginally due to positive net disbursements to finance ongoing
development projects countrywide.

Domestic debt amounted to Le 6.65 trillion (US$677.82 million), accounting for
28.8 percent of total public debt and 17.7 percent of GDP. Domestic debt increased
in 17.4 percent in 2019 due to issuance of treasury bonds to partially refinance
the stock of verified domestic arrears and borrowing from the domestic debt market
to infrastructure projects.

Total public debt is estimated at US$1.87 billion as at June 2020. This includes
US$1.45 billion owed to multilateral creditors; US$224.4 million owed to bilateral
creditors and US$186.5 million owed to external commercial creditors. Total
domestic debt stood at Le 00 trillion, including domestic arrears of Le2.98 trillion
as at end June 2020.

2.3 Medium-Term Macroeconomic Forecasts:2021-2023

In line with the provisions of the Public Financial Management (PFM) Act, 2016,
the Sierra Leone Macro-fiscal Working Group (MFWG) comprising the Ministry of
Finance, Bank of Sierra Leone, Statistics Sierra Leone, National Revenue Authority
and the National Minerals Agency convened in August 2020 to produces medium-
term macro-fiscal forecasts (2020-2023) using the Sierra Leone Integrated
Macroeconomic Model (SLIMM). These forecasts formed the basis of the discussions
with the IMF during the virtual staff visit on the medium-term outlook of the
economy, which took place from September 16-25, 2020. The medium-term
forecasts produced by the MFWG and the final macroeconomic framework agreed
with the IMF are show in table 3.2 below: This framework underpins the 2021
Fiscal Strategy Statement and the 2021 Government Budget and Statement of
Economic and financial policies.
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Economic Growth (Real GDP)

The medium-term growth prospects of the Sierra Leone economy are largely
predicated on the duration and severity of COVID-19 and the relaxation of the
associated containment measures implemented both at the global and local levels.
The fallout from the disease and stringent measures implemented to contain it
were perceived to have a significant negative impact on the economy in 2020.
According to the final macroeconomic framework agreed with the in September/
October 2020, the Sierra Leone economy will contract by 2.8 percent in 2020 and
recover by 3.3 percent in 2021. The economy will expand further by 3.9percent in
2022 and 3.9 percent in 2023.

The Macro-fiscal Working Group projected economic growth to contract by 2.2 in
2020 compared to the original projected positive growth rate of 4.2 percent for
the year. The revised growth rate reflects the i) the interventions by the Ministry
of agriculture supported by development partners and the Government of Sierra
Leone under the QAERP to boost the production of rice and other food crops
through the provision of fertilisers and support for land preparation; minimal
disruption of the agriculture planting season; ii) increased spending on
infrastructure projects in roads and energy; (iii) less than anticipated negative
impact of COVID-19 on mineral production; iii) and iv) relaxation of some of the
containment measures including the re-opening of the international airport and
removal of restrictions on inter-district travels.

Over the medium-term, economic growth is projected by the Working Group to
average 5.2 percent, mainly driven by the expected recovery in agriculture,
resumption of iron ore production on the back of higher prices and recovery in
tourism, transport and other services. The projected strong recovery is also
predicated on the continued relaxation of COVID-19 containment measures locally
and globally as vaccines are discovered; expected strong recovery of the global
economy in 2021; resumption of foreign direct investment inflows into key sectors;
and most importantly continued donor financial support. On the basis of these
assumptions, over the medium term, growth in agriculture will average 4.0 percent
from 2.8 percent in 2020; industry will average 10.5 percent from a contraction
of almost 15 percent in 2020 and services by 4.1 percent relative to a decline of
6.6 percent in 2020. The original growth forecasts produced by the Macrofiscal
Working Group are presented in table 00. The growth projections agreed with
the IMF are show on table 00.
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Table 1.2 Sectoral growth Rates

2812 2020 2021 2022 2023 2€1% 2020 2021 2022 2023

Agrirakure, Forestrv and Fikbg S¢) 35) 36| 43| 43 38 23 185 48 4%
Crops iagrosinre} i 38 38 38 3B i 38 24| 45 43
77 038 34 A5 43

77 038 34 45 43

Laesteck 30 i8 228 & 18 2% 18 18 28| 286
ForasFv R 8 L @ 28 63 1§ 18 4 %
Fishaey a2 FEH L3 - 24 FOII I i 14 %
Indssiry 6.8 -IB4 3246 I B 8 182 14X I8 43
Niien gnd Quarrving §7.3] 312 724 2.1 &3 §72.1(-33.3| ¥4 21|-i}
NianefEcianns and Hasdurats §3.2) -38 i8 38 3l 44 34 1.8 3% 3%
Eecupetvard Water Suncly $7 42 45 45 38 47 43 43| 44| 4.4
Corsmuston 58 58 48 13 38 &7 33 2% 4% &3
Services 48 -85 24| 46| 43 48 £2 L& 44| 47
Trade and Touren 1t 388 18 33 318 1¢-32.3 &8 14 18
Tramspost, Storape and Commnmmiator $.7| -15 I8 $§8 38 §7 38 &8 35 5%
Fiwancs, Insurencs gl Razl Ksizte 472 1§ 18 45 45 37 28 .8 37 A%
Adrriniskation of Dublic Services 2 S8 34 s8 68 1648 38 38 188 308
Ctiar Sarvicss bR 20 28 38 S8 14| 24| 28| 33| 3%
FESQAS o3 23 23 3 23 23 23| 23] 23| 23
Indirect Tares {Net} P 23 23 33 13 33 18 38 38 38
Reai&GDP at Market Prives §5 - 27 @ 41 43 55 28 33 39 39

Source: Sierra Leone Macro-Fiscal Working Group (SLMFWG) and IMF
Inflation

According to the framework agreed with the IMF, inflation is projected to rise to
17.5 percent in 2020 compared to the original projection of 13.0 percent prior to
the outbreak of COVID-19. Inflation is projected to decline to 13.5 percent in
2021 and return to single digit of 9 percent in 2023.

The MFWG projected inflation to rise to 17.3 percent in 2020 and decline to 9.8
percent by 2022. While the framework agreed with the IMF projected inflation
return to single digit in 2023, the forecasts by the MFWG indicated that inflation
will return to single digit a year earlier in 2022.

Exports

Exports are projected to drop by 14.8 percent in 2020 compared to the original
positive growth of 28.1 percent owing to anticipated impact of COVID-19 on the
mining sector. Exports are projected to recover by 35.9 percent in 2021 and
further by 10.1 percent in 2022 mainly due to the resumption of iron ore mining
at the Tonkolili Mine by Kingho Mining Company, expansion in other mining
activities especially rutile and diamond as well as the expected commencement of
bauxite mining in the Port Loko district by SierraMin Mining Company and Gold
mining by Cheyu . Growth in exports will stabilize at 1.3 in 2023 as iron ore
production reaches its peak.
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The MFWG projected exports to recover by 26 percent in 2021 and average 15.4
percent over the medium-term for similar reasons explained above. These forecasts
are broadly consistent with those agreed with the IMF in April 2020.

Imports

Imports are projected to contract by 6.9 percent in 2020 compared to the initial
positive growth of 4.0 percent for the year due to lock downs in countries of origin
and disruptions in supply chains. Imports are projected to recover by 6.9 percent
in 2021 and further by 5.0 percent in 2022 and further by 4.7 percent in 2023 as
a result of the expected recovery in economic activities in mining, manufacturing
and construction.

The MFWG projected imports to grow by an average of 2.6 percent over the medium-
term.

Current Account Balance

Despite the widening trade deficit, the current account deficit (including official
transfers) will deteriorate slightly to 11.6 percent of GDP compared to the initial
projection of 11.3 percent in 2020 largely due to the disbursement of grants. The
current account deficit is projected to widen to 14.1 percent in 2021, moderate
slightly to 13.9 percent in 2022 before widening to 14.8 percent of GDP in 2023
as official grants dropped over the medium-term (2021-23) relative to 2020.
Excluding grants, the current account deficit will average 17.5 percent of GDP
over the medium-term.

The MFWG projected a more pronounced deterioration in the current account
deficit, including grants, to 16.7 percent of GDP in 2020. Thereafter, the current
account deficit, will narrow down to 14.5 percent of GDP in 2022 and further to
12.8 percent in 2023 due to the projected improvement in trade balance.

Balance of Payments

The overall Balance of Payments deficit is projected to improve from 1.8 percent
of GDP in 2020 to 1.1 percent of GDP in 2021 and turn into surplus of 0.6
percent of GDP in 2022 and 1.7 percent of GDP in in 2023.

The MFWG projected the BoP deficit to improve 2.7 percent of GDP in 2021to 1.3
percent of GDP in 2023 reflecting increased exports and foreign direct investment
inflows in mining and agriculture over the medium term.

