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FOREWORD 

I am pleased to present the 2018 Economic Bulletin, a joint product 

of the Macro-Fiscal and Research & Delivery Divisions of the Ministry 

of Finance (MoF). The annual Bulletin, the flagship report of the MoF, 

offers an in-depth overview of the main economic developments in 

2018, including developments in the real, external, fiscal, monetary 

and financial sectors of the Sierra Leonean economy. 

Alongside a total revamping of its image, this year’s Bulletin also 

presents five feature articles, which you will find in the Annex of this 

report. These articles submitted by Sierra Leonean researchers working both within and outside of 

Government, delve into diverse economic topics relevant to Sierra Leone’s policy debates. These include a 

micro-structure analysis of exchange rate dynamics, an opinion piece on Sierra Leone’s reliance on external 

aid, an estimation of capital flight and its effect on the Sierra Leonean economy and lastly, an appraisal of 

tax efficiency in ECOWAS countries. 

This series of featured articles is part of a wider effort to increase the research capabilities of Ministries, 

Departments and Agencies (MDAs), enhance collaborative and data sharing efforts between MDAs, offer a 

widely visible publication outlet to up-and-coming researchers and deepen our understanding of the 

important economic policy issues facing Sierra Leone. In the future, researchers will be warmly invited to 

continue responding to our call for articles by submitting a research piece relevant to the thematic topic 

chosen that year. We hope that these articles will be met with open, critical and constructive feedback, 

helping kick-start the much-needed dialogue between policymakers, researchers and civil society on the 

most pressing issues facing Sierra Leone today.  

 

Jacob Jusu Saffa 

Minister of Finance 

August, 2019 
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EXECUTIVE SUMMARY 

After almost two years of global economic expansion, reaching its peak of 4 percent in 2017, 

global growth lost some of its expansionary momentum in 2018, falling from 3.8 percent in the 

first half to 3.2 percent in the second half of 2018. This slow-down in global economic activity was 

associated with the weakening of international trade and investment, the escalation of trade 

tensions between the US and China, and the tightening of global financial conditions.  

Economic growth in Sierra Leone also remained subdued slightly below the global economic 

growth of 3.6 percent but higher than the Sub-Saharan average of 3.0 percent in 2018. The 

economy grew by 3.5 percent in 2018 compared to 3.8 percent in 2017. The slow growth of the 

economy was due to the weak performance in the mining sector as well as contraction of 

construction sub-sector.  Growth of the non-iron ore economy was relatively stronger at 5.4 

percent due to the increase in non-iron ore mining activities, the normalisation of agricultural 

activities and the expansion in the service sector.  

Inflationary pressures moderated towards the last quarter of the year, but remained high 

throughout 2018. Inflation rose gradually from 14.5 percent in January to a peak of 19.3 percent 

in October before moderating to 17.5 percent in December 2018. The rise in inflation during the 

year can be attributed to several factors, most notably the pass-through effect of the depreciation 

of the Leone, liberalisation of domestic fuel prices and food-related supply shocks. Annual average 

inflation for 2018 estimated at 16.6 percent was lower, compared to 18.2 percent recorded in 

2017.  

Reflecting largely the fiscal consolidation measures implemented by Government in the last three 

quarters of the year, the overall budget deficit, including grants, shrunk from 8.8 percent of GDP 

in 2017 to 5.8 percent of GDP in 2018. Domestic revenues increased to 13.7 percent of GDP in 

2018 from12.3 percent of GDP in 2017, while Government expenditures were contained at 21.5 

percent of GDP compared to the budgeted amount of 23.5 percent of GDP.  

The trade deficit widened to 14.6 percent of GDP in 2018 from 14.5 percent of GDP in 2017 mainly 

due to significant drop in exports. However, the current account deficit improved to 13.8 percent 

of GDP in 2018 from 14.5 percent of GDP in 2017 attributed to the increase in private transfers.  

Gross international reserves decreased from US$ 501 million (equivalent to 3.7 months of 

imports) in 2017 to US$ 483 million (3.6 months of imports) in 2018. The official exchange rate of 



  
  

 

ix 

the Leone to the US Dollar depreciated by 11.9 percent, from Le7,537 per USD at the end of 

December 2017 to Le 8,396 per USD at the end of December 2018.  

The stock of total public debt (external plus domestic) stood at Le19.01 trillion (USD2.24 billion) at 

the end of December 2018, representing 58.7 percent of GDP compared to 53.7 percent of GDP in 

2017. External debt amounted to Le13.35 trillion (US$1.57 billion), accounting for 70.3 percent of 

total public debt and 38.6 percent of GDP. Domestic debt amounted to Le 5.66 trillion (US$665.57 

million), accounting for 29.8 percent of total public debt and 22.2 percent of GDP. 

The medium-term prospects of the economy are favourable. The economy is projected to grow by 

5.1 percent in 2019 following the resumption of higher-grade iron mining at the Marampa Mines 

and expansion in public funded construction activities. Economic growth is projected to average 

4.8 percent during 2020-2022 reflecting increased private investments in agriculture, fisheries and 

tourism; and improvements in the business environment, including increased electricity supply.  

Inflationary pressures will moderate over the medium-term as the exchange rate stabilises 

supported by increased domestic food production and tight monetary policy stance by the Bank of 

Sierra Leone reinforced by fiscal consolidation. 

Downside risks to the positive outlook include a fall in the price of key export commodities and an 

increase in the international price of fuel leading to unfavourable terms of trade with adverse 

implications for economic growth, revenues and foreign exchange earnings.   

Fiscal slippages including lower-than expected revenue collections and expenditure overruns 

could widen the budget deficit and threaten macroeconomic stability. Government should 

therefore, sustain its fiscal consolidation efforts and pursue economic diversification, maintain 

macroeconomic stability, promote sustained growth and strengthen the resilience of the 

economy.
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I. GLOBAL ECONOMIC DEVELOPMENTS IN 20181 

After almost two years of strong global economic expansion, reaching its peak of 3.8 percent in 

2017, global growth lost some of its expansionary momentum in the second half of 2018, when it 

fell to  3.2 percent from 3.8 percent in the first half of 2018. This slow-down in global economic 

activity was associated with the weakening of international trade and investment, the escalation 

of trade tensions between the US and China, and the tightening of global financial conditions.  

Despite the continued contractionary momentum in 2019, with a forecasted growth of 3.2 

percent in 2019, global growth is expected to pick up modestly in 2020, at 3.5 percent. The 

projected medium-term slump in the growth of the major economies such as China and the US is 

expected to be offset by the recovery in some developing countries and economies in transition, 

which experienced serious macroeconomic imbalances after the commodity price collapse of 

2014-2015. 

Figure 1.1: Trend in global real GDP growth and forecast 2015-2020 

 

Source: IMF’s World Economic Outlook (WEO) June 2019 

 

                                                      
1
 All of the data in this section come from the World Economic Outlook database from the IMF (IMF, 2019). 
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With the notable exception of the United States, where fiscal expansions led to an increase in 

growth from 2.2 percent in 2017 to 2.9 percent in 2018, growth in advanced economies 

decelerated from 2.4 percent in 2017 to 2.2 percent in 2018. In the Euro area, growth declined 

from 2.4 percent in 2017 to 1.8 percent in 2018. Uncertainty surrounding Brexit negotiations in 

the United Kingdom, weak industrial production in Germany following a new auto emission 

regulation, street protests in France, and high sovereign bond yields in Italy all contributed to the 

economic slow-down. Japan also experienced a slump in its economy, from 1.9 percent growth in 

2017 to 0.8 percent in 2018, largely as a result of bad weather and natural disasters. 

In emerging market and developing economies, growth also decelerated greatly from 5.2 percent 

in the second half of 2017 to 4.3 percent in the second half of 2018, against the backdrop of 

weakening capital flows, the strengthening of the US dollar, global trade tensions and mounting 

financial pressures due to high current account deficits. China experienced a decline in its growth, 

from 6.8 percent in the first half of 2018 to 6.0 percent in the second half of the year, as domestic 

investments were dampened by a new regulatory framework in the financial sector, decreased 

domestic spending – notably in the automobile industry, and declining exports due to US tariff 

hikes. Argentina and Turkey, in turn, experienced substantial financial stress due to persistent 

macroeconomic imbalances, with economic growth in the second half of 2018 dipping down to -

6.8 and -5.4 percent, respectively. Growth in Mexico and Brazil remained rather dull in 2018 at 1.9 

and 1.1 percent, respectively, as a result of policy uncertainties. In the Middle East, political 

turmoil led to weakened regional economic growth from a 5.16 percent high in 2016 to 1.81 

percent in 2018. 

Growth in Sub-Saharan Africa saw only a marginal increase from 2.9 percent in 2017 to 3.0 

percent in 2018 due to the sluggish expansion of its three largest economies: Angola and Nigeria, 

which faced a contraction in their oil production, and South Africa, which suffered from low 

business confidence, policy uncertainty and challenges in mining production. The sub-region was 

faced with some difficult external conditions such as the slow-down in external trade, a strong US 

dollar and tightening financing conditions. 

External sector activities were also affected by the deceleration in economic activities in 2018 and 

increased trade tensions between China and the US, as reflected by the slow-down in export 

orders and global manufacturing activity. The resulting deterioration of business confidence and 
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financial market sentiments led to tightening global financing conditions and the drop in global 

equity prices in the final quarter of 2018.  

Commodity prices experienced substantial movements in the second half of 2018, mostly driven 

by supply disruptions. Whilst crude oil experienced a steady rise from US$ 65 per barrel in 

February 2018 to US$ 81 per barrel in October 2018 as a result of the continuing decline in 

Venezuelan production and market concerns over US sanctions on Iran, prices crashed to US$ 58 

per barrel in December 2018 with the boom in US crude oil production and the US temporarily 

waiving its sanctions on Iran for 8 countries, including China and India.  

Similarly oil, metal and agricultural commodity prices followed an upward and downward trend in 

the first and second halves of 2018, respectively, with the price fall attributable to US-imposed 

tariff hikes on Chinese imports.  Iron ore prices reached US$ 75 per metric ton in the first quarter 

of 2018, and then collapsed down to US$ 67 per metric ton, only to start its recovery in the fourth 

quarter at a recorded US$ 71 per metric ton. Rice prices also fell from the US$ 426 per metric ton 

recorded in the second quarter of 2018, down to US$ 382 per metric ton in the third quarter, only 

to stabilize around $US 389 per metric ton in the fourth quarter. 

Figure 1.2: Trends in selected commodity prices 2018 – early 2019 

 

Source: IMF’s Commodity Price Tables June 2019. Note that oil is an average of UK Brent, Dubai 
Fateh and West Texas Intermediate crude oil prices. 

Finally, consumer price inflation in advanced economies remained subdued at 1.9 percent in 2018, 

consistent with the decline in commodity prices and slowing global growth. Inflation in emerging 

market and developing economies, averaging at 3.6 percent in 2018, experienced more volatility, 
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as upward price pressures from currency depreciations partially offset the lower commodity 

prices. 
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PART A 

DOMESTIC ECONOMIC DEVELOPMENTS 
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II. THE REAL SECTOR 

The Sierra Leone economy grew by 3.5 percent in 2018, compared to 3.8 percent in 2017. This 

growth was driven mainly by growth in agriculture and services as well as industry, which has 

consistently been the smallest contributor to growth, as illustrated in Table 2.1.  

Table 2.1: Percentage Contribution to GDP by Sector, 2016-2018 

 2016 2017 2018 

Agriculture , Forestry and 
Fishing 

49.9 50.3 52.3 

Industry 10.2 9.3 9.0 

Services 36.2 36.7 38.2 

Source: Statistics Sierra Leone (SSL) 

The slow-down in real GDP growth reflects mainly the weak performance in the mining and 

construction sectors. The Tonkolili Iron Ore Mine operated by Shandong Iron and Steel and the 

Marampa Mines remained closed throughout 2018. The output of rutile was also lower than 

projected due to periodic disruptions in production caused by employee strike actions during the 

year.  

Table 2.2: Real GDP Growth, 2016-2018 

 2016 2017 2018 

Real GDP incl. iron ore 6.4 3.8 3.5 

Real GDP excl. iron 
ore 

4.6 3.6 5.4 

Source: Statistics Sierra Leone (SSL) 

The scaling down of public funded construction activities pending the financial and technical 

audits also contributed to the slowdown in economic activities in 2018. The non-iron ore economy 

grew at 5.4 percent in 2018, compared to 3.6 percent in 2017, as a result of the recovery in 

diamond mining activities, continuation of normal agriculture activities and expansion of the 

services sector.  
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A similar upward growth trend is expected for 2019 as shown in Figure 2.1.  This estimated growth 

of 5.1 percent for 2019, is expected to be driven by the resumption of iron ore mining at the 

Marampa Mines, agriculture, public construction activities and improvements in the business 

environment on a foundation of the intensified fight against corruption and broad ranging 

structural reforms. 

Figure 2.1: Trend in real GDP growth, 2012-2018 

 

Source: Statistics Sierra Leone (SSL) 

Developments in the key sectors in 2018 are described in the sections that follow. 

Agriculture, Forestry and Fisheries 

The agricultural sector including forestry and fisheries accounts for 50.5 percent GDP in 2018 and 

continues to provide livelihoods for a majority of the Sierra Leonean population, especially in the 

rural areas. The sector grew by 3.9 percent in 2018, reflecting the continued support of 

Government and development partners as well as increased private investments. The moderation 

in agricultural sector growth was mainly due to the slowdown in growth of livestock sub-sector. 
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Table 2.3: Percentage growth of the agricultural sector and subsectors, 2016-2018 

 2016 2017 2018 

Agriculture, Forestry and Fishing 3.9 4.5 3.9 

Crops (agriculture) 4.5 5.3 4.1 

o/w Rice 7.1 8.4 5.1 

Other Food Crops 2.5 2.8 3.1 

Cash crops 1.2 2.6 4.0 

Livestock 2.9 3.5 2.6 

Forestry 2.2 3.5 4.7 

Fishery 2.7 1.3 2.8 

Source: Statistics Sierra Leone (SSL) 

Crops 

Unfavourable weather conditions, mainly erratic rainfall, caused poor germination of seeds (crop 

failure) in 2018 and resulted in lower than expected growth in rice production. The other Food 

Crops (cassava, potatoes, maize) sub-sector grew by 3.1 percent in 2018 from 2.8 percent in 2017. 

Government continued the provision of agricultural inputs to farmers engaged in the production 

of rice and other food crops, such as improved varieties of seed rice and cassava cuttings, 

fertilizer, power tillers, and pesticides, as well as extension services. Other key activities 

undertaken by the Government in the sector include the rehabilitation of 841 hectares of inland 

valley swamps and 600 kilometres of feeder roads. At the same time, Government continued 

investing in the rehabilitation of feeder roads and inland valley swamps as well as agricultural 

research activities at the Sierra Leone Agricultural Research Institute (SLARI). 

The cash crop sub-sector grew by 4.0 percent in 2018 from 2.6 percent in 2017. This boost can be 

attributed to efforts of development partners, including the European Union, in supporting the 

replanting of cash crops such as oil palm, cocoa, coffee and cashew with short durations, high 

yielding and disease resistant varieties. An estimated total area of 3,800 hectares was planted 

with oil palm across the country while 2,000 hectares of cocoa plantations were rehabilitated. In 

recent years, the agriculture sector has also attracted foreign private investments in cash crop 

production including Gold Tree (Oil Palm Plantation) in the East and SOCFIN (oil palm) in the 

South. The Smallholder Commercialization and Agribusiness Development Project (SCADeP) 

supported the construction of 125 Agricultural Business Centres (ABCs), 59 small and 9 medium-

to-large-scale agribusinesses. 
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Moreover, in order to boost agricultural productivity, Government instituted a number of reforms 

in the sector including providing the enabling environment for increased private sector 

participation in the procurement and distribution of fertiliser and improved seed varieties. In this 

regard, Government enacted the Seed Act 2018 and the Fertilizer Act in 2018. Government is also 

in the process of establishing a Seed Certification Agency and a Fertilizer Regulatory Agency. The 

Ministry of Agriculture and Forestry has prepared a National Agricultural Transformation Strategy 

with a focus on achieving rice self-sufficiency in the medium-term.  

Livestock 

In the area of livestock, the focus of the Ministry of Agriculture and Forestry was on disease 

prevention and control through the vaccination of cattle. Livestock farming is largely practised in 

the North and on a smaller scale in other parts of the country. This sector provides significant 

livelihood options for a number of families in those communities, especially for women who trade 

in milk and other dairy by-products. In 2018, a series of new businesses engaged in large-scale egg 

and animal feed production were established, including Lion Poultry in Makeni, Northern Sierra 

Leone. At the end of 2018, this company had a total of 10,500 layers producing about 6,000 eggs 

daily. Growth of the livestock subsector, however, slowed down from 3.5 percent in 2017 to 2.6 

percent in 2018. 

Forestry 

The forestry subsector continued to grow over the review period, from 3.5 percent in 2017 to 4.7 

percent in 2018, owing to increased harvesting and export of timber. The Ministry of Agriculture 

and Forestry continued to support the establishment of nurseries to facilitate country-wide re-

afforestation. With support from Government and Development partners, the Ministry recruited 

and trained forest guards.  

Fisheries 

The fishing subsector experienced a growth rate of 2.8 percent in 2018, a significant increase from 

the 1.3 percent growth in 2017 and above the projected growth rate of 2.5 percent. Total revenue 

from the fisheries sector amounted to Le 95 billion in 2018. The growth in this sector was as a 

result of Government’s efforts to intensify the monitoring, control and surveillance of fishing 

activities in the territorial waters in order to reduce illegal fishing activities. All licensed industrial 
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fishing vessels were fitted with Vessel Monitoring Systems (VMS) or Automatic Identification 

Systems (AIS) to track the position and detect the activities of fishing vessels in the Inclusive 

Economic Zone. The installation of these devices led to reductions in incursions in the Inshore 

Exclusive Zone resulting in increased fish landings by artisanal fishermen.  

