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I.  INTRODUCTION.

1.The preparation of the 2018 Fiscal Strategy Statement (FSS) is in compliance with
Section 23(1) of the PFM Act, 2016. As in the case of the 2017 FSS, the 2018 FSS provides
a detailed description of Government's fiscal objectives as well as an assessment of
fiscal risks for the next three years. The macro-fiscal forecasts contained in the FSS
are based on forecasts produced by the Macro-Fiscal Working Group of the Government
and agreed with the International Monetary Fund (IMF) Country Team during the
negotiations for the new Extended Credit Facility (ECF) arrangement with the IMF in
April 2017.

2.The rest of the paper is organized as follows. Section 2 presents the Government's
fiscal strategy and objectives; Section 3 provides an overview of recent economic
developments as well as outlook for the global and domestic economy; Section 4 outlines
Government's fiscal policy, including a review of fiscal developments during 2015-2017;
This section  also discusses the medium-term fiscal forecasts; as well as expenditure
management and control measures. Section 5 presents the Medium-Term Expenditure
Framework; detailing expenditure ceilings, both for recurrent and domestic capital for
the medium-term.  Finally, section 6 assesses the impact of fiscal risks, including
macroeconomic and specific fiscal risks and their mitigating measures.

II.  FISCAL STRATEGY AND OBJECTIVES

3. The key objective of fiscal policy in the medium-term is to maintain
macroeconomic stability by focusing on the consolidation of public finances through
enhanced domestic revenue collection and rationalization of expenditures. Higher
domestic revenue collection will allow Government to continue to address infrastructure
bottlenecks, promote economic diversification, and expand existing social protection
programmes to achieve inclusive growth and poverty reduction. This is consistent with
the principles of Responsible Financial Management as articulated in Section 20(2) of
the Public Financial Management (PFM) Act, 2016.

4. In this regard, Government will seek to reduce the overall budget deficit,
including grants, from 7.0 percent of GDP in 2017 to 6.5 percent  in 2018 and further
down to an average of 5.6 percent  in 2019-2020. To achieve this objective, domestic
revenue collection will improve from 12.0  percent   of GDP in 2017 to 13.2 percent of
GDP in 2018,  14.6 percent of GDP in 2019 and further up to 15.4 percent  in 2020.
Consequently, the actions and measures to achieve these are articulated in the
Domestic Revenue Mobilization Strategy (RMS).

5. Total expenditure and net lending will amount to 21.6 percent of GDP in 2018
from 21.3 percent during 2017. A key feature of public expenditure management is to
maintain a clean  Government payroll. The aim is to keep the wage bill at a sustainable
level of 6 percent of GDP from 2018 onwards, from 6.3 percent of GDP in 2017. Thus,
in nominal terms, the Government Wage bill will increase from Le1.83 trillion in 2017
to Le 2.1 trillion during 2018, consistent with an increase in  nominal GDP. The
domestic primary deficit will be reduced from 4.5 percent of GDP in 2017 to 4.0 percent
in 2018 and further down to 2.1 percent of GDP in 2020.
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6. To maintain debt sustainability consistent with our obligations under the
ECOWAS macroeconomic convergence criteria for the monetary union, public debt will
not exceed the debt sustainability threshold of 40 percent of GDP in present value (PV)
terms and 70 percent of GDP in nominal terms.

III. RECENT ECONOMIC TRENDS AND OUTLOOK
3.1  Global Economic Developments, Outlook and Risks

7. The global economy experienced several challenges in 2016, including weak
growth in advanced economies, especially the United States, the United Kingdom
Brexit vote to leave the European Union, lingering impact of the fall in commodity prices
and China's shift    from investment and exports to consumption and services as well
as geopolitical uncertainty. Despite this, the global economy is estimated to have grown
by 3.1 percent in 2016 compared to 3.2 percent in 2015.

8. World inflation remained low in 2016 supported by low commodity prices.
Inflation remained subdued in Advanced, Emerging markets and developing economies
in 2016 due to weak demand. In Sub-Saharan Africa, inflationary pressures remained
high due to the sharp depreciation of domestic currencies across the region.

9. The global outlook improved in 2017 but uncertainty remains high. The global
economy is estimated  to grow by 3.5 percent in 2017 and further by 3.6 percent in 2018
due to the recovery in Emerging market economies as financial sentiments towards
these economies improve. China's growth is expected to remain reliably high in the
medium-term, with a growth forecast of 6.7 percent in 2017, and averaging 6.4 percent
over 2018-20. Growth in India continued to be resilient at 6.8 percent in 2016. India's
economy is benefitting from a large improvement in terms of trade, effective policy
actions and stronger external buffers.

10. In Sub-Saharan Africa, growth fell across the board in 2016 with an average
growth rate of 1.4 percent, as about two-thirds of the countries in the region
experienced a slowdown. A range of external conditions, including a drop in commodity
prices, deterioration in terms of trade, and severe climatic conditions causing drought
and famine as well as difficult domestic political conditions prompted the decline in
growth.

11. In 2017, prospects are expected to improve as average growth in the region is
estimated projected at 2.6 percent. This modest growth rebound is mainly driven by
three large countries: recovery in oil production in Nigeria, higher public spending
ahead of the elections in Angola, and the fading of drought effects in South Africa.

12. The encouraging outlook as described above for the global economy is masked
with significant risks. For advanced economies, low productivity growth, high income
inequality and populist sentiments will continue to increase likelihood of protectionist
and nationalistic policies which could threaten the global economic cooperation,
reducing cross-border trade and investment. In emerging and developing economies,
persistent structural issues may challenge growth. Geopolitical tensions, domestic
political dissent, increased risks of severe climate incidents as well as terrorism
concerns will also contribute to the uncertainty of the outlook.
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3.2 Domestic Macroeconomic Developments, 2015-2017

13. The twin shocks of the Ebola epidemic and the collapse of iron ore prices,
adversely affected the performance of the economy during 2015. The economy
contracted by 20.5 percent after slowing down to 4.6 percent in 2014 from 20.7 percent
in 2013. Despite this contraction, the economy proved resilient and recovered strongly
in 2016. It grew by 6.1 percent following the resumption of iron ore mining combined
with the implementation of sound economic policies.  Excluding iron ore, the economy
grew by 4.3 percent in 2016 attributed largely to an increase in economic activities,
the return to normal activities in the agriculture, construction, trade, manufacturing,
and services sectors, including transport and tourism supported by improved electricity
generation and distribution. Overall, GDP is projected to grow further by 5.6 percent
in 2017 with non-iron ore GDP growing by 3.5 percent.

14. After remaining at single digits throughout 2015 and the first half of 2016,
inflation jumped to double digit in July 2016. For the first quarter of 2017, it peaked
at 20.2 percent in March 2017 from 8.4 percent in December 2015. The increase in
inflation largely reflects the sharp depreciation of the exchange rate during the period
and the one-off increase in domestic pump prices of fuel products in November 2016.
Inflationary pressures moderated during the second quarter of 2017 and further
declined to 18.1 percent in August and 17.8 percent in September, 2017 as the
exchange rate stabilizes and the impact of the fuel price increase fades away. The tight
monetary policy stance adopted by the Bank of Sierra Leone (BSL) during the first half
of 2017 also contributed to the decline in inflation. The BSL increased the monetary
policy rate to 11 percent in March 2017 and further to 13 percent in June 2017 from
9.5 percent during the first half of 2016.

13. Domestic revenue collection was adversely affected by the contractionary
effects of the twin shocks on the economy during 2014 and 2015. Domestic revenue
collected decreased to 10.8 percent of GDP in 2014 and remained at the same level
in 2015.

14. However, for 2016, domestic revenue collection increased to 12.1 percent of
GDP in 2016, largely due to a one-off revenues collection in the form of capital gains
tax from the sale of Airtel,  the take-over of Sierra Rutile by Aluka, and  the removal
of fuel subsidies in November 2016. Excluding the capital gains tax received, domestic
revenue was estimated at 11.1 percent of GDP in 2016. Government also implemented
various revenue enhancing measures during the period including the introduction of
Goods and Services Tax (GST) on electricity; higher import duty on water, sugary and
juice drinks, cigarette and other tobacco products. The presumptive tax rates for
commercial vehicles and motor bikes were also revised. Total expenditure increased
to 20.8 percent of GDP in 2015 from 19.5 percent of GDP in 2014 and further to 23.2
percent of GDP in 2016.

15. Consequently, the overall budget deficit, including grants, increased to 4.6
percent of GDP in 2015, and further to 8.1 percent of GDP in 2016 from 4.0 percent of
GDP in 2014.
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Domestic revenue is also estimated  at 12.1 percent of GDP in 2017. Total expenditures
are estimated to moderate to 21.2 percent of GDP in 2017 as Government adopts
measures to consolidate its fiscal position, including aggressive domestic revenue
mobilization and expenditure rationalisation, measures. The overall budget deficit
including grants is estimated at 6.5 percent of GDP in 2017.

16. Broad money grew by 17.9 percent in 2016 compared to a growth rate of 4.9
percent in 2015 and is projected to slow down to 11.3 percent by end 2017. Similarly,
Reserve Money grew strongly by 23.9 percent in 2016 compared to 8.3 percent in 2015
and is projected to moderate to 11.3 percent at end 2017.

17. Bank credit to the private sector continued to grow during the review period
by 9.1 percent in  2015,  16.7 percent in 2016 and is projected to moderate to 12.0 percent
by end 2017. As a percentage of GDP, credit to the private sector remains relatively
low at an average of 5.3 percent compared to Sub-Saharan African average of 20 percent.

18. To support Government's economic recovery following the slump in 2015, the
monetary policy stance of the BSL was initially kept neutral during the first half of 2016
with the Monetary Policy Rate (MPR) maintained at 9.5 percent. In the second half of
2016, monetary policy was challenged by the rise in inflation triggered by exchange
rate depreciation and reinforced by the excess liquidity in the banking system.  In
response to the heightening inflationary pressures, monetary policy was tightened
during the second half of 2016.The MPR was raised to 10.5 percent in the third quarter
and further to 11 percent in the fourth quarter of 2016.

19. The value of exports plummeted by 55.4 percent to US$581 million in 2015
relative to US$1.3 billion in 2014, following the closure of the two iron ore mining
projects. The resumption of iron ore mining in February 2016 resulted in the recovery
of exports by 15.2 percent during 2016 as the value of exports increased to US$670
million.

20.Total exports amounted to US$467 million for the first half of 2017 compared to the
US$ 291 million for the same period in 2016. Of this, iron ore exports amounted to US$99
million; diamond, US$ 50.4 million; rutile, US$ 37 million; bauxite, US$ 29.5 million
and fish and shrimps, US$113.4 million.

21. The value of total imports (fob) decreased by 31 percent from US$1.6 billion in
2014 to US$1.3 billion in 2015 and remained at that level in 2016. This was mainly
driven by the reduction in the value of petroleum imports from US$311 million in 2014
to US$157 million in 2015. It slightly rose to US$187 million in 2016 due to both
reduction in volumes as iron ore mining ceased in 2015 and the fall in international
oil prices. The importation of mining related machinery and transport equipment also
decreased by 38 percent, from US$334.8 million in 2015 to US$206.9 million in 2016.
Food imports amounted to US$298.7 million, a significant decrease compared to
US$528 million in 2015. Rice imports amounted to US$95.9 million in 2016.
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22. Total  imports  amounted to US$ 737.4 million during the first half of 2017, about
31 percent higher than imports for the same period in 2016. Food import amounted to
US$ 248 million, of which rice import was US$ 108.3 million; machinery and transport
equipment; US$175 million and manufactured goods import, US$78.7 million. Total
imports are projected to reach US$ 1.4 billion by end of 2017.

23. The trade deficit widened to US$765 million in 2015 from US$333.9 million in
2014, reflecting the 55.4 percent drop in exports (mostly iron ore), which more than
offset the 18 percent drop in imports during the year. It however, improved slightly to
US$646 million in 2016 following the resumption of iron ore exports. Despite this
improvement in the trade deficit, the current account deficit widened to 19.7 percent
of GDP in 2016 due to the sharp drop in official transfers, including Ebola-related
inflows from US$350 million in 2015 to US$208 million in 2016. The current account
is projected to deteriorate to 21.5 percent of GDP during 2017.

24. Gross foreign reserves of the Bank of Sierra Leone decreased from US$633
million (4.1 months of imports) in 2014,  to US$ 580 million (3.8 months of imports) in
2015.  In 2016, gross foreign reserves decreased further to US$503 million in 2016 (3.1
months of imports). The decrease in reserves in 2016 was mainly due to an excess of
outflows which more than outweighed the inflows during the year. The main sources
of foreign inflows in 2016 were  receipts from mineral exports as well as disbursements
of project and programme loans and grants by development partners. Significant
outflows were in respect of payments for various Government infrastructure projects,
support to the private sector through the BSL weekly auction and debt service payment
to various creditors.