Gross Foreign Reserves

Reflecting the higher disbursement of grants and loans in 2020, gross foreign
reserves increased to 4.9 months of imports in 2020 compared to the original
projection of 4.2 moonths of imports. Gross foreign exchange reserves are
programmed to average 4.2 months of imports over the medium-term (2021-
2023). The MFWG projects reserves to amount to the equivalent of 3.9 months of
imports over the medium-term. Reserves accumulation will be supported by
increased foreign exchange inflows from export proceeds, official transfers as
well as FDI inflows to the private sector.
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Exchange Rate

The nominal exchange rate between the Leone and major international will
continue to be determined by the market forces of demand and supply. The
exchange between the Leone and the US dollar will depreciate by the differential
between the domestic and US foreign price level especially in Sierra Leone's trading

partners countries. Given the expected

Table 1.3 Selected Medium Term Macroeconomic Indicators

Siom Lo Scloctod Ecooomic Indicsicn

W7 2018 rinh i} Jriceic 2021 friurind 233 a4 rieri
= RCF 1 wra) wrey
(Armal pRean RO R, LIRS STRRWEE I i e
Hattomal acoount and pekoes
L= bt ]
COFatooREarn price E] 3= =34 3.0 31 2.1 43 47 a5
GDFnsdng oo ik 55 -1E 15 21 44 44 a4
Infiatian
Corgumlr prieds (ire-ot-patsd) 153 142 135 175 13.5 1.1 FE EE BD
Corcur prices (v gr) 183 &0 14E 147 155 12.3 105 EES 24
Extarmal saton
Tamv of TracE [ SEarharation - 15k -5 -5 s 24 s -0 =02 =07
Sxpeems of ponds -3 -2 115 -165 145 35S 100 13 136
LTt T AT 05 51 =43 =5 R 50 47 50
Greds raamaTonal resarnes (g SWaps) B pd o Impams s EE: 3E 3= 42 15 44 41 41 a5
BBy, ol G PTG
Doramaic cmsin ne S privast shoier 45 £ el i1 plel- &1 58 i 34 TA
Doy Pl P 0 ol PPV ST [ Rt o Fed Erirel G08 22 55 Ed Ed Gl ES EW [ 5B
S5 M0 oy 20 ES 174 195 335 118 15 138 133
M3 7o 145 143 145 233 13.5 151 135 133
Greds raamaTonal resarnas (Radudng SWaps, In o1 427 07 ZE5 249 £43 43 44 24z
Mo T Tona | e enes (Rediuseg Swa g, In 128 105 125 3 &7 24 123 E2 58
(Faromn of P res o GDR, UrEss o Tarise (R )
Matlonal acdounts
Grecs capisal famvatien &0 pl-t1] 162 165 183 124 123 184 188 185
L0l -1 24 57 BT 24 p-AE) 73 74 EE E5
FHvER glets 0= leL GE RE =t B ] 1o 2o 13.0
M mhemal savings =il -17 iz [ ES 4.4 4.4 43 45 R
Fimanding amd delbt
Puinlc clais a7 o5 TE a TER & 3 TS g
Dzl ZED e 275 i1z 35 233 L5 AN ik
Bnral public. cy nddng INF) a7 412 243 S50 580 SEE T 5T 2531
Extormal satar
Cumea s sorn bala d
Treddirg ool grars) -213 -140 -147 =118 -4 -13.9 -148 -138
(ainsirey oSl g ~118 -17& Lricle =174 -17.4 =175 165
Cavimal gowarn et budga
Doy ol IRy alamend 3 43 L 0 45 =52 -3.5 =11 =03
Srveral baares -82 £ -3 -£E -2 -7.5 -&1 -41
Orarall b oo v (i Py JER) =113 -7 -£5 -124 125 -1c4 -t £5
Rramns (adodng graac) 4, 123 13T 45 13 125 132 3.8 142
Grams i3 21 a4 58 &3 is - 23
Totad Bardnrt dfell Pl ARG 2313 114 214 FiiE izg 4.4 3.1 213
I ool oy Bsam
GOF e iy prices Billlees of Likere) I 45400 41038 42051 S5 TL EIETS ZETZ  ELEE0
2 L ey [P oFl ) 47400 41032 T4 S4EXE S1E43 1387 EO4T
2o LA g Irom orein palibors of USE 3,6 IETT 4917 3,774 3.8 3533 4073 4,239
e oo ina SIS (USE) 422 516 455 4= 470 47E 4532

Sadeonal comarnny par US dellar farage)

Mademal curramesy par S dadlar 508

Sourcs Shera Leoemarn actkeoriies ard Somd sval? esirnanes and prrefbmiors
17 S Skira Leovt RegossT Mo Dibovmamsinr cncler e Rapds) Orasls Faalilsy (0RI10189E), Jure 3030

ki

RS N PR 3 e (RS I e
R Enise ess @) reTLres am o levedie achusned fer RO payees, Tomign Tnamced capimal e ing, ol armears [ 2y cown roen graeas.

T

' Exeluestrarciens mianes ta OCRT et miia? Sroe 2020 thee ugh 033

14



Box 3.1: Assumptions underlying the Medium-Term Macroeconomic Forecasts

Economic growth: The medium-term growth prospects are predicated on duration
and spread of COVID-19: (i) increased productivity in agriculture supported by
the policy shift of encouraging private sector led delivery of agricultural inputs; ii)
recovery of fisheries, tourism, transport and manufacturing sectors (iii) increased
investments in infrastructure projects (roads, energy, water supply and ICT; iii)
FDI inflows into mining (iron ore, rutile, bauxite and other projects); iv) expansion
in manufacturing and services; and (v) implementation of reforms to improve the
business environment and governance.

Inflation: Inflationary pressures will subside mainly due to i) stability in the
exchange rate emanating from increased inflows of foreign exchange from exports,
FDI and donor support; ii) increased food supply on the domestic market iii)
proactive monetary policy stance of the Bank of Sierra Leone re-inforced by fiscal
consolidation efforts of the Government.

Exports are projected to increase on account of the expected resumption of iron
ore mining at the Tonkolili mines and the commencement of bauxite mining in
the PortLoko district, commencement of industrial gold mining; the expansion of
ongoing mining activities as well as increase in cash crop production.

Imports will grow in line with real GDP growth

Current Account Balance: The current account deficit will improve largely
reflecting increased export (agricultural and mining products) resulting in
improvement in the trade deficit and higher official and private tranfers.

Balance of Payments: The improvement in business climate will attract Foreign
Direct Investments and contribute to improve the capital and financial accounts
and hence improve the overall balance of payments.

Exchange rate: The Exchange rate movement will continue to reflect the demand
and supply for foreign exchange in the market and the differential between domestic
and the foreign inflation.

Gross foreign exchange reserves: Increased exports, Foreign Direct Investment
as well as donor inflows will contribute to maintain a healthy gross foreign reserves
position over the medium term.

Methodology Adopted for forecasting Macro-Fiscal Aggregates

It is important to note that Part Ill, section 7 of the Public Financial Management
Regulations, 2017, makes provision for the establishment a Macro-Fiscal Strategy
Working Group (MFWG)charged with the responsibility for macroeconomic
modelling and forecasting. Accordingly, the Government, under the Ministry of
Finance, established the MFWG comprising technical staff from the Ministry of
Finance, Bank of Sierra Leone, National Revenue Authority (NRA), Statistics Sierra
Le covens quarterly to produce and review medium-term forecasts. These forecast
are discussed with the IMF to agree on the final Macroeconomic framework that
inform the preparation of the FSS, and the Government Budget. The forecasts
produced by the MFWG also formed the basis of discussions with IMF mission for
periodic reviews under Extended Credit Facility (ECF).
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The activities of the Macro-Fiscal Working Group start with the conduct of a
Nation-wide Economic Prospects Survey covering both private and public sector
activities in key sectors of the economy agriculture, mining, manufacturing,
construction, and services (tourism, telecommunications, banking, and transport).
The data/information collected is used to derive assumptions that are fed into
the Sierra Leone Integrated Macroeconomic Model (SLIMM) for the production of
the macroeconomic and fiscal forecasts.

In recent years, the Ministry of Finance has taken the lead in collecting data on
the non-mining sectors whereas the National Minerals Agency spearheaded data
collection from the mining sector. The design of the survey is such that data for
the most recent year are validated and prospects for the medium are assessed.
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3.0 Fiscal policy
3.1 Recent Fiscal Developments 2018-2019 and First Half of 2020

Total budgetary receipts comprising both domestic resources and grant, amounted
to Le 6.666 trillion (17.7 percent of GDP) in 2019, which is 30.4 percent higher
than the Le5, 108.8 trillion (15.8 percent of GDP) collected in 2018.

Domestic Revenue Performance

Domestic revenue collected in 2019 amounted to Le 5.42 trillion (14.6percent of
GDP) from Le 4.43 trillion (13.7 percent of GDP) in 2018. Of this amount, Income
Tax amounted to Lel.85 trillion; Goods and Services tax (GST) , Le 1.03 trillion;
Customs and Excise, Le1.33 trillion. Non-tax revenue amounted to Le 1.2 trillion;
of which collections from the Treasury Single Account (TSA) Agencies amounted
to Le354.6 billion and royalty on timber exports amounted to Le222.6 billion.
Increased revenues were driven mainly by administrative reforms, including
extensive taxpayer education; the enhanced tracking system of payments including
the Treasury Single Account (TSA); improved tax compliance; and the continued
rationalization of tax and duty waivers, continued application of the liberalized
fuel pricing mechanism that was introduced last year.

Grants

Total grants received in 2019 by the Government to support various projects and
programmes amounted to Le 125 trillion (3.3 percent of GDP), which is 83.5
percent higher than the Le 680.3 billion (2.1 percent of GDP) received in 2018.
Programme grants, mainly external budgetary support amounted to Le 744.9
billion (2.0 percent of GDP). Project grants amounted to Le 497.2 percent (1.2
percent of GDP). Grants accounted for 18.7 percent of total budgetary receipts in
2019 compared to 13.3 percent in 2018, reflecting improve donor confidence and
strong support for Government reform agenda.