The Fisheries Fee Regulations was also passed in July 2018, a move to increase the licenses and 

export/transhipment fees. This resulted in increased revenues from the fisheries sector. 

Government also enacted a new Fisheries and Aquaculture Bill in 2018. The Act makes provision 

for the sustainable management and utilisation of fisheries resources. Government, with support 

from Development Partners, also provided appropriate fishing gears to artisanal fishermen in 

order to ensure sustainable fishing practices.   

Industry 

The industrial sector (comprising mining, construction and manufacturing) started recovering – 

albeit slowly – in 2018. Despite the scale-back of public funded construction activities in 2018, the 

industrial sector contracted by only 2.2 percent in 2018 compared to the 5.3 percent contraction 

recorded in 2017, owing to the recovery in the mining sub-sector as diamond production 

increased significantly. 
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Table 2.4: Percentage growth of the industrial sector and subsectors 2016-2018 

 2016 2017 2018 

Industry  27.4 -5.3 -2.4 

Mining and Quarrying 52.4 -13.6 -4.0 

Diamond 8.3 - 50.2 141.2 

Iron Ore 7131.4 16.1 -100.2 

Other Minerals 9.3 24.5 15.3 

Quarrying 4.3 5.9 -13.3 

Manufacturing and Handicrafts 4.8 5.1 1.7 

Electricity and Water Supply 4.4 6.0 5.0 

Electricity 4.7 6.6 5.8 

Water 3.6 3.7 1.2 

Construction 6.7 5.1 -6.5 

Source: Statistics Sierra Leone (SSL) 

Mining 

The mining and quarrying sub-sector contracted by 4.0 percent in 2018, a notable improvement 

from the 13.6 percent contraction recorded in 2017. While iron ore mines remained shut down, 

production of other minerals, including diamond, bauxite and gold, increased. However, the 

production of rutile and related products decreased in 2018.  Following the complete transition to 

underground mining by the main Kimberlite Mining Company-Koidu Holdings, diamond 

production expanded by 157.3 percent, from 288.3 thousand carats in 2017 to 741.6 thousand 

carats in 2018. Similarly, bauxite production increased from 1.8 million metric tons in 2017 to 2.0 

million metric tons in 2018.. As a result of disruptions caused by strike actions at the mining site of 

the largest rutile mining company, rutile production decreased by 34.5 percent in 2018, from 

165.5 thousand metric tons in 2017 to 108.3 thousand metric tons in 2018. Ilmenite production 

also fell by 13.2 percent in 2018, from 57 thousand metric tons in 2017 to 49.5 thousand metric 

tons in 2018.  However, Zircon increased by 123.7 percent to 13.3 thousand metric tons from 5.9 

thousand metric tons. Gold production decreased slightly by 4.7 percent to 4,354 ounces in 2018 

from 4,568 ounces in 2017. 
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Table 2.5: Mineral production, 2016-2018 

Mineral Type  Unit  2017 2018 % change 
2017-2018  

Diamonds carats (thousands) 288.3 741.6 157.3 

Bauxite metric tons (thousands) 1,823.6 2,034.4 11.6 

Rutile metric tons (thousands) 165.5 113.7 -31.3 

Ilmenite metric tons (thousands) 57.0 54.6 -4.2 

Zircon metric tons (thousands) 30.6 57.7 88.7 

Iron Ore metric tons (thousands) 6,531.5 - -100.0 

Gold Ounces 4,567.8 4,353.6 -4.7 

Source: National Minerals Agency (NMA) 

Manufacturing 

The manufacturing sub-sector accounted for 2.1 percent of real GDP in 2018. Manufacturing 

companies in Sierra Leone are predominantly engaged in the manufacture of light products for 

import substitution and domestic consumption. Domestic manufactured goods include alcoholic 

and non-alcoholic beverages, cement, paint, water tanks, purified water, confectionery, common 

soap, acetylene and oxygen. 

As shown in the table below, the performance of the manufacturing sector in 2018 was mixed. 

While the production of alcoholic (beer and stout), non-alcoholic beverages (soft drinks), cement, 

paint and common soap increased, the output of maltina, oxygen, acetylene, and confectionery 

decreased. Notably, the rate of increase in beer and stout production of 28.1 percent in 2018 was 

lower, compared to the increase of 61.1 percent recorded in 2017. The significant jump in 2017 

was due to the installation of a new plant following which output began to stabilise. As a result, 

the growth of the manufacturing sector was estimated to have slowed down to 3.2 percent in 

2018 compared to 4.9 percent in 2017. 

The production of beer and stout increased by 28.1 per cent to 1,898.45 thousand cartons in 2018 

due to an increase in the productive capacity of the Sierra Leone Brewery Ltd following the 

installation of new production plants. However, maltina production declined slightly by 2.6 per 

cent to 284.24 thousand cartons. Reflecting increased demand, the production of soft drinks 

expanded by 26.0 per cent to 1.1 million crates.  As private construction activities increased, 

cement and paint production recorded improved performance in 2018. Paint production rose by 

2.9 per cent to 645.7 thousand gallons, while cement production also increased by 24.4 per cent 
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to 312.7 thousand metric tons. Common soap increased by 10.5 percent to 574 metric tons from 

519.3 metric tons in 2017.  

Table 2.6: Production of manufactured goods 2016-2018 

Manufacturing 
good 

Unit 2016 2017 2018 % 
change 

2016-
2017 

% 
change 

2017-
2018 

Beer and Stout crates (thousands) 895.34 1,441.98 1898.45 61.1 28.1 

Maltina crates (thousands) 270.06 287.22 284.24 6.4 -.2.6 

Soft drinks crates (thousands) 919.79 862.0 1,085.90 -12.5 26.0 

Cement metric tons (thousands) 307.57 251.27 312.66 -18.6 24.4 

Paint gallons (thousands) 228.40 627.5 645.67 171.9 2.9 

Acetylene cubic feet (thousands) 212.57 298.5 294.14 33.6 -1.4 

Oxygen cubic feet (thousands) 412.22 418.2 282.20 2.2 -32.5 

Confectionery pounds (thousands) 3,086.12 3109.7 2,312.11 -5.2 -25.6 

Common Soap metric tons (thousands) 450.69 519.3 573.96 13.4 10.5. 

Source: Bank of Sierra Leone (BSL) 

Electricity Supply 

The electricity sub-sector grew by 5.8 percent in 2018 compared to 6.0 percent in 2017. Total 

electricity generated from hydro dams and the thermal plants (including the Karpower ship) 

increased marginally to 309,726 thousand Kwh in 2018 from 308,900Kwh in 2017. During the first 

half of 2018, total electricity generated dropped by 9.4 percent to 127,937,000 Kwh. This was fully 

compensated for by the 8.2 percent increase in power generation during the second half of the 

year.  

Thermal power generation increased by 1.9 percent to 86,648 thousand Kwh in 2018. Freetown-

based thermal plants contributed 76.6 percent while the provincial plants accounted for 23.3 

percent of total thermal power produced in 2018. Hydroelectric power generation decreased by 

0.5 percent to 223,041 thousand Kwh and accounted for 72.0 percent of total electricity 

generated in 2018. Bumbuna Hydro Dam accounted for 94.2 percent while Goma Hydro in 

Kenema contributed 5.8 percent of total hydro power generated during the year. 

The contracting of the independent power providers, continued replacement of the aged and 

dilapidated transmission and distribution lines and transformers as well as participation in the 

West African Power Pool are expected to improve electricity supply in the medium-term.  
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Table 2.7: Energy transmission 2017-2018 

 Thermal Power  
(kWh thousands) 

Hydro Power 
(kWh thousands) 

Total Power 
(kWh thousands) 

 2017 2018 % 
change  

2017 2018 % 
change 

2017 2018 %chan
ge 

   Total 85,079 86,684 1.9 224,145 223,041 (0.5) 308,900 309,726 0.3 

First Half 67,623 77,769 15.0 73,659 50,167 (31.9) 141,283 127,937 (9.4) 

Second Half 17,455 8,914 (48.9) 150,486 172,873 14.9 167,941 181,788 8.2 

Source: Electricity Generation & Transmission Company (EGTC) 

Construction 

The construction sub-sector contracted by 8.7 percent in 2018, mainly due to the scale-back in 

Government funded construction activities during the review period, pending the financial and 

technical audits of domestic arrears and road projects, respectively. This could be explained by the 

lower-than-budgeted capital spending in 2018, as domestic capital spending was 0.4 percentage 

points of GDP lower than budgeted and also 1.9 percentage points of GDP lower than the amount 

spent in 2017. Even though private construction activities continued, as reflected in the increased 

domestic production of paint and cement, this was not enough to offset the decline in 

Government funded construction activities.  

Services 

The services sector, accounting for 38.2 percent of total GDP in 2018, experienced a positive 4.1 

percent growth in 2018, mainly as a result of the growth in finance, insurance and real estate, 

transport, communication, education and health services.  
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Table 2.8: Percentage growth of the service sector and subsectors 2016-2018 

 2016 2017 2018 

Services  5.0 4.8 4.1 

Trade and Tourism   4.8 4.9 1.9 

Wholesale & Retail  4.9 4.9 1.9 

Hotels & Restaurants  2.6 4.0 2.9 

Transport, Storage and Communication  5.3 5.2 4.0 

Transport  4.7 4.1 4.0 

Communication  5.8 6.4 4.1 

Finance, Insurance and Real Estate    3.7 0.9 4.0 

Administration of Public Services  6.0 7.1 5.4 

Other Services  3.8 4.5 4.4 

Education  5.7 5.7 6.0 

Health  5.5 4.8 4.8 

NPISH  4.6 4.3 4.3 

Source: Statistics Sierra Leone (SSL) 

Tourism 

The tourism sub-sector grew by 1.9 percent in 2018.  International tourist arrivals increased by 

10.5 percent, from 51,139 in 2017 to 56,500 in 2018. This increase in tourist arrivals mainly 

stemmed from Europe (31.8 percent) and the Americas (29.7 percent), as tourist arrivals from the 

Middle-East, Australia and Asia contracted by 23.1, 43.76 percent, and 6.9 percent, respectively. 

Whilst arrivals from ECOWAS countries increased by 6.9 percent, from 8,754 in 2017 to 9,361 in 

2018, non-ECOWAS African visitors declined by 6.2 percent.  

Table 2.9: Number of tourist arrivals by air 2017-2018 

 Africa Asia Americas Europe Middle-
East 

Australia Total 

   ECOWAS   Non-
ECOWAS  

      

2017 8,754  5,604  5,442  11,899  13,049  2,807  3,584  51,139  

2018 9,361  5,256  5,069  15,428  17,197  2,158  2,021  56,500  

% change 6.9  -6.2  -6.9  29.7  31.8  -23.1  -43.6  10.5  

Source: Sierra Leone Immigration Department 

Finance 

The finance, insurance and real estate subsector saw an increase in its growth rate from 0.9 

percent in 2017 to 4.0 percent in 2018. There were 14 commercial banks, 17 community banks, 59 
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Financial Services associations (FSAs), 18 microfinance institutions, one mortgage finance 

company, 3 mobile financial service providers, an Apex bank, 11 insurance companies, 62 foreign 

exchange bureaus and one stock exchange registered with the bank of Sierra Leone in 2018.The 

rate of financial inclusion (as measured by the number of adults that have an account as ratio of 

the total adult population) is estimated at about 20 percent. Furthermore, the profitability of the 

banking system improved, as return on equity increased from 25.6 percent in 2017 to 28.6 

percent in 2018. Return on Assets also improved from 5.3 percent to 6.0 percent over the same 

period. The use of mobile money services has also increased as access to mobile phones 

increased. It is estimated that 45 percent of the adult population have access to mobile phones. 

The use of digital financial services is also increasing gradually. The World Bank estimates that 

15.6 percent of adult population made or receive digital payments in 2017. Though figures are not 

available for 2018, the penetration of digital financial services is expected to have increased in 

2018. 

Telecommunications 

The communications sub-sector grew by 4.1 percent in 2018 compared to 6.4 percent in 2017. In 

2018, the number of mobile subscribers, including individuals using more than one network or 

multiple SIMs, reached 6,355,151.As reported above, it is estimated that 45 percent of the 

population had access to mobile phones. Moreover, a total of 3 mobile service providers, 12 

internet service providers, 82 registered internet cafes, 99 radio stations and 10 television stations 

were registered in the country. Internet penetration, which stood at 22 percent in 2018, increased 

as a direct result of the launching of the 3G and 4G networks. The national telecommunications 

regulator, National Telecommunication Company (NATCOM) is currently pursuing a variety of 

reforms to promote the growth of the sector, such as lowering entry requirements for internet 

service providers and lowering the cost of internet services, amongst others. 
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III. CONSUMER PRICE INFLATION 

Consumer prices moderated towards the end of 2018, despite remaining high throughout the 

year. After declining during the first two months of the year, inflation,as measured by year-on-

year end-period growth of the Consumer Price Index (CPI), rose sharply, reaching 19.3 percent in 

October before moderating to 17.5 percent in December 2018. 

As shown by Figure 3.1 below, end-period inflation was lower than annual average inflation during 

the first half of the year. However,  in the second half of the year, end period inflation rose sharply 

and remained above the annual average inflation. Annual average inflation for 2018 was lower at 

16.8 percent compared to 17.6 percent in 2017. 

Figure 3.1: CPI 2018 

 

Source: Statistics Sierra Leone (SSL) 

Both food and non-food inflation contributed to the rise in headline inflation during the year. 

Food inflation persisted during the year, hitting 20.41 per cent in September 2018 before slowing 

to 16.2 per cent in December 2018. At the same time, non-food inflation rose gradually from 9.5 

per cent in February 2018 to 19.7 percent in December 2018. The combined effect of the 

depreciation of the Leone and the upward adjustment of domestic pump prices of fuel as well as 

food related supply shocks contributed to the higher inflationary pressures during the year. 
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Figure 3.2: Inflation (annual, end-period) 

 

Source: Statistics Sierra Leone (SSL) 

Figure 3.3: Contribution of food and non-food inflation to headline inflation 

 

Source: Statistics Sierra Leone (SSL) 
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IV. EXTERNAL SECTOR 

The trade deficit widened slightly to US$ 643.7 million in 2018 from US$ 623.2 million in 2017. 

This was mainly due to the 2.3 percent drop in exports earnings in 2018, from US$ 567 million in 

2017 to US$ 554 million in 2018, combined with the marginal increase (0.6 percent) in 

merchandise imports to US$ 1197.7 million from US$ 1190.2 million in 2017.  

Figure 4.1: Trade balance 2014-2018 (USD millions) 

 

Source: Bank of Sierra Leone (BSL) 

Export of Goods 

The value of merchandise exports decreased by 2.3 percent, from US$ 567 million in 2017 to US$ 

554 million in 2018,as a result of the decline in mineral and agricultural exports. However, there 

was an improvement in export earnings realised from “Other exports”, comprising timber and 

palm oil, which increased from US$ 107 million in 2017 to US$ 116 million in 2018.  Mineral 

exports accounted for 64.8 percent of total export earnings; agricultural exports including fish and 

shrimp, 3.8 percent; “other exports” comprising timber and palm oil, 20.9 percent; and re-

exports,10.5 percent in 2018. 
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Table 4.1: Export earnings (USD millions) 2017-2018 

 2017 2018 % change 
2017-2018  Export 

Earnings 
% of total 

exports 
Export 

Earnings 
% of total 

exports 

Total Exports 567.0 100.0 553.95 100.0 -2.3 

Mineral Exports 433.1 76.4 359.0 64.8 -17.1 

Diamonds 116.6 20.6 157.1 28.4 34.7 

Bauxite 59.9 10.6 58.9 10.6 -1.7 

Rutile 111.0 19.6 95.1 17.2 -14.3 

Gold 5.1 0.9 5.3 1.0 3.9 

Ilmenite 8.5 1.5 7.9 1.4 -7.1 

Iron Ore 131.9 23.3 13.1 2.4 -90.1 

Zircon - - 21.7 3.9 - 

Agricultural Exports 25.1 4.4 20.9 3.8 -16.7 

Coffee 0.4 0.1 0.3 0.1 -25.0 

Cocoa 15.3 2.7 10.1 1.8 -34.0 

Fish & Shrimp 9.5 1.7 10.5 1.9 10.5 

Other Exports 106.8 18.8 116 20.9 8.6 

Re-Exports 2.0 0.3 58.0 10.5 2800.0 

Source: Bank of Sierra Leone (BSL) 

Figure 4.2: Selected exports FY 2017-2018 (USD millions) 

 

Source: Bank of Sierra Leone (BSL) 
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Mineral Exports 

The value of mineral exports dropped by 17 percent, from US$ 433.1 million in 2017 to US$ 359.0 

million in 2018.  The drop in iron ore and rutile exports mainly accounted for the decrease in 

mineral export receipts. Iron ore exports dropped by 90 percent (from US$132 million in 2017 to 

U$13.1 million), as the Tonkilili Iron Ore Mine remained closed throughout 2018 due to weak 

market conditions. Rutile exports decreased by 14 percent as production was periodically 

disrupted by strike actions. Diamonds saw a 34.7 percent increase in export earnings, from US$ 

116.6 million in 2017 to US$ 157.1 million in 2018, following the complete transition from open-

pit to underground mining by Koidu Holdings Limited. Bauxite exports amounted to US$59 million 

in 2018, slightly lower than the US$59.9 million recorded in 2017.  Similarly, 2018 receipts of gold 

exports, at US5.3 million, were marginally higher than the US$5.1 million received in 2017. 

Agricultural Exports  

Receipts from agricultural exports including fish and shrimps decreased by 16.7 percent, from US$ 

25.1 million in 2017 to US$20.9 million in 2018, on account of the 25 percent drop in coffee 

exports, which outweighed the 10.5 percent increase in fish and shrimp exports. Fish and shrimp 

exports increased from US$ 9.5 million in 2017 to US$10.5 million in 2018. 