25. The exchange rate of the Leone to the US Dollar came under pressure during
2015 to 2016. The fall in export earnings, coupled with the decline in Ebola-related
donor inflows, reduced the supply of foreign exchange in the economy. The speculative
behaviour of market participants also contributed in putting further pressure on the
exchange rate. Consequently, the end period exchange rate of the Leone to the US
dollar depreciated by 27.6 percent to Le7,239.2 in December 2016 from Le5,639.1 in
December 2015. The exchange rate of the Leone to the US Dollar has remained
relatively stable during the first 9 months of 2017, depreciating by about 3.0 percent.

26. The stock of public and publicly guaranteed external debt amounted to US$1.36
billion (37.2 percent of GDP) at end-2016 compared to US$1.24 billion (29.4 percent of
GDP) at end 2015. The increase was mainly driven by net inflows from multilateral
creditors particularly the International Monetary Fund (IMF) and the Islamic Development
Bank to support post-Ebola recovery as well as for building infrastructure. Debt owed
to Multilateral, bilateral and commercial creditors amounted to US$ 974.3 million,
US$173.7 million and US$200.7 million, respectively.  The stock of domestic debt stood
at Le3.48 trillion representing 14.6 percent of GDP in  2014; comprising of Le2.84 trillion
of marketable securities and Le648.25 billion of non-marketable treasury securities,
compared to Le2.81 trillion at end 2015. The ratio of domestic debt to total debt has
been generally stable in recent years, with the portfolio concentrated in treasury
securities, which accounts for about 80 percent of total domestic debt at end-2016.
The remaining domestic debt comprised of the Government's overdraft facility (Ways
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and Means Advances) at the Bank of Sierra Leone, verified domestic payments arrears,
and non-negotiable, non-interest-bearing securities held by the BSL to meet statutory
capital requirements.

27. Total interest paid on domestic treasury securities increased to Le140.75
billion in 2016 from Le134.85 billion in 2015 but was below the projected amount of
Le189.18 billion. The slight increase in 2016 was due to additional sale of securities
combined with rise in interest rates on Treasury Bills, especially on the 364-day
securities.

28. The stock of external debt is projected at US$1.5 billion end 2017, moving from
US$1.3 billion end 2016. Domestic debt is projected to reach Le4.1 trillion by end of
2017, an indicative increase of 14 percent, from a stock of Le3.6 trillion end 2016. Total
interest payments in 2017 are estimated at Le 611.5 billion, rising from Le201.8 billion
in 2016. The dramatic increase was influenced by the combination of rising domestic
interest rates and new borrowings in the domestic debt markets.

3.3Medium-term Macroeconomic Forecasts (2018 - 2020)

29. The key macroeconomic objectives over the medium term are: i) to safeguard
macroeconomic stability by reigning in inflation; improving foreign reserves position;
and maintaining debt sustainability, (ii) promoting sustainable and inclusive growth
by diversifying the economy through investments in agriculture, tourism, fisheries,
and scaling up investment in infrastructure (roads, energy and water supply); (iii)
increase social spending including on social safety nets to promote human development;
iv) enhance domestic revenue mobilization.

3.3.1 Gross Domestic Product

30. Real GDP growth is projected to grow by 5.0 percent in 2018,  to 6.2 percent in
2019 and 6.8 percent in 2020. Excluding iron ore, growth will increase from 3.5 percent
in during 2017 to 5.0 percent in 2018; 5.9 percent in 2019; and 6.6 percent in 2020.
31.The sectoral GDP growth rates for the medium-term are provided in Table 3.1
below:
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Table 3.1: Sectoral GDP Growth rates: 2015 to 2020

Annual percentage Change
Agriculture, Forestry and Fishing 3.5 3.8 4.8 5.0 5.4 6.3

 Crops 4.1 4.4 5.5 5.0 6.0 7.0
 Livestock 1.9 2.9 3.5 5.0 4.5 5.0
 Forestry 2.1 2.2 3.5 5.0 3.5 4.5
 Fishery 2.1 2.7 2.8 5.0 4.0 4.5
 Industry -77.3 27.4 16.1 8.3 10.6 10.8
 Mining and Quarrying -88.0 52.5 24.9 11.2 13.4 12.8
 Iron ore -99.9 7131.4 126. 7 5.6 15.8 18.2
 Other Minerals -5.6 7.8 -18.2 17.9 10.9 7.0
 Manufacturing and Handicraft 0.4 4.6 4.9 4.0 6.5 7.5
 Electricity and Water Supply 5.9 4.4 5.9 4.0 6.0 7.5
 Construction 5.1 6.7 5.1 4.0 6.0 7.0
 Services 3.7 5.0 3.8 2.9 6.1 6.91
 Trade and Tourism -0.8 4.8 5.0 2.0 6.0 7.0
 Transport, Storage and
 Communications 1.7 5.3 2.2 2.0 6.0 7.0
 Finance, Insurance and Real Estate 3.8 3.7 4.6 4.0 5.0 6.0
 Government Services 10.3 6.8 4.5 4.5 8.0 9.0
 Other Services 5.4 4.6 5.0 3.0 5.5 6.0
 Imputed Financial Charges 2.1 3.1 2.6 2.0 5.0 5.0
 Indirect Taxes 3.2 4.5 4.9 2.0 5.5 5.5
Source: Sierra Leonean Authorities and Fund Staff Estimates and Projections

32. On the demand side, domestic demand including private and Government
consumption as well as capital formation (private and public investments) will continue
to account for greater proportion of Gross Domestic Product. Net exports (exports minus
imports) will be negative over the projection period as imports are projected to continue
to exceed exports in the medium-term.

Table 3.2: National Accounts-Expenditure Side (2015-2020)

Percent of GDP 2015 2016 2017 2018 2019 2020 Average

 Private consumption 100.9 102.1 93.9 91.2 90.4 99.4 96.3
 Government consumption 10.2 11.2 9.6 9.4 8.9 9.0 9.7
 Gross capital formation 15.5 15.4 15.4 15.3 (17 15.2 15.1 15.3
 Exports 15.2 17.2 18.6 19.8 17.8 16.6 17.5
 Imports 35.2 34.1 31.4 29.8 28.9 29.6 31.5
 National savings -4.1 8.5 0.4 3.2 4.2 -0.5 2.0
   Government  -  -  -  -  -  -
   Domestic -12.6 -13.3 -3.5 -0.7 0.8 -8.3 -6.3

Source: SSL Estimates and Forecasts from SLIM Model
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3.3.2 Inflation

33. Inflationary pressures are projected to moderate over the medium term.  The
year on year end period inflation is expected to decline to 11.0 percent by end 2018 and
8.5 percent by 2020.

3.3.3 Money Supply

34. Broad Money is projected to grow by 13.4 percent in 2018, 14.9 percent in 2019
and 16.2 percent at end 2020. Reserve Money will also grow at the same rate over the
medium term. The BSL will continue to intervene through the use of available
instruments in the secondary market to manage aggregate money supply.

3.3.4 Exchange rate

35. The exchange rate will continue to be market determined. Interventions by the
BSL in the foreign exchange market will be limited to containing temporary excessive
volatility. BSL will aim to become a net buyer of foreign exchange over the medium term
to build reserves.

3.3.5 Exports

36. The growth in exports is projected to average 14.3 percent in the medium term,
moderating from 20.1 percent in 2018 to 7.2 percent by 2020, as iron ore production
reaches the maximum capacity. Exports are projected to continue to be dominated by
minerals but will be boosted by the production of palm oil and other cash crops, such
as cocoa, as recent investments in this sub-sector reach production stage.

Table 3.3 Export of Goods (fob)

2014 2015 2016 2017 2018 2019 2020

Exports (FOB) 1,304 581 670 784 941 1,169 1,289
o/w Diamonds 213 160 164 102 146 175 200
o/w Iron Ore 742 77 142 225 244 296 333

3.3.6 Imports

37. Imports are projected to grow by 7.7 percent in 2018, 8.1 percent in 2019 and
9.0 percent in 2020 in line with the expansion in economic activity. Oil imports will
increase in line with expansion in economic activity and the transport sector growth.

3.3.7 Current Account

38. The current account deficit is projected to moderate to 18.1 percent of GDP in
2018 from 21.0 percent of GDP in 2017. The current account deficit will increase to
18.6 percent of GDP in 2019 and 19.0 percent of GDP in 2020 in line with movements
in the trade balance and reduction in transfers.
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3.3.8 Balance of Payments

39. The overall Balance of Payments position is projected to be in a surplus of US$20
million (0.5 percent of GDP) in 2018 and remain positive throughout the medium-term
from a negative position of US$95 million (2.5 percent of GDP) in 2017. This will be driven
mainly by improvement in Foreign Direct Investment and inflows from bilateral and
multilateral donors.

40. Gross foreign reserves are projected to increase from US$551 million (2.8
months of imports) in 2018 to US$695 million (3.0 months) of imports in 2020.

The medium-term macroeconomic projections are provided in Table 3.4 below:

Table 3.4: Medium Term Macroeconomic Projections

2015 2016 2017 2018 2019 2020
                         Annual percentage change unless otherwise stated

Real Sector
Real GDP -20.5 6.1 5.6 5.0 6.2 7.0
Excluding Iron Ore 3.2 4.3 3.5 5.0 5.9 6.6
Consumer Prices (EOP) 10.1 17.4 18.6 13.6 9.0 8.5
Consumer prices (average) 9.0 11.5 15 12.5 9.7 8.7
External Sector
Exports of goods 55.4 15.2 16.8 20.1 16.0 7.7
Imports of goods -18.1 -2.3 7.7 3.0 8.1 9.0
Gross International
Reserves (US$ millions) 580 503 486 551 653 695
Months of Imports 3.8 3.1 2.8 2.8 3.0 3.0
Months of Imports
(excl. iron) ore) 4.7 4.3 3.6 3.1 4.3 4.2
Iron Ore Output
(millions) metric tons) 0.77 6.0 9.0 9.5 15.0 15.0
Money and Credit
Broad Money (M3) 4.9 17.9 11.3 14.6 14.9 16.2
Reserve Money 8.3 23.9 11.3 14.6 14.9 16.2
Credit to the Private
 Sector 9.1 16.7 9.1 -36.0 16.7 17.4
Treasury Bills Rate
(91 Days) 2.1 … … … … …
Velocity (GDP/M3) 4.3 4.2 4.7 … …
Current Account
Balance Percent of non-ore GDP, unless otherwise indicated
(incl. grants) -17.5 -19.9 -21.0 -18.1 -18.6 -19.0
(excl. grants) -25.7 -25.6 25.2 -21.7 -21.1 -21.5
External Public Debt 29.4 37.2 42.5 42.5 49.9 59.6
Overall Balance of
Payments -4.3 -4.1 -2.5          0.4 2 1
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Memorandum Items

GDP at Market Prices
 (billions of Leones) 21,582 23848 30,114 35,187 38648 44242
 Excluding Iron
 Ore 21,549 23,605 29,191 34,464 38,004 43,828
Excluding Iron
Ore (millions of US$) 4,245 3,678 3,799 4,017 4,316 4,663
Per capita GDP (US$)

Source: Sierra Leonean Authorities and Fund Staff Estimates and Projections

Box 3.1: Medium-Term Macroeconomic Assumptions

Economic growth during the medium term will be driven by i) ramping up of iron ore
production; ii) investments in other mining activities; iii) Government and private
sector investments in the agriculture sector; iv) enhanced spending on infrastructure
including roads, energy and agricultural projects; v) structural reforms to improve the
business environment.

Inflation: The stabilization of the exchange rate combined with proactive stance of
monetary policy complemented by fiscal consolidation will contribute to dampening
inflationary pressures. In addition, the projected increase in agricultural production,
especially food crops will also contribute to lower consumer prices.

External Trade: The expansion of mineral exports especially iron ore as well as
increased exports by agribusinesses with higher value addition will assist in narrowing
the trade deficit and current account deficit. Imports will grow largely in accordance
with economic activities. The improvement in business environment will increase
private sector investments and hence improve capital and financial accounts.

Money Supply: The Bank of Sierra Leone will intervene in the secondary market for
managing aggregate money supply using monetary aggregates as operating instruments.

Exchange rate: The exchange rate will continue to remain market determined with
the BSL intervention limited only to smoothing excessive volatility in the exchange
rate.