Total Expenditures and Net Lending

Total expenditures and net lending amounted to Le7.81 trillion (r 21.1 percent of
GDP) 11.9 percent higher than the Le 6.92 trillion spentin 2018. Of this, recurrent
expenditure amounted to Le 5.65 trillion (15.3 percent of GDP). Wages and Salaries
amounted to Le 2.58 trillion (7.0 percent of GDP) in 2019 compared to Le2.06
trillion (6.3 percent of GDP) in 2018., Goods and services amounted to Lel.18
trillion while Subsidies and Transfers amounted to 912 billion. Total interest
payments amounted to Le986 billion (2.7 percent of GDP) in 2019 compared
toLe812 billion in 2019. Capital expenditures amounted to Le2.1 trillion (5.7
percent of GDP) in 2019, the same level as in 2018. Domestic capital spending
increased to Le964 billion (2.6 percent of GDP) in 2019 from Le674 billion (2.1
percent of GDP) in 2018.

Significant improvement in domestic revenue collection combined with sustained
expenditure rationalization improved the overall balance during the review period.
The overall deficit (including grants), on a commitment basis, narrowed 3.1 percent
of GDP in 2019 5.6 percent of GDP in 2018. The Overall balance (excluding grants)
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narrowed significantly to 6.5 percent of GDP in 2019 from 7.7 percent of GDP in
2018. The basic primary deficit, which reflect the fiscal stance of Government
widened to 0.8 percent of GDP in 2019 from 0.5 percent in 2018. The budget
deficit was financed using both domestic and foreign resources.

Fiscal Developments for the First of 2020

Preliminary fiscal data indicates that domestic revenue collected from January to
June 2020 amounted to Le3.1 trillion compared to the original target of Le3.04
trillion for the first half of 2020. Most of the shortfall was recorded in the second
Quarter of 2020, when the pandemic shock forced Government to introduce
containment measures, to curb the spread of the virus, and help save lives and
livelihood. Revenue collected in Quarter 1 of Le 1.5 trillion was broadly on target,
whilst collections in Quarter 2 amounting to Le 1.6 trillion was Le310 billion
lower than the original target for the Quarter. However, total revenue collected
during January to June 2020 is only Le28.8 billion lower than the revised COVID
related target.

The shortfall in revenue collected during the first half of the year was due to
severe shock to economic activity and the granting of income tax deferrals and
relief to businesses, allowing importers to use the warehouse suspense regime,
general weak tax compliance and delays in the implementation of administrative
reforms including the automation of tax processes due to COVID-19. Deferred
import GST payments amounted to Lel1.3 billion; delayed import duties, Le28
billion; income tax deferrals for hotels, Le4.5 billion; and for mining companies,
Lel5 billion.

Total programme grants received during the first half of 2020 amounted to Le435.1
billion. These include Le107.8 billion of budget support disbursed by the European
Union and HIPC debt Relief of Le32 billion. Project grants amounted to Le 211.8
billion.

Total Expenditures and net lending on a commitment basis amounted to Le 2.21
trillion during Q1, 2020 compared to Le1.63 billion for the same period in 2019.
Total expenditure for the first half of the year amounted to Le 4.522 trillion or
10.9 percent of GDP, 27.5 percent higher than the Le3.547 trillion recorded in
the corresponding period in 2018. Recurrent spending was Le 1.74 trillion in
Quarter 1, 2020 and amounted to Le 3.603 trillion in June 2020. Wages and
Salaries amounted to Lel1.582 trillion; Goods and Services spending, Le 793.8
billion; and Subsidies and Transfers, Le 617.6 billion in June 2020. Of this,
transfers to NACOVERC amounted to Le 99.62 billion, and subsidies to EDSA
amounted to Le147.27 billion during the first half of 2020. Total Interest payments
are estimated at Le609.9 billion, of which domestic interest payments amounted
to Le 539.9 billion in June 2020. Total capital spending for the first half of 2020
is estimated at Le918.9 billion, of which domestic capital expenditure amounted
to Le367.9 billion and foreign loans and grants amounted to Le551.0.

The overall deficit (excluding grants) for the first half of the year amounted to
Lel1.90 trillion or 4.6 percent of GDP. The deficit, including grants, amounted to
Lel.42 trillion or 3.4 percent of GDP. The domestic primary deficit is estimated at
Le 698.0 billion (1.7 percent of GDP). The deficit was financed from both domestic
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and foreign sources. Net Foreign financing is estimated at Le260.7 billion. Domestic
financing of the deficit, including the IMF RCF resources on lent to Government
by the BSL, is estimated at Lel.55 trillion

3..2 Medium-Term Revenue Forecasts: 2021-2023

Prior to COVID-19, domestic revenue was projected at Le6.49 trillion (14.8 percent
of GDP) for 2020; Le7.88 (15.6 percent of GDP) for 2021; Le9.43 trillion (16.4
percent of GDP) for 2022 and Le10.9 trillion (16.7 percent of GDP) for 2023.

Following the outbreak of COVID-19 and its adverse impact on economic activities,
these original revenue projections which underpinned the original 2020 Budget
were revised to reflect the potential impact of COVID-19 on domestic revenue
collection. The general contraction in economic activities and the uncertainty
due to the COVID-19 containment measures adopted internationally and locally
was expected to erode the tax base and weaken tax administration.

Accordingly, in April 2020 domestic revenue projection for 2020 was revised to
Le5.4 trillion (13 percent of GDP) from the original Le6.47 trillion (14.8 percent of
GDP) owing to the anticipated fall in the profitability of businesses; fall in
employment levels, drop in private consumption; weak export performance, drop
in dutiable imports and general weak tax compliance. On the basis of the
performance of domestic revenue during the third quarter of the year (July-
September) and the expected increase in activities during the fourth quarter of
the year, domestic revenue projections for 2020 were revised upwards in October
2020 to 5.37trillion (13.0 percent of GDP).

Medium-term Revenue Forecasts

The Macro-Fiscal working group also produced fiscal forecasts during the working
sessions in August 2020. As in the case of the macroeconomic forecasts, the
revenue projections were also discussed with the IMF to arrive at the final
projections, which will form the basis of the 2021 Budget (see tables below).

According to the medium-term macro-fiscal framework agreed with the IMF in
October 2020, which underpins the 2021 Budget, the key domestic revenue
streams are projected as follows:

Domestic revenue is projected is projected to recover to Le6.42 trillion (13.5
percent of GDP) in 2021 and further to Le7.74 trillion (14.1 percent of GDP) in
2022 and Le9.17 trillion (14.6 percent of GDP) in 2023.

Of total domestic revenue, tax revenue is projected to increase to Le5.46 trillion
(11.5 percent of GDP) in 2021; Le6.63 trillion (12.1 percent of GDP) in 2022 and
Le7.93 trillion (12.6 percent of GDP) in 2023.

Personal Income Taxes are projected to increase toLe2.0 trillion (4.2 percent of

GDP) in 2021; Le2.38 trillion (4.2 percent of GDP) in 2022 and further to Le2.75
trillion (4.3 percent of GDP) in 2023.

19



Corporate taxes are projected to increase to Le399 billion (0.8 percent of GDP) in
2021 to Le527 billion (0.1.0 percent of GDP) in 2022 and further to Le670 (1.1
percent) in 2023.

Goods and Services Tax (GST) is projected to increase to Lel.21 trillion (2.5
percent of GDP) in 2021; Lel.51 trillion (2.6 percent of GDP) in 2022 and further
to Lel.86 trillion (3.0 percent of GDP) in 2023.

Excise duties including excise on petroleum products will increase to Le693
billion (1.4 percent of GDP) in 2021, and further to from Le807 billion (1.5 percent
of GDP) in 2022 and to Le921 billion (1.5 percent of GDP) in 2023.

Import duties will increase to Le758 billion (1.6 percent of GDP) in 2021 to
Le946billion (1.7 percent of GDP) in 2022 and Lel.17 trillion (1.9 percent of GDP)
in 2023.

Mining royalties and licenses are projected to increase from Le275 billion (0.6
percent of GDP) in 2021 to Le314 billion (0.6 percent of GDP) in 2022 before
falling to Le300 billion (0.5 percent of GDP) in 2023.

Other taxes, mainly royalty on fisheries and licenses are projected to increase to
Le1113 billion (0.2 percent of GDP)in 2021 to Le142 billion (0.3 percent of GDP)
in 2022 and further to Le260 billion (0.4 percent of GDP) in 2023.

Non-tax revenues including royalty on timber, non-tax revenues collected by
MDAs and TSA agencies will average 0.2 percent of GDP over the medium-term.
In nominal terms, Non-tax revenues will increase to Le953 trillion in 2021 to
Lel.11 billion in 2022 and Lel.25 trillion in 2023.
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Grants

After surging to Le2.58 trillion (6.3 percent of GDP) in 2020 in response to
Government's request for financial assistance from development partners to
mitigate the impact of COVID on the fiscal and external accounts, disbursement
of grants is projected to decline to Lel.0 trillion (2.9 percent of GDP) in 2021
before rising to Lel.4 trillion in 2022 and 2023.