Figure 4.3: Agricultural export earnings (USD millions) 2017-2018 

 

Source: Bank of Sierra Leone (BSL) 
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Imports 

The total value of import increased marginally by 0.7 percent, from US$1.34 billion recorded in 

2017 to US$ 1.35 billion in 2018. This increase was mainly driven by the 72 percent increase in the 

importation of mineral fuel and lubricants from US$ 194.9 million in 2017 to US$ 335.9million in 

2018, reflecting the increase in international fuel prices.  The value of animal and vegetable oils 

imported increased by 21 percent to US$ 9.1 million in 2018. The importation of all other 

categories of goods decreased during the review period. The value of food imports, which 

accounted for the largest share of total imports, decreased from US$ 451.8 million in 2017 to US$ 

409.3 million in 2018. Similarly, the importation of machinery and transport equipment decreased 

by 15 percent following the closure of the iron ore mines.  The Imports of manufactured goods 

dropped by 6.8 percent, explained by the weak domestic demand as the domestic price of imports 

increased following the depreciation of the Leone.  Crude materials decreased by 33 percent. 

Table 4.2: Import Values FY 2017-2018 (USD millions) 

 2017 2018  % change 
2017-2018   Import Value % of total 

Import Value 
Import Value % of total 

Import  value 

Total Imports  1344 100.0 1354 100.0  0.7%  

Food  451.8  33.6  409.3  30.2 -9.4%  

Beverages & Tobacco  34.6  2.6  32.2  2.4 -6.9%  

Crude Materials  46.5  3.5  31.3  2.3  -32.7%  

Mineral Fuel & Lubricants  194.9  14.5  335.9  24.8  72.3%  

Animal & Vegetable Oils  7.5  0.6  9.1  0.7  21.3%  

Chemicals  53.7  4.0  50.6  3.7  -5.8%  

Manufactured Goods  134.5  10.0  125.3  9.3 -6.8%  

Machinery & Transport 
Equipment  

298.8  22.2  255.5  18.9  -14.5%  

Other  121.7  9.1 104.8  7.7 -13.9%  

Source: Bank of Sierra Leone (BSL) 
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Figure 4.4: Selected imports values 2017-2018 (USD millions) 

 

Source: Bank of Sierra Leone (BSL) 

Table 4.3: Direction of Trade (Le billions) 

 Belgium UK Netherlands Germany France Italy  Other EU* Total EU 

2017 644.7 64.9 486.8 6.7 0.3 1.2 460.5 1,665.1 

2018 721.3 13.7 1,643.6 14.6 0.1 22.2 477.8 2,893.4 

 

 USA Japan Switzerland ECOWAS Others Total for 
the period 

  

2017 1,179.9 4.17 202.8 158.5 1,498.2 5,515.4   

2018 665.3  602.8 2,840.6 3,987.9 11,008.0   

Source: Customs and Excise Department, Government Gold and Diamond Office 
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slow-down of export earnings, and the sale of foreign currency at the weekly foreign exchange 

auctions to smooth the volatility in the movement of the exchange rate.  

Exchange Rates 

The official exchange rate of the Leone to the US dollar depreciated by 11.9 percent in 2018, from 

Le7,541.46 per US Dollar in December 2017 to Le8,396 per US Dollar in December 2018. The 

depreciation was especially stark during the second half of 2018, reflecting significant reductions 

in exports earnings, delays in donor disbursement and general speculative behaviour by economic 

agents. The parallel market exchange rate also depreciated by 12.2 percent, from Le 7,663.16 in 

2017 to Le 8,650 to 1 US$ the USD in December 2018. The parallel market premium was 

estimated at 3.0 percent. 

Figure 4.6: Leone to USD exchange rate in 2018 (year-on-year end-period mid-rate) 

 

 Source: Bank of Sierra Leone (BSL) 
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V. GOVERNMENT FISCAL OPERATIONS 

The key objective of fiscal policy in 2018 was fiscal consolidation, focusing on broadening the fiscal 

space through enhanced revenue mobilization and rationalization of public expenditure. The 

implementation of revenue-enhancing measures following the issuance of Executive Order 1 in 

Quarter 2 of 2018 by His Excellency, Dr. Julius Maada Bio resulted in significant improvement in 

revenue in the second half of the year. Strict expenditure controls resulted in lower-than-

budgeted expenditure in 2018. As a result, the overall budget deficit, including grants, narrowed 

down to 5.8 percent of GDP in 2018 from 8.8 percent in 2017. 

Revenue and Grants 

Total budgetary receipts, comprising domestic revenues and external grants, increased from Le 

4.02 trillion (14.8 percent of non-iron ore GDP) in 2017 to Le 5.10 trillion (15.7 percent of non-iron 

ore GDP2) in 2018, due to significant increase in domestic revenue. External grants received in 

2018 decreased relative to 2017. 

                                                      
2
Henceforth, percentage of non-iron ore GDP will be shortened to percentage of GDP. 
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Table5.1: Domestic revenue collection 2017-2018 

Category  2017  
(Le billions) 

 2017  
(% of 

non-iron 
ore GDP) 

2018  
(Le billions) 

 2018 
Revenue 

(% of 
non-iron 
ore GDP) 

2018 
Budget 

(Le billions) 

2018 
Budget (% 

of non-
iron ore 

GDP) 

Total revenue & grants 4,023  14.8  5,101  15.7   5,353  16.9 

Domestic revenue 3,340  12.3  4,428  13.7   4,366  13.7 

Income tax 1,186 4.4  1,596  5.0  1,600 5.0 

GST 714  2.6  886 2.7   900  2.8 

Customs & excise 910  3.4  1,008  3.1   942 3.0 

Mines department 149 
 

0.4  223 0.7   217 
 
 

0.7 

Road user charge & 
vehicle licenses 

141  0.4  54.2  0.2   112.8  0.4  

Non-tax  306 1.1  620 1.9   586 1.8  

Grants 683 2.6%  673 2.1   987 3.1 

Programme 137 0.6%  218  0.7  586  1.8 

Projects 546 2.0%  454 1.4   401 1.3  

Non-iron ore nominal GDP 26,607  100.0 32,402  100.0 32,402  100.0 

Source: Budget Bureau, Ministry of Finance (MoF) 

Domestic Revenues 

Total domestic revenue increased by 33 percent to Le 4.43 trillion (13.7 percent of GDP) in 2018 

from Le 3.34 trillion (12.3 percent of GDP) in 2017, exceeding the revised budget target of Le 4.36 

trillion (13.8 percent of GDP) by Le 68 billion. This represents the highest increase in domestic 

revenues (1.4 percentage points of GDP) recorded in a single year in recent times. The improved 

revenue performance can largely be attributed to: the implementation of policy and 

administrative reforms including the operationalization of the Treasury Single Account (TSA);the 

liberalisation of domestic fuel prices and enforcement of upfront payment of fuel taxes and 

duties; the rationalisation of duty and tax waivers; the implementation of the ECOWAS Common 

External tariff; data matching and special tax audits as well as field audits; and, finally, the 

implementation of the 2018 Finance Act, which includes the upward revision of rates and fees and 

royalty rates on timber exports. The strict enforcement of tax provisions by the National Revenue 

Authority (NRA) also contributed to the improved revenue performance.  



  

 

 

27 

Income tax revenues increased by 34.0 percent, from Le 1.19 trillion in 2017 (4.4 percent of GDP) 

to Le 1.59 trillion (4.9 percent of GDP) in 2018.  This was driven by the increase in corporate and 

personal income tax collections resulting from stricter enforcement actions implemented by the 

National Revenue Authority, including tax audits of businesses informed by data matching 

exercises, field audits of mining companies, as well as enforcement actions on tax defaulters.  

Goods and Services Tax (GST) increased by 24.1 percent, from Le 714 billion (2.6 percent of GDP) 

in 2017 to Le 886.4 billion (2.7 percent of GDP) in 2018. Import GST increased by 33.7 percent, 

from Le 411.9 billion in 2017 to Le550.6 billion in 2018 (1.7 percent of GDP), partly on account of 

the rationalization of duty and tax waivers. Domestic GST also increased to Le335.8 billion in 2018, 

reflecting efforts on the verification of GST non-filers and audit of GST credits.   

Customs and excise duties increased by 10.9 percent, from Le 909.8 billion (3.3 percent of GDP) in 

2017 to Le 1.01 trillion (3.1 percent of GDP) in 2018, on account of improved performances in 

import duties and other excises. The increase in import duties was as a result of the adoption of 

ECOWAS Common External Tariff (CET) in June 2018, restrictions in the granting of duty and tax 

waivers as well as the strict enforcement of the customs laws. Excise duties on petroleum 

products amounted to Le 347.2 billion, lower than the amount collected in 2017 and the original 

budget of Le500 billion as a result of delays in the removal of the fuel subsidy during the first half 

of 2018. Both import and excise duties were reduced during the first half of 2018 in order to keep 

domestic fuel prices unchanged. This resulted in significant loss in revenues during the first half of 

the year. Excise duty on petroleum products improved during the second half of the year 

following the liberalization of petroleum pump prices in July 2018 and exceeded the revised target 

by Le37.4 billion. 

Revenue from the mining sector increased from Le 149 billion (0.5 percent of GDP) in 2017 to Le 

222.7 billion (0.7 percent of GDP) in 2018 as a result of improved collection of mineral royalties 

and licenses. Royalty on fisheries increased from Le76 billion in 2017 to Le 95 billion in 2018. Non-

tax revenues collected by other MDAs, including TSA Agencies increased dramatically from Le135 

billion in 2017 to Le565.7 billion in 2018 mainly on account of the operationalization of the 

Treasury Single Account as well as increased collection of royalties on timber exports. Road User 

Charges amounted to Le54 billion while parastatals dividends remained nil in 2018. 
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Figure 5.1: Sources of domestic revenue (% of GDP) 

 

Source: Ministry of Finance (MoF) 

Grants 

Total Grants received in 2018 amounted to Le 673 billion (2.1 percent of GDP), far below the 

budgeted amount of Le987 billion (3.1 percent of GDP), reflecting mainly the delay in the 

disbursement of budget support by the World Bank and the African Development Bank. Total 

budget support received only from the European Union amounted to Le255 billion in 2018, 

compared to the budgeted amount of Le586 billion. The disbursement of budget support by the 

World Bank and the African Development Bank was deferred to the 2019 fiscal year. Project 

grants disbursed amounted to Le454 billion. 
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Figure: 5.2: Programme and project grants (% of GDP) 

 

Source: Ministry of Finance (MoF) 

Expenditure and Net Lending 

Total expenditure and net lending amounted to Le 6.97 trillion (21.2 percent of GDP) in 2018 

compared to Le6.41 trillion (23.5 percent of GDP) in 2017 and the budgeted amount of Le7.49 

trillion (22.8 percent of GDP). Both the recurrent and capital expenditures were lower than 

budgeted. 

Recurrent expenditure amounted to Le4.8 billion (14.6 percent of GDP), compared to the 

budgeted amount of Le5.2 billion (16.0 percent of GDP). The lower recurrent expenditure relative 

to the budgeted amount was accounted for by the less-than budgeted Wage Bill, Goods and 

Services and Subsidies and Transfers. Interest payments were, however, higher than budgeted 

reflecting the higher interest rate on Government securities.  

The Government wage bill amounted to Le2.06 trillion (6.3 percent of GDP), within the budgeted 

amount of Le2.07 billion. A number of measures were implemented during the year to keep the 

wage bill within its budgetary limit, such as the inclusion of the payroll of sub-vented agencies into 

the central computerised payroll in order to prevent unauthorised and dual employment in these 

agencies. In addition, leave allowances especially for staff of sub-vented agencies were 

harmonised with the rest of the public service to one month of basic salary. The freeze on 

employment and removal from the payroll of public servants above the age of 60 years as per 

Executive Order No.2 on expenditure controls also helped in containing the wage bill during the 

year.  
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Goods and Services expenditure amounted to Le1.15 trillion compared to the budgeted amount of 

Le1.30 trillion, indicating an under-spending of Le144 billion.  This was attributed to the 

implementation of several expenditure control measures including the use of price norms for the 

procurement of goods and services, curtailing overseas travel and size of delegations, minimal 

procurement of Government vehicles, elimination of mobile phone top-up cards and internet 

services for civil servants. Despite these measures, spending on the Free Quality Education 

Programme for Government owned and Government assisted primary and secondary schools 

amounted to Le200.2 billion (0.6 percent of GDP).  

Subsidies and transfers amounted to Le 629 billion (1.9 percent of GDP) and below the budgeted 

amount of Le854.7 billion (2.6 percent of GDP), mainly on account of the lower-than-budgeted 

transfers to local councils and the Road Maintenance Fund, which more than offset the higher 

grants to tertiary institutions. The under-spending on transfers to local councils was due to the 

delay in constituting the new local councils after the 2018 General Elections. Transfers to local 

councils comprised mainly spending on the Free Quality Education programme amounting to 

Le80.2 billion for pre-primary, primary and junior secondary schools. Poverty-related spending 

amounted to Le1.10 trillion, an increase of 21.2 percent over the amount spent in 2017. 

Total interest payments amounted to Le960.6 billion slightly exceeded the projected amount by 

Le 9.0 billion mainly on account of the higher domestic interest payments. Relative to 2017, 

domestic interest payments increased by 59.5 percent, reaching Le 811.5 billion in 2018,exceeding 

the budgeted amount. The overrun in domestic interest payments was due to the increase in 

Government borrowing in recent years and higher treasury bills rates during 2018. 

Capital Expenditure and Net lending amounted to Le2.08 billion (6.4 percent of GDP), compared 

to the budget amount of Le2.21 billion mainly due to lower-than-budgeted domestic capital 

expenditures.  Domestic capital expenditures amounted to Le674.1 billion (2.1 percent of GDP), 

indicating an under-spending of Le126.5 billion when compared to the budgeted amount of 

Le800.7 billion (Le 2.5 percent of GDP). This was attributed mainly to the scaling back of domestic 

capital spending pending the financial audit of arrears owed to contractors as well as the technical 

audit of key sectors, including roads. Foreign funded capital expenditures in the form of project 

loans and grants amounted to Le386.0 billion. 
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Table 5.2: Government expenditure and net lending 2017-2018 (Le billions) 

Category  2017 
Actual Exp.  

2017 Exp. 
(% of non-

iron ore 
GDP)   

2018 
Actual Exp.  

2018 Exp. 
(% of non-

iron ore 
GDP)   

2018  
Target 

Budget 

2018 
Target 

Budget (% 
of non-iron 

ore GDP)   

Total expenditure and 
net lending 

6,412  23.5  6,974  21.5  7,499,  23.6 

Recurrent 
expenditure 

4,121  15.1 4,802  14.8 5,174  16.3 

Wages and 
salaries  

1,890  6.9 2,057  6.3 2,068  6.5 

Non-salary, non-
interest 
expenditure 

1,628  6.0  1,784  5.5  2,155  6.8 

Interest 
payments  

602 2.2  961  3.0  951,  3.0 

Capital expenditure 2,308  8.5 2,083,  6.4  2,210  7.0 

Domestic  1,062  3.9    674  2.1 801  2.5 

Foreign  1,246  4.6  1,409,  4.3  1,409  4.4 

 Non-Iron ore GDP  27,257,000  100.0 32402,000  100.0 32,402,000  100.0 

Source: Ministry of Finance 
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Figure 5.3: Government expenditures (% of GDP) 

 

Source: Ministry of Finance (MoF) 

Budget Deficit and Financing 

Reflecting the significant increase in domestic revenue collected and the lower-than-budgeted 

expenditures, the overall budget deficit, including grants, narrowed down to Le1.78 trillion (5.8 

percent of GDP) in 2018 from Le2.46 trillion (8.8 percent of GDP) in 2017. Excluding grants, the 

budget deficit decreased to Le2.46 trillion (7.9 percent of GDP) in 2018 from Le3.07 trillion (11.3 

percent of GDP) in 2017. The basic primary balance declined to 0.5 percent of GDP in 2018 from 

4.5 percent of GDP in 2017. 

Borrowing from foreign and domestic sources financed the deficit in 2018.  Net foreign borrowing 

amounted to Le714.5 billion (2.2 percent of GDP). This includes external borrowing in the form of 

project loans amounting to Le1.023 trillion less the principal repayments (amortization) of Le308.5 

billion. Net domestic financing of the deficit amounted to Le989.0 trillion (3.1 percent of GDP) 

compared to Le1.62 trillion (6.0 percent of GDP) in 2017 and the programmed borrowing of 

Le1.32 trillion (4.1 percent of GDP) in 2018. Of this, borrowing from the domestic banking system 

amounted to Le983.8 billion (3.0 percent of GDP). Borrowing from the Bank of Sierra Leone 

amounted to Le553 billion, comprising mainly on-lending of IMF resources (Le182.6 billion), bridge 
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financing in lieu of the World Bank budget support (Le247.0 billion) and Government securities 

acquired through secondary market operations (Le168.3 billion). Instead of utilising the available 

Ways and Means facility of Le 47.2 billion, Government repaid the Ways and Means advances 

amounting to Le44.8 billion. Borrowing from commercial banks through the sale of Government 

securities amounted to Le430.7 billion, lower than the programmed amount of Le661.3 billion. 

Borrowing from the non-bank sector was minimal at Le5.2 billion. 