Gross foreign exchange reserves: Increased exports combined with the intervention
of the BSL only as net buyer of foreign exchange in the market will improve the gross
foreign reserves position.
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3.4 Comparison between 2017 Outturns and Projections

41. Real GDP growth  was revised upward to 5.6 percent compared to the earlier
projection of 5.4 percent. This growth reflects higher-than-anticipated growth in
mining, especially iron ore. Hence, growth of the mining and quarrying sub-sector was
also revised upward to 34.8 percent from 22.2 percent. In the 2017 FSS end period
Inflation was forecasted at 10.5 percent for 2017. However, owing to the higher
inflationary pressures observed during the first half of the year due mainly to the
depreciation of the exchange rate, the forecast for end of period inflation was revised
to 18.6 percent for 2017. Annual average inflation forecast was also revised upward to
15 percent compared to earlier projection of 10.5 percent. Inflation for June 2017 was
19.1 percent compared to the end year target of 18.6 percent.

Table 3.5 2017 Macroeconomic Outturns Versus Projections

2016 FSS2017 REVISED 2017 Actual, as at, 2017
Annual percentage change

Real Sector
Real GDP 6.1 5.4 5.6
Excluding Iron Ore 4.3 4.1 3.5
Consumer Prices
(end of period) 17.4 10.5 15.6 18.0 (Augustt)
Consumer prices
(average) 11.5 10.5 19.0 17.47(August)
External Sector
Exports of goods 15.2 16.8 17.0 54(June)
Imports of goods -2.3 1.3 7.7 61.6 (Septl)
Gross International
 Reserves (US$ m) 500 608 486 438.26 (April)
Months of Imports 3.0 5.0 2.8 3.1 (April)
32April
Months of Imports
 (excl. iron ore) 4.3 …. 3.9
Iron Ore Output
(millions metric
 tons) 6.0 9.0 9.0 5.2 m MT Sept)

Money and Credit
Broad Money (M3) 17.9 11.1 11.3 4.54 (June)
Reserve Money 23.9 11.1 11.3 -2.36 (June)
Credit to the
Private Sector 16.7 8.3 6.5 8.46  (June)
Treasury Bills
 Rate (91 Days … … …

Velocity (GDP/M3) 4.2 4.5 4.5
Percent of GDP
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Current Account Balance
(incl. grants) -19.9 -17.8 -21.0
Current Account Balance
(excl. grants) -25.6 -21.6 -25.2
External Public Debt 37.2 34.4 42.5
Overall Balance of Payments -4.1 - 1.2 -2.1
Memorandum Items
GDP at Market Prices
(billions of Leones) 23,848 30,640 30,114
 Excluding Iron Ore 23,605 30,411 29,191
Excluding Iron Ore
(millions of US$) 3,678 4,255 3,799
Per capita GDP (US$) 6,417 621 597

Source: Sierra Leonean Authorities and Fund Staff Estimates and Projections

42. Growth in export of goods was revised to 17.0 percent from the earlier projection
of 16.8 percent largely on account of an upward revision  of mineral output and prices
forecasts.  Total exports for the first quarter of 2017 amounted to US$151.1 million
compared to the forecast of US$784 million for the whole year 2017, representing an
anualized growth rate of 13.7 percent.

43. Projected import  growth was revised to 7.7 percent in April 2017 compared to
the earlier projection of 1.3 percent projected in November 2016. As at April 2017, total
imports amounted to US$537 million compared to the revised projection of US$1.44
billion.

44. The projection for gross foreign reserves was revised downwards from US$608
million (5.0 months of imports) in the 2017 FSS to US$447 million (2.6 months of
imports) in September 2017, largely due to the projected decline in donor inflows.  Gross
foreign reserves amounted to US$464.46 million as at end June 2017.

IV.FISCAL POLICY

4.1 Fiscal Developments: 2015-2016

4.1.1 Domestic Revenue Performance

Domestic revenue dropped to 10.8 percent of GDP in 2015 reflecting the disruptions
to economic activities following the twin shocks. For  2016, domestic revenue collected
increased to Le2.9 trillion (12.1 percent of GDP). As indicated earlier, this improved
performance is attributed largely to one-off revenue, in the form of capital gains tax,
removal of fuel subsidies and strengthened enforcement.
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Table 4.0 Government Revenue and Grants, 2015 - 2016

In billions of
Leones Actual % of Non- Actual % of Non- Projection % of Non
Ore GDP 2015 Iron Ore 2016 Iron Ore    2017 Iron Ore

 GPD GDP (September)
Total Revenue
and Grants 3495 16.2 3615 15.3 4,300 14.8
Domestic
Revenue 2330 10.8 2889 12.2 3,528 13.3
12.1
Income Taxes 902 4.2 1269 5.3 1,262 4.3 4.4
GST 593 2.8 666 2.8 826 2.8 2.8
Customs and
Excise 546 2.5 570 2.4 985 3.4 3.3
Mines
Department 87 0.4 156 0.7 146 0.5 0.5
Other
Departments 108 0.5 139 0.5 191 0.7 0.3
Road User Charge 5 0.4 89 0.5 115 0.4
Grants 1165 5.4 727 3.1 772 2.1 2.3
Programme
(including budget
support) 656 3 201 0.8 310 0.9 0.6
Projects 508 2.4 505 2.3 369 1.3 1.7
Source: Government of Sierra Leone

4.1.2   Grants

45. Total grants received amounted to Le1.2 trillion (5.4 percent of GDP) in 2015,
of which budget support amounted to Le 656 billion and project grants, Le 508 billion.
Grants received dropped to Le 727 billion (3.1 percent of GDP) in 2016, of which budget
support amounted to only Le193 billion. The decrease in budget support reflected the
general decline in Ebola-related donor support from the scaled-up levels in 2014 and
2015. In addition, the late disbursement of World Bank budget support, and the lower
than expected disbursements from DFID resulted in the decline in grants. Project
grants amounted to Le 525 billion (2.3 percent of GDP) in 2016.

4.1.3 Government Expenditures

46. Total expenditure and net lending amounted to Le4.5 trillion (20.8 percent of
GDP) in 2015. Of this, recurrent expenditure amounted to Le2.8 trillion (13.0 percent
of GDP) and capital expenditure, Le1.6 trillion (7.5 percent of GDP). Domestic capital
expenditure amounted to Le653 billion in 2015 (3.0 percent of GDP). Total expenditures
and net lending increased to Le5.5 trillion (23.4 percent of GDP) in 2016. As a result
of this, recurrent expenditures increased to Le3.6 trillion (15.1 percent of GDP) and
capital expenditures to Le2.0 trillion (8.6 percent of GDP). Domestic capital expenditures
also increased to Le1.0 trillion (4.3 percent of GDP).

47. In 2016, the wage bill accounted for about 62.7 percent of domestic revenue or
7.8 percent of GDP in 2016.
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Table 4.1 Government Expenditure and Net Lending, 2015 - 2016

Actual % of % of % of

2015 Non-Iron Budget Non-Iron Actual Non-Iron

 Item Ore GDP 2016  Ore GDP 2016 Ore GDP

Total Expenditure

 & Net Lending  4,419  20.8  4,639  18.9  5,519  23.4

 Recurrent Expenditure  2,803  13.0  3,121  12.7  3,553  15.1

 Wages and Salaries  1,587  7.4  1,651  6.7  1,818  7.7

 Goods and Services  670  3.2  795  3.2  1,139  4.8

 Subsidies & Transfers  342  1.6  376  1.5  395  1.7

 Interest Payments  175  0.8  300  1.2  202  0.9

 Capital Expenditure &

 Net Lending  1,616  7.5  1,517  6.2  2,039  8.6

 Foreign Financed  963  4.5  904  3.7  1,034  4.4

 Domestic Financed  653  3.0  613  2.5  1,005 4.3

 Net Lending  -  -  -  -  (151)  (0.6)

4.1.4 Budget Deficit and Financing

48. The overall budget deficit, including grants increased from 4.6 percent of GDP
in 2015 to 8.1 percent of GDP in 2016 and it is projected to decrease to 7.6 percent of
GDP in 2017. Excluding grants, the deficit increased from 10.0 percent of GDP in 2015
to 11.0 percent of GDP in 2016 and is expected to narrow down to 9.9 percent of GDP
in 2017. The domestic primary budget deficit increased from 5.3 percent of GDP in 2015
to 6.6 percent of GDP in 2016 and is projected to decline to 5.1 percent of GDP in 2017.

49. The deficit was financed largely by domestic borrowing. Domestic bank
financing is estimated at 4.2 percent of GDP in 2016 with foreign financing averaging
1.7 percent of GDP during 2015 and 2016.

4.2 Fiscal Developments in 2017

54. Total domestic revenue collection amounted to Le1.668 trillion for the first half
of 2017 compared to a target of Le1.667 trillion, resulting in an excess above the target
of about Le1.3 billion. Collection from income taxes was Le 569.6 billion exceeding the
target by Le14.6 billion. Goods and Services Tax was below target by Le10.6 billion with
total collections of Le371 billion. Customs and Excise collections amounted to Le 496
billion compared to a target of Le 461 billion. Mines Department collections amounted
to Le 79.3 billion, recording a shortfall in target of Le 23 billion. Revenues collected
from Other Departments were Le 46 billion below target with collections amounting
to Le 93.9 billion. Road User Charges and Vehicle Licenses amounted to Le 58.8 billion
compared to the target of Le 28 billion, recording an excess of Le 30.8 billion.

55. Total revenues are projected to reach Le 3.5 trillion or 12.0 percent of GDP by
end 2017 compared to an earlier projection of Le 3.7 trillion. Personal Income Taxes
are projected at Le 889 billion for 2017, the same as earlier
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projected; Corporate income tax projection  is now projected at Le 368 billion compared
to the previous projection of Le 379 billion., with a variance of Le 11 billion. Domestic
GST is estimated to amount to Le 388 billion while import GST is estimated at Le 438
billion, compared to an earlier projection of  Le 451 billion projected in April. Import duty
is projected to decline to Le 491 billion compared to Le 514 billion estimated earlier.
Mining royalties and licenses are estimated to reach Le 146 billion relative to an earlier
estimate of Le 256 billion. At the same time, Non-tax revenues are projected at Le 237
billion for 2017 compared to Le 281 billion earlier forecasted.

56. The downward revision of the projected domestic revenues relative to the April
projections is attributed to the incomplete or less than full implementation of three
key revenue measures agreed in April 2017 in lieu of the postponement of the full
liberalisation of retail petroleum pump prices under the new programme with the IMF.
These measures are i) the elimination of all duty and GST exemptions, except those
covered by international multilateral or bilateral agreements; ii) application of royalty
rates on minerals to international market prices, rather than company-quoted sales
prices; and iii) Collecting dividends from State-Owned Enterprises.

Grants

57. Total grants received as at end June 2017 amounted to Le 79.6 billion, compared
to a target of Le 285.8 billion. No budget support was received during the first half of
the year. Project grants amounted to Le 74 billion. The main reason for the shortfall
was the delayed disbursement of the programmed EU budget support of about US$ 16.6
million. Grants are projected to amount to Le 772 billion or 2.7 percent of GDP during
2017; of which budget support will amount to Le 495 billion. The planned disbursement
of 10 million Pound Sterling was cancelled by DfID.

Expenditures

58. Total expenditures and net lending amounted to Le 2.95 trillion for the first half
of 2017 and are projected to reach Le 6.2 trillion or 21.2 percent of GDP by end of   2017,
compared to Le6.28 trillion budgeted earlier. The overrun of Le148 billion for the first
half is accounted for by higher-than budgeted spending on domestic interest payments
(Le16 billion), subsidies and transfers (Le7 billion), Goods and Services (Le75 billion
to cover expenditures related to mudslides funded by the World Bank), and domestic
capital expenditure (Le47 billion).  As a result, recurrent expenditure is revised
upwards to Le 4.83 trillion or 14.0 percent of GDP for 2017 compared to the earlier
budget of Le 4.15 trillion. Recurrent expenditure amounted to Le2.1 trillion during the
first half of 2017. The wage bill amounted to Le 932 billion  and is projected to remain
within the yearly budget of Le1.83.  Goods and Services expenditure amounted to
Le592.9billion and is projected to increase to Le 900.3 trillion for the year.

50. The overall budget deficit, including grants, is estimated at Le1.88 to for end
2017.
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59.  Foreign financing of the deficit in the form of project and programme loans is
projected at Le1.02 trillion. The repayment of principal on loans is estimated at Le257
billion, giving net foreign financing of Le760 billion.