3.1 Serra Lo Fiuvcal Operaces of e Cortral Goversmens
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Table 3.2

Domestic Revenues Projection [Le million)

Domes tic Revenue (Le million) 2020 2021 2022 2023
Domes tic Revenue 5,393,079 6,604,571 8,026 315 | 9,534,846
Income Tax 2,021,317 2,390,159 2,829.9M 3,278,052
Corporate Tax 338,716 379,084 518421 581,545
Personal Income Tax 1.682 601 2,011,075 2311 511 2,696,507
Goods and Services Tax (GST) 935,636 1,201,362 1,739,303 1,652,743
Domestic GST 423,082 434 206 446133 452,743
Import GST 512 554 767 156 1,293 171 1,200,000
Customs and Excise Department 1,228,143 1,505,148 1,782,745 2,669,678
|mport Duties 621,000 957 892 1,293 171 2,233,452
Excise Duty on Fuel 554,000 477.210 489575 436,227
Mines Department 204,894 346,440 422,698 546,891
Minerals Royatties 114,743 172,236 221826 242,825
Mineral Licenses 90,151 174,204 200872 304,066
Other Departments 898,929 1,036,562 1,123 646 1,256,010
Marine resources 114,000 132,993 1654 387 178,591
Parastatal Dividends 87750 108,500 80.737 82,840
Timber 224 164 245 863 266,584 292,949
TSA 381,052 442 937 500465 566,983
Road Us er Charges & Vehicle Licencs 104,160 124,900 127,991 131,472
Mominal GDP 41,410,172 47,458,959 55,[}3{},'{?3| 62,050,643
Source: SLMFWG
Table 3.3 Domestic Revenues (% of GDP)
2020 2021 2022 2023
Domes tic Revenue 13.0 13.9 14.6 15.4
Income Tax 4.88 5.04 51 5.3
Corporate Tax 0.82 0.80 0.9 0.9
Personal Income Tax 4 06 424 4.2 4.3
Goods and Services Tax (GST) 226 253 3.2 27
Domestic GST 1.02 0.91 0.8 0.7
Import GST 124 1.62 23 19
Customs and Excise Department 297 3AT7 3.2 43
Import Duties 1.50 2.02 2.3 36
Excize Duty on Fuel 1.34 1.01 0.9 0.7
Mines Department 0.49 0.73 0.8 0.9
Minerals Royalties 0.28 0.36 04 04
Mineral Licenses 022 037 04 05
Other Departments 217 218 2.0 20
Marine resources 0.28 0.28 0.3 03
Parastatal Dvidends 0.21 0.23 0.1 01
Timber 0.54 0.52 0.4 0.5
TSA 0.92 093 0.9 0.9
Road User Charges & Vehicle Licencs 0.25 0.26 0.2 0.2

Source: SLMFWG
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Assumptions Underlying the Revenue Projections by the Macro-Fiscal
Working Group

Corporate Tax: projected to grow in line with the nominal growth of non-iron
ore, non-agricultural nominal GDP with an estimated buoyancy.

The reduction in the corporate income rate from 30% to 25%
and COVID-19 pandemic are expected to reduce corporate
income tax in 2020 During 2021-2023, efficiency gains derived
from the implementation of ITAS, enhanced audit capacity,
transfer pricing enactment, business register cleaning and block
registration are expected to improve revenue collection in the
medium-term.

Personal Income Tax: PAYE from the private sector including parastatals is
projected to grow at the rate of nominal non-agriculture GDP.
Forecast of PAYE from central Government employees is based
on the projected Government wage bill for the subsequent year
and the related effective tax rate of the preceding year

Efficiency gains were assumed in 2021-22 to derive from
implementation of ITAS, enhanced audit capacity, business
register cleaning, block registration, DTPS, and special regime
for compliance of professionals.

Domestic GST: projected to grow in line with the growth in private consumption.

For 2021-22, efficiency gains assumed to be derived from full year effect of ECR
implementation, ITAS implementation, enforcement of stronger sanctions for non-
issuance of GST receipts or ECR invoices.

Import GST: projected to grow in line with the increase in dutiable imports of
goods and services. The effective tax rate for import GST for the
preceding year is applied on dutiable imports estimated at 60%
of total imports.

Import Duties: projected to grow in line with the increase in dutiable imports
estimated at 62% for 2021; 70 % for 2022 and 80% for 2022 as
duty waiver concessions are reviewed and the Duty and Tax
Waiver Policy enacted and implemented to reduce the level and
share of non-dutiable imports. The effective tax rate for import
in the preceding year is applied on projected imports for the
subsequent year.

Petroleum Excise: Forecasted based on the projected volumes of uplifted
petroleum products by Oil Marketing Companies and the excise
duty rate specified in the Petroleum Pricing formula. This also
assumes the continued liberalisation of petroleum pump prices.
Fuel Uplift will increase in the medium-term in line with growth
in the mining, construction and manufacturing sectors that
largely utilize fuel for their operations.
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Excise Duty on other Imports: Obtained by multiplying the projected dutiable
imports by the effective tax rate for import excise in the preceding
year. Efficiency gains will come from the implementation of the
excise duty stamp duty scheduled for implementation during
2021-22 as this will reduce smuggling of tobacco and alcoholic
products thus bringing in more revenue.

Mines royalties: Royalty on minerals are projected on the basis of the projected
export values and the royalty rates specified in the respective
Mining Lease Agreements. Kingho Mining company, which took
over the Tonkolili Iron Ore mines is expected to resume
operations in 2021especially as price of iron ore firms up in the
international market. Industrial Gold production is also
scheduled to commence fully in 2021.

Mineral Licenses: are projected to grow in line with the real growth rate of the
mining sector

Royalty and Licenses on fisheries: assumed to grow in line with the nominal
growth rate of the fisheries sector. Efficiency gains are expected
from the legislated changes in fee structure and improved
monitoring mechanisms for poachers in the high seas. Normal
operations in the sector are assumed to resume in 2021.

Parastatal Dividends: Parastatal dividends are projected to grow in line with the
profitability of the two state-owned banks, annual concession fee from Bollore,
and the Cargo tracking fees.

Royalty on Timber: based on the projected export volumes of timber and the
associated royalty rate. Timber exports are assumed to grow in line with nominal
GDP and on the assumption that there will no ban on timber export during the
medium term.

TSA Revenues: assumed to grow by the growth rate economic activities (real
GDP growth

Revenue collected by Other MDAs: Assumed to be growing in line with real
GDP growth

Road User Charge is projected on the basis of projected sales volumes of
petroleum provided by the PRA using the RUC rate in the Petroleum Pricing
Formula.

3.3 Revenue and Tax Policy Measures for the Medium-Term: 2021-2023
Over the medium term, Government will continue pursuing measures and reforms

to further strengthen tax policy and tax administration to yield the much-needed
revenues to support and expand priority spending.
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Strengthening Tax Policy

principles: (a) those measures that yield maximum revenues; and (b) measures
that will help in simplifying tax administration or compliance, with a view to
improving the business environment. Some of the measures envisaged for the
medium-term include:

Closing leakages and reducing tax evasion and tax avoidance measures
through:

(i)

(iv)

(v)

(vi)

Introducing transfer pricing legislation to ensure consistency with
international best practice, and to minimize transfer mispricing and revenue
loss from related party transactions, with support from the World Bank,
ATAF and UNDP;

Enact into law the Duty and Tax Waiver Policy and implement its provisions
to avoid abuse and misuse of duty and tax waivers and create a consistent
policy framework for a level playing field going forward and ensure minimum
revenue losses;

Reviewing the fiscal regimes in all existing agreements in a view to reducing
revenue losses and creating a competitive platform for all investments.

Complete the strategy to settle the arrears of several SOEs and MDAs on
their tax payments.

Continue to broaden the coverage of the TSA to include revenue collecting
Subvented Agencies

Continue to apply the automatic fuel pricing mechanism in order to protect
the budget from fluctuation in international fuel prices and the exchange
rate

Improving Tax Administration

Government will also continue to pursue gains from more effective tax
administration, with a focus on the following areas:

Expanding the tax base through:

()  Undertaking 'block’ registration of taxpayers at the beginning of
Q4 2020 to further enhance the accuracy and reliability of the tax
register. The nationwide block registration will capture taxpayers
not registered with the NRA thereby expanding the tax base and
mobilising more revenues;

(i) Analysing data obtained from the Freetown Property Census to
expand the rental income taxpayer base thereby establishing a
reliable and complete rental income tax database;

(iii) Identifying high net worth individuals and taxing them accordingly;
and

(iv) Implement a Registration Strategy for unregistered operators/
businesses in the sector.
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Improving systems and leveraging digitalization:

(i) Implementing the Integrated Tax Administration System (ITAS)-
The NRA will ensure that ITAS becomes fully operational in the
first half of 2021 thereby enhancing efficiency and effectiveness in
tax administration.

(if) Implementing fully the Electronic Cash Register (ECR) in 2021
with the aim of enhancing efficiency in administering the GST

(iii) Implement fully the Electronic Single Window, which has been
introduced in the second half 2020 to reduce the time spent on
the clearance of imported goods.

Enhancing compliance of the Small and Medium taxpayers through:

(i) Implementing a Domestic Tax Preparers Scheme that allows
trained tax agents help in record keeping and compliance of Small
and Medium taxpayers.

(i) Continuing to implement a robust tax education program,
including targeted taxpayer workshops, publishing relevant
taxpayer education materials, implementing a National Taxpayer
Awards Day by the end of the year, production and airing of
Jingles mounted on speakers, and use of celebrities and activists
for tax education.

Develop and implement measures targeting the under-
declaration and smuggling at customs associated with potential
revenue losses:

()  NRA with support from development partners, will enter into
MoUs for the exchange of data with other customs
administrations and agencies working at the points of entry/
exit and as well review the current anti-smuggling operations
(both technical and physical smuggling) in an attempt to make
then more effective.

(i)  the NRA will implement the excise stamp duty regime, targeting
smuggling of tobacco and alcoholic related imports, consequently
bringing in additional revenues in import excise via the formal
conduits.

Building capacity in tax administration to tackle harmful tax practices
and this will involve:

(i)

(i)

(i)

(iv)

Enhancing NRA's capacity to undertake specialized tax and transfer pricing
audits;

Setting up a data warehouse and training NRA staff to be able to extract,
transform and store data in a centralized repository; and

Increasing access to data through MoUs with third party sources and OECD's
automatic exchange of Information (AEol).

strictly enforcing tax legislation through ongoing efforts to enhance
intelligence and investigations.
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4.0 Medium-Term Expenditure Framework: 2021-2023

The expenditure forecasts agreed with the IMF are broadly consistent with the
forecasts produced by the Macro-fiscal working Group. The lower forecasts for
domestic capital expenditures by the IMF are based on concerns for the availability
of grant financing given the drop in domestic revenues and the perceived difficulty
in obtaining higher external grants post COVID-19. In the absence of grant
financing, any increase in domestic capital spending will require additional
domestic and external borrowing. This in turn will threaten debt sustainability,
which is current assessed as high risk of debt distress.