Table 5.3: Overall fiscal deficit and financing 2017-2018 (Le billions) 

Category  2017 
Financing  

 2017 
Financing 

(% of 
GDP)  

 2018 
Financing  

 2018 
Financing 

(% of  
GDP)  

2018 
Target 

Budget 

2018 
Target 

Budget (% 
of non-

iron ore 
GDP)   

Balance on Commitment 
Including Grants  

-2,455 -8.8 -1,776 -5.8 -2,147 -6.8 

Balance on Commitment 
excluding Grants  

-3,066 -11.3 -2,456 -7.9 -3,133 -9.9 

Basic primary balance  -1,217 -4.5 -86.9 -0.5 -765 -2.4 

Total financing  2,456 8.8 1,962 5.8 2,147 6.8 

Foreign financing 
(net)  

766 2.8 714.4 2.2 670 2.1 

Borrowing    1,030 3.8 1,023 3.2 1,023 3.2 

Amortization   -264 -1.1 -308.5 -1.0 -352 1.1 

Domestic financing 
(net)  

1,268 6.0 989.0 3.6 1,475 -4.6 

Bank  1,215 4.4 983.8 2.4 1,139 -3.6 

Central Bank  584, 2.3 553.1 1.7 608.6 -1.9 

 o/w W&Ms 8,4 0.0 -44.8 -0.1 -47.2 -0.1 

 Commercial 
Bank  

631 2.5 430.7 1.3 661.1 -2.0 

Non-Bank  52.6 0.2 5.20 0.0 50.0 -0.1 

Other (float)   421.2 1.6 259.2 0.8 168.7   0.5 

Non-Iron ore GDP  27,257,000 100.0 32,402 100.0 31,722 100.0 

Source: Budget Bureau, Ministry of Finance (MoF) 
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VI. PUBLIC DEBT 

Huge domestic borrowing in 2018 prior to the political transition, and the issuance of medium-

term treasury bonds to refinance the stock of verified contractors’ arrears negatively impacted 

Sierra Leone’s debt situation. The total debt stock was 60.8 percent of GDP in 2018 compared to 

57.4 percent of GDP in 2017. Domestic debt was 22.2 percent of GDP while external debt was 38.6 

percent of GDP. Debt service as a ratio of GDP was 3.9 percent compared to 4.5 percent for 2017 

whereas as a ratio to export, debt service was 26.6 percent at end 2018 compared to 28.4 percent 

at end 2017.  

In nominal terms, total public debt stock rose to Le 19,014 billion, representing an 18.6 percent 

increase between December 2017 and December 2018. External debt stood at Le 13,350.3 billion, 

constituting 70.2 percent of total public debt, and domestic debt at Le 5,664.1 billion, accounting 

for the remaining 29.8 percent. 

The proportion of total revenue spent on debt service declined to 28.7 percent in 2018 from 36.4 

percent in 2017, reflecting both the increased domestic revenue collected as well as the decline in 

debt service obligation during 2018.  

Table 6.1: Total public debt stock since December FY 2017-2018 (Le billions) 

 2017 2018 % change 
2017-2018 

Total Public Debt 16,031.3 19,014.4 18.6 

Domestic Debt 4,555.8 5,664.1 24.3 

External Debt 11,475.5 13,350.3 16.3 

Source: Public Debt Management Department, Ministry of Finance (MoF) 

Domestic Debt 

Total domestic debt increased by 24.3 percent in 2018, from Le 4.55 trillion in December 2017 to 

Le 5.66 trillion in December 2018 largely due to the sharp increase in non-marketable medium-

term Treasury bonds issued to commercial banks and contractors. The stock of non-marketable 

Government securities increased by Le779 billion to Le1.42 billion in 2018, reflecting the issuance 

of several 2-3 year bonds to commercial banks, road contractors and other creditors in lieu of 

arrears owed to them. 
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Table 6.2: Composition of domestic debt stock in December 2017 and December 2018 (Le 

millions) 

Source: Public Debt Management Department, Ministry of Finance (MoF) 

The stock of marketable Government securities issued to finance Government budgetary 

operations increased by Le374.1 billion to Le 4.16 trillion in 2018 mainly due to the 10.8 percent 

increase in the sale of 364 days Treasury Bills. On the contrary, the issuance of the 91-day T-bills 

and 182-day T-bills dropped by 29.2 percent and 52.2 percent, respectively over the period. There 

was no issuance of marketable Treasury bonds in 2018.Government repaid part of the 2017 stock 

of Ways and Means Advances as reflected in the decrease in the stock to Le75.2 billion in 2018 

from Le120 billion in 2017.  

As shown in Figure 6.1, marketable securities accounted for 74.0 percent of total debt stock as at 

end December 2018, while non-marketable securities and Ways and Means Advances from BSL 

accounted for the remaining 26.0 percent. The biggest holders of marketable securities were 

commercial banks (at 55 percent), followed by the Bank of Sierra Leone (25.0 percent) and the 

rest of the financial sector (20.0 percent). 

Category December 2017 December 2018 % change end 
2017-2018 

Total Domestic Debt Stock 4,555,836.1 5,664,070.7 24.3  

Marketable Securities 3,789,797.1 4,163,870.1 9.9  

91-day T-Bills 18,595.5 13,165.8 -29.2  

182-day T-Bills 30,106.5 14,384.4 -52.2  

364-day T-Bills 3,734,095.1 4,136,320.0 10.8  

1-year T-Bonds 0.0 0.0 0.0 

2-year T-Bonds 7,000.0 0.0 -100.0  

Non-Marketable Securities  646,009.0 1,424,965.9 120.6  

2-year T-Bonds 40,502.0 76,742.1 89.5  

3-year T-Bonds 188,767.2 279,063.1 47.8  

5-year T-Bonds 367,989.8 367,989.8 0.0 

CSE T-Bonds 0.0 534,008.1 - 

10-year T-Bonds 48,750.0 41,250.0 -15.4  

Ways & Means Advances 120,030.1 75,234.8 -37.3  
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Figure 6.1: Composition and holders of debt stock December 2018 

 

Source: Public Debt Management Department, Ministry of Finance (MoF) 

Interest Payments on Domestic Debt 

Total domestic interest payments amounted to Le 811.5 billion (11.6 percent of total Government 

expenditures) for 2018, representing a 51.6 percent increase from Le 535.3 billion paid in 2017. 

Interest payment on marketable securities (T-Bills) increased by 56.7 percent to Le 726.1 billion 

and accounted for 89 percent of total domestic interest payments. This is due to the high stock of 

Treasury Bills and the rise in interest rates during the year. In turn, interest paid on treasury bonds 

and Ways and Means Advances amounted to Le 85.35 billion. 

Table 6.3: Domestic interest payments 2017-2018 (Le millions) 

 Category 2017  Q1 
2018  

 Q2 
2018  

 Q3 
2018  

 Q4 
2018  

 Total 
2018  

 % 
change 

2017-
2018  

 Total Domestic Interest 
Payments 

535,283  212,402  209,873  185,583  143,643  811,501  51.6 

Marketable Securities  463,378  204,883  180,656  162,747  117,863  726,149  56.7 

 Treasury Bills  460,784  204,883  180,656  162,747  117,863  666,149  44.6  

 Treasury Bond (1 year)  2'595  -   -   -   -   -   -100.0  

Non-Marketable Securities  71,904  7,519  29,217  22,836  25,780  85,352  18.7  

 Treasury Bonds (B)  59,093  4,335  26,742  20,857  25,193  77,127  30.5  

 Ways & Means  12,421  3,184  2,475  1,979  587  8,225  -33.8  

 Bridge Loan (BSL)  390  -   -   -   -   -   -100.0  

Source: Public Debt Management Department, Ministry of Finance (MoF) 
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External Debt 

The stock of external debt amounted to US$ 1.574 billion as at end of December2018, a 4.4 

percent increase when compared to US$ 1.507 billion accumulated as at the end of December 

2017. Multilateral creditors accounted for the largest share (US$1.2 billion), accounting for 76.2 

percent of total external debt while debt owed to bilateral (US$185.8 million) and commercial 

creditors (US$188.5 million) accounted for 11.8 percent and 12.0 percent of total external debt at 

the end of 2018, respectively. Multilateral and bilateral debt increased by 5.7 percent and 4.6 

percent, respectively while Commercial debt decreased by 3.4 percent between 2017 and 2018.   

The increase in multilateral debt was largely due to increased disbursement of loans from the 

World Bank (18 percent), EIB (84.4 percent), IDB (14.3 percent), OFID (20.9 percent), BADEA (10.5 

percent) and IFAD, (1.2 percent) in 2018.The stock of debt owed to the IMF and ADB decreased by 

1.4 and 5.1 percent, respectively, during the review period. 

At the end of 2018, the IMF held the highest share of the total external debt stock at 23.0 percent 

(US$ 362.7 million), followed by the World Bank at 18.1 percent (US$ 284.3 million), and the rest 

of other multilateral and bilateral institutions, less than 10 percent.  

The increase in bilateral debt in 2018 was mainly due to increased disbursements from Kuwaiti 

Fund, Saudi Fund and Abu Dhabi. Debt owed to China EXIM Bank and India EXIM Bank declined. 

Debt owed to the Republic of China and the Korea EXIM Bank remained unchanged as at the end 

of December 2018. Debt owed to commercial creditors decreased from US$ 195.9 billion to 188.5 

billion mainly on account of continuing goodwill amortization payments during the year. 
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Table 6.4: External debt stock 2017-2018 (USD millions) 

Creditor December 
2017 

December 2018 % change 
2017-2018 Stock Composition 

Total External Debt 1,507.5 1,574.3 100.0% 4.4 

  Multilateral  1,134.8 1,200.0 76.2% 5.7 

  World Bank 275.7 284.3 18.1% 3.1 

  IMF 367.7 362.7 23.0% -1.4 

  ADB 134.5 127.6 8.1% -5.1 

  IFAD 43.1 43.6 2.8% 1.2 

  IDB 115.2 131.7 8.4% 14.3 

  EEC/EIB 46.3 85.4 5.4% 84.4 

  BADEA 48.3 53.4 3.4% 10.5 

  OFID 51.8 62.7 4.0% 20.9 

  EBID 52.2 48.6 3.1% -6.8 

 Bilateral 177.6 185.8 11.8% 4.6 

China 13.8 13.8 0.9% - 

Exim Bank of China 35.6 33.9 2.2% -4.8 

Kuwait Fund 51.6 61.7 3.9% 19.6 

Saudi Fund 23.1 25.3 1.6% 9.4 

Exim Bank of India 38.1 34.0 2.2% -10.8 

Exim Bank of Korea 10.7 10.8 0.7% 0.0 

Abu Dhabi 4.6 6.4 0.4% 37.6 

  Commercial 195.0 188.5 12.0% -3.4 

Source: Public Debt Management Department, Ministry of Finance (MoF) 

External debt service payments 

External debt service payments for 2018, including HIPC, amounted to US$ 50.1 million (Le 403.3 

billion)3, equivalent to 5.8 percent of total expenditures, of which, principal repayments 

amounted to US$ 38.1 million (Le 308.5 billion) and interest payments, US$ 11.9 million (Le 94.8 

billion). 

 

                                                      
3
 These figures include HIPC. 
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Figure 6.2: External debt service payments 2018 (USD millions) 

 

Source: Public Debt Management Department, Ministry of Finance (MoF) 

Debt service payments increased by 24.5 percent in 2018 compared to 2017. This increase was 
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New Loans 

Four new loans were signed by the Government in 2018, with a combined value of US$ 94.07 

million. Table 6.5 below lists the loans with their specific terms. 

Table 6.5: New loans contracted in 2018 

Project Name Creditor Amount 
 (USD 

millions)  

Maturity  
Period 

Committed 
Charge (%)  

Grace 
Period 
(Years) 

Service 
Charge 

(%) 

Grant 
Element 

(USD 
millions) 

CLSG Interconnection Project IDA/WB 59.57  38 0.5 6 0.75 53.26 

SL Agro-Processing 
Competitiveness 

IDA/WB 10  38 0.5 6 0.75 53.26 

SL Skills Development Project IDA/WB 20  38 0.5 6 0.75 53.26 

Rural Finance & Community 
Improvement Program 
(Phase II) Additional 
Financing  

IFAD 4.5  40 0 10 0.75 57.88 

TOTAL   94.07           

Source: Public Debt Management Department, Ministry of Finance (MoF) 
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VII. MONETARY AND FINANCIAL SECTOR DEVELOPMENTS 

Monetary Policy Operations 

The key objectives of monetary policy remained price and financial sector stability. The conduct of 

monetary policy in 2018 focused on containing the high inflationary pressures, which persisted 

throughout the year.  The Bank of Sierra Leone used the Monetary Policy Rate (MPR) to signal the 

stance of monetary policy while continuing to use monetary aggregates as the operating target. 

Accordingly, in response to the increasing inflationary pressures, the Bank of Sierra Leone 

signalled a tight monetary policy stance by increasing the Monetary Policy Rate by a cumulative 

200 basis points, from 14.5 percent in December 2017 to 16.5 percent in July 2018.  Despite 

higher inflationary pressures during the second half of the year, the Bank of Sierra Leone refrained 

from further increasing the Monetary Policy Rate due to concerns for the slowing down of 

economic activities and the tighter liquidity conditions in the banking sector. 

The conduct of monetary policy during the year was challenged by tight liquidity conditions in the 

banking system partly on account of the high stock of arrears owed to suppliers, the delayed 

disbursement of budget support as well as the low budget execution rate.  To support money 

market operations, the Bank of Sierra Leone engaged in secondary market operations, which 

provided liquidity to the banking system. 

Figure 7.1: Year-on-year percentage growth in monetary aggregates and CPI 

 

Source: Bank of Sierra Leone (BSL) 
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Trends in Monetary Aggregates in 2018 

Broad money comprising currency in circulation, demand, time and foreign currency deposits 

(M3) grew by 14.5 percent, lower than the programmed growth rate of 16.7 percent but higher 

than the 7.0 percent growth recorded in 2017.  

The growth in broad money was driven by the expansion in Net Domestic Assets (NDA), which 

more than offset the decline in Net Foreign Assets (NFA) of the banking system (comprising the 

Bank of Sierra Leone and the Commercial Banks).  

Net Domestic Assets of the banking system increased by 33.4 percent to Le8.0 trillion in 2018 

from Le6.7 trillion in 2017. This was accounted for by the increase in the Claims on the central 

Government by the Bank of Sierra Leone and the commercial banks as well as the credit to private 

sector by the commercial banks. Credit to Government by the banking system increased by Le 974 

billion (8.5 percent) from Le5.19 trillion in 2017 to Le6.17 trillion in 2018. Of this amount, credit to 

Government by the Bank of Sierra Leone amounted to Le553 billion and consist of treasury bills 

acquired through secondary market operations (Le168.3 billion), IMF Budget support (Le182.6 

billion) on-lent to the Central Government and bridge financing of (Le247 billion) extended to the 

central Government in lieu of the delayed World Bank budget support.  Government repaid Ways 

and Means Advances amounting to Le44.8 billion to the Bank of Sierra Leone.  

Credit to Government by the commercial banks amounted to Le431 billion (14.9 percent) in 2018 

and comprised mainly Government securities (Treasury Bills) sold to commercial banks during the 

weekly auctions at the Bank of Sierra Leone to finance Government fiscal operations. 

Credit to the private sector by the commercial banks in the form of loans and overdraft facilities 

extended to businesses and individuals increased significantly by Le432 billion (30.6 percent), 

from 1.41 trillion in 2017 to Le 1.85 trillion in 2018. The increase (especially during the last quarter 

of 2018) was due to increases in the credit portfolio of six banks (Standard Chartered Bank, Sierra 

Leone Commercial Bank, FI Bank, Access Bank, United bank for Africa and Commerce and 

Mortgage Bank). As at end of December 2018, commerce and finance accounted for the greater 

share of loans to the private sector at 30.0 percent, followed by construction (21.7 percent) and 

business services (9.2 percent). Manufacturing accounted for 7.4 percent of total credit, while 

agriculture and forestry, represented 1.3 percent. 
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 Net Foreign Assets (NFA) of the banking system decreased by 8.4 percent, from Le 2.96 trillion in 

2017 to Le 2.71 trillion in 2018, reflecting mainly the contraction in the Net Foreign Assets of the 

Bank of Sierra Leone, which more than outweighed the growth of the Net Foreign Assets of the 

commercial banks. Net Foreign Assets of the Bank of Sierra Leone decreased by 26 percent from 

Le1.22 trillion in 2017 to Le901 billion in 2018 mainly due to the drop in the foreign exchange 

reserves owing partly to the sale of foreign exchange to the public via wholesale auction to 

commercial banks, in an attempt to stem the wide fluctuations in the exchange rate. NFA of the 

Commercial banks increased slightly by 3.9 percent, from Le1.74 trillion to Le1.81 trillion over the 

period. 

Reflecting the contraction in the Net Foreign Assets of the Bank of Sierra Leone, which partly 

offset the 43.4 percent growth in Net Domestic Assets of the Bank, Reserve Money growth slowed 

down to 6.5 percent in 2018 from 9.0 percent in 2017. 

In terms of the components of Broad Money (from the liabilities side of the balance Sheet of the 

banking system), the growth in broad money was driven by the increase in all the categories of 

deposits in the banking system. Demand (transferable) deposits increased by 13.9 percent, from 

Le3.14 trillion in 2017 to Le3.57 trillion in 2018, and savings and time deposits by 15.8 percent, 

from Le 1.85 trillion in 2017 to Le2.15 trillion in 2018. 