60. Domestic financing of the budget for the first half of 2017 was Le796.3 billion
compared to a target of Le797 billion. Of this, Bank financing amounted to Le
779.3billion (Central Bank Le 621.3 billion and Commercial Banks Le 158 billion).
Borrowing from Non-bank financial institutions amounted to Le 17 billion. For the year
as whole, domestic financing of the deficit is projected to amount to Le 1.24 trillion;
of which, bank financing,  Le1.18 trillion. Borrowing from the Bank of Sierra Leone
through Ways and Means and secondary market operations will amount to Le 357
billion. Borrowing from commercial banks will amount to Le 601 billion. Borrowing from
the non-bank sector will amount to Le 50.4 billion.

4.3 Medium-Term Fiscal Forecasts, 2018- 2020

61. The overall objective of fiscal policy in the medium-term is to consolidate public
finances by aggressively enhancing domestic revenue collection and rationalising
public expenditure through controlling the Government wage bill; rationalising
expenditure on goods and services while scaling up expenditures on capital projects
and the growth and social sectors.  The overall budget deficit, including grants, will
decline to 6.5 percent of GDP in 2018 and further to 5.6 percent in 2020 from 7.6 percent
in 2017.

4.3.1 Domestic Revenue projections

62. Domestic revenue is projected to increase to Le4.56 trillion (13.3 percent of GDP)
in 2018 from Le 3.5 trillion (12.1 percent of GDP) in 2017. It is projected to increase
to Le 5.6 trillion (14.8 percent of GDP) in 2019 and further to Le 6.7 trillion (15.4 percent
of GDP) in 2020. The projected increase in revenues is based not only on the projected
expansion in economic activities, but also on further implementation of key
administrative measures, public financial management and tax policy reforms as
articulated in the medium-term Revenue Mobilisation Strategy.

Box 4.1: Medium-Term Revenue Mobilisation Assumptions

The Mobilisation Revenue Strategy, prepared jointly by Government and the IMF, will
inform the mobilisation of domestic revenues in the short to medium term and will focus
on: enhancing tax administration systems and basic processes to ensure revenue laws
are adequately administered and leakages minimized; introducing Public Financial
Management (PFM) reforms to consolidate off-budget revenues into the Consolidated
Revenue Fund, implying a significant reduction in the amount of revenues being
retained by MDAs; and formulating tax policy primarily geared towards revenue
mobilization, without having negative  impact on economic activity.

Consistent with the above, revenue generation will specifically focus on:
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(i) Administrative measures: directed towards the introduction of automated
and integrated revenue administration systems and improvement of the core revenue
administration processes relating to revenue administration cycle: registration, filing,
payment, recording and accounting, compliance audit and risk management, appeal,
reporting. These steps will be supported by automation and introduction of systems.

(ii) Public Financial Management reforms including (a) the establishment and
operationalization of the Treasury Single Account (TSA); and (b) the enactment of the
Fiscal Management and Control Bill.

(iii) Policy Reforms: including a) Rationalisation of Duty Exemptions and
Investment Incentives; (b) Review of Mining Agreements, (c) alignment and or
harmonisation of ECOWAS Common External Tariff (CET).

See more details in section 4.3.3 below.

63. Personal income tax is projected to increase to Le1.1 trillion (3.3 percent of
GDP) during 2018, from Le889 billion (3.1 percent of GDP) in 2017. It will also increase
further to Le1.3 trillion (3.5 percent of GDP) and Le1.6 trillion (3.8 percent of GDP) in
2019 and 2020, respectively.

64. Corporate income tax is projected to increase from Le 375 billion (1.1 percent
of GDP) in 2018 to Le 683 billion (1.6 percent of GDP) in 2020, mainly on account of
increased economic activities across all sectors of the economy.

65. Goods and services tax is projected to increase from Le 1.09 trillion (3.2 percent
of GDP) in 2018 to Le1.75 trillion (4.0 percent of GDP) in 2020. The increase in GST
revenues will come from the effective implementation of administrative measures
instead of increasing the tax rates, as well as the elimination of all import GST and
duty exemptions.

66. Excise duty is projected at Le 321 billion (0.8 percent of GDP) in 2018, and is
expected to increase gradually to Le346 billion (0.8 percent of GDP) in 2020. A key
reason for the projected increase in excise revenue is the planned liberalization of fuel
prices in the second quarter of 2018, which will entirely eliminate fuel subsidies. The
introduction of a 20 percent excise duty on all luxury vehicles with CIF values in excess
of US$ 25,000, excise duty on jewellery, cosmetics and perfumes is expected to boost
excise revenues.

67. Import duties are projected to amount to Le 794 billion (2.3 percent of GDP) in
2018, and further increasing to Le1.1 trillion (2.5 percent of GDP) in 2020.

68.  Mining royalties and licenses are projected to increase slightly, from Le 241
billion (0.7 percent of GDP) in 2018 to Le 540 billion (1.2 percent of GDP) in 2020. This
increase will be on account of expansion of production by the major mining companies,
coupled with a further review of all mining agreements and licenses that fall due.
Revenues from Road User Charges and Vehicle Licenses are projected to increase from
Le129 billion or 0.4 percent of GDP in 2018 to Le 153 billion in 2020.
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Projected Domestic Revenue for 2018 (% of GDP) by source

4.3.2 Grants

69. Grants are projected to increase from Le658 billion (2.3 percent of GDP) in 2018
to Le838 billion (1.9 percent of GDP) in 2020. Budget support will amount to Le 264 billion
during 2018 and increase to Le487 billion in 2020, averaging 1.1 percent of GDP during
the projection period. Project grants are expected to decrease from Le 394 billion (1.1
percent of GDP) in 2018 to Le351 billion in 2020.

Table 4.2 Medium term fiscal forecasts (billions of Leones)

2017 (est) 2018 (proj) 2019 (proj) 2020 (proj)

Total revenue and grants  4,300  6,214 6,321  7,566
Domestic Revenue  3,528 4,556  5,550  6,728
  Personal income tax  889  1,137  1,342  1,648
  Corporate tax  368  375  526  683
  GST  826  1,087  1,453  1,748
  Excise  478  523  321  346
  Import duties  491 794  880  1,074
  Mines department  149 241  458  540
  Other Taxes  191 245  425  500
  RUC 115  128  133  153
Grants 772  658  771  838
  Budget Support 274  264  401  487
  Projects  369  386  369  351
Expenditure & net lending  6,178  7,284  8,489  10,039
Recurrent expenditure  4,097  4,829  5,575  6,516
  Wages and salaries  1,825  2,067  2,405  2,778
  Goods and services 900  1,203  1,398  1,624
  Interest payments  612  952  1,110  1,311
      Domestic interest  535  854  938  1,056
      Foreign interest  78  98  172  255
Capital expenditure 2,080  2,455  2,914  3,523
  Foreign financed  1,217 1,409 1,519  1,519
  Domestic financed 863  1,046  1,395  1,767
Domestic primary balance (1,276) (1,362) (1,451) (1,547)
  Overall balance incl grants  (1,878)  (2,070)  (2,168 )  (2,473)

  Overall balance excl grants  (2,650)  (2,728)  (2,938)  (3,311)

Source:  Government of Sierra Leone
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4.3.3 Domestic Revenue Mobilisation Measures: 2018-2020

70. As part of the negotiations under the new ECF, the government of Sierra Leone
undertook several bold policy initiatives to increase domestic revenue in the short-
term, with also medium-term consequences. These include the elimination of all
import GST and duty exemptions except those by which the government is bound
through domestic tax law, agreements ratified by Parliament, international treaties
and bilateral obligations, the application of mineral royalties at market prices and new
revenue raising measures, including an excise duty on luxury vehicles, excise duty
on tobacco products, a royalty on telecommunications services and lotteries and
gaming, and adjustments to tariff rates on beverages and wheat, ahead of the migration
to ECOWAS Common External Tariff. These measures are expected to yield about 1.0
percent of GDP in revenues in 2017.

71. Additional reforms in revenue administration have also been adopted during
2017, and are expected to have a positive impact on revenue collection, including
improved processes and monitoring of debt management, disputes, complaints,
registration and account cleaning as well as programmed audit selections and
reporting on performance. In addition, a Revenue Administration Bill has been drafted
which, when enacted, will harmonize administration of revenue laws enforced by the
NRA.

72. Against this background, a key objective of the new Extended Credit Facility
(ECF) agreed with the IMF is to mobilize significant domestic revenue, specifically 3.0
percentage points of GDP over the span of the program from 2017 to 2019. The goal is
to reach 15.1 percent of GDP by the end of the programme in 2019 and further to 15.8
percent of GDP in 2020. To meet this target, and consistent with the Revenue
Mobilisation Strategy prepared jointly by Government and the IMF, the mobilisation of
domestic revenues in the short to medium term will focus on the following:

* Laying the emphasis on enhancing tax administration basic processes to
ensure that Revenue Laws are adequately administered;

* Introducing Public Financial Management (PFM) reforms to consolidate off-
budget revenues into the Consolidated Revenue Fund; implying a significant
reduction in the amount of revenues being retained by MDAs;

* Formulating a tax policy primarily geared towards revenue mobilization,
without harming economic activity;

73. Consistent with the three measures described in the previous paragraph, the
2018 to 2020 revenue enhancing measures are classified into three categories namely:
(i) administrative measures; (ii) public financial management reforms; and (iii) policy
reforms.

4.3.3.1 Tax Administration Measures
74.  The Tax Administration Diagnostic Assessment Tool (TADAT) conducted in

September 2016 identified challenges in tax administration, many of which were
confirmed and analysed in more depth during an IMF scoping mission in April 2017.
Challenges that emerged include:



21

(i)  Lack of an integrated tax administration system-multiple IT systems, software
and high use of manual systems that contribute to disorganized processes and
unreliable data;

(ii) Ineffective and cumbersome filing, assessment/audit policy, and payment
processes that discourage compliance;

(iii)  Lack of a risk compliance plan to identify, register, and enforce unregistered
and other non-compliant taxpayers;

(iv) Lack of a centralized and realistic reform strategy. There are multiple ongoing
and anticipated reforms that are fractured across the organization, lacking
ownership and accountability.

75. Revenue administration measures in the medium term will therefore be directed
towards the improvement of the core revenue administration processes, as per the
revenue administration cycle: registration, filing, payment, recording and accounting,
compliance audit and risk management, appeal and reporting; all of these steps to be
supported by automation and introduction of systems.

(a) Registration of Tax Payers

51. In order to develop an accurate and reliable taxpayer database, the NRA will
review, clean and update the existing taxpayer database and develop a registration
strategy supported by an integrated taxpayer registration system. To ensure increased
registration rate, taxpayer/business surveys will be periodically conducted. A registration
campaign with a focus on small and micro taxpayers will be conducted to ensure that
informal businesses are duly informed on the small and micro taxpayer regime and
register with the NRA. Given the low number of GST-registered businesses, a GST
registration campaign will be undertaken and the GST registration and TIN registration
data will be reconciled.

76. The Block Management System (BMS) project designed to use existing internal
and external information (i.e. business registration, customs, SSL and other government
departments) will focus on sections or blocks, within Freetown. This will involve-
gathering relevant data and then physically canvass businesses to determine
compliance. A full reporting and follow-through will be key for sustainable compliance
and measuring success.

(b) Filing Tax Returns

77. To reduce the time and cost spent on filing by taxpayers, electronic filing will
be introduced. Given the low number of businesses filing for GST, and consistent with
the emphasis on GST registration, emphasis will be laid on GST filing. Documentation
requirements relating to related-party transactions will be enforced.
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(c) Assessment and Valuation of Taxes

78. Customs valuation and classification and recording of origin of goods. To
ascertain correct valuation of imported goods will be improved, the Monitoring,
Research and Planning (MRP) Department of the NRA will report to the Ministry of
Finance and Economic Development (MoFED) on collected imported duty and import
GST by Classification Valuation Certificates (CVC).

(d) Payment of Taxes

79.  To facilitate and fasten the payment of tax due, additional electronic payment
methods will be introduced. All processes and forms will be reviewed, simplified and
made accessible.

(e) Recording and Accounting

80. An adequate revenue accounting system will be introduced to better record revenue
collections.

Tax Compliance and Risk Management

81. Appropriate risk criteria will be developed for audit purposes to identify, assess,
prioritise and quantify compliance risk. Third party data relating to liability-generating
events, including data collected by Government agencies, will be collected and
compared with NRA data. NRA will gather data from other government agencies to
capture liability-generating events, including but not limited to Ministry of Labour,
NASSIT, OARG, Ministry of Lands, National Tourist Board and Local Councils. To this
end, NRA will enter into Memoranda of Understanding (MoUs) with several MDAs
including NASSIT, NMA, NATCOM, National Tourist Board, EPA, PRA, OARG, SLRSA,
SLCAA, Ministry of Labour and the Local councils.