4.1 Medium-Term Expenditure Forecasts

Following the sharp increase in expenditure to 25.9 percent of GDP in 2020
owing to the implementation of the COVID-19 Response Plans, which were
supported by increased donor support, total Expenditure and Net Lending is
projected to gradually return to the normal trend of 22 percent of GDP in 2023.

Total expenditure and Net lending is projected to increase nominally to
Le10.43trillion in 2021; Le11.81 trillion in 2022 and further to Lel13.0 trillion in
2023. As a percentage of GDP, total expenditures will decline slightly to 21.9
percent of GDP in 2021; 21.5 percent of GDP in 2022 and further down to 20.7
percent of GDP in 2023.

In nominal terms, Recurrent expenditure are projected to increase Le7.26 trillion
in 2021 to Le8.11 trillion in 2022 and Le8.89 trillion. As a percentage of GDP,
recurrent expenditure will decline to 15.2 percent of GDP in 2021 to 14.7 percent
of GDP in 2022 and further down to 14.1 percent of GDP in 2023.

Wages and Salaries are projected to increase nominally to Le3.51 trillion in 2021
to Le3.92 trillion in 2022 and Le4.30 in 2023. As a percentage of GDP, wages and
salaries will decline gradually 7.4 percent of GDP in 2021; 7.1 percent of GDP in
2022 and further down to 6.8 percent of GDP. The higher ratio of Wages to GDP
is mainly due to the contraction of GDP while the Wage Bill increase in nominal
terms.

Goods and Services expenditure will average 2.5 percent of GDP over the medium-
term; increasing from Lel1.20 trillion in 2021 to Le1.39 trillion in 2022 and Lel1.55
trillion in 2023.

Subsidies and Transfers will increase to 2.7 percent of GDP in 2021 and average
2.5 percent of GDP during 2022 to 2023increasing from Lel.28 trillion in 2021 to
Lel1.40 trillion in 2022 and Lel1.60 trillion in 2023.

Interest payments are projected to increase slightly to Le1.39 trillion in 2021 to
Lel.37 trillion in 2022 and to Lel1.1.39 trillion in 2023. As a percentage of GDP,
interest payments will average 2.7 percent of GDP over the medium-term. Domestic
interest payments will amount to Lel.14 trillion (2.4 percent of GDP) in 2021; to
Lel.37 billion and to Le1.39 billion.

Capital expenditures are projected to increase t oLe2.92 trillion in 2021 to
Le3.34.0 trillion in 2022 and to Le 3.77trillion in 2023. As a percentage of GDP,
capital expenditures will decrease to 6.1 percent of GDP in the medium-term.
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Foreign funded capital expenditures will increase to Lel.85 trillion in 2021 to
Le2.1 trillion in 2021 and to Le2.29 trillion in 2023. As a percentage of GDP,
foreign financed capital expenditures will average 6.1 percent of GDP over the
medium-term.

Domestic capital expenditures will decrease to Lel.1 trillion (4.1 percent of
GDP) in 2021 from Lel.5 trillion in 2020 before increasing to Le1.28 trillion (3.9
percent of GDP) in 2022 and Lel1.47 trillion (3.9 percent of GDP) in 2023.

Public debt is projected to amount to 8 0.1 percent of GDP in 2021 before falling
to 78.3 percent of GDP in 2022 and to 75.5 percent in 2023 manly due to the
contraction in GDP and increase in IMF disbursements under the RCF.

4.2 Medium-Term Expenditure Ceilings Non-salary, non-interest recurrent
expenditures (See Annex 1)

4.3: Public Investment Programme (PIP): 2021 - 2023

The Public Investment Programme (PIP) for the period under consideration is the
aggregate portfolio of projects and programmes drawn from Ministries,
Departments and Agencies (MDAS) in line with the provisions and aspirations of
the Medium-Term National Development Plan (2019 - 2023). The PIP is clustered
around the eight pillars in the Medium-Term National Development plan. Each of
these clusters contained Ministries Departments and Agencies with their attendant
portfolio of projects/programmes.

The basis under which programs and projects are selected and absorbed in the
Public Investment Programme and hence national budget and the Medium-Term
Expenditure Framework (MTEF) remains the same as follows:

(i) projects and programmes must be aligned to the aspirations of the Medium-
Term National Development Plan with emphasis on human capital
development, which is the Government flagship programme, and jobs
creation;

(i) project and programmes that are critical to the statutory functioning of the
Ministry Department or Agency with official approval; and

(iii) reference made to the previous year allocation of the domestic capital.
Table 4.1: Public Investment Programme (Annex 2)
4.3 Medium-term Expenditure Priorities

Government priorities for the medium-term are articulated in the Medium-term
National Development Plan. Human Capital Development remains the top priority
followed by Economic Diversification with a focus on agriculture, fisheries and
tourism. Other top priorities include infrastructure development including roads,
energy and water and sanitation to improve the competitiveness of the economy.
The allocation of Government expenditures, both recurrent and capital reflects
these priorities.
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4.4 Expenditure Management Measures

Government remains committed to improving public expenditure management
and control to create the fiscal space to support enhanced as well as effective and
efficient spending on priorty sector including human capital development,
agriculture and infrastructure. To this end, Government will continue to implement
reforms to improve the integrity and sustainability of the government payroll;
improve the quality and efficiency of non-salary non-interest recurrent and capital
expenditures; and strengthen expenditure controls on other recurrent
expenditures.

4.4.1 Improving the Integrity and Sustainability of the Government Wage
Bill

Government will sustain and broaden the ongoing wage reforms to improve the
integrity of the payroll with the aim of attaining a sustainable Wage bill.
Government's objective in the medium-term is to stabilize the wage bill at 6.0
percent of GDP. The Payroll Reform Strategy (2017-2019) and the PFM Reform
Strategy (2018-2021) continue to provide the framework for payroll reforms. Some
of the ongoing reforms which have contributed to improving the integrity of the
payroll include: (i) ensuring that new employees brought into the payroll have
valid NASSIT, BBAN and National Identification (NI) numbers; (ii) timely removal
from the payroll public sector employee above the retirement age of 60 years; (iii)
automation of the payroll of Sub-vented Agencies, tertiary educational institutions.
The Accountant-General's Department has also established a Payroll Quality
Assurance Team that conducts pre-run payroll checks. The Ministry of Finance
in collaboration with NASSIT and NCRA have commenced the matching of biometric
data recently collected with NASSIT with that of the NCRA biometric records.

The integration of the payroll of tertiary educational institutions into the centralized
computerized payroll led to an increase in the payroll to 6.9 percent of GDP in
2019 from 6.4 percent in 2018. The payroll increased further to 8.0 percent of
GDP in 2020 due to the hiring of additional teachers to support the Free Quality
Education Programme and health care workers as part of efforts to strengthen
the health systems. In the medium-term, the Wage bill is projected to decline 7.4
percent of GDP in 2021 and further down to 6.8 percent of GDP in 2023. To this
end, Government will continue to implement the on-going reforms.

(1) Automating the Payroll of MDAs outside the Centralised Government
Payroll

There are thirteen public service categories currently in the central computerized
payroll system. About 24 percent of payroll payments are processed manually
instead of going through the central CSM Payroll system. The Accountant-General's
Department has completed the automation of the payroll of sub-vented Agencies
and public Universities and Teacher Training Colleges. The payroll of Local councils
was automated in July 2020. The automation of the payroll of 10 technical and
vocational training institutes is in progress. The payroll of Foreign Missions is on
a standalone access database designed by the Accountant General to improve its
integrity. This will be automated during the IFMIS update in the medium-term
(2021-2022).
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About 24 percent of payroll payments are still processed manually instead of
going through the central CSM Payroll system. The payrolls of four sub-vented
agencies are yet to be integrated into the computerized central payroll system.
Also, paramount chiefs and chiefdom functionaries together with board members
of some sub-vented agencies are all paid through manual vouchers.

(i) Requirements for Adding New Employees to the Payroll

Going forward, all new public sector employees are required to provide a valid
NASSIT, BBAN and NI numbers before inclusion into the Government payroll. In
the medium-term, the objective is to use the National Civil Registration Number
(including biometric data) as the unique identifier for all public sector employees.
The details of all public sector employees captured in the databases of NASSIT,
NCRA and employing authorities are being thoroughly reconciled by the
Accountant-General's Department to avoid mismatch of names and dates of birth
prior to inputting into the central payroll system. Government will support the
NCRA to improve their capacity to issue National Identity cards to public sector
employees.

(ii1) Reconciling Names and Date of Birth Mismatches in The Payroll,
NASSIT And NCRA Databases

The biometric verification exercise carried out by the NCRA revealed mismatches
between dates of birth of in the central Government payroll and dates of births
embedded in the NASSIT numbers of public sector employees, mostly teachers.
So far, 16,000 out of about 33,000 employee records of mostly teachers that were
found to have DOB mismatches have been cleaned-up. About 600 out of the
2,500 DOB mismatches in the Police have ben cleaned up. Also 2,500 DOB
mismatches in the Army payroll have also been clean-up. Currently, the
computerized payroll system automatically stops NASSIT contributions on the
sixtieth birthday of all public servants that are in the central payroll system. The
Ministry of Finance will continue to engage employing authorities with a view to
seeking their cooperation in this exercise.