  

 

 

44 

Table 7.1: Monetary aggregates 2016-2018 (Le billions) 

Category End Dec. 
2016 

End Dec. 
2017 

End Dec. 
2018 

% change 
2016-2017 

% change 
2017-2018 

Assets 

Total Assets = Broad Money (M2) 6,096  6,522  7,464  7.0  14.4  

Net Foreign Assets (NFA)  3,042  2,956  2,707  -2.8  -8.4  

Net Domestic Assets (NDA) 3,054  3,566  4,757  16.8  33.4  

Net Domestic Credit 5,592  6,690  8,016  19.6  19.8  

Claims on Central 
Government (net) 

4,000  5,193  6,167  
29.8  18.8  

Credit to the Private 
Sector 

1,346  1,413  1,845  
5.0  30.6  

Other Claims 245  84  3  -65.7  -96.4  

Other Items (NET) (2,538) (3,124) (3,259) 23.1  4.3  

Liabilities 

Monetary Base (Reserve 
Money) 

2,096  2,284  2,433  
9.0  6.5  

Broad Money (M2) 6,096  6,522  7,464  7.0  14.3  

Narrow Money (M1) 4,483  4,670  5,307  4.2  13.6  

Currency outside banks 1,261  1,530  1,732  21.3  13.2  

Transferable Deposits 3,221  3,140  3,575  -2.5  13.9  

Other Deposits (Quasi Money) 1,614  1,852  2,145  14.8  15.8  

Source: Bank of Sierra Leone (BSL) 

Trends in Domestic Interest Rates 

Movements in domestic interest rates indicated mixed trends during 2018. While the yields on the 

91 days and 182 days Treasury Bills declined, that of the 364 days Treasury Bills increased during 

the review period.  The rates on the 91 days and 182 days Treasury Bills declined from 8.2 percent 

and 9.7 percent in December 2017 to 7.8 percent and 8.1 percent in December 2018, respectively 

given the low level of tradability of these instruments. The yield on the 364 days Treasury Bill rate 

rose from 21.2 percent at the end of 2017 to 23.2 percent at the end of 2018, reflecting the 

increased market activities on this instrument. The rate on 2-years Treasury Bearer Bonds 

remained at 14.4 percent. The commercial banks average Savings Rate remained unchanged at 

2.38 percent while the lending rate remained in the range of 17.92 - 24.77 percent. The 

commercial banks 3- and 12-months’ time deposit rates also remained at 2.4 percent and 5.4 

percent, respectively. The spread between the lending and deposit rates of commercial banks 

remained wide, indicating the need to improve the efficiency in financial intermediation by 
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commercial banks. The interbank rate increased from 13.22 percent in December 2017 to 16.20 

percent in December 2018 indicating tight liquidity conditions in the banking system.  The 

interbank rate also mirrors the trend in the Monetary Policy rate indicating improvement in the 

transmission of monetary policy.  

Figure 7.2: Commercial bank savings versus lending interest rates 

 

Source: Bank of Sierra Leone (BSL) 

Figure 7.3: Monetary policy versus interbank interest rates 

 

Source: Bank of Sierra Leone (BSL) 
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Developments in the Financial Sector 

The financial system in Sierra Leone comprised of 14 commercial banks, 17 community banks, 18 

credit only Microfinance Institutions (MFIs);59 Financial Services Associations (FSAs), 11 

insurance, 1 mortgage finance company, 3 mobile service providers, 62 foreign exchange bureaux, 

a pension Fund, the National Social Security and Insurance Trust (NASSIT), an Apex bank,  and one 

stock exchange. 

The financial sector is dominated by the banking system with 109 commercial bank branches 

nationwide. Of the 14 commercial banks operating in Sierra Leone, 10 are foreign-owned, 2 

domestic and 2 are state-owned.  Together, these commercial banks account for 80 percent of the 

assets of the financial system assets. NASSIT accounts for 17 percent of the financial system 

assets. 

Total assets of the banking system comprising mainly cash, investments and loans increased from 

Le 7.4 trillion in 2017 to Le 8.55 trillion as at end December 2018. The four local banks accounted 

for 40.2 percent while the 10 foreign banks accounted for 59.98 percent of the total assets of the 

banking system.  The top five banks accounted for 65.12 percent of the total assets. The increase 

in banking assets was mainly accounted for by increases in investment (Le509.4 billion), loans and 

advances (Le 274.5 billion), claims on Financial Institutions, Le103 billion, cash by Le73.7 billion 

and fixed assets by Le49.98 billion. 

On the liability side, total customer deposits increased from Le5.27 trillion in 2017 to Le6.11 

trillion in 2018. The growth in deposits is explained by the increased efforts by commercial banks 

to mobilise deposits through the introduction of new products and sensitization campaigns. 

Deposits accounted for 71.5 percent of total liabilities as at end December 2018. Of these, 

demand deposits accounted for 65.4 percent of total deposits while savings and time deposits 

accounted for 25.2 percent.  Despite this, the ratio of total deposit to the total population is 

estimated at 14.2 percent; indicating a low rate of financial inclusion. This means that a sizeable 

proportion of the adult population do not have bank accounts. Savings deposits constituted 75.0 

percent of total deposits, followed by demand and time deposits. Shareholders’ Funds accounted 

for 15.19 percent of total liabilities while contingent liabilities accounted for 4.3 percent as at end 

December 2018. 
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The banking system remains broadly stable. Total paid up capital was Le548.7 billion as at end 

December 2018, with all banks meeting the minimum capital requirement of Le30 billion. The 

industry capital adequacy ratio was 38.44 percent, with all individual banks meeting the statutory 

requirement of 15 percent.  The liquidity ratio stood at 17.6 percent as at end December 2018 

compared to 17.5 percent in 2017. The banking system profit increased to Le484.38 billion as at 

end December 2018 from Le384.87 billion in 2017. Interest on Treasury bills accounted for the 

greater proportion of banking system income followed by loans and advances. 

Table 8.2: Selected Financial Soundness Indicators of Commercial Banks 

 Indicators December 
2017 

December 
2018  

Parameters 

Capital Adequacy Ratio    

Regulatory capital to risk-weighted assets 36.46 38.44 15% Min 

Tier 1 capital to risk-weighted assets 27.22 29.6 7.5% Min 

Capital (net-worth) to assets 14.1 15.19 Non 

Asset Quality  and Composition    

Non-performing loans as a % of total 
advances 

14.64 12.73 10% Max 

Average exposure to capital base 193.75 163.44 300% Max 

SOL 38.24 26.08 25%Max 

Profitability and Efficiency     

Return on Assets 5.3 6.11  

Return on Equity Funds  25.6 27.25  

Operating expenses to Operating Income 63.01 68.28  

Liquidity    

Cash ratio 17.54 17.59 12% Min 

Overall Liquidity ratio 66.9 67.91 40% 
Demand 

Deposit,20
% Quasi  

Sensitivity to Market Risks    

Share of forex liabilities in total liabilities 35.14 32.14  

Share of forex deposit in total liabilities 37.11 38.29  

Single Currency Net Open Position US$ -14.11 -14.2 (+/-)15% 

Percentage of aggregate Net Open 
Position to Capital Base 

-14.43 -12.8 (+/-)155 

Source: Bank of Sierra Leone 
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The industry’s average Return on Assets (ROA) ratio and Return on Equity (ROE) were 6.1 percent 

and 27.25 percent, respectively in 2018.  Non-performing loans declined from 14.6 percent as at 

end December 2017 to 12.7 percent at end December 2018 but remained above the tolerable 

limit of 10 percent. This is a significant improvement when compared to NPL ratio of 22.65 

percent in 2016. This improvement is however, attributed to the implementation of loan write-off 

guidelines issued by the Bank of Sierra Leone rather than loan recovery.  Non-performing loans 

were highest in the commerce and finance sector followed by construction and business services. 

They were least in the communications and utility services. 
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VIII. MEDIUM TERM MACROECONOMIC OUTLOOK 

The medium-term macroeconomic outlook is favourable. Real GDP growth is projected at 5.1 

percent during 2019 and at an average of 4.8 percent between 2020 to 2022. Economic growth 

will increase in line with the expected increase of public and private foreign investments in 

agriculture, fisheries and tourism as part of Government’s efforts to diversify the economy. The 

scaling up of public construction activities and improvements in business regulatory reforms will 

improve the business environment and boost private investment. The implementation of sectoral 

and structural reforms in agriculture, fisheries, tourism and energy will improve the productivity 

of these sectors and support the expansion of economic activities. The resumption of higher-

grade iron ore mining at the Marampa Mines and increased investments in diamond, rutile and 

gold mining activities will also contribute positively to the growth prospects of the economy.  

Inflationary pressures are expected to moderate over the medium term with year-on-year end-

period inflation falling to single digit of 9.0 percent by the end of 2022, from 14.0 percent at end 

2019. The projected decline in inflation will be driven by an expected stable exchange rate as 

exports increase in the medium-term, an increase in domestic food production and a proactive 

stance of monetary policy supported by fiscal consolidation.  

The overall fiscal deficit, including grants, is projected to reduce gradually to 3.2 percent of GDP 

by 2022, from5.8 percent of GDP in 2018. Excluding grants, the deficit will decline to 5.3 percent 

of GDP from 7.4 of GDP over the same period. Domestic revenue is projected to improve to 20 

percent of GDP by 2023 as the Government has renewed its commitment to sustain the fiscal 

consolidation efforts started in 2018 as well as the introduction of additional measures including 

the automation of tax processes and procedures. Total expenditure will average 21.5 percent of 

GDP over the medium-term. This will be achieved through the continued implementation of wage 

reforms, improved public procurement, improved efficiency of domestic capital expenditures to 

create the fiscal space for the implementation of Government’s flagship Free Quality Education 

Programme, infrastructure and social protection.    

The external sector will improve over the medium-term. The current account deficit, including 

grants, is expected to improve from 13.8 percent of GDP in 2018 to 8.8 percent of GDP in 2022 as 

exports improve in the medium-term. Total exports are projected to grow by 38.7 percent in 2019 
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following the resumption of iron ore mining at the Marampa Mine. Exports will continue to grow 

strongly in 2020 as rutile and diamond production expands while palm oil, timber, fish, cocoa and 

coffee exports expand with increased foreign direct investment in these sectors. The growth of 

imports will average 5 percent over the medium-term. Gross foreign reserves will average 3.5 

months of imports over the medium-term.  
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Table 9.1: Medium-term outlook 2018-2023 

 2018 2019 2020 2021 2022 2023 

Production accounts (annual percentage growth) 

Agricultural, forestry and fishing sectors 3.9 4.1 4.3 4.4 4.4 4.4 

Industrial sector including iron ore -2.4 13.5 6.2 7.0 5.4 5.2 

Industrial sector excluding iron ore 22.4 6.0 3.1 4.3 2.8 2.8 
Services sector 4.2 4.8 5.1 5.1 5.1 5.1 

Real GDP including iron ore 3.5 5.1 4.7 4.8 4.7 4.7 

Real GDP excluding iron ore 5.4 4.5 4.4 4.6 4.5 4.5 

       

Inflation (year-on-year percentage growth)       

CPI (end-period) 18.0 14.0 12.0 10.2 9.0 8.5 

CPI (rolling annual average) 16.6 15.7 13.0 11.1 9.6 8.8 

       

Central government budget (percentage of non-iron ore GDP) 

Total revenue and grants 15.7 17.9 17.3 17.6 18.4 18.6 

Expenditure and net lending 21.5 21.5 21.5 21.6 21.6 21.5 

Overall balance including grants -5.8 -3.6 -4.2 -3.9 -3.2 -2.8 

Overall balance excluding grants -7.9 -7.4 -6.7 -6.0 -5.3 -4.7 

Financing 5.8 3.6 4.2 3.9 3.2 2.8 

External financing (net) 2.2 0.7 1.3 1.7 1.8 1.7 

Domestic financing (net) 3.6 2.9 2.9 2.2 1.4 1.1 

Public debt (stock) 60.8 62.6 63.9 65.0 64.5 64.4 

Domestic debt (stock) 22.2 23.4 24.4 25.1 25.4 26.5 

External public debt incl. IMF (stock) 38.6 39.3 39.6 39.9 39.2 37.9 

       

External sector       

Current account balance including official 
grants (percentage of non-iron ore GDP) 

-13.8 -11.6 -10.1 -9.2 -8.8 -8.1 

Current account balance excluding official 
grants (percentage of non-iron ore GDP) 

-20.1 -15.2 -12.9 -11.7 -11.5 -10.6 

Export of goods (annual percentage growth) -7.7 38.7 21.6 10.2 7.8 7.5 

Import of goods (annual percentage 
growth) 

0.6 5.4 5.9 5.8 2.3 6.8 

Gross international reserves excl. swaps 
(US$ millions) 

483 500 551 575 593 618 

Gross international reserves excl. swaps 
(months of imports) 

3.6 3.4 3.5 3.5 3.5 3.4 

Source: Macro-Fiscal Division, Ministry of Finance (MoF) 
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PART II 

FEATURED ARTICLES4 

 

1 Exchange Rate Dynamics in Sierra Leone: A  Perception Survey  

2 
Rethinking Reliance on External Aid: A perspective to inform fiscal policy in Sierra 

Leone 

3 
Capital Flight from Sierra Leone: An Assessment of the Magnitude of Foreign 

Income and its Poverty Impact 

4 
Tax Efficiency in the Economic Community of West African States (ECOWAS): 

Lessons for Sierra Leone 

 

  

                                                      

4
The views expressed in these articles solely represent the views of the authors and not the Government of Sierra 

Leone or their employing institutions.   



  

 

 

53 

Exchange Rate Dynamics in Sierra Leone: A Perception Survey 

Yakama Manty Jones (PhD) and Morlai Bangura5 

 

Background and Objectives 

Over the last year, Sierra Leone has seen a rapid depreciation of the Leone against key 

international currencies, especially the US dollar, leading to general price increases and much 

speculation about the state of the economy. Against the backdrop of a depreciating Leone, 

understanding exchange rate termination has become particularly topical in Sierra Leone. 

Macroeconomic fundamentals such as interest rates, inflation rates etc. are useful in predicting 

long-run variations in exchange rates but their predictive power significantly drops when it comes 

to explaining short run changes. Given the varying degree by which standard econometric models 

have successfully explained exchange rate dynamics, especially in the short run, there is a growing 

interest in using the microstructure approach, which considers the various dimensions of the 

currency trading process, such as heterogeneity of participants, market configuration, information 

asymmetry, and bounded rationality.  

On the basis of this relatively new approach to the study of exchange rate, a perceptions survey 

on exchange rate dynamics was carried out by the research departments of the Ministry of 

Finance and Bank of Sierra Leone. The aim of the survey was to get the views of participants in the 

foreign exchange market on a number of issues, including liquidity, speculation, information 

asymmetry and the political economy. This was aimed at deepening our understanding of market 

institutions, individual practitioners and traders’ beliefs that are not readily discernible from 

conventional empirical data. It is meant to complement, rather than to replace the standard 

empirical analysis which the researchers in various institutions will continue to undertake.  

                                                      
5
 Yakama Manty Jones is a Senior Economic Expert in the Research and Delivery Division, Ministry of Finance under 

the European Union State Capacity Building Project. Morlai Bangura is the Director, Research Department, Bank of 
Sierra Leone. 
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1. Methodology 

The survey targeted approximately 330 businesses, including commercial banks, oil marketing 

companies and randomly selected foreign exchange bureau operators, “dollar boys” from the 

parallel market, large businesses, Small and Medium Enterprises (SMEs), as well as individuals 

from the general public.  The sample was drawn from the cities of Freetown, Bo, Kenema, Makeni 

and Kono over the course of two weeks in the third quarter of 2018.  With the use of android 

devices, geo-localized questionnaire data were uploaded to the cloud in real time, enabling close 

monitoring of the data collection process and thereby ensuring high quality data. Some 

respondents even responded directly to the survey using the link to the questionnaire sent to 

their cell phones.  Simple analysis of the data collected was done using Microsoft excel. 

2. Results 

The overarching question for which responses were sought across all categories of respondents 

was to what they attributed the depreciation of the Leone at the time of the survey.  

Question 1: What would you attribute the current depreciation of the Leone against major 

currencies, especially the US dollar, to? 

The depreciation of the Leone was mainly 

attributed to a general sense of uncertainty (37 

percent of respondents), followed by reduced 

central bank intervention (25 percent), hoarding 

of the US dollar by businesses (22 percent), levels 

of foreign reserves (10 percent) and seasonal 

factors (6 percent).  

‘Reduced Central Bank intervention’ and 

‘Perception of level of foreign reserves level’ 

together account for 35%) of the respondents, which could mean that the Central Bank needs to  

do more to build the confidence of the public in terms of the value of the domestic currency.  

Nonetheless, the results varied by respondent types.  A general sense of uncertainty was the most 

frequently cited reason for the Leone depreciation by large businesses, foreign exchange bureaux 

 

22% 

10% 

37% 

25% 

6% 

Hoarding of the
USD by
businesses

Perception of
level of foreign
reserves

General sense
of  uncertainty

Reduced
central bank
intervention

Seasonal
factors ( Hajj,
people needing
dollar to go for
holidays)
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operators and Dollar boys, SMEs and the general public. Commercial banks more frequently 

mentioned the hoarding by business people, especially NGOs and project funders, as the main 

reason for currency depreciation which could be an indirect result of the ‘general sense of 

uncertainty’. Across the board, apart from the bureaux and Dollar Boys, the second most cited 

reason was reduced central bank intervention in the market.  The bureaux and Dollar Boys’ 

second most cited reason for the depreciation of the Leone was hoarding of the dollar by 

businesses. 

For the purpose of this research, the authors assumed that apart from the periodic foreign 

exchange auctions held by the Central Bank to stabilise the market in extreme cases, commercial 

banks, foreign exchange bureaux and Dollar Boys are the key intermediaries that facilitate the 

supply of foreign exchange to the general public.   Figure 3.2 illustrates their responses when 

asked about the source of the foreign currencies they sell to clients.   

Question 2: What are some of the key sources of the foreign exchange you sell to clients? 

In line with their response to the previous question, commercial banks most frequently cited large 

businesses as the main source of foreign exchange, followed by export proceeds.  In terms of large 

business, the banks specified oil/petroleum importers, Non-Governmental Organisations (NGOs), 

other donor project funding; followed by general merchandize importers and rice importers.  

Forex Bureaux and dollar boys, on the other hand, stated individual businessmen and large 

businesses, in that order, as the main sources of foreign exchange. 
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Question 3: From where do you buy the dollar you need? 

One the demand side, as 

illustrated in Figure 3.3, 

more than 40 percent of 

the general public 

responded that they 

source foreign exchange 

from dollar boys, due to 

the absence of adequate 

foreign exchange 

bureaux especially in 

most cities in the 

provinces. Other frequently-cited sources included commercial banks and individual 

businessmen/women.  

There is anecdotal evidence that a lot of Sierra Leoneans believe that the economy is too 

‘dollarised’. There was even a song- ‘pamine sef na dollar’, alluding to the degree of dollarisation.  