82.  To ensure that high-revenue professions sufficiently contribute to the revenue
mobilization effort, the NRA will engage professional associations such as the
Association of Chartered Accountants, Sierra Leone Bar Association, the Medical and
Dental Association, and the Institute of Engineers to gather information on liability-
generating events and encourage them to request their respective membership to be
tax compliant. The NRA will ensure that all professionals participating in contract bids
for public procurement submit a tax clearance certificate as part of the bid in addition
to the business's tax clearance certificate.

83. To combat cross-border smuggling, the NRA will intensify collaboration with
stakeholders at border posts. A centralised debt management system will be implemented
to track and follow up on all debt due to the NRA. Given the importance of the extractive
sector for state revenues, a Mineral Tax Audit System will be developed by the Extractive
Industries Revenue Unit (EIRU) of the NRA, supported by a mining revenue risk analysis
tool. The NRA will conduct aggressive field audits to address non-compliance with 10
percent withholding requirement on rental payments and purchase of real property,
and update its database on rental income tax. With the support of external auditors,
the NRA will conduct specialized audits in sectors requiring specialized capabilities,
such as international shipping, transport and communications, insurance, banking,
and mining.
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Automation of Domestic Tax Assessment and Collection Processes

84. In addition to improving the core processes described above, major processes will
be automated including; registration, tracking of arrears, internal reporting, processing
of payment documents and declaration, among others. The introduction of an
Integrated Tax Administration System (ITAS) does not only provide automation of a
number of domestic tax administration processes, but also facilitates better data
management, internal reporting, processing of payment documents and declaration,
among others. The system automates and integrates income tax and GST administration
in an effective and efficient way that meets operational and strategic needs of the
domestic tax administration, and this will eventually increase domestic revenue.

Tax Appeals

85. A robust “Objections and Appeals” process, as provided in the Revenue
Administration Bill, will be implemented.

86. The Fiscal Affairs Department (FAD) of the IMF will support medium-term
reforms through an approved project under the Revenue Mobilization Trust Fund (RM-
TF), currently scoped from 2017/2018-2019/2020. The project sets three objectives
consistent with NRA's medium term priorities: (i) help build a phased revenue reform
strategy; (ii) further strengthen tax administration core processes, specifically in the
areas of filing, assessment and payment, and in dispute resolution; and (iii) further
fine-tune the compliance risk management framework. DfID is providing support in
cleaning up the registration database, providing support in targeted enforcement,
testing electronic filing, and mapping out the business processes for the migration into
the new ITAS. The World Bank through the Public Financial Management Improvement
and Consolidation Project will procure the Integrated Tax Administration System (ITAS)

4.3.3.2 Public Financial Management (PFM) Reforms

87.  Two PFM reform measures that will assist in enhancing domestic revenue
mobilisation include (i) the establishment and operationalization of the Treasury
Single Account (TSA); and (ii) the enactment of the Fiscal Management and Control
Bill.

88.  The establishment of a functioning TSA will help in the consolidation of
Government revenue, some of which is currently held in bank accounts outside the
treasury main accounts or the Consolidated Revenue Fund (CRF). Currently, there are
delays in the transfer of revenue in NRA transit accounts at  commercial banks to the
Consolidated Revenue Fund at the Bank of Sierra Leone. Under the TSA, the NRA
transit accounts will become sub-accounts of the TSA main account at the BSL and
therefore form part of the Government cash balances at any point in time.

89.  Furthermore, a number of MDAs collect significant revenues, which are kept
in commercial bank accounts and therefore not part of the Consolidated Revenue Fund.
These revenues are retained by the MDAs while the government faces acute cash
management challenges. A consolidated Treasury account will help increase
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transparency, and bring these resources under one umbrella with potential for usage
by Government. Under the TSA, these accounts will be identified and converted into
sub-accounts of the TSA main account, and hence, form part of the Government cash
balances in the Consolidated Revenue Fund. The program envisages a finalization of
a working TSA by the end of 2017. A concept note is currently being finalized, and
progress is underway on the incorporation of the NRA transit accounts to the TSA.

90. The passage of the Fiscal Management and Control Act will, henceforth prevent
MDAs from retaining Government revenues by compelling them to deposit all collected
revenues into the Consolidated Revenue Fund.

4.3.3.3 Policy Reforms

(i) Rationalisation of Duty Exemptions and Investment Incentives

91. In order to increase the revenue-to-GDP ratio, no new tax exemptions that are
not in the existing revenue laws will be granted. Requests for such exemptions in the
form of agreements will not be submitted to Parliament for ratification. Exemptions
contained in revenue laws with expiry date will not be renewed once they expire.
Exemptions without expiry date contained in revenue laws will be reviewed and any
amendment shall not make them more generous.

(iii) Review of Mining Agreements

92. Mining Lease Agreements (MLA) will be reviewed to ensure consistency with
the provisions of the Extractive Industries Revenue Bill (EIRB).  The EIRB been finalised
and will be submitted to Parliament soon after approval by Cabinet.

(iv) ECOWAS Common External Tariff (CET)

93. The alignment and/or harmonisation of import duty rates in Sierra Leone with
those of the other ECOWAS member countries under the ECOWAS CET in compliance
with the ECOWAS trade related protocols is expected to have a positive impact on
domestic revenue collection. The process is expected to be finalized in December 2017.

4.3.4 Expenditure Projections: 2018-2020

Box 4.2: Medium-Term Expenditure Framework
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Recurrent Expenditure

Wage Bill: Government will maintain the Wage Bill at 6.0 percent of GDP over the
Medium Term through a number of measures including: i) incorporating sub-vented
agencies payroll into the computerised Government payroll; (ii) collecting NASSIT
Numbers for all the staff on the Government payroll; (iii) paying teachers' salaries
through bank accounts; (iv) tackling duplicate assignments with assignments for
affected staff being stopped;  (v) harmonising rent allowances and leave allowances of
sub-vented agencies with the wider civil service; vi) completing the teacher verification
with the findings implemented; vi) introducing Man-Power planning  and a budget
formulation processes aligned  to ensure a realistic wage bill; viii) introducing a
standardized process and set of procedures for seeking approval for new recruitment;
and ix)  a system upgrade to help reduce ghost employees.

In addition, Government with assistance from Development Partners, will develop a
payroll strategy to include capacitating the internal audit unit at MOFED to analyse
the wage bill to tackle dual employment.

Capital Expenditure
Capital expenditure priorities will be driven by the following: (i) project alignment with
the Agenda for Prosperity; (ii) domestic capital budgetary allocation; (iii) projects
critical to the statutory function of MDAs; (iv) projects which will enhance the
performance/output/utilization of existing programmes and services; and (v) Projects
at or near completion stage for the budget year under consideration.

Joint monitoring of the implementation of capital projects by various institutions,
including MOFED, Strategy and Policy Unit (SPU) at State House and line MDAs. At
MOFED, the Office of the Development Secretary, CPM&E, PIMU, and LGFD will
evaluate projects to ascertain progress on work done by contractors or implementing
agencies to effect payments to contractors. For donor funded projects, MPD, DACO and
PIMU will carry out this function in conjunction with appraisal mission from donor
agencies. SPU will also coordinate and provide national strategic oversight, monitoring
and evaluation of public projects.

Policy guidelines on the management of the Public Investment Programme (PIP) will
be issued with clear roles and responsibilities on project identification, design,
appraisal, monitoring and evaluation.

Expenditure and Contract Management Committee (ECMC) will be made operational
to ensure value for money in public procurement transactions including developing and
implementing procedures for reviewing and reporting of certificates by the ECMC.

Automation: To improve budget credibility, the budget execution process will be
automated and allotment controls rationalised.
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Table 4.3 Expenditure projections: 2018-2020

2018 % of GDP 2019 % of GDP 2020 % of GDP

Total Expenditures
 and Net Lending 7,284 21.2 8,489 22.3 10,039 22.9
     current expenditures 4,829 14.0 5,575 14.7 6,516 14.9
     wages and salaries 2,067 6.0 2,406 6.3 2,779 6.3
     Goods and Services 1,203 3.5 1,398 3.7 1,623 3.7
     Subsidies and transfers 607 1.8 661 1.8 803 1.9
       Ebola Transfers -  - - - -
 Interest 952 2.8 1110 2.9 1311 3.0
      Domestic 854 2.5 938 2.5 1056 2.4
     Foreign 98 0.3 172 0.5 255 0.6
Capital Expenditure 2,465 7.1 2,914 7.7 3524 8.0
     Foreign financed 1,409 4.1 1519 4.0 1756 4.0
     Domestic financed 1,046 3.0 1,395 3.7 1767 4.0
Net Lending 0 0.0 0 0.0 0.00 0.0
Contingent expenditures (149) (0.4) (204) (0.5) (247) (0.6)

94. In line with Government's objective of consolidating public finances, total
expenditures will average 22.1 percent of GDP, with recurrent expenditures
averaging14.5 percent over the medium-term. Capital expenditures, especially
domestically financed, will increase significantly to average 7.6 percent over the period
in an effort to address the infrastructure deficit.

95. Total expenditure and net lending is projected to increase from Le 7.3 trillion
(21.2 percent of GDP) in 2018 to Le8.5 trillion (22.3 percent of GDP) in 2019 and Le 10.0
trillion (22.9 percent of GDP) in 2020.

4.3.4.1 Recurrent expenditure

96. Recurrent expenditure is programmed to increase from Le4.8 trillion (14.0
percent of GDP) in 2018 to Le5.6 trillion (14.7 percent of GDP) in 2019 and further to
Le6.5 trillion (14.9 percent of GDP) in 2020.

Wages and Salaries

97. Within recurrent expenditures, the Government wage bill will increase
nominally from Le 2.1 trillion in 2018 to Le2.4 trillion in 2019 and further to Le2.8
trillion in 2020. As a percentage of GDP, the wage bill will average 6 percent of GDP
during the medium-term from 7.6 percent and 6.3 percent of GDP in 2016 and 2017,
respectively. This is consistent with Government's Medium Term Wage Policy of
keeping the wage bill at the sustainable level of 6 percent of GDP. This implies that
the growth of the wage bill in any given year is now linked to the growth in nominal
GDP to ensure that the wage bill is fiscally sustainable. In other words, Government
can fund the wage bill without accumulating arrears or crowding out other priority
expenditures. To ensure this, Government has been implementing a number of
measures and will continue to do so in the medium-term (see section on expenditure
management and control in the medium-term).
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Interest Payments

98. Total interest payments are projected to move from Le 612 billion (2.1 percent of
GDP) in 2017 to Le952 billion (2.8 percent of GDP) in 2018, Le1.1 trillion (2.9 percent
of GDP) in 2019, and further to Le1.3 trillion (3.0 percent of GDP) in 2020. This will be
largely driven by domestic interest payments, which are projected to increase from
Le536 billion in 2017 (1.8 percent of GDP) to Le854 billion (2.5 percent of GDP) in 2018,
Le938 billion (2.5 percent of GDP) in 2019, and further to Le1.1 trillion (2.4 percent of
GDP) in 2020. The projected increase in domestic debt service payments is mainly on
account of the existing high stock of domestic debt and higher Treasury Bill interest
rates. Domestic financing of the budget deficit is projected to decline in the medium-
term. Foreign interest payments are also projected to increase from Le98 billion in 2018
(0.3 percent of GDP) to Le255 billion (0.6 percent of GDP) in 2020 as external debt
attracts relatively low interest rates.

Goods and Services

100. Goods and Services expenditure is projected to increase from Le1.2 trillion (3.5
percent of GDP) in 2018 to Le1.4 trillion (3.7 percent of GDP) in 2019, and further to
Le1.6 trillion (3.7 percent of GDP) in 2020
Subsidies and Transfers

101. Subsidies and Transfers include transfers to National Electoral Commission,
Tertiary Educational Institutions, Local Councils and the Road Maintenance Fund
Administration. Total subsidies and transfers will increase from Le607 billion (1.8
percent of GDP) in 2018 to Le661 billion (1.8 percent of GDP) in 2019 and to Le803 billion
(1.9 percent of GDP) in 2020.