(tv) Payment of Pensions for Public Sector Pre-NASSIT Pensioners

The payment of pensions for public sector employees who retired before the
establishment of Social Security Fund was administered by NASSIT. In line with
recent reforms and the need is to improve transparency of pension payments and
to control the wage bill, the Accountant-General henceforth makes these pension
payments directly into the bank accounts of all pensioners.

(v) Terminating the Services of No-Show Employees

As part of the ongoing payroll reform, Government will continue to end assignments
of employees that did not show up for verification with the NCRA. This will ensure
a clean and transparent payroll. Government will issue termination letters to No-
show employees in order to avoid court action that might be taken by the No-
Show employees.

Government is urging all employees who want have a complete change of their
names to regularize their biometric data to ensure consistency among the NCRA,
NASSIT and the Government payroll data bases.
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(vi) Proper Deactivation of Payroll Records of former Public Sector
Workers

The process of ending assignments of public sector workers who leave the public
service, either due to retirement or suspension from work or moving from one
category of the payroll to another, was fraught with several inadequacies, which
has contributed to the incidence of dual employment. To address this situation,
clear work flows are being developed to facilitate the updating of employee
assignment and personal files.

Employees who have left the service should be removed from the payroll and
those suspended verified. In this context, all retirees and those whose contracts
have expired will be issued termination letters by the various Ministries and
Agencies to ensure proper and regular clean-up of the payroll. To facilitate this,
the Human Resource Management Office (HRMO) is undertaking staff verification
exercise (this includes; DOB, Date of First and Current Appointment, NASSIT,
and NCRA NIN Numbers) in all Ministries, Departments and Agencies.

(vii) Institutionalizing Payroll Quality Assurance

The Accountant-General has established a Payroll Quality Assurance Team that
conducts regular payroll pre-runs before finalizing the payroll every month. The
team uses the Tableau tool to generate relevant pre-finalization payroll reports to
ascertain the accuracy of the payroll. The final report of the pre-run checks is
presented to the Ministry of Finance to inform senior Management on cash
management discussions on the wage bill.

(viii) Establishment of a Payroll Audit Team

The Ministry of Finance has also established a dedicated Payyroll Audit Team
within the Internal Audit Department to ensure compliance with payroll policy
measures. The team has prepared payroll audit report for the first Quarter of FY
2020. The preparation of the Quarter 2 payroll audit report is in progress. The
Ministry is also developing a Payroll Policy, bringing together all the legal provisions
and established rules and procedure for managing the payroll. This will form the
basis of the subsequent Payroll Reform Strategy as the current strategy had expired
at the end of 2019. With support from development partners, Government will
also undertake an external audit of the payroll.

(ix) Random Employee Verification

The National Civil Registration Authority (NCRA) carried out biometric verification
for all public employee's and will continue to process as and when new recruitment
are made into the service. The verification has helped the Ministry of Finance to
undertake regular checks on the payroll to identify retirees and double payment
cases.

(x)  Aligning Manpower and Budget Planning Processes

For 2021 Budget planning process, and it proper alignment with the man-power
needs of all Ministries, Department and Agencies (MDAs), the Human Resource
Management Office (HRMO) has done a Man-power hearing sessions with MDAs.
During these sessions, MDAs presented their respective Man-power Plan, which
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include new recruitment needs and promotions. This process serve as a guiding
tool for efficient and sustainable management of the wage bill for 2021 fiscal year
and the medium-term.

(xi) Development of a Follow-up Payroll Strategy

Following the expiry of the Payroll Strategy (2017-2019), which provided the
framework for the payroll reforms implemented in recent years, there is an urgent
need to develop a follow-up strategy to guide payroll reforms in the medium-
term.

(xii)  Establishing the Wages and Compensation Commission

Significant progress has been made in establishing the Wages and Compensation
Commission. Following nationwide consultations, the draft Bill establishing the
Commission has been submitted to the Attorney-General's Office for concurrence
and Cabinet for approval. Following Cabinet approval, the Bill will be laid in
Parliament in Parliament for enacted. In addition to the draft bill, a National Pay
and Compensation policy has been developed and validated.

4.4.2 Managing Non-Salary, Non-interest Recurrent Expenditures

Broadening the Coverage of the Treasury Single Account (TSA)

The TSA was introduced in 2018 with six extra-budgetary agencies that hitherto
collect and retain Government revenues. The 2019 Finance Act broaden the
coverage of the TSA include an additional five semi-autonomous agencies. While
the TSA has enabled the Government to mobilize additional revenue into the
Consolidated Fund, idle cash balances continue to exist in the accounts of MDAs,
especially sub-vented agencies that receive bulk disbursements. To ensure efficient
cash management, the Government will commence implementing Phase Il of the
TSA in 2021. This will further broaden the scope of the TSA to include all sub
vented and semi-autonomous agencies.

Strengthening Commitment Controls

Government will continue with ongoing efforts to strengthen commitment controls
to avoid the accumulation of arrears and improve the credibility of the budget.
The Ministry of Finance rolled-out Electronic PETS system in 2020, which involves
the processing of MDA expenditure requests using the automated PET Forms 1
and 2. Prior to this, PET forms are processed and uploaded into IFMIS manually,
leading to delays in which MDAs can generate purchase orders and commitment
control forms within IFMIS. This has inevitably led to commitments made outside
of IFMIS. To avoid these delays and ensure that expenditure commitments are
made within the IFMIS, the Ministry of Finance with support from DSTI automated
PETS Form |. Going forward, the Ministry will automate PET Form 2 to ensure
fully automation of the budget execution process. The Ministry of Finance strongly
discourages suppliers from accepting Local Purchase Orders that are not generated
within IFMIS. The Ministry of Finance also requires MDAs to seek approval of
contract certificates before contracts are awarded to suppliers/contractors. In
addition, the Ministry of Finance ensures that payment cheques are printed and
sent to the Bank of Sierra Leone only if there are funds in the Consolidated Fund
to meet such payments.
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Government is also committed to the non-accumulation of arrears consistent
with the Arrears Clearance Strategy. To support these efforts, we will follow-up
on the arrears prevention recommendations based on the recent Public Investment
Management Assessment (PIMA) mission from the IMF Fiscal Affairs Department.

Developing the Electronic Funds Transfer System

The manual processing of payment instructions to the BSL by the Accountant
General's Department (AGD) has resulted in delays and omissions and involves
significant transaction costs. This is because interbank funds transfer between
the BSL and AGD cannot be done electronically as the IFMIS systems at the AGD
and the T-24 software at the BSL are not yet integrated. To address this constraint,
an Electronic Funds Transfer (EFT) System is being developed to provide the
AGD with the capability to make cashless and paperless disbursements to
recipients and beneficiaries of Government payment obligations through the BSL;
enable the real time processing of all payment transactions from the AGD; and
provide for a seamless reconciliation process between the BSL and AGD.

Upgrading and Expanding the Coverage of IFMIS

Currently, the IFMIS has been rolled at to 54 MDAs. The IFMIS will be upgraded
to web-based version and extended to Local Councils, Embassies/High
Commissions and donor-funded projects to ensure comprehensive recording,
accounting and reporting of Government financial transactions.

Strengthening Budget Preparation

For effective commitment controls, the Government will also continue
strengthening budget preparation to better reflect the spending needs of MDAs.
Quarterly budget allocations often do not reflect MDAS' spending projections.
While this could reflect the current situation of cash constraints, it could also be
related to insufficient appreciation of the needs of MDAs and/or unrealistic
projections by the latter. The Ministry of Finance will continue to deploy trained
budget officers to MDAs and strengthen the capacity of Budget Committees. Earlier
this year, the MoF started deploying budget officers to MDAs to strengthen their
projections, with a view to ensuring better budgetary allocations.

Conduct Annual Public Expenditure Tracking Surveys (PETS) and Implement the
2019 Public Expenditure Survey Recommendations

The regular conduct of PETS will help to ensure that disbursed resources reach
the intended beneficiaries, and also better inform future budget preparation and
allocation. The PET Survey undertaken in 2019 on selected 2018 expenditures in
the education, agriculture and health sectors proffered useful recommendations
for reducing wasteful expenditure.

Strengthening Contract Management

Weak contract management often leads to incurring extra-budgetary expenditures
and the accumulation of arrears. There is need to establish information systems
to record, track, monitor, and report on the execution Government contracts.
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Implement the Vehicle Fleet Policy

Following the approval of the Fleet Management Policy by Cabinet, the Ministry
of Finance in collaboration with the Ministry of Transport and Aviation will
commence the implementation of the policy in 2021 to minimize the cost of
procurement and maintenance of Government vehicles. The Vehicle Fleet Policy
seeks to reduce the capital, maintenance, and running costs, minimize wastages,
and the misuse of Government vehicles. It will also ensure that Government
officials use the most appropriate and cost effective modes of transportation for
effective service delivery.

Improving Public Procurement

Building on the reforms implemented in recent years Government will introduce
electronic procurement system to further improve the transparency and
accountability of public procurement.

4.4.3 Managing Domestic Capital Expenditures

Following the conduct of the Public Investment Management Assessment (PIMA)
by the joint staff of the International Monetary Fund (IMF) and World Bank in
December 2019, a lot of reforms have been proffered for an efficient and effective
the Public Investment Programme. The assessment provided an insight into Sierra
Leone's public investment management framework and assist Government to
prepare a prioritized action plan for strengthening the management of the public
investment. The assessment further examined how efficient Sierra Leone public
investment is to other countries in the region that have made similar assessment
and highlighted challenges in the public investment process that will inhibit the
government drive to close the infrastructural gap notwithstanding the significant
strides made over the years.

The assessment indicated that Sierra Leone's public investments has been volatile,
mirroring the huge swings in the economy and the fragile fiscal conditions. Under
pressure from infrastructure demands and economic volatility, public investments
were driven by top-down decisions.