There have been policy shifts towards negotiating contracts in Leones; many Government entities 

paying Consultants in Leone equivalent, periodic appeals to the general populace to place more 

value on the Leone and calls for government to ensure that a set percentage of export proceeds 

are repatriated to Sierra Leone. 

Question 4: If the Government enforces the policy on quoting and trading the US dollar and 

other foreign currencies in day-to-day cash transactions, how would you react? 

The respondents were asked whether they would welcome or resist a move by the Government 

to restrict the use of the US dollar and other foreign currencies in the day-to-day cash transactions 

such as in countries like Ghana. 
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On this question, 79 percent of the total respondents stated that they would welcome 

Government enforcing the policy forbidding the quoting and trading of the USD in day-to-day 

transactions. Results however varied, across respondent types. All the commercial banks surveyed 

welcomed this hypothetical policy whilst the Forex bureaux and dollar boys expressed the most 

resistance against this hypothetical policy.   

Nonetheless, all the 

respondents agreed that 

targeted action must be taken 

to strengthen the Leone.  

Whilst some responses can be 

considered as subsets of each 

other in the economic sense, 

they are often articulated as 

‘stand-alone’ interventions by 

the general public. In light of 

this, they are listed as ‘stand-alone’ interventions when the respondents were asked: ‘What must 

be done to strengthen the Leone?’   

Question 5: What must be done to strengthen the 

Leone? 

Increasing exports, at 35 percent, was the most-

frequently cited response to the question on how to 

strengthen the Leone, followed by diversifying the 

economy (27 percent) and stopping the dollarization of 

transactions (15 percent). Again, results differed across 

respondent types, with diversification of the economy 

being more frequently mentioned by the general public, bureaux and dollar boys. 
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3. Other qualitative findings 

The survey yielded other interesting qualitative findings. Key amongst these were: 

 In trading forex, 67% of the commercial banks surveyed follow market convention 

(because of BSL’s policy) for pricing and 22% use potential cost for pricing.  Reasons for 

deviating from market convention are: unexpected change in market, increase market 

volatility and cost of keeping position; 

 Despite the depreciating value of the Leone, a fair proportion of the general public (68%) 

seem to still trust the Leone more than the dollar. However, only a small proportion of 

businesses (29% of large businesses and 37% of SMEs) seem to still trust the Leone more 

than the dollar; 

 A majority of the respondents believe that the Leone will appreciate to its historic value, 

with varying expected exchange rates - Le 5,000/$1 (42%) ;  Le 6,000/$1 (23%) ;  Le 

7,000/$1 (9%) ; and  below Le 4,000/$1 (26%); 

 Whilst all banks participate in and trust the BSL foreign exchange auction process, only 44 

percent of participating businesses fully trust these auctions. This may be attributed to the 

fact that the Bank of Sierra Leone conducts wholesale forex auctions with commercial 

banks and not businesses.  

 Of the banks that confirmed that exporters repatriate proceeds through their banks, only 

about 22 percent of exporters repatriate approximately 30% of proceeds; and  

 Finally, most foreign exchange bureaux in the BSL’s official database were either out of 

business at the time the survey was carried out, or had converted to money transfer 

services. 

 

 



  

 

 

59 

4. Recommendations 

Recognising the link between the excessive use of foreign currency as a medium of exchange in 

the domestic economy, so-called “transaction dollarization”, the Leone’s depreciation and 

pressures on domestic inflation, the Government by authority vested in the Central Bank could 

consider putting in place regulations to mitigate the potential risks to the financial sector that may 

be associated with dollarization. As pointed out by Galindo and Leidermann (2005) and Mercedes 

(2010) “de-dollarization” of the financial system was successfully conducted by Chile, Israel, 

Poland and Peru, as part of their broader economic stabilization programmes. Furthermore, the 

Government could consider regulating the amount of “hoarding of US dollars” by businesses and 

individuals, and work on dispelling the perception of uncertainty present in the economy.  

Future research would explore in greater depth, the parallel exchange rate market driven by 

“dollar boys”. Such research could help the BSL devise strategies to gradually reduce the spread 

between the official and black-market rates by investigating the determinants of the parallel 

market’s premium. For example, would facilitating banks’ access to foreign exchange or requiring 

licencing of “dollar boys” help reduce black market trade? Policymakers and researchers are 

highly encouraged to explore these questions further. 
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Rethinking Reliance on External Aid: A perspective to inform fiscal 

policy in Sierra Leone 

Sheka Bangura, PhD6 

 

1. General Context 

While external aid continues to be sought for the transformation of least developed countries 

(LDCs) like Sierra Leone, emerging trends from the last four decades have inspired a strong need 

to rethink reliance on this source of 

financing development. Even though aid 

has become a central instrument for 

supporting growth and poverty reduction 

in these economies since the 1950s, it 

has never provided more than 15 percent 

of the financing requirement of regions 

such as sub-Saharan Africa (SSA).7 As 

noted in Figure 1, SSA has generally 

recorded higher per capita official 

development assistance (ODA) in the last 

four decades, compared to other 

developing regions. However, the number of income-poor people in SSA increased by close to 180 

million between 1981-2005;8 by 113 million between 1990-2013;9 and by 20 million between 

1999-2011.10 

There is certainly a myriad of factors to explain this lacklustre performance amidst a relatively 

higher per capita ODA in the region. Mismanagement of aid (aid fungibility) is among the cited 

                                                      

6
 Sheka Bangura is the Director of Planning and Research in the Ministry of Planning and Economic Development in 

Sierra Leone.   
7
 The insufficient ODA to sub-Saharan Africa was extensively discussed at the Financing for Development Forum in 

2016 in New York under the auspices of the United Nations Economic and Social Council.   
8
 Chen & Ravallion (2008, p.44). 

9
http://datatopics.worldbank.org/sdgatlas/archive/2017/SDG-01-no-poverty.html.  

10
 Sembene (2015, p.15). 

Figure 1: ODA per capita comparing SSA & other 
regions (US$) 

Source: Constructed fromWorld Bank Development 
Indicators 
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vices for its ineffectiveness. Nonetheless, we can equally argue, as alluded to shortly, that external 

aid has been far from providing enough financing to transform recipient nations. Apart from the 

fact that aid has been unpredictable and fluctuating in SSA (Figure 1), it is clear that the needs of 

these economies incomparably outweigh the size of the aid provided. Moreover, the protracted 

effects of the 2008 global financial crisis that swept the United States through Europe have made 

SSA’s reliance on aid that much more problematic, coupled with populist uprisings across these 

two developed regions have led to a drastic decline in external aid to LDCs. 

In order to finance the needs of the United Nation’s seventeen Sustainable Development Goals 

(SDGs, 2016-2030) for the developing world, it is reported that between 5 and 7 trillion US dollars 

would be required annually and that there is currently an annual resource gap of about 2.5 trillion 

US dollars for the developing world to meet these goals. In 2016, only 142.6 billion US dollars 

could be provided in ODA, almost one twentieth of the total resource needs. This suggests that 

most of the resources need to come from the private sector and domestic revenue mobilisation 

efforts to achieve sustainable development in the LDCs.11 

 

 

 

 

 

 

 

 

                                                      

11
 For corroborative arguments, please see http://www.undp.org/content/undp/en/home/blog/2017/7/13/What-

kind-of-blender-do-we-need-to-finance-the-SDGs-.html(visited 9 January 2019).   

http://www.undp.org/content/undp/en/home/blog/2017/7/13/What-kind-of-blender-do-we-need-to-finance-the-SDGs-.html
http://www.undp.org/content/undp/en/home/blog/2017/7/13/What-kind-of-blender-do-we-need-to-finance-the-SDGs-.html
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Figure 2: ODA per capita comparing Sierra Leone 
with SSA average (billion US$) 

Source: Constructed from World Bank Development 
Indicators 
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2. Main Objective of the 
Paper and Sierra Leone 
Context 

The objective of this paper is to 

contribute to the wider debate on the 

need to explore alternative and 

innovative development financing 

options for Sierra Leone. It also seeks to 

encourage policymakers to start a 

dialogue on how to build the economy’s 

resilience to external shocks, grow 

sustainably and optimise domestic 

revenues.  

External aid still accounts for a sizeable share of development financing in Sierra Leone’s 

economy. The country recorded an annual aid to GDP ratio of 17 percent between 2005 and 2014 

and aid to gross capital formation ratio 

represented 133 percent during the 

same period. Figure 2 shows that Sierra 

Leone has a relatively higher per capita 

ODA than the SSA average. However, the 

country’s dependency on external aid is 

not correlated with higher development 

outcomes over the decades, as is the 

case of SSA in general. While Sierra 

Leone’s income poverty proportionately 

decreased from 66.4 to 52.9 percent 

during the period 2004 to 2011, the 

number of poor people in the country increased by 200 thousand during this period, based on 

calculations from World Bank Development Indicators.12Essentially, poverty-reducing efforts have 

                                                      
12

http://data.worldbank.org/indicator/SI.POV.NAHC/countries (visited 10 January, 2019). 

 
Figure 3: MDGs Financing Requirement for 

S/Leone & ODA receipt during 2007-2015 (billion 
US$)  

Source: Sierra Leone MDGs-Needs Based 
Assessment Report; Sierra Leone’s PRSPs (2005; 

2008; 2012); World Bank Development Indicators 
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not kept pace with population growth in the country. Indeed, Sierra Leone’s population was 

4,963,298 in 2004 with income poverty index of 66.4; and its population was 6,611,692 in 2011 

with income poverty index of 52.9, leaving an increase in the number of poor people of about 200 

thousand.  

While it is undeniable that sounder public financial management is a sine qua non for 

development and growth in Sierra Leone, as corruption and under-utilised resources abound, the 

size of development financing required to achieve sustainable economic growth and reduce 

poverty in Sierra Leone has proven to be inadequate, as shown by Figure 3 above. Indeed, Sierra 

Leone would have required close to 19 billion US dollars in order to finance the Millennium 

Development Goals between 2007and2015, with a total resource gap of over 17 billion US 

dollars.13However, the country only received about 4.66 billion US dollars in ODA during this 

period. In the next section, we will highlight existing financing opportunities that can be leveraged 

to effectively address these resource gaps and help rethink reliance on official development 

assistance.  

3. Rethinking reliance on ODA 

The decline in global ODA pushes us to urgently rethink development cooperation, with an 

increased focus on building capacity for domestic resource mobilization – as is highlighted in the 

Addis Ababa Action Agenda on Financing for Development. Provided the existence of sound 

economic policy, public financial management and accountability frameworks, the private sector 

will undoubtedly have a leading role in the growth of LDC economies and in the generation of the 

required revenue to finance capital projects. The existence of the enabling environment is crucial 

as stocks of international investment capital are only directed at economies that meet the 

minimum conditions to attract them.  

 

 

                                                      
13

Government of Sierra Leone and the United Nations Development Programme (2008) 
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Just four global private financial sources are reported to have held a total of more than 100 trillion 

US dollars looking for investment opportunities to help support the implementation of the SDGs14: 

i) the world’s ten largest pension funds hold US$ 2 trillion; ii) the world’s largest insurance 

companies hold US$ 4.5 trillion; iii) the world’s largest sovereign wealth funds hold US$ 5 trillion; 

and iv) the global bond market holds US$ 100 trillion. These four sources of funding amount to a 

total of US$ 111.5 trillion in investment capital and highlight the need for increased political 

commitment to attract private sector investment. Sierra Leone’s recent Development Finance 

Assessment (DFA), conducted to inform the country’s Medium-Term National Development 2019-

2023 and the SDGs implementation, contains a mosaic of financing options that are worth 

translating into concrete strategies.  

Attracting private investment requires de-risking the economy by undertaking private-sector 

friendly reforms. It is noteworthy to consider the range of general financing options highlighted by 

the DFA, including (but not limited to): continuing Sierra Leone’s financing sector reforms; 

promoting longer-term lending to businesses; encouraging public sector banks to increase private 

sector lending; promoting diaspora investment and the use of diaspora bonds; fostering Public-

Private Partnerships (PPPs) and establishing platforms for public-private dialogue; reducing 

remittance costs; and expanding financial inclusion to capture the rural and informal economies. 

Increasing the fight against illicit financial flows would also help ensure friendly and good private 

sector investment (see Sierra Leone’s Medium-Term National Development Plan 2019, pp.179-

181). On the public financing front, the DFA suggests rolling out electronic cash registers and 

introducing a Goods and Services Tax (GST) lottery into the register to help increase public 

participation in tax revenue generation; boost large taxpayer auditing capacity; build outcome 

information into the national budget process; create systems to track public spending on gender 

and climate; and publish tax expenditure reporting. Development cooperation will remain critical 

but would require focusing on supporting capabilities to mobilise domestic revenues.   

 

                                                      
14

Bakilana (2017) 
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4. Conclusions and Recommendations 

This paper argued that while external aid remains important in transforming LDC economies, the 

main focus for sustainable development financing should be on domestic resource mobilisation. 

This requires preparing the necessary climate for active private sector participation and 

investment, for which the paper has identified a range of options.   

There is a need for a comprehensive and integrated operational financing framework to pursue 

the aforementioned financing opportunities for Sierra Leone, lead a real fight against poverty and 

meaningfully transform the economy. It will require the sustained promotion of sound macro-

fiscal, financial, legal and regulatory policy environment and a whole host of institutional 

rethinking aimed at de-risking the domestic investment climate. There is a need to establish 

property rights, trust in public institutions and an effective justice system, scale up the fight 

against corruption, increase the credit rating of the economy, as well as improve national, sectoral 

and local data systems to inform, guide and stimulate investment decisions, while strengthening 

the supervisory and regulatory role of Central Bank to ensure optimal capital inflows.  

It is of vital importance to ensure successful de-risking of the economy in order to attract non-

toxic domestic and international private capital, including remittances and resources held by 

Sierra Leoneans in the diaspora. As a final point, the Government’s determination to institute and 

promote a peace and national cohesion project is extremely critical to development financing. The 

Government should speedily conclude modalities for the establishment of the peace and national 

cohesion commission and ensure the implementation of effective strategies in this direction.  
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Abstract 

The objective of the paper is to investigate the effect of capital flight on income and poverty 

during the period 1980-2015. A counterfactual simulation was applied to gauge its impact on 

income and poverty. Data shows that capital flight from Sierra Leone was US$ 28.41 billion during 

the period 1970-2015, which was more than 20 times total debt stock of2015. About 57 percent 

of the total capital flight from 1970 to 2015 occurred during the period 2011 to 2015, a period 

with high merchandise trade being driven by imports of iron ore related capital inputs and iron 

ore exports. During the period 1980-2015, capital flight was 2.5 times gross capital formation and 

2.2 times official development aid. The simulation results show that, had capital flight from Sierra 

Leone been invested domestically during the period 1980-2015, average per capita income would 

have been 34.7 percent higher than actual per capita income and the poverty rate would have 

been lower than the actual poverty rate by 15.9 percent. These findings show that high level 

policy reforms to curtail further capital flight and application of mechanisms for recouping the 

maximum possible lost capital flight from Sierra Leone are imperative. 
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1. Introduction 

Poverty deprives citizens of access to basic necessities. It is therefore undoubtedly an evil of 

society. Whether poverty is income based or non-income poverty, investment is important in 

reducing poverty insofar as it is related to growth, as underscored by Sali-i-Martin (1997) and 

Levine and Renelt (1992) in the growth literature.   

Capital flight, referring to all unrecorded outflow and inflows of capital from and into a given 

country, results in the bleeding out of capital that is much needed for local investment, is 

therefore disastrous for a country. It usually stems from tax evasion and avoidance, money 

laundering or low investor confidence due to political turmoil and/or economic instability. 

However, capital flight is no new phenomenon, Sierra Leone, like many other African countries 

suffers from it (Ndikumana and Boyce 2011 and 2001, Ajayi, 2015 and UNDP, 2011).  

Capital flight is particularly problematic in the context of Sierra Leone, as it is a capital-scare 

country stuck in the infamous “poverty trap”, too poor to actually save enough to grow. 

Therefore, poverty reduction and growth are, understandably, at the centre of Sierra Leone’s 

development agenda. Ndikumana et al. (2015) estimated capital flight from Sierra Leone to 

amount toUS$ 10.0 billion for the period 1970 to 2010, which far exceeded external debt ofUS$ 

0.8 billion in 2010 and represented 523.6 times the GDP of Sierra Leone in 2010, placing it 21st  

amongst 39 African countries in terms of total capital flight. Capital, however, is much needed in 

Sierra Leone as its tax performance is low, in spite of recent upward trend in tax performance, 

leaving the country to rely on donor support for budget implementation. 

Although capital flight for African countries and its impact on income and poverty have been 

estimated in previous studies (Ndikumana, 2011 and 2012; Asiedu et al, 2012), no study has, to 

the author’s knowledge, focused specifically on Sierra Leone15. This paper seeks to fill this gap in 

the literature.  

The objective of the paper is to investigate the magnitude of the impact of capital flight on per 

capita income and the poverty rate in Sierra Leone, during the period 1980 to 2015. By 

decomposing the data into sub-periods, the author was able to analyse in which periods capital 

flight had the greatest impact on poverty and explore the effects of the iron ore boom that took 

                                                      
15

Nkurunziza (2015) does, however, include Sierra Leone in its sample, from 1970 to 2010. 
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place in Sierra Leone in 2013, which, through the boost it provided to the country’s trade and the 

resulting opportunities for increased trade mis-invoicing, is likely to have caused more capital 

flight (Ndikumana et al, 2015).  

The rest of the paper is organized as follows: Section 2 gives an overview of the descriptive 

statistics on capital flight from Sierra Leone; Section 3 presents the methodology used; Section 4 

delves into the empirical results; and Section 5 concludes and provides some policy implications 

from the findings. 