4.3.4.2 Capital expenditure
102.  Capital expenditure is projected to increase from Le2.5 trillion (7.1 percent of

GDP) in 2018 to Le2.9 trillion (7.7 percent of GDP) in 2019, rising to Le3.52 trillion (8.0
percent of GDP) in 2020. Of this, foreign financed capital expenditures will amount to
Le1.4 trillion (4.1percent of GDP) in 2018; Le1.5 trillion (4.0 percent of GDP) in 2019
and Le1.8 trillion (4.0 percent of GDP) in 2010. Domestically financed capital
expenditure is projected to increase significantly from Le1.0 trillion (3.0 percent of
GDP) in 2018 to Le1.4 trillion (3.7percent of GDP) in 2019 and Le1.8 trillion (4.0 percent
of GDP) in 2020.

103.  Contingency expenditure is budgeted at Le148 billion for 2018 to cover
contingent expenditure (Contingent fund, Le90 billion; Presidential Warrants, Le45
billion and MDA unallocated expenditure of Le 14 billion to be approved by the Minister
of Finance. It will increase to Le 203 billion and Le 247 billion during 2019 and 2020,
respectively.

4.3.4.3 Budget Deficit and Financing: 2018-2020

104. The overall budget deficit, including grants is projected to decline from 6.5 percent
of GDP in 2017 to 6.0 percent in 2018, and further down to 5.6 percent in 2020. Excluding
grants, the overall deficit will narrow down from 9.1 percent of GDP in 2017 to 7.9
percent of GDP in 2018 and further down to 7.6 percent of GDP in 2020.
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105.  The deficit will be financed by external borrowing in the form of project and
programme loans averaging 2.6 percent of GDP over the medium term. Domestic
financing is programmed to decline from 5.0 percent of GDP in 2018 to 3.5 percent of
GDP in 2019 and 2020, respectively consistent with the IMF programme.

4.4 Expenditure Management and Control Measures
4.3.1 Recurrent Expenditure
106. Wages and Salaries are a crucial component of government expenditure - and

the Government has committed to maintaining this at 6 percent of non-iron ore GDP,
in line with our fiscal framework.  A number of measures are being implemented to
clean the payroll. These include: (i) moving the subvented agencies on to the
computerised Government payroll, in order to exercise overall control over the wage
bill; (ii) collecting NASSIT numbers for all staff in central payroll; (iii) paying teachers
through their bank accounts; (iv) tackling duplicate assignments and stopping
assignments for affected staff; and (v) harmonizing rent and leave allowances of sub-
vented agencies with the wider civil service.

107.  The on-going teacher verification exercise will be completed by the end of July
2017 and the findings will be implemented. Manpower planning and budget formulation
processes have been aligned in order to ensure a realistic wage bill budget, and for the
first time in this budget a request for more detailed manpower information will be sent
to MDAs. The MOFED will also introduce a standardized process and set of procedures
for seeking approval for new recruitment. The cleaning of the payroll will continue in
preparation for the system upgrade, which will help reduce ghost employees.

108.  Going forward, with assistance from Development Partners, Government will
develop a payroll strategy. Some of the activities in the strategy will include
capacitating the internal audit to analyse the wage bill and tackling dual employment,
among others. Payroll will continue in preparation for the system upgrade, which will
help reduce ghost employees.

109. To ensure value for money, the Expenditure and Contract Management
Committee (ECMC) will continue to be strengthened to ensure value for money in public
procurement transactions. This will include but not  limited to developing and
implementing procedures for the award of certificates that are received, reviewed and
reported on by the ECMC.

110.  To improve budget credibility, the budget execution process and allotment
controls will be automated and rationalised by the use electronic PETS form 1.

4.4.2 Capital Expenditure
111. The monitoring of the implementation of capital projects is jointly undertaken
by several institutions, including MoFED, other line MDAs, the Strategy and Policy Unit
at State House. MDAs will undertake frontline or routine monitoring and evaluation
exercise for projects under their purview. At MOFED, the Office of the Development
Secretary, CPM&E, PIMU, and LGFD will evaluate projects to ascertain progress on
work done by contractors or implementing agencies to effect payments to contractors.
For donor funded projects, this function is carried out by the MPD, DACO and PIMU in
conjunction with appraisal missions of donor agencies.



29

112. The Strategy and Policy Unit under the office of the President will also
coordinate and provide national strategic oversight, monitoring and evaluation of public
projects to keep track of milestones on project implementation and check whether
planned activities are consistent with timeframes/schedules. Reports from these are
compiled and submitted for the attention of His Excellency the President, who chairs
Presidential stock takes conducted on a sectoral basis to review progress on key priority
projects.

113. Furthermore, to strengthen implementation and monitoring of capital
expenditure, policy guidelines on the management of the Public Investment Programme
are issued, spelling out clear roles and responsibilities in relating to project
identification, design, appraisal, budgeting, monitoring and evaluation.  A new PIP
policy has been drafted, and an operational manual prepared for the implementation
of Public Investment Programme.

V.MEDIUM-TERM EXPENDITURE FRAMEWORK (MTEF) CEILINGS AND
EXPENDITURE PRIORITIES

114. Government expenditure priorities in the medium-term include scaling up
expenditures on infrastructure (roads, energy, water supply) to address the infrastructure
deficit; promote the diversification of the economy through increased spending on
agriculture, fisheries and tourism to promote sustainable economic growth as well as
expand social spending (health, education and social protection).

5.1 Non-Salary, Non-Interest (NSNI) Recurrent Expenditure

115. Total non-salary, non-interest recurrent expenditures is projected to increase
from Le1.8 trillion in 2018 to Le2.1 trillion in 2019 and further to Le2.4 trillion in 2020.

116. The table below shows the indicative budget ceilings for MDAs based on the
available resources, both domestic and external.
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Table 5.0 Medium-Term Expenditure Framework 2018 - 2020

Details FY2017 % of FY2018 % of FY2019 % of FY2020 % of
Budget Total Budget Total Indicative Total Indicative Total
(Le, m)  Non  Ceilings Non (Le, m) Non  (Le, m) Non

Int/Sal (Le, m) Int/Sal Int/Sal Int/Sal
  Recurr Recurr Recurr Recurr

Exp    Exp Exp Exp
1 GENERAL

SERVICES 501,007 32.2% 526619 27% 502,303 22.2% 632006 27.9%

105 Ministry of Political

and Public Affairs 1,845 0.1% 2,457 0.1% 2,931 0.1% 3,497 0.1%

106 Office of the Chief

of Staff 5,890 0.4% 7,840 0.4% 9,355 0.4% 11,162 0.4%

107 Ministry of Local

Government & Rural

Development 9,314 0.6% 15,288 0.8% 15,242 0.7% 15,187 0.6%

108 Sierra Leone Small

Arms Commission 679 0.0% 904 0.0% 1,078 0.0% 1,287 0.1%

110 Office of the President 29,121 1.9% 36,766 1.9% 43,869 2.0% 52,345 2.0%

112 Office of the Vice

President 10,841 0.7% 14,431 0.7% 17,219 0.8% 20,546 0.8%

116 Parliament 7,750 0.5% 15,317 0.8% 18,277 0.8% 21,808 0.9%

117 Cabinet Secretariat 1,918 0.1% 2,554 0.1% 3,047 0.1% 3,636 0.1%

118 The Judiciary 10,423 0.7% 13,8759 0.7% 16,555 0.8% 19,754 0.8%

121 Audit Service

Sierra Leone 5,482 0.4% 7,297 0.4% 8,707 0.4% 10,389 0.4%

122 Human Resource

Management Office 2,230 0.1% 2,969 0.2% 3,543 0.2% 4,227 0.2%

123 Public Service

Commission 1,916 0.1% 2,550 0.1% 3,043 0.1% 3,631 0.1%

124 Law Officers'

Department 10,867 0.7% 14,866 0.8% 17,738 0.8% 21,165 0.8%

125 Local Courts 1,152 0.1% 1,534 0.1% 1,830 0.1% 2,183 0.1%

126 Independent Police

Complaints Board 800 0.1% 1,065 0.1% 1,271 0.1% 1,516 0.1%

128 Ministry of Foreign

Affairs & International

Co-operation 29,025 1.9% 38,638 2.0% 46,103 2.1% 55,010 2.1%

129 Ministry of Finance

and Economic

Development 51,200 3.3% 67,107 3.4% 80,923 3.7% 86,556 3.4%

130 National Revenue

Authority (NRA) 79,291 5.1% 90,462 4.6% 107,939 5.0% 127,860 5.0%

131 Revenue Appellate

Board 940 0.1% 1,251 0.1% 1,493 0.1% 1,781 0.1%

132 Accountant General's

Department 4,995 0.3% 37,699 0.3% 7,933 0.4% 9,466 0.4%

133 Ministry of Information

and Communication 3,385 0.2% 4,506 0.2% 5,377 0.2% 6,415 0.3%

134 National Electoral

Commission (NEC) 209,534 13.5% 123,862 6.3% 60,933 2.8% 124,910 4.9%
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137 National Commission

for  Democracy 2,401 0.2% 1,897 0.1% 2,263 0.1% 2,700 0.1%

138 Statistics - Sierra Leone 8,794 0.6% 7,707 0.4% 9,196 0.4% 10,973 0.4%

139 National Commission

for Privatisation (NCP) 2,037 0.1% 2,711 0.1% 3,235 0.1% 3,860 0.2%

140 Mass Media Services 196 0.0% 261 0.0% 311 0.0% 371 0.0%

141 Government Printing

Department 2,416 0.2% 3,216 0.2% 3,837 0.2% 4,579 0.2%

142 National Public

Procurement Authority

 (NPPA) 2,677 0.2% 3,564 0.2% 4,252 0.2% 5,074 0.2%

143 Justice and Legal

Service Commission 275 0.0% 366 0.0% 436 0.0% 521 0.0%

144 Human Rights

Commission Sierra Leone 1,894 0.1% 2,521 0.1% 3,008 0.1% 3,589 0.1%

145 Rights to Access

Information Commission 1,719 0.1% 1,139 0.1% 1,359 0.1% 1,621 0.1%

2 SECURITY

SERVICES 243,912 15.7% 301,699 15.5% 359,986 16.6% 420,205 16.4%

201 Ministry of Defence 90,357 5.8% 106,687 5.5% 127,298 5.9% 142,563 5.6%

203 National Civil

Registration Authority 3,842 0.2% 2,714 0.1% 3,239 0.1% 3,864 0.2%

205 Ministry of Internal

Affairs1,019 0.1% 1,356 0.1% 1,618 0.1% 1,931 0.1%

206 Sierra Leone Police 87,868 5.6% 97,470 5.0% 116,300 5.4% 138,769 5.4%

207 Sierra Leone

Correctional Services 34,321 2.2% 58,189 3.0% 69,430 3.2% 82,844 3.2%

208 National Fire Authority 8,815 0.6% 11,734 0.6% 14,001 0.6% 16,706 0.7%

209 Central Intelligence

& Security Unit 5,240 0.3% 6,975 0.4% 8,323 0.4% 9,931 0.4%

210 Office of National

Security 7,086 0.5% 9,434 0.5% 11,256 0.5% 13,431 0.5%

211 Immigration Department 4,378 0.3% 5,828 0.3% 6,953 0.3% 8,297 0.3%

212 National Drugs Law

Enforcement Agency 987 0.1% 1,313 0.1% 1,567 0.1% 1,870 0.1%

3 SOCIAL SERVICES 389,241 25.0% 541,942 27.8% 658,578 30.4% 722,710 28.2%

301 Ministry of Education,

Science and

Technology 257,305 16.5% 369,574 18.9% 452,909 20.9% 482,307 18.8%

302 Ministry of Sports 6,004 0.4% 7,992 0.4% 9,536 0.4% 11,379 0.4%

303 Ministry of Tourism

and Cultural Affairs 3,171 0.2% 4,221 0.2% 5,036 0.2% 6,009 0.2%

Details FY2017 % of FY2018 % of FY2019 % of FY2020 % of
Budget Total Budget Total Indicative Total Indicative Total
(Le, m)  Non  Ceilings Non (Le, m) Non  (Le, m) Non

Int/Sal (Le, m) Int/Sal Int/Sal Int/Sal
  Recurr Recurr Recurr Recurr

Exp    Exp Exp Exp



32

Details FY2017 % of FY2018 % of FY2019 % of FY2020 % of
Budget Total Budget Total Indicative Total Indicative Total
(Le, m)  Non  Ceilings Non (Le, m) Non  (Le, m) Non