In an effort to take forward the reforms in public investment, Government has
concluded the development of a national public investment policy. This policy is
expected to provide the enabling environment for improved public sector
management and private sector participation in public investments, with the
ultimate aim of providing increased opportunities for economic growth and
development. The policy provides the framework for setting priorities that would
strengthen the link between public investment and the medium term national
development plan; provide for the coordination of all stakeholders in public
investment effort and streamline roles and responsibilities; and establishes a
clear process in the planning, appraisal, budgeting, implementation and post
evaluation of public investment projects.

Going forward the public Investment programme will be guided by the national

policy which describes the institutional and legal framework, guiding principles
and priorities of public investment activities.
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5.0 FISCAL RISK STATEMENT
A. Macroeconomic risks

Macroeconomic Risks relate to factors that may cause the outturns of key
macroeconomic variables to significantly differ from those anticipated under the
Fiscal Strategy Statement. While such risks could be positive or negative, the
emphasis is mainly on negative macroeconomic shocks, which impact could
challenge Government's policy implementation. Potential adverse shocks to GDP,
fall in the prices of mineral exports especially iron ore; rise in international prices
of petroleum products; sharp depreciation in exchange rate of the Leone to the
US Dollar; rise in inflation and domestic interest rates and the lingering effect of
the recent global Corona Virus 19 pandemic may have large implications for
Government revenue and expenditure and therefore, derail the attainment of
fiscal objectives.

(1) Adverse shocks to GDP Growth

GDP growth in Sierra Leone remains volatile. Following the subdued growth in
2017 and 2018, the economy recovery recovered strongly in 2019, growing by 5.4
percent in real terms. The outlook of the economy before COVID-19 was also
bright, with growth projected to average 4.5 percent during 2020-2022. In
particular, the economy was projected to grow by 4.2 percent in 2020. The outbreak
of COVID-19 and its associated containment measures have disrupted activities
in key sectors of the economy including agriculture, mining, manufacturing, trade
and tourism. Consequently, the economy is now projected to contract by 3.1
percent with adverse implications for domestic revenue collection. Projections for
domestic revenue have been revised downwards to 13.0 percent of GDP from the
initial projection of 14.8 percent of GDP. Coupled with the increase in expenditure
to respond to the health crisis to protect lives and implement several programmes
to mitigate the impact of COVID-19 on livelihoods, the budget deficit widens to
12.8 percent of GDP in 2020. The outlook of the economy in the medium-term
depends on the spread, duration and severity of COVID-19. Given the uncertainty
about the end of the disease, economic activities may remain subdued in the
medium-term. A continued slowdown in economic activity could drastically reduce
domestic revenue mobilization and impacted expenditure in major service delivery
areas in the country. The expectation is that the fiscal gap could widen with
adverse implication for fiscal and debt sustainability in particular and
macroeconomic stability in general.

(i1) Inflation

Low and stable inflation is crucial for macroeconomic and financial stability.
Low and stable inflation makes the economic and financial environment less
risky and so encourages the efficient allocation of resources that will support
investment, and therefore promote higher and durable economic growth. Domestic
consumer prices have been trending downwards in the last few months, but still
remain in double digits driven by the pass-through effects of currency depreciation
and supply side constraints and its impact on food prices, transport and cost of
utilities. Year on year inflation rose to 15.6 percent in March before gradually
falling to 13.6 in July 2020. Inflation is projected to remain high for the rest of
the year due to the disruptions to global and local supply chains by COVID-19
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High and variable inflation could increase the cost of goods and services purchased
by Government for its day to day operations and hence increase Government
expenditures and the overall budget deficit. Government also holds substantial
amount of domestic debt. An increase in inflation would ideally increase nominal
interest rates on domestic debt and hence increase Government domestic interest
payments.

By distorting the signalling power of relative prices and returns on investment in
the medium term, inflation can slow foreign direct investment and economic growth
with profoundly deleterious effect on the tax base and revenue collection. In
addition, most taxes such Goods and Services taxes and Corporation taxes are
normally collected with substantial lags. Therefore, high and rising inflation could
erode domestic revenue collected from these sources and hence complicate the
execution of the budget. Tax arrears also come with substantially collection lags.

(i) Exchange Rate Movements

A nominal exchange rate depreciation can exert a direct effect on the fiscal deficit
through its impact on revenues and expenditures. Following the 00 percent
depreciation in 2019, the Leone has remained relatively stable, depreciating by
00 percent during January to August 2020.

Exchange rate depreciation affects domestic revenues through two channels; firstly,
by affecting the revenues generated from ad valorem taxes on imports and secondly
by affecting the domestic currency value of foreign exchange receipts by
government. Exchange rate depreciation also affects Government expenditures
especially the foreign exchange outlays associated with external debt service
payments and the foreign component of domestic funded capital expenditures.
Sierra Leone also has substantial level of external debt that is denominated foreign
currency-especially the US dollar, about US$1.6 billion. This means any nominal
depreciation of the local currency can profoundly increase the debt service
payments (interest payments and amortization) in domestic currency, thereby
widening the budget fiscal deficit. Also, the country heavily depends on the finished,
intermediate and raw material imports for consumption and industrial production.
Given that most Government purchases fall on imports, these may challenge the
implementation of the budget and hence the overall deficit.

(tv) Fall in the prices of Mineral Exports

The Sierra Leone economy is heavily dependent on mining exports, particularly
iron ore, diamonds and rutile. Mining exports contribute, on average, 5 percent
to the country's GDP (2016 - 2019). In recent years however, mining activities
have been subdued as a result of low international prices for iron ore and the
protracted economic downturn in major trading partners.. The situation is
exacerbated by the impact of COVID-19 on the economies of Sierra Leone's trading
partners especially China and some European countries. The corresponding
drop in commodity prices especially mineral exports will adversely affect economic
growth and domestic revenue collection as royalty payments and other mining
related taxes plummet. Similarly, low level of exports will reduce supply of foreign
exchange, causing the Leone to depreciate further, heighten inflation and increase
Government expenditure.
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(v) High stock of Public Debt

Sierra Leone total public debt stock is substantial, estimated at US$2.36 billion
(Le23.19 trillion) , which is over 60 percent of GDP as at end 2019. This excludes
the stock of verified domestic suppliers and contractors arrears estimated at USD
360 million. Used productively, borrowing can fund investment in essential
infrastructure, helping to boost future growth potential, or to manage temporary
downturns in revenues over the macroeconomic cycles.

The current stock of debt poses a significant fiscal risk given its associated high
debt service payments (interest and amortization) particularly on domestic debt
which is predominantly in short-term debt instruments. Further increase in the
debt stock on non-concessional terms would increase debt service payments,
which would further reduce funds available for other Government priority spending
or lead to increasing deficits and further borrowing. If the strategy developed for
the liquidation of the huge stock of verified domestic suppliers and contractors'
arrears is not properly implemented, this would translate into increased explicit
domestic debt with the resultant debt service challenges.

(vi) Rise in Domestic Interest Rates

Sierra Leone also has a substantial stock of domestic debt in the form of marketable
and non-marketable securities. As at end-June 2020, this amounted to 7.14
trillion with projected interest payment for 2020 amounting to Lel.11 trillion or
16.97 percent of recurrent expenditure.

Interest rates for the most dominant domestic debt instrument (364-days Treasury
Bills) have remained high averaging at around 24 percent as of June 2020,
reflecting the Government stance of rolling over the high domestic debt stock
amidst high inflation. Further increases in domestic interest rates would increase
overall government spending and crowd out financing of critical developmental
initiatives of Government.

Mitigating Macroeconomic Risks

In order to mitigate the potential risks emanating from negative shocks to key
macroeconomic variables including GDP, inflation, exchange rate, domestic
interest rates, Government will sustain its efforts at fiscal consolidation to ensure
fiscal and debt sustainability and safeguard macroeconomic stability. To this end
Government will continue to implement revenue enhancing including reforms
broadening the coverage of the Treasury Single Account (TSA), automating tax
processes and procedures, strictly enforcing tax legislations, minimising duty
and tax waivers and continued implementation of the liberalised petroleum pricing
formula. On expenditure management, Government will continue the
implementation of on-going reforms to ensure the sustainability and improve the
integrity of the Government Wage bill, strengthen commitment controls, and
improve the efficiency of public investment.

Government will also continue with efforts to remain on track on the economic
and financial programme with the IMF-the Extended Credit Facility (ECF). The
ECF supports the implementation of prudent macroeconomic policies to foster
macroeconomic stability. The programme also provides balance of payment
support, which augments our foreign exchange reserves, thereby contributing to
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the stability of the exchange rate. Remaining on track on the ECF combined with
the implementation of structural and sectoral reforms agreed under budget support
operations will also trigger the disbursement of budget support from the World
Bank, African Development Bank and the European Union, which provides
additional fiscal space and reduce Government's borrowing requirements from
the domestic banking system, thereby reducing inflation and treasury bill interest
rates.

Government also remains committed to diversifying the economy in order to reduce
its vulnerability to internal and external shocks. To this end, Government will
scale up spending on key productive sector including agriculture, fisheries and
tourism. Government will also implement reforms to attract private investment
in to these sectors as well as in the manufacturing and services sectors.