2. Descriptive Statistics 

Table 2.1 shows the scale of capital flight from Sierra Leone. Total capital flight from Sierra Leone 

during the period 1970 to 2015 amounted to US$ 28.41 billion (in constant 2015 dollars), 

representing 6.7 times the GDP of 2015 and largely exceeding the country’s external debt of US$ 

1.38 billion at the end of 2015. Based on the Dooley method of calculating capital flight, when the 

2015 total external debt is subtracted from the total capital flight from 1970 to 2015, a net 

external asset value of US$ 27.03 billion is obtained. Taking a simplistic view of how the economy 

works, it can be assumed that Sierra Leone could have been a net lender to the value of US$ 27.03 

billion dollars in 2015 had the capital flight been kept home. It is worthy to note that some of this 

capital flight might have been legitimately acquired capital fleeing economic and political 

uncertainties, while some was illegitimately acquired wealth spirited to safer havens abroad. 

However, as shown by research by Boyce and Ndikumana (2012) at the Political Economy 

Research Institute (PERI), capital flight, as measured by unrecorded financial outflows, be they licit 

or illicit, have important fiscal implications for countries that see the erosion of their tax base and 

foregone investment and growth opportunities. 

Cumulative capital flight from Sierra Leone during the period 1980 to 2015 was 2.2 times total 

Official Development Aid (ODA). In the most simplistic sense, this implies that Sierra Leone would 

not have needed aid if all capital flight during this period were averted. In addition, total capital 

flight from Sierra Leone during the period 1980-2015 was 2.5 times gross capital formation, 

suggesting that total investment in Sierra Leone during the period 1980 to 2015 would have been 

financed totally by the resources from capital flight, had capital flight been kept onshore.  

Moreover, cumulative capital flight per capita in 2015 was US$4,401.89, while GDP per capita was 

only US$ 653.1, suggesting that Sierra Leone would have been about 9 times richer than the 
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status quo in 2015 if capital flight from Sierra Leone had been averted assuming availability of 

capital translates into optimal productivity.  

Table 2.1: Cumulative capital flight from Sierra Leone from 1970 to 2015 

Cumulative Capital Flight (USD 
billions) 

28.41 

Share of Cumulative Capital Flight in 
2015 GDP 

6.7 

External Debt Stock in 2015 (USD 
billions) 

1.38 

Net External Assets in 2015 (USD 
billions) 

27.03 

Share of Cumulative Capital Flight in 
2015 External Debt Stock of 2015 

20.6 

Share of Cumulative Capital Flight in 
Official Development Aid* 

2.2 

Share of Cumulative Capital Flight in 
Gross Capital Formation* 

2.5 

Cumulative Capital Flight per 
capita** 

4,401.89 

Constant-price GDP per capita in 
2015 

653.1 

Source: Data on capital flight comes from PERI (2018) and all other data from the World Bank’s 
Africa Development Indicators. Notes: *These figures are for 1980-2015 as data on the 
denominator is available during this period.** This figure uses 2015 population figures. 

As shown in Figure 2.1 below, the three-year moving average of capital flight from Sierra Leone 

was relatively flat between 1970 and 2012 and started its steep ascent thereafter as iron ore 

production was in full swing, reaching a peak in 2014 and then a collapse as iron or prices fell. 16 

                                                      
16

The moving average is used in order to remove or reduce fluctuation in the series. 
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Figure 2.1: Moving Average of Capital Flight Series 

 

Source: PERI (2018) 

Table 2.2 shows capital flight for the article’s sub-periods of analysis: 1970-1979, 1980-1990, 

1991-2001, 2002-2010 and 2011-2015. The first two sub-periods were pre-war years, the 

following period was the war period (1991-2001). The periods 2002-2010 and 2011-2015 were the 

post-war periods, with the latter period characterised by a sharp increase in imports of iron ore 

inputs and by a boom in iron ore exports.17 

As displayed in Table 2.2, cumulative capital flight from Sierra Leone decreased from US$ 1.95 

billion over the period 1970-1979 to US$ 0.79 billion over the period 1980-1990. It however 

increased to US$ 3.07 billion over the period 1991-2001, which was the period of the rebel war 

and increased further to US$ 4.76 billion during the period 2002-2010 (a post-war period). Total 

capital flight for the period 2011-2015, which is also a post-war period with high merchandise 

trade and was related mainly to the iron ore sector, was US$ 16.18 billion. This period accounted 

for 96.0 percent of the total capital flight during the period 1970-2015. The Table shows that 

capital flight was higher during the post-war period than the war period and was also higher than 

the pre-war period.  

                                                      

17
Note that while large iron ore discoveries were made at the end of 2010and preparations for mining were made in 

2011, iron ore exports only started in 2012. 
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Table 2.2: Cumulative Capital Flight (CCF) from Sierra Leone between 1970 and 2015 

Sub-period CCF in constant 
2015 USD 

CCF as 
share of 
external 

debt (end-
period) 

CCF as 
share of 

period GDP 
(%) 

CCF as 
share of 

total 
capital 

flight (%) 

1970-1979 
(pre-war) 

1.95 1.7 12 6.9 

1980-1990 
(pre-war) 

0.79 0.4 3.4 2.8 

1991-2001 
(war) 

3.07 1.9 17.6 10.8 

2002-2010 
(post-war) 

4.76 4.7 25 16.8 

2011-2015 
(post-war) 

16.18 11.7 96 57 

1970-2015 
(full period) 

28.41 20.6 30.6 100.0 

Source: Author’s calculations using data from PERI (2018) 

3. Methodology 

3.1. The Simulation Process 

The impact of capital flight on income and poverty reduction is investigated by a counterfactual 

simulation framework, which compares per capita income in Sierra Leone with what it would have 

been if all capital flight from Sierra Leone had been invested domestically, focusing on the period 

between 1980 and 2015.18 

Following Nkurunziza (2015), who conducted a similar analysis across 39 African countries, the 

Incremental Capital Output Ratio (ICOR) method was applied.19 As its name suggests, the ICOR 

measures the output that can be generated by a unit of investment, and so it can be easily used 

along with capital flight data to construct a counterfactual. However, it relies on the assumption 

that the productivity of investment be the same for both the baseline scenario (where capital 

flight leaves the country) and the counterfactual scenario (where capital flight is invested 

domestically). 

                                                      
18

 Data on gross capital formation only starts in 1980. 
19

 The alternative capital stock method used by Nkurunziza (2015) is not explored in this article as it relies on keeping 
the rate of capital depreciation constant across time, an unrealistic for a country like Sierra Leone that has gone 
through a long period of capital destruction in war. 
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𝐼𝐶𝑂𝑅𝑡 =
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=
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𝑌𝑡

∆𝑌𝑡

𝑌𝑡

=

𝐼𝑡

𝑌𝑡

𝑔𝑌𝑡

 

The ICOR for the period 1980 to 2015 was constructed on a yearly basis. Akin to (Nkurunziza, 

2015), negative ICOR values, which appear mainly for some years in the 1980s and 1990s when 

growth was negative, were excluded from the sample and, given volatility in growth figures, only 

the median ICOR for the period of analysis (1980-2015) was used. As noted above, the latter relies 

on the assumption that that the productivity of investment is equal across sub-periods. 

Then, the capital flight series was divided by the estimated ICOR to obtain the change in GDP 

associated with domestic investment of retained capital flight every year.  Potential real GDP, 

which is the real GDP that would have been obtained had capital flight been invested 

domestically, was then obtained by adding the actual GDP to this change in real GDP. Finally, the 

difference between potential real GDP per capita terms and actual real GDP per capita were then 

multiplied by the growth elasticity of poverty to obtain the change in poverty attributed to 

investment of capital flight. Box 1 discusses the calculation of the growth elasticity of poverty. 
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Box 1: Calculation of Growth Elasticity of Poverty (GEP) 

 

3.2. The Data 

The data on capital flight, spanning the period 1970-2015, is from the series computed by 

Ndikumana and Boyce from the Political Economy Research Institute (PERI), who use the method 

of sources and uses of inflow, adjusted for trade mis-invoicing. The data on gross capital 

formation, real GDP, poverty ratio (head count ratio) and population are from the World Bank’s 

World Development Indicators. Data on gross capital formation is not available before 1980 and 

so that is the start year of the simulation period.  

𝒈𝒓𝒐𝒘𝒕𝒉𝑷𝑹 = √
𝟐𝟎𝟏𝟏 𝒑𝒐𝒗𝒆𝒓𝒕𝒚

𝟐𝟎𝟎𝟑 𝒑𝒐𝒗𝒆𝒓𝒕𝒚

𝟖

− 𝟏 

𝑮𝑬𝑷 =
%𝒄𝒉𝒂𝒏𝒈𝒆 𝒊𝒏 𝑷𝑹

%𝒄𝒉𝒂𝒏𝒈𝒆 𝒊𝒏 𝒀
=

𝒈𝒓𝒐𝒘𝒕𝒉𝑷𝑹

𝒈𝒓𝒐𝒘𝒕𝒉𝒀

=
∆𝑷𝑹

𝑷𝑹⁄

∆𝒀
𝒀⁄

 

The Sierra Leone Integrated Household Survey (SLIHS) of 2003 and 2011 revealed that the poverty 

rate in 2003 and 2011, measured using the head count ratio, were 66.4 percent and 52.9 percent 

respectively.1This implies that the poverty rate decreased by 13.5 percentage points in an eight-year 

interval. The average annual rate of change in poverty rate was then calculated using the following 

expression for compound growth rate: 

The resulting annual rate of poverty change of -2.8 percent was then used to extrapolate the 2015 

poverty rate of 47.2 percent. The Growth Elasticity of Poverty (GEP) was then calculated by dividing 

the percentage change in poverty rate from 2003 to 2011 by the estimated 4.7 percent growth of 

real GDP per capita, itself obtained by regressing the log of real GDP per capita on trend in order to 

account for extreme values and volatility. The resulting GEP was -0.6 during the period 2003 to 2011 

(the only period for which data on the poverty rate exists). 
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4. Empirical Results 

4.1. Impact of Capital Flight on Income 

In order to facilitate the discussion, the Incremental Capital Output Ratios (ICORs), which are used 

to derive the counterfactual scenario without capital flight, are presented below. Figure 4.1 shows 

the estimated median incremental capital output ratios (ICORs)20for each period. Recalling that a 

lower ICOR means that less capital is needed to increase output by one unit, ICOR calculations 

show that investment was more efficient during the period 1991-2001, in spite of being the war-

torn period, and the least efficient during the period 2011-2015. 

Figure 4.1: Estimated Median ICOR  

 

Source: Author’s own calculations 

Table 4.1 below presents the actual real GDP per capita, the counterfactual (potential) real GDP 

per capita had capital not fled Sierra Leone and their percentage difference. The figures are the 

period averages. 

The table shows that during the period 1980 to 2015, if capital had not fled and had been invested 

home, GDP per capita during the period 1980-2015 would have been more than actual GDP per 

capita by 34.7 percent. In turn, GDP per capita would have been higher by 11.3, 39.6, 23.8 and 

19.3 percent respectively during the periods 1980-1990, 1991-2001, 2002-2010 and 2011-2015. 

                                                      

20
The median ICOR was used as the ICOR measure for the period and as negative growth rates existed in the historical 

real GDP series, the negative ICORs were excluded in the median determination. 
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Table 4.1: Impact of Capital Flight on Income 

Period Actual GDP 
per capita (in 

2015 constant 
USD) 

Counterfactual 
GDP per capita 

(in 2015 
constant USD) 

Percentage 
difference 

between 
actual and 

counterfactual 

1980-1990 551.1 613.3 11.3 

1991-2001 295.9 413.1 39.6 

2002-2010 425.9 527.0 23.8 

2011-2015 692.6 826.0 19.3 

1980-2015 461.5 621.7 34.7 

Source: Author’s own calculations 

Figure 4.2 shows the graph of actual GDP per capita and the GDP per capita with capital flight 

invested home. The figure shows that while the direction of movement of the two are the same, 

the investment of flight capital home would have led to a higher income, as measured by the GDP 

per capita. 

Figure 4.2: Graph of Actual and Simulated Real GDP Per Capita 

 

Source: Author’s own calculations 
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4.2. Impact of Capital Flight on Poverty 

The correlation between per capita income and the poverty rate is often assumed to be negative, 

as domestically invested capital raises income and therefore reduces poverty. This relationship 

between capital and poverty is captured by the aforementioned Growth Elasticity of Poverty 

(GEP). 

It is important to note that, by assuming a constant GEP, the effect of increases in per capita 

income on inequality is disregarded in the analysis. Indeed, if increases in per capita income 

shifted the distribution of power in society, such as making the elite capture a larger share of the 

pie, GEP would be expected to be non-constant, decreasing (and potentially negative) function of 

per capita income. This caveat notwithstanding, the GEP obtained for the sub period 2003-2011 is 

assumed constant not only within the sub-period in question but also between sub periods due to 

data limitations (poverty rates could only be obtained for the years 2003 and 2011). 

The percentage difference between the counterfactual and actual poverty rate was then obtained 

by multiplying the calculated GEP by the percentage difference between counterfactual and 

actual GDP per capita: 

% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑃𝑅 = 𝐺𝐸𝑃 × % 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑌 

Table 4.2 shows the percentage change in the poverty rate in the counterfactual scenario – with 

no capital flight – for each sub-period. As displayed, the impact of the greater, counterfactual 

capital stock on poverty reduction would have been the greatest during the war period of 1991-

2001 (at 18.2 percent), followed by the periods 2002-2010 (at 10.9 percent), 2011-2015 (at 8.8 

percent) and finally 1980-1990 (at 5.2 percent). Note that 1980-1990 was the period in which 

additional capital would have had the least impact on poverty reduction, as it recorded the lowest 

levels of capital flight and one of the second-most efficient sub-period for capital investment. In 

the whole period of analysis 1980-2015, in turn, the poverty rate would have been 15.9 percent 

lower if no capital had fled the country. 
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Table 4.2: Percentage change in the Poverty Rate (PR) in counterfactual scenario without capital 

flight 

1980-
1990 

1991-
2001 

2002-
2010 

2011-
2015 

1980-
2015 

-5.2% -18.2% -10.9% -8.8% -15.9% 

Source: Author’s own calculations 

4.3. Policy Implications 

The results presented in the previous section have obvious implications for policy: given the 

magnitude of capital flight from Sierra Leone and the resulting foregone output growth and 

poverty reduction, policymakers should undertake a serious quantitative as well as qualitative 

investigation in order to understand the drivers of capital flight from Sierra Leone and put in place 

effective policies to counteract illicit flows. To this effect, increased cooperation between the 

Anti-Corruption Commission, the Financial Intelligent Unit, the Central Bank, the Judiciary and 

other relevant national institutions such as the police, customs and the audit department is 

imperative in an effort to curb capital flight of illicit flows. 

Inasmuch as fighting financial crime requires specialized skills as well as technology, it is important 

to scale up capacity in an effort to build the stock of qualified and experienced forensic 

statisticians and investigators who can easily discover and report lost capital as well as financial 

crime prosecutors who can prosecute these crimes related to capital flight and help build the 

process of recouping lost capital. This is an area for which the donor community can be 

approached for assistance, given that huge leakage through financial crime deprives the economy 

from the needed capital, making donor fund more vulnerable to capital flight and development 

deprivation.  

5. Conclusion 

Capital flight is inimical to development as it involves loss of capital that could have been invested 

domestically and contributed to domestic growth and poverty reduction. Despite the fact that 

Sierra Leone’s cumulative capital flight, from 1970-2015, stood at the grotesque sum ofUS$ 28.41 

billion (more than 20 times cumulative external debt), and that poverty is endemic, no serious 

attempt at the quantifying the effect of capital flight on income and poverty was made previously. 

This article seeks to kick-start this investigation. 
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Using the Incremental Capital-Output Ratios (ICORs), which measure the efficiency of capital, as 

well as the Growth Elasticity of Poverty (GEP), the potential increase in per capita income and 

poverty reduction, in a counterfactual scenario without capital flight, were calculated for various 

periods of Sierra Leone’s history. The results show that per capita real GDP would have been 

consistently higher than what was actually the case during  every sub-period reviewed , had 

capital flight from Sierra Leone been invested domestically. In turn, the poverty rate would have 

been lower by 15.9 percent.  Given that constant ICORs were assumed within sub-periods and 

constant GEPs across sub-periods, this is a good foundation to conduct further research on what 

the impact of capital flight might be under less restrictive assumptions especially for the period 

during which Sierra Leone experienced the iron ore boom.  
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Tax Efficiency in the Economic Community of West African States 

(ECOWAS):Lessons for Sierra Leone 

By Robert Dauda Korsu21 

 

Abstract 

Tax revenue mobilisation is critical to the development of Sierra Leone, as in the case of other 

economies. Sierra Leone’s performance on tax mobilisation has been low compared to the size of 

the economy, in spite of policy efforts to raise taxes and the recent improvement in tax 

mobilisation. It remained consistently in the bottom 25 percent of African country’s tax 

performance in the post-war period, after 2001. The objective of the study is to investigate the 

determinants of non-natural resource tax revenue and estimate its efficiency in the 15 ECOWAS 

countries, which includes Sierra Leone. A stochastic frontier tax function is estimated using annual 

data from 2001 to 2015. The results show that trade openness, financial deepening and 

urbanization matter for tax revenue mobilisation in ECOWAS, with the first two variables having a 

positive effect on tax mobilisation and the latter a negative effect. Real GDP growth and the share 

of agriculture in GDP have positive and negative effects respectively. In addition, tax inertia is 

found to be strong in ECOWAS, suggesting that once tax revenue increases (or decreases) it has 

the tendency to increase (or decrease) in the following year. The estimated tax efficiencies show 

that during the period 2001-2015, Sierra Leone’s tax efficiency for non-natural resource tax was 

90.5 percent of its potential, while it was 88.0 percent during the period 2011-2015. Moreover, all 

ECOWAS countries had an average tax efficiency of more than 90 percent, with the exception of 

Nigeria that had less than 70 percent. 
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1. Introduction 

Governments have the obligation to spend on social services for the well-being of the people and 

they also spend in other areas to run the state. This expenditure can be recurrent or capital but 

they have to be financed by revenue, either domestically or from abroad. However, domestic 

resource mobilisation is more important than foreign resource mobilisation given the volatility of 

the latter, especially grants and loans, as they depend on the performance of the economies 

where the resources come from.  In this regard, domestic resource mobilisation, especially 

taxation, is an important instrument for financing government expenditure. This is more 

important in the ECOWAS countries given the need for more resources for the relaxation of the 

infrastructural gap and poverty alleviation. 