Int/Sal (Le, m) Int/Sal Int/Sal Int/Sal
  Recurr Recurr Recurr Recurr

Exp    Exp Exp Exp

304 Ministry of Health

and Sanitation 94,937 6.1% 107,430 5.5% 128,185 5.9% 147,949 5.8%

305 Ministry of Social

Welfare, Gender &

Children's Affairs 9,160 0.6% 18,194 0.9% 21,709 1.0% 25,903 1.0%

306 Ministry of Lands,

Country Planning

and the Environment 3,069 0.2% 4,085 0.2% 4,875 0.2% 5,816 0.2%

307 National Medical

 Supplies Agency 703 0.0% 1,186 0.1% 1,415 0.1% 1,688 0.1%

308 National Commission

for Social Action 1,346 0.1% 1,791 0.1% 2,137 0.1% 2,550 0.1%

309 Dental and Medical

 Board 326 0.0% 435 0.0% 519 0.0% 619 0.0%

310 Ministry of Youth

Affairs 7,180 0.5% 9,558 0.5% 11,405 0.5% 13,609 0.5%

311 Health  Service

Commission 919 0.1% 1,223 0.1% 1,460 0.1% 1,742 0.1%

312 Teaching  Service

Commission 1,105 0.1% 1,472 0.1% 1,756 0.1% 2,095 0.1%

313 National Youth Service - - 2,655 0.1% 3,168 0.1% 3,780 0.1%

314 National HIV and

AIDS Commission - - 2,940 0.2% 3,508 0.2% 4,186 0.2%

315 Teaching Hospitals

Complex Administration - - 3,040 0.2% 3,627 0.2% 4,328 0.2%

316 Civil Service Training

 College - - 800 0.0% 955 0.0% 1,139 0.0%

345 Pharmacy Board

Services 4,016 0.3% 5,346 0.3% 6,379 0.3% 7,612 0.3%

4 ECONOMIC

SERVICES 275,615 17.7% 291,661 14.9% 331,591 15.3% 378,706 14.8%

401 Ministry of Agriculture,

 Forestry and Food

Security 63,265 4.1% 53,992 2.8% 64,423 3.0% 66,869 2.6%

402 Ministry of Fisheries

and Marine Resources 3,023 0.2% 4,024 0.2% 4,801 0.2% 5,729 0.2%

403 Ministry of Mines and

Mineral Resources 6,745 0.4% 6,079 0.3% 7,254 0.3% 8,655 0.3%

404 Ministry of Transport

and Aviation 11,197 0.7% 12,790 0.7% 19,219 0.9% 21,891 0.9%

405 Ministry of Tourism

and Cultural Affairs 5,715 0.4% 8,408 0.4% 10,032 0.5% 11,970 0.5%

406 Ministry of Energy 4,146 0.3% 5,519 0.3% 6,585 0.3% 7,858 0.3%

407 Ministry of Labour and

 Social Security 6,001 0.4% 7,988 0.4% 9,373 0.4% 11,184 0.4%
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Details FY2017 % of FY2018 % of FY2019 % of FY2020 % of
Budget Total Budget Total Indicative Total Indicative Total
(Le, m)  Non  Ceilings Non (Le, m) Non  (Le, m) Non

Int/Sal (Le, m) Int/Sal Int/Sal Int/Sal
  Recurr Recurr Recurr Recurr

Exp    Exp Exp Exp
408 Ministry of Works,

 Housing and

Infrastructure 10,016 0.6% 13,334 0.7% 15,910 0.7% 18,984 0.7%

409 Ministry of Trade and

Industry 10,904 0.7% 13,650 0.7% 16,288 0.8% 19,434 0.8%

410 National Protected Area

Authority 4,665 0.3% 2,156 0.1% 2,572 0.1% 3,069 0.1%

411 Road Maintenance

Fund 128,101 8.2% 128,900 6.6% 133,585 6.2% 153,487 6.0%

412 National Tele

communications

Commission (NATCOM) 0 0.0% 200 0.0% 239 0.0% 285 0.0%

413 Sierra Leone Electricity

and Water Regulatory

Commission 1,027 0.1% 1,367 0.1% 1,631 0.1% 1,946 0.1%

414 Ministry of Water

Resources 11,815 0.8% 14,728 0.8% 17,573 0.8% 20,968 0.8%

415 Sierra Leone

Maritime

Administration (SLMA) 0 0.0% 1,800 0.1% 2,148 0.1% 2,563 0.1%

416 Civil Aviation Authority 1,528 0.1% 2,034 0.1% 2,427 0.1% 2,896 0.1%

417 Nuclear Safety and

Radiation Protection

Authority 1,581 0.1% 2,105 0.1% 2,511 0.1% 2,997 0.1%

418 Sierra Leone

Agricultural Research

Institute (SLARI) 5,285 0.3% 5,725 0.3% 6,831 0.3% 8,151 0.3%

419 Local Content Agency 600 0.0% 799 0.0% 953 0.0% 1,137 0.0%

420 Sierra Leone

Environment

Protection Agency (SLEPA) 0 0.0% 400 0.0% 477 0.0% 569 0.0%

421 Small and Medium

Enterprises

Development Agency

(SMEDA) 0 0.0% 4,350 0.2% 5,190 0.2% 6,193 0.2%

422 Sierra Leone

Meteorological Agency 0.0% 1,314 0.1% 1,568 0.1% 1,870 0.1%

5 MISCELLANEOUS

SERVICES 881 0.1% 221 0.0% 264 0.0% 300 0.0%
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6 CONTINGENCY

EXPENDITURE 50,030 3.2% 180,000 9.2% 212,339 9.8% 256,942 10.0%

Contingency Fund 50,030 3.2% 90,000 4.6% 106,169 4.9% 128,471 5.0%

Special Presidential

Warrants 0 0.0% 45,000 2.3% 53,085 2.5% 64,236 2.5%

Unallocated

Expenditures 0 0.0% 45,000 2.3% 53,085 2.5% 64,236 2.5%

7 TRANSFERS TO

LOCAL COUNCILS 96,236 6.2% 139,907 7.2% 206,973 9.6% 273,078 10.7%

Total Non-Salary,

Non-Interest

Recurrent

Expenditure

Provisions 1,556,922 100% 1,951,000 100% 2,165,865 100% 2,561,089 100%

Domestic Capital Expenditure: 2018-2020

118. The preparation of the PIP is carried out within the Medium-Term Expenditure

Framework (MTEF). Capital expenditure priorities are driven by the following: (i) project

alignment with the Agenda for Prosperity; (ii) domestic capital budgetary allocation;

(iii) projects critical to the statutory function of the MDAs; (iv) projects which will

enhance the performance/output/utilization of existing programmes  and (v) projects

at or near completion stage for the budget year under consideration.

Details FY2017 % of FY2018 % of FY2019 % of FY2020 % of
Budget Total Budget Total Indicative Total Indicative Total
(Le, m)  Non  Ceilings Non (Le, m) Non  (Le, m) Non

Int/Sal (Le, m) Int/Sal Int/Sal Int/Sal
  Recurr Recurr Recurr Recurr

Exp    Exp Exp Exp
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119.  In line with Government priorities, Infrastructure and Energy accounts for the
bulk of domestic capital expenditures amounting to Le701 billion in 2018, increasing
to Le 1.1 trillion in 2019 and Le 1.4 trillion during 2020.  This is followed by Social
Services and Human Development, with a budget of Le114.7 billion for 2018, Le 60
billion in 2019 and Le 106 billion in 2020. The National Civil Registration Authority
(NCRA) is allocated a budget of Le 95.3 billion in 2018; increasing to Le 150 billion in
2019 Le 120 billion in 2020.

120. The agriculture sector will receive Le 8.7 billion from th Capital budget  in 2018
Le 4.5 billion in 2019 and Le9.5 billion in 2020.

5.3 2017 Fiscal Outturns versus Projections

121. Total Revenue was projected at Le3.596 (12.6 percent of GDP) in the 2017 FSS.
The revenue projection was revised downwards to Le3.506 trillion (12.0 percent of
GDP), in view of the recent developments in the economy.

122. Total expenditure was projected at Le 5.44 trillion in the 2017 FSS. This has
been revised to Le6.2 trillion in September 2017 under the new ECF. Total expenditure
as at June 2017 is estimated at Le2.95 trillion (10.3 percent of GDP).  Wages and
salaries amounted to Le932 billion in June 2017 compared to the FSS projection of
Le1.81trillion; Goods and services expenditure amounted to Le592 billion in June
compared to Le 941 billion projected in the 2017 FSS. Subsidies and transfers, Le 270.2
billion and interest payments Le 268.2 billion as at June 2017.

123. Capital expenditures amounted to Le 851 billion, of which domestic funded
capital expenditures amounted to Le565 billion compared to the projection of Le 565
billion projected for the 2017 in the FSS for 2017.

VI. FISCAL RISKS STATEMENT
124. Fiscal risks are factors, often outside the control of Government that can cause

a country's fiscal aggregates or economic performance to deviate from the macro-fiscal
forecasts, resulting in most cases to lower revenues, higher expenditures and thus
wider budget deficits. These variances can be large, and may result from a variety of
shocks; for example, shocks to economic growth, interest rates, exchange rate, and
the terms of trade; natural disasters; calls on Government Guarantees,  also from
institutional weaknesses. The commodity price shock of 2015 and 2016 and its
aftermath illustrated that the occurrence of fiscal risks can lead to significant fiscal
challenges.

125. This section assesses fiscal risks in Sierra Leone over the medium-term. First,
it identifies and classify the different sources of fiscal risks;  Second, it presents the
various types of fiscal risks; and third, it assesses the sensitivity of the fiscal aggregates
(revenue, expenditure and budget deficit) to the macroeconomic risks; and finally, it
proposes measures to mitigate the impact of the fiscal risks on  Government budget
and the economy as a whole.
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6.1 Broad Classification of Fiscal Risks
126. Fiscal risks are generated from three main sources

(a) General Economic Risks-are fiscal risks that are generated from macroeconomic
shocks such as shocks to GDP growth, exchange rates, interest rates and
inflation. Shocks to these macroeconomic variables can affect Government
expenditures, revenues and the stock of public debt.

(b) Specific Fiscal Risks: These types of risks are usually unrelated to general
economic forecasting parameters. They give rise or contribute to uncertainty
about specific fiscal outcomes and may include contingent liabilities and other
risks.

(c) Structural or Institutional Risks: These risks relate to the limited capacity in
Government to identify and manage fiscal risks due to weak institutions. Such
risks when they exist can exacerbate a country's exposure to existing fiscal
risks.

6.2. Types of Fiscal Risks
6.2.1 General Macroeconomic Risks

127. Like most low income, small open economies that are also commodity
dependent, Sierra Leone is vulnerable to macroeconomic shocks. The 2008 and 2009
global financial crisis clearly illustrates this assertion in light of the following.

* Shock to GDP Growth: An example of this shock was the case of the Ebola
epidemic and the fall in the price of iron ore, which culminated in the closure
of the two iron ore mining companies. Shocks to GDP growth adversely affectted
the revenue side of the budget as the tax base contracted. In general, a decline
in GDP usually leads to lower domestic revenues as income taxes, GST, petroleum
taxes and import duties will decline, resulting in higher budget deficit.

* Commodity Price Shocks: Commodity price shocks often give rise to adverse
terms of trade. Sierra Leone is an oil importer. Petroleum products comprise
the second highest import value in the country. Furthermore, petroleum
consumption is subsidized in the retail market.  Therefore, a rise in the
international oil prices will increase the amount of subsidy paid by Government,
either in the form of implicit subsidies (loss in excise duties) or explicit (direct
payments from the budget). In either case, Government expenditures will
increase and revenues decrease, leading to higher budget deficit.

* On the other hand, a fall in the price of one of Sierra Leone's major export
commodities such as iron ore will lead to drop in GDP, domestic revenues and
exchange rate depreciation with adverse budgetary implications.

* Slow Growth of the Chinese Economy: Related to the above is the fiscal risk
associated with a slowdown of the growth in the Chinese economy. It will impact
Sierra Leone as it reduces demand for the country's iron ore exports. Hence,
revenue from this sub-sector of the economy will decline. The adverse
consequences on domestic revenue and foreign exchange earnings, both of
which are important components of budget execution cannot be overemphasized.
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* Shocks to Exchange Rate: Sierra Leone has a substantial stock of foreign debt.
Foreign debt service payments are denominated in foreign currencies. A
depreciation of the exchange rate will increase debt service payments, including
both interest and principal repayments.

* Interest Rates Shock: Sierra Leone also has a substantial stock of domestic
debt in the form of marketable and non-marketable Government securities. In
recent years, debt service payments on domestic debt account for a significant
proportion of recurrent expenditures. Domestic interest payments have been
increasing in recent years, reflecting increased Government borrowing and
rising Treasury bill rates. Therefore, further rises in Treasury bill rates will
increase Government expenditures, leading to higher budget deficit.