B. Central Government Contingent Liability
(1) Contingent Liabilities of State-Owed Enterprises

Based on the Contingent Liability Survey conducted in 2019, the total liabilities
for the fourteen (14) active State-owned Enterprises (SoEs), excluding the two
state-owned banks (Sierra Leone Commercial Bank and Rokel Commercial Bank
Ltd) amounted to about Le2.6 trillion. Close to 70 percent of these liabilities
(67.4%) are suppliers' arrears, followed by employees' compensation and standard
loans, accounting for 9.2 and 8.3 percent respectively as shown in the table
below:. A significant proportion of the suppliers' arrears relates to the Electricity
Distribution and Supply Authority (EDSA) obligations to Electricity Generation
and Transmission Company (EGTC) and Karpower. As shown in Table---, EDSA
has the largest share of the total liabilities (43.5%), followed by the Sierra Leone
National Telecommunication Company (Sierratel), and Sierra Leone Airport
Authority (SLAA), accounting for about 38.1 and 7.6 percent, respectively. There
are a good number of SoEs whose liabilities are below 1 percent of the total
liabilities including, Sierra Leone Postal Services (SALPOST), Sierra Leone State
Lottery (SLSL), Sierra Leone National Shipping Company (SLNSC), and Sierra
Leone Housing Corporation.

Table 5.1

Type of Liability End 2019 (Le'000) % of Total
Bank Overdraft 158,671.70 0.0%
Contractors Arrears 14,925,378.90 0.6%
Corporation Tax 2,423,050.00 0.1%
Corporation Tax Arrears 46,334,481.00 1.8%
Loan from Government 13,683,585.70 0.5%
NASSIT Obligations 153,161,688.90 5.9%
Other Liabilities 138,639,552.80 5.3%
PAYE Arrears 14,503,018.00 0.6%
Salaries/Wages/Employee

Benefit 239,875,629.26 9.2%
Standard Loans 214,424,772.00 8.3%
Supplier Arrears 1,747,565,333.24 67.4%
Utility Arrears 8,435,969.70 0.3%
Grand Total 2,594,131,131.20 100%

Source: Fiscal Risk and SOE oversight Dept., Ministry of Finance
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With the historically weak financial performance of most of the SOEs, particularly
EDSA and SIERRATEL, a situation that has been exacerbated by the Covid-19
pandemic, the risk of these institutions failing in their obligations is very high.
While Government could avoid the fiscal burden from some of the SOEs by adopting
strict fiduciary measures, for others, such as EDSA, it difficult to avert certain
fiscal responsibilities in the immediate future. This means that Government may
have to step in defray some of the suppliers arrears owed by EDSA and SIERRATEL.

End 2019 % of

No. Name of State-owned Enterprise (Le'000) Total
1 Electricity Distribution and Supply Authority 1,127,343,362.0  43.5%
2 Electricity Generation and Transmission Company  146,239,918.00 5.6%
3 Guma Valley Water Company 55,059,343.00 2.1%
4 National Development Bank Limited 116,945.60 0.0%
5 National Insurance Company 5,000.00 0.0%
6 Sierra Leone Airports Authority 196,669,564.00 7.6%
7 Sierra Leone Housing Corporation 483,740.06 0.0%
8 Sierra Leone National Shipping Company 6,584,953.00 0.3%
9 Sierra Leone Port Authority 28,440,747.90 1.1%
10 Sierra Leone Postal Services 11,006,406.40 0.4%
11 Sierra Leone Road Transport Corporation 3,725,887.00 0.1%
12 Sierra Leone Roads Authority 22,632,860.10 0.9%
13 Sierra Leone State Lottery Company 7,850,126.00 0.3%
14 Sierra Leone Telecommunication Company 987,972,278.14 38.1%

Grand Total 2,594,131,131.2 100%

Source: Fiscal Risk and SOE oversight Dept., Ministry of Finance

(if) Contingent Liabilities from Public Private Partnership

Given the fiscal challenges and the existing public debt level, which is considered
to be at high risk of distress, as well as the need for efficiency in public service
delivery, Government has embraced Public Private Partnership (PPP) arrangements
as alternative means to deliver on public infrastructure and related services.
Significant progress has been made in attracting private investors into PPP in
several sectors of the economy, particularly the energy sector, which has seen
PPP commitments of over US$2.0 billion. There are currently eighteen (18) active
PPP projects distributed across various sectors in the country with the energy
sector accounting for over 40 percent of the estimated total projects cost. One
example of PPP projects implemented in recent years is the Wellington-Masiaka
Toll Road project undertaken by the Chinese. There are also pipeline PPP projects
including; the Cote d'lvoire, Liberia, Sierra Leone and Guinea (CLSG) transmission
project; the 150-bed super specialty healthcare facility project to improve health
care delivery; the affordable housing for the poor project; the Karpower project to
supply electricity to Freetown, and the Lungi Bridge project.

While PPPs have proven to be useful tool to providing public infrastructure and
related services, it is normally shrouded with both implicit and explicit contingent
liabilities with the potential to destabilize Government's fiscal profile. Examples
abound wherein EDSA cannot generate enough revenue to pay independent power
producers (IPPs), and Government has to take over the bill, causing significant
stress on the national budget. In FY2019, Government provided about Lel32
billion of subsidy to assist in the settlement of EDSA's tax and IPPs' obligations.
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This trend appears to continue in FY2020, particularly as the Covid-19 pandemic
is having its toll on Authority's cash flow. Similar references can be made for
other PPP projects, including the IPAM Bureh Town Residential Campus project
that requires a Government guarantee of over US$37.0 million apart from the
existing Government exposure of about Le20.0 billion.

Measures to Mitigate PPP Risks

1. Due to the complex nature of PPPs and the resulting contingent liabilities
that may arise from them, Government need to strengthen the 'gateway’
processes of managing PPPs. There is need to continue building institutional
capacity for evaluation of PPP projects so that inherent project risks could
be identified, assessed, allocated or avoided. In this regard, Government has
sought technical support from IMF and World Bank to build capacity of
Fiscal Risk Management Division staff in the use of the PPP- Fiscal Risk
Assessment model.

2. The IMF Fiscal Affairs Department have conducted a Public Investment
Management Assessment in a bid to improve PPP governance.

3. Direct commitments and obligations related to contingent liabilities arising
from the risks assumed by the government should be adequately provisioned
for in the budget.

4. Establishment of PPP units in the Office of the Vice President, the Public
Investment Management unit at the Ministry of economic Development and
a dedicated PPP unit at the Fiscal Risk Management Division of the Ministry
of Finance serves the 'gate keeping' role that provides enabling legal and
institutional framework to guide investments in PPP. This has facilitated
and maintain fair, equitable, transparent, competitive and effective
procurement processes for PPPs. Government must therefore ensure and
enforce that all PPP projects go through the necessary 'gate keeping' phases
before execution.

5. The Government has also developed regulatory framework such as the PPP
Act 2014, Procurement Acts 2016 and the PFM Acts 2016 to guide the
implementation of PPP projects.

6. Government has also set limit on exposure relating to guarantees and
insurance securitization.

Most PPP projects in the country are at the project initiation stage implying huge
investment outlays or contingent liabilities for government in the future. The
presidential Infrastructure Initiative projects are predominantly in the roads and
constructions sector. The Medium Term National Development Plan prescribe an
off-balance sheet with no sovereign guarantee-financing model for implementing
projects under the presidential infrastructure initiative.

Contingent Liabilities from Litigation

Over the years Government has been battling with series of litigations that have
sometimes challenged the national budget, particular for those that require
representation outside the jurisdiction of Sierra Leone. There are several
outstanding litigations against Government at ECOWAS Court, including the one
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involving the Centre for Accountability and Rule of Law with a claim of about
US$14 million. There are also others that are under international arbitration,
including the case with SL Mining Ltd.

The proliferation of lawsuits against Government and quasi Government
institutions with the possibility of culminating in unfavorable outcome signifies
significant fiscal risks to the national budget.

Policy Risks

The partial or non-implementation of policy reforms agreed under budget support
operations agreed with donors represent one of the greatest risks to budget
implementation in Sierra Leone. It is important to note that Government
expenditures are programmed on the basis of expected disbursements from
development partners as domestic Government revenues are in most cases far
below the projected expenditures. The delay or non-implementation of these policy
reforms will either delay or postpone the disbursement of budget support by
development partners, thereby derailing budget implementation.

Natural Disasters

In recent years, Sierra Leone has been experiencing incidence of natural disasters
and Epidemics, resulting in loss of lives, livelihoods and properties, with severe
consequences on the economy. Recurring disasters in recent times include floods,
Ebola Viral Disease (EVD), Mudslide and currently the Corona Virus. Wild fire
threats in some part of the country especially in the north which appeared to be
a remote possibility in the past has, recently, becoming a potential reality. Flooding
is mostly linked to the heavy terrestrial rains. The mudslide and floods in 2017
claimed over 150 lives and the recent army worm invasion that destroyed crops
are often irregular.

The frequent occurrence of natural disasters is putting significant stress to the
national budget. There is no comprehensive strategy geared towards the financing
of natural disasters and related interventions have been on an ad-hoc. In an
effort to mitigate the impact of COVID on the people and businesses, Government
prepared the Quick Action Economic Response Programme and the Health Sector
Preparedness and Response programme. The implementation of these programmes
require additional spending far above what the original budget provided. This
necessitated the preparation of a Supplementary Budget with new priorities aimed
at fighting the disease and mitigating the impact. Therefore, disasters usually
lead to extra-budgetary expenditures. In the midst of limited resources, other
priority spending could be postponed to address the emergency needs of the
affected population.

Mitigating Measures/Contingency Plans for Natural Disasters

To address emergency needs arising from natural and man-made disasters,
Government is in the process of establishing a Disaster Control and Management
Agency. Meanwhile, Government is strengthening the capacity of the Office of
National Security to coordinate disaster response activities.

In addition, Government is also incorporating contingency planning in the budget
planning process. The PFM Act, 2016 makes provision for the allocation of
budgetary resources under in the National Budget to meet unexpected
expenditures.
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