* Inflation: is currently in double digits in Sierra Leone although consumer prices
have started to decline. Year on year inflation was higher than usual at 19.1
percent as at June 2017. Further rises in inflation will lead to higher
expenditures, thereby increasing the budget deficit.

6.2.2 Specific Fiscal Risks

128. Contingent Liabilities: Fiscal risks in Sierra Leone can arise from contingent
liabilities when they materialise. This area examines the impact on the budget of the
realization of all Government loan guarantees and contingent liabilities from the two
state-owned banks.

* Guarantees: The Government provides guarantees against bank loans contracted
by state-owned or public enterprises and local councils.  Total guarantees amount
to Le115.72 billion as at August 2017. In the event public enterprises or local
councils fail to pay the loan in time, the guarantees would be invoked and the
liabilities for payment will be passed on to Government. Consequently, the
guarantees would eventually become debt to Government.  An examination of
the stock of current guarantees indicates that risks emanating from guarantees
are minimal at the moment. Should they materialize, the impact on public debt
would be small.
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Fiscal Operations of State Owned Enterprises

129. Fiscal Operations of State Owned Enterprises- There are a number of risks emanating from the operations of
State Owned enterprises that impact on the Budget during the cause of the year. While there is no consolidated
data available across these entities, they often emanate from tax defaults, subsidies to cover non-market price
revenue shocks (such as fuel support to Road Transport Corporation for the 100 buses, fuel to EGTC/EDSA);
payment of passenger levies in respect of Securiport, recapitalization and capital investments. To mitigate these
risks and under the PFM Act 2016, an SOE Unit will be established in the Ministry of Finance and Economic
Development charged with the responsibility for identifying, monitoring, analyzing and reporting of fiscal risks
and its impact on the Budget.

* Public-Private Partnerships (PPPs): Public Private Partnership's arrangements are also contingent
liabilities. A failure of the contracting party to honour the obligations, such as the refusal of the public to pay the
toll fees on the  Wellington-Masiaka Toll  Road or pay reduced fees would imply that Government takes over the
liability. The implementation of PPPs should therefore be closely monitored to avoid unexpected budgetary
expenditures. The following PPPs have been signed by Government as at August 2017: (i) Wellington-Masiaka
Toll Road million); CEC Western Area Energy Project (US$133 million) with projected annual payments of US$74-
84 million for 25 years; and Bumbuna II Hydro project of US$651 million with annual projected payments of
US$120 million for 25 years. Earlier the Government signed a one berth port expansion of the Queen Elizabeth II
Quay with Freetown Terminal Limited (Bolloré for US$ 120 million).
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130. State-Owned Commercial Banks: Sierra Leone has two state-owned banks in
its portfolio of public enterprises. Unfortunately, the balance sheets of these two banks
are weak and this represents a significant fiscal risk to the Government budget. The
banks account for 13 percent and 19 percent of the total banking system assets. While
they have been under serious financial conditions due to the impact of Ebola on
economic activities on the one hand, they also face high competition in the market,
with weak internal governance, including poor risk management. They account for a
majority of the outstanding non-performing loans (NPLs). The capital of the two banks
has been severely eroded. The cost of recapitalizing the banks is estimated at Le200
billion and Government is developing a strategy to address the situation.

131. Other Risks: Other risks include the impact of major events or one-off events
which can impact the macro-fiscal situation.  These include:

* Natural Disasters: The scale and timing of the occurrence of natural disasters
cannot be easily predicted. They can cause untold suffering on affected people
and the economy as a whole through destruction of property, loss of lives and
displacement of the persons. Recovery often requires substantial financial
resources that are in most cases not budgeted for to address immediate needs
of the affected persons including rehabilitating and reconstructing damaged
infrastructure. The mudslides and flooding from the heavy downpour that
occurred in Freetown on August 14, 2017 is a good example. The re-emergence
of Ebola is another risk. The associated disruptive impact on economic activities
resulting from any re-emergence of the Ebola viral disease would have severe
consequences on domestic revenue mobilization and at the same time create
undue expenditure pressures. This can derail budget implementation with
resources diverted from other priority areas and shifted to fighting the spread
of the disease;

* 2018 General Elections: Finally, the upcoming elections pose a fiscal risk, as
spending pressures could build up, resulting in expenditure overruns. The usual
wait and see attitude adopted by businesses especially importers in the period
running up to the elections will adversely affect domestic revenue collection.
In either case, the result would be a higher than planned budget deficit

6.2.3 Institutional Capacity Risks

132. Limited or weak capacity to implement Government policies and programmes
is also another source of fiscal risk. This section focuses on a number of such risks.

* Budget Planning and Execution: Budget credibility has been identified by several
PEFA analyses as a major challenge in fiscal management in Sierra Leone.
Revenues are usually below projections while expenditures have mostly exceeded
budget limits. Government is working hard to improve budget credibility through
the automation of budget execution process as well as strengthening the capacity
for macro-fiscal forecasting;

* Public Debt Management:  Effective public debt management is critical to
ensuring debt sustainability given the vulnerability of external debt to
macroeconomic shocks such as exchange rate and interest rate movements.
Government is taking steps to improve debt management through annual conduct
of Debt Sustainability Analysis and the preparation and implementation of the
debt management strategy;
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* Non-Implementation of the Revenue Mobilisation Strategy: The non-
implementation of the Revenue Mobilisation Strategy is the greatest risk to
budget implementation in the medium-term. The current domestic revenue
projections are far above what economic fundamentals and the present tax
administration capacity could generate. Given the fact that our revenue to GDP
ratio is one of the lowest in the sub-region and even among post conflict
countries, a Revenue Mobilisation Strategy has been prepared jointly with  staff
of the International Monetary Fund. The implementation of the revenue
enhancing measures articulated in the strategy is critical in funding
Government's infrastructure and expanding social programmes. If the revenue
measures are not implemented or do not bring the desired yields, given the
limited availability of domestic financing and the limited scope to cut spending,
the government would likely accrue domestic arrears. With arrears, private
sector confidence in the government could deteriorate, leading to the disruption
of ongoing projects with negative feedback for growth and stability;

* Poor Implementation of Reforms related to the Disbursement of Budget Support:
Budget Support is mainly provided by four development partners, the African
Development Bank (ADB), European Union (EU), United Kingdom Department
for International Development (DFID) and the World Bank (WB) and forms a
significant proportion of the Government budget. Each of the partners based
the disbursement of budget support on the implementation of certain reforms
by the Government of Sierra Leone. Recently, representatives of these various
institutions have informed Government of a move away from direct budget support
towards other lines of support in the medium-term. The greatest risk concerns
funding from DFID as the previous funding agreement comes to an end in 2017,
and there might be significant difficulties in securing funds from DFID in 2018.
Funding from the World Bank does not constitute a large risk. Given the growing
reluctance of donors to provide budget support, it is even more critical for
Government to implement reforms related to disbursement in order to boost
donor confidence. Moreover, the weak implementation of the reforms often results
in the late or non-disbursement of budget support. This in turn will lead to cuts
in expenditures or an increase in domestic borrowing with adverse consequences
on macroeconomic stability and economic growth. It can also lead to the
accumulation of arrears to suppliers and contractors, which will negatively
affect the credibility of Government.

6.3 Risk Analysis

133. The risk analysis section sets out the key risks faced by Sierra Leone, and the
analysis supporting these risk assessments.  It contains a risk assessment table
(below) and analysis of the scale of impact of some macroeconomic shocks on fiscal
variables.
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Impact of Negative and Positive Shocks on Macro Estimates

134. The macro-economic estimates are used as the basis for the forecasts of
revenue and other key indicators.  However, there is uncertainty over the scale of
growth, inflation and other indicators in the economy.  This uncertainty comes from
the difficulties in estimating these indicators given the short span of data, and the
impact of one off events on growth, among others.

135. The charts below show the impact of a simple one standard deviation shock both
positive and negative to the growth rates of macroeconomic variables in 2018, and the
results on revenue, expenditure and the deficit.

Assumptions

* The charts below represent 1 standard deviation shocks, with some effects on
major outcome variables (revenue, expenditure and deficits).

* Interactions between shocks and feedback effects are not modelled.

* Low responsiveness on expenditures reflects the changes in the automatic
costs (e.g. interest costs will go up with a worsening exchange rate); however,
it does not reflect cost pressures leading to policy changes (e.g. if inflation
increases salary demand would increase).

* Revenue growth assumptions include some effect from new policy, and efficiency
(i.e. introducing or increasing taxes, and getting better at collecting taxes).
The scale of these impacts for simplicity is assumed to not be directly  impacted
by the macro-environment.

Shocks to Indicators
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Results
136. The shocks to these macro variables feed through into the below fiscal

outcomes, using the relationships set out in Sierra Leone Integrated Macro Model
(SLIMM).  The positive scenario, shown in green, shows the impact of a 1 standard
deviation increase in growth, exports and imports, and nominal GDP; and a one
standard deviation decrease in the exchange rate and inflation.  The negative scenario
shows the opposite.  The negative scenario shows the deficit widening to 8 percent of
GDP (after a negative shock to all the relevant macro variables in 2018); the positive
scenario shows a closing of the gap to 3 percent of GDP.   In the positive scenario, revenue
increases to Le 7.5 trillion by 2020; in the negative scenario it falls to Le 6.4 trillion.
Expenditure pressures on the other hand rise to Le 10.2 trillion by 2020 in the negative
scenario, and fall to Le 9.6 trillion in the positive scenario.



45

Uncertainty and Specific Shocks

137. The chart below shows the uncertainty of revenue under the macro-economic
assumptions.  If we are inaccurate, by a reasonable margin, in our economic
projections, the revenue for 2018 could vary from between Le 4.0 trillion, and Le 3.6
trillion.  This does not take into account non-macroeconomic uncertainty (like the
difficulties in improving tax administration, or implementing new policy measures).

138. An estimated shock of 1 percent to the exchange rate will feed through into local
inflation - we estimate the impact of this using a VAR framework to account for
interdependencies between exchange rate and inflation.  The chart opposite is
generated from this, showing a 1 percent shock to the exchange rate (a depreciation)
is estimated to increase inflation by 0.85 percent 3 quarters after, and 0.65 percent
4 quarters after.
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6.4 Risk Mitigating Measures

139. Mitigating Macroeconomic Risks: to mitigate the impact of macroeconomic

shocks such as shocks to GDP, exchange rate, inflation and interest rates, Government

is pursuing sound macroeconomic policies including prudent fiscal policy and proactive

monetary policy to ensure a stable macroeconomic environment characterised by low

and stable inflation, exchange rate, and interest rates. To mitigate shocks to GDP and

by extension exports and exchange rate depreciation, Government is implementing

sectoral policies and measures to diversify the economy in order to broaden the sources

of growth and reduce reliance on one or a few sectors. Therefore, Government is

prioritising investment in agriculture, fisheries, tourism and infrastructure to build

the resilience of the economy against shocks.

140. Government is also building the capacity of key Ministries to analyse and

measure fiscal risks. As part of these efforts, the Ministry of Finance and Economic

Development is strengthening  capacity in cash management through the establishment

of a Cash Management Unit and a functioning Cash Management Committee.

141. Mitigating the Impact of Contingent Liabilities: To mitigate the impact of

contingent liabilities, the Ministry of Finance and Economic Development is developing

a full set of guidelines for the issuance of loan guarantees and as well as template for

financial reporting by state-owned enterprises and local councils. Government with

assistance from the IMF AFRITAC WEST2 is in the process of establishing a unit within

the Ministry of Finance and Economic Development for fiscal oversight of State-Owned

Enterprises. Government is also undertaking an annual Debt Sustainability Analysis

to maintain debt sustainability.
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142. Mitigating the Impact of Natural Disasters: To mitigate the effect of any re-

emergence of Ebola and other health emergencies, Government is working on

strengthening Integrated Disease Surveillance Reporting (IDSR) and response at

national, and community levels, as part of the President's Recovery Priorities.

Government has also integrated risk management in the national budget. A contingency

allocation is included in the Government budget to address effects of natural disasters.

In addition, early warning mechanisms will also be adopted to ensure readiness and

appropriate action before the occurrence of a disaster. Some of these measures

include:

(i) Sensitising the population on the causes and effects of disasters such as floods,

earthquakes, landslides, especially for people living in disaster prone areas

such as low lying coastal areas, hill tops, valleys, etc.

(ii) Integrating risk management into Government policy decision-making, especially

in fiscal management; and

(iii) Establishing and capacitating the appropriate institutions that will respond in a

timely manner to natural disasters.
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