The Economic Community of West African States (ECOWAS), which constitutes 15 countries22 

from the 16 West African states, have regional integration protocols on various issues, including 

trade integration, and they are working towards monetary integration. However, they do not have 

a common tax regime or code. There is a union of 7 countries in the same ECOWAS region 

referred to as the West African Economic and Monetary Union (WAEMU), which has common 

directives on taxation and a monetary union with the use of the FCFA as the currency. 

There has been an increase in tax performance of ECOWAS member states. However, the tax-to-

GDP ratio remains low. For example, the number of ECOWAS countries with tax-to-GDP ratios 

above the  median of the African tax-to-GDP ratio of 18% increased from 6 during the period 

2001-2005 to 9 during the period 2011-2015; the number of countries above the average of the 

African tax-to-GDP ratio increased from 3 during the period 2001-2005 to five during the period 

2011-2015; and the number of ECOWAS countries below the African bottom 25 percent of tax-to-

GDP reduced from five during the period 2001-2005 to 3 during the period 2011-2015. The 

median tax-to-GDP ratio of ECOWAS countries increased from 11.5 percent during the period 

2001-2005, to only 14.9 percent during the period 2011-2015 while the average tax-to-GDP ratio 

for the region increased from 11.3 percent during the period 2001-2005 to only 14.1 percent 

during the period 2011- 2015. The number of ECOWAS countries that were in the top 25 percent 

of African tax-to-GDP ratio remained at three during the periods 2001-2005, 2006-2010 and 2011-

                                                      

22The 15 ECOWAS countries are Benin, Burkina Faso, Cape Verde, Cote d’Ivoire, Gambia, Ghana, Guinea, Guinea 
Bissau, Liberia, Mali, Niger, Nigeria, Senegal, Sierra Leone and Togo. 
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2015. These countries were Cape Verde, Ghana and Senegal during the period 2001-2005; Cape 

Verde, Senegal and Liberia during the period 2006-2010; and Niger, Liberia and Togo, during the 

period 2011-2015.  

Table 2.1: Summary of African and ECOWAS tax-to-GDP Ratios 

  1996-2000 2001-2005 2006-2010 2011-2015 

Average ECOWAS 10.4 11.3 12.2 14.1 

Africa 14.8 14.8 15.6 16.7 

ECOWAS 
Countries above 
the African 
average tax-to-
GDP ratio. 

Cape Verde 
 

Cape Verde, 
Ghana, 
Senegal 

Cape Verde, 
Benin, Senegal, 
Liberia 
 

Cape Verde, 
Niger, Senegal, 
Liberia, Togo 

Median ECOWAS 11.1 11.5 13.5 14.9 

Africa 10.8 11.8 13.1 14.4 

ECOWAS 
Countries above 
the African 
median tax-to-
GDP ratio. 

Benin, Cape 
Verde, Cote 
d’Ivoire, 
Ghana, Liberia, 
Mali, Senegal 

Benin, Cape 
Verde, 
Ghana, Mali, 
Senegal, 
Togo 
 

Benin, Cape 
Verde, Cote 
d’Ivoire, 
Gambia, 
Guinea, Liberia, 
Senegal Togo 

Benin, Burkina 
Faso, Cape 
Verde, Gambia, 
Guinea, Liberia, 
Senegal, Niger, 
Togo 

3rd 
Quartile 

ECOWAS 13.6 14.1 15.8 18.2 

Africa 15.8 16.4 16.8 18.3 

ECOWAS 
Countries in the 
top 25 % of 
African a tax-to-
GDP ratio 

Cape Verde 
 

Cape Verde, 
Ghana, 
Senegal 

Cape Verde, 
Senegal, 
Liberia 

Niger, Liberia, 
Togo 

1st 
Quartile 

ECOWAS 9.1 9.9 11.7 14.0 

Africa 8.7 9.4 9.9 11.1 

ECOWAS 
Countries in the 
bottom 25 % of 
African  tax-to-
GDP ratio 

Gambia, 
Nigeria, Niger, 
Sierra Leone 

Guinea 
Bissau, 
Nigeria, 
Niger, Sierra 
Leone 
 

Guinea Bissau, 
Nigeria, Sierra 
Leone 
 

Guinea Bissau, 
Nigeria, Sierra 
Leone 
 

Source: Calculated from World Bank’s African Economic Outlook and World Development 

Indicators 
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However, none of these countries was in the top 15 percent of the African tax-to-GDP ratio. 

During the period 2011-2015, the countries in the top 15 percent of African tax-to-GDP ratios 

(excluding natural resource taxes), were Lesotho (38.4%), Morocco (21.9%), Namibia (28.6%), 

Seychelles (25.9%), South Africa (24.9%), Swaziland (27.4%) and Zimbabwe (23.3%). In addition, 

Nigeria, which has more than 75 percent of the GDP of ECOWAS, consistently remained below the 

bottom 25 percent of the African tax-to-GDP ratio when natural resource rent is excluded from 

tax revenue. These figures suggest that tax revenue is low in the ECOWAS countries, with median 

and average tax-to-GDP ratio being 14.9 percent and 14.1 percent, respectively, during the period 

2011-2015.  

Sierra Leone has been among the bottom 25 percent of the African tax-to-GDP ratios during the 

period 1996 to 2015 (as seen in Table 2.1). The tax-to-GDP ratio dropped from 11.3 percent in 

2000, to 7.9 percent in 2007 and 9.2 percent in 2015, suggesting that tax performance is low, in 

spite of the need to counter the huge infrastructure gap necessary for structural transformation. 

In light of these observations from Sierra Leone and the other ECOWAS countries, it is pertinent to 

pose the following questions in Sierra Leone and the other ECOWAS countries: What are the 

determinants of tax revenue and what is the degree of efficiency in tax revenue mobilisation? The 

objective of this study is to answer these questions by estimating the tax efficiencies of the 

various ECOWAS member states, paying attention to Sierra Leone relative to the other ECOWAS 

countries.  

In spite of the recent interest in tax efficiency estimation, we are not aware of a study that focuses 

specifically on all or only the ECOWAS countries, even though tax mobilisation is still challenging in 

the region. Moreover, we focus on estimation of tax revenue frontier and efficiency by using only 

non-natural resource taxes since the natural resource component is volatile. We also include 

natural resource tax as an explanatory variable to capture the responsiveness of non-natural 

resource taxes to natural resource taxes. The possibility of the existence of tax revenue inertia, 

which is the tendency for tax revenue to persistently increase, is also tested. The study focuses on 

only the ECOWAS countries given the tax mobilisation challenges in the region. 

Unlike the average regression econometric model, the stochastic frontier method captures 

efficiency such that no country can be above its potential in tax mobilisation. In the case of the 

traditional average econometric model, the error term, be it positive or negative, captures the 
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inefficiency. A negative inefficiency implies that tax performance is above the potential of the 

country. It is on this basis that the stochastic frontier method has gained popularity in application 

to tax efficiency estimation recently. There are a number of studies on tax efficiency estimation, in 

this context, which include Bothole (2010) for a sample of 46 countries in sub-Sahara Africa with 

data from 1990 to 2007; Fenochietto and Pessino (2013) for 99 developing and developed 

countries over the period 1991-1996 and Langford and Ohlenburg (2016) for 85 countries that are 

not rich in natural resources. 

The rest of the report is organized as follows. In section 2, the tax system of the ECOWAS is 

discussed; section 3 delves into the literature review; section 4 presents the methodology; section 

5 discusses empirical results; and section 6 concludes and gives policy implications. 

 

2. The Tax System of the Economic Community of West African 
States  

2.1. Tax Performance of ECOWAS Countries 

Table 2.2 shows the ECOWAS tax-to-GDP ratios. The median tax-to-GDP ratio (excluding natural 

resources tax) for the African countries was 10.8 percent during the period 1996 to 2000, 

increasing to 11.8 percent during the period 2001-2005, 13.1 percent during the period 2006-2010 

and 14.4 percent during the period 2011-2015. The average tax-to-GDP ratio for the African 

countries, which was 14.8 percent during the period 1996-2000, was also 14.8 percent during the 

period 2001-2005, which increased to 15.6 percent during the period 2006-2010 and 16.7 percent 

during the period 2011-2015. This suggests that tax-to-GDP ratio for Africa in general was on a 

rising trend during the period 1996 to 2015.  

The rising trend observed for Africa was also observed in the countries of ECOWAS. In ECOWAS, 

the average tax-to-GDP ratio increased from 10.4 percent during the period 1996-2000 and it 

increased during each five year after 2000, standing at 14.1 percent during the period 2011-2015. 

The median tax-to-GDP ratio for ECOWAS also followed a rising trend, with a value of 11.1 percent 

during 1996-2000, 11.5, 13.5 and 14.9 percent respectively during the periods 2001-2005, 2006-

2010 and 2011-2015. These figures imply that in spite of the rising trend in tax performance in the 

ECOWAS countries, tax-to-GDP ratio remains low in the region relative to SSA. 
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Table 2.2: ECOWAS tax-to-GDP Ratio 

Country 1996-2000 2001-2005 2006-2010 2011-2015 

ECOWAS Countries         

Benin 14 14.4 16.4 14.9 

Burkina Faso 10.8 11.1 12.2 15.3 

Cabo Verde 15.8 19 20 18.2 

Côte d'Ivoire 13.1 11.9 13.5 14.3 

Gambia 8.7 10.6 14.5 14.8 

Ghana 13.7 19.3 11.9 14.4 

Guinea 10.2 11.5 14.6 16.3 

Guinea Bissau   4.9 6.1 9.2 

Liberia 11.4 11 18.4 19.3 

Mali 12.6 12.5 12.1 13.7 

Nigeria 7.3 7 4.1 1.4 

Niger 7.2 9.1 11.5 19.8 

Senegal 14.2 16.5 17.5 18.2 

Sierra Leone 7.7 8.6 8.1 8.9 

Togo 10.7 13.7 15.3 18.7 

ECOWAS Average 10.4 11.3 12.2 14.1 

ECOWAS Median 11.1 11.5 13.5 14.9 

ECOWAS 3rd Quartile 13.6 14.1 15.8 18.2 

ECOWAS 1st Quartile 9.1 9.9 11.7 14 

Source: Calculated from World Bank’s African Economic Outlook and World Development 
Indicators 

During the period 1996-2000, only one ECOWAS country (Cape Verde)was among the top 25 

percent of the tax-to-GDP ratio of African countries. During the period 2001-2005, Ghana and 

Senegal joined Cape Verde from ECOWAS in the group that is in the top 25 percent of African tax 

performance. While Cape Verde and Senegal remained in the top 25 percent of African tax-to-GDP 

ratio during the period 2006-2010, Ghana was no longer among the group and Liberia joined Cape 

Verde and Senegal in the top 25 percent of African tax-to-GDP ratio. During the period 2001-2015, 

Niger and Togo added to the group while both Cape Verde and Senegal were out and Liberia 

remained in the top 25 percent of African tax-ratio. This also implies that there has been 

improvement in the performance of some countries but the good performance of some countries 

were not sustained for up to a decade, with the exception of Cape Verde and Senegal. 
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None of these countries was in the top 15 percent of the African tax-to-GDP ratio. Table 2.3 shows 

the countries in the top 15 percent of the African tax-to-GDP ratio.  During the period 2011-2015, 

the countries in the top 15 percent of African tax-to-GDP ratios (excluding natural resource taxes), 

were Lesotho (38.4%), Morocco (21.9 %), Namibia (28.6%), Seychelles (25.9%), South Africa 

(24.9%), Swaziland (27.4%) and Zimbabwe (23.3%).  In spite of the fact that Nigeria is the largest 

economy in Africa and has more than 75 percent of the GDP of ECOWAS it is not among the 

countries in the top 15 percent of African tax-to-GDP ratio. 

Table 2.3:  African Countries in the top 15 percent of tax-to-GDP ratio 

Top 15 % of  African Countries 1996-2000 2001-2005 2006-2010 2011-2015 

Lesotho 36.2 37.1 48.7 38.4 

Morocco 20.5 19.1 22 21.9 

Namibia 26.1 24.4 28.1 28.6 

Seychelles 24.9 26.3 32.2 25.9 

South Africa 22.1 22.4 25 24.9 

Swaziland 27.8 27.2 32.2 27.4 

Zimbabwe 24.3 22.1   23.3 

Cape Verde     20   

Source: Calculated from World Bank’s African Economic Outlook and World Development 
Indicators 

2.2. The Tax Structure of ECOWAS Countries 

The tax systems in ECOWAS countries have some common characteristics. However, there are 

areas where the countries have differences. In addition, due to coordination activities among the 

eight countries of the West African Economic and Monetary region (WAEMU), some of their tax 

policies are the same when compared with the other countries which are not in the union of these 

eight countries23.  

Both direct tax (on personal income and corporate bodies) and the value added tax (VAT), which is 

the main component of domestic indirect tax, are less than international trade tax in the ECOWAS 

region as a group, indicating that the region is vulnerable to volatility in international trade. This 

                                                      
23

The WAEMU countries are Benin, Burkina Faso, Cote d’Ivoire, Guinea Bissau, Mali, Niger, Senegal and Togo). Hence, Cape Verde,  

Ghana, Guinea, Liberia, Nigeria and Sierra Leone are not part of the WAEMU while they form the ECOWAS together with the 
WAEMU countries. The WAEMU countries have a monetary union which has been in existence over forty years. 
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tax structure, with income tax and value added tax being lower than international trade tax, is 

similar to that of most developing countries, and the reverse can be found in most developed 

countries. The low level of income, the important role of agriculture, as well as corporate tax 

exemptions in developing economies are all culprits for the tax abysmal structure. The high 

degree of informal business activities and reliance on natural resource taxes, especially Nigeria, 

which constitutes over 75 percent of ECOWAS GDP, are key explanations in the weak performance 

of the value added tax.  

Table 2.4 gives details of tax component shares in the ECOWAS region. In the early 2000s to 2010, 

trade tax was the highest performing tax in terms of its share in total tax. This was the case during 

the period 2000-2005 and 2006-2010. However, during the period 2011-2015, both indirect 

domestic tax and direct tax were higher than trade tax. This was driven by the decline in the share 

of trade tax in total tax over time, which reflected the decline in trade tax shares in some 

countries. These countries were Burkina Faso, Cote d’Ivoire, Gambia, Ghana, Guinea, Guinea 

Bissau, Mali, Niger, Nigeria and Sierra Leone. However, Ghana, Guinea, Nigeria and Senegal were 

the only countries that had average international trade tax shares consistently low during the 

periods 2000-2005, 2006-2010 and 2011- 2015. These were lower than the ECOWAS average and 

median. 
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Table 2.4: The tax composition of ECOWAS countries (% of total tax) 

Period 2001-2005 2006-2010 2011-2015 

Tax 
type 

Trade Domestic 
Indirect 

Direct Resource Trade Domestic 
Indirect 

Direct Resource Trade Domestic 
Indirect 

Direct Natural 
Resource 

Benin 52.1 22.5 25.4 0 54 23.3 22.7 0 51.4 27.2 21.4 0 

Burkina 
Faso 

32.9 40 25.7 1.4 18.5 57 23.3 1.2 16.5 53.8 28.8 0.9 

Cabo 
Verde 

44.4 16.7 33.8 5.1 20.5 44.6 29.9 4.9 21 46 30.3 2.7 

Côte 
d'Ivoire 

30.2 22.2 26.1 21.5 33.2 21.6 30.2 15.1 31.4 23.4 32.7 12.5 

Gambia 57 13 29.7 0.3 31.4 36.8 30.5 1.3 21.5 43.8 34 0.8 

Ghana 22.5 43.7 31.3 2.5 17.9 36.3 31.9 13.8 18.6 32.1 41.7 7.6 

Guinea 20.6 44.1 35.3 0 19 38.1 42.9 0 18.8 36.8 44.4 0 

Guinea 
Bissau 

34.3 43.7 21.5 0.6 28.7 35.3 30.4 5.6 24.7 36.3 31.7 7.3 

Liberia 33.9 21.7 25 19.4 44.5 19.4 33.3 2.8 41 16.7 40.1 2.2 

Mali 51 14.7 18.3 15.9 42.5 14.1 27.5 15.9 19.3 36.7 32.3 11.7 

Nigeria 7.7 4.6 7.8 79.9 5.4 7.6 8.8 78.3 4.2 6.5 7.8 81.5 

Niger 52.6 17.7 23.6 6.2 38.7 19.9 34.8 6.6 31.5 16.7 46.3 5.5 

Senegal 17.3 54.7 23.7 4.4 16.5 52.3 25.1 6.1 15.5 51.2 27.2 6.1 

Sierra 
Leone 

49.1 20.7 27.5 2.7 39.8 25.3 29.9 4.9 17.9 28.5 37.4 16.1 

Togo 46.6 22.7 29.1 1.6 54.1 20.5 23.4 2.1 54.8 23 20 2.2 

ECOWAS 
Average 

36.8 26.8 25.6 10.8 31 30.1 28.3 10.6 25.9 31.9 31.7 10.5 

ECOWAS 
Median 

34.3 22.2 25.7 2.7 31.4 25.3 29.9 4.9 21 32.1 32.3 5.5 

Source: Calculated from World Bank’s African Economic Outlook and World Development 
Indicators 

Burkina Faso and Cape Verde also have a history of consistently low trade tax shares for the 

periods 2006-2010 and 2011- 2015, whereas their trade tax shares were higher than the other 

taxes during the period 2000-2005 at values of 32.9 and 44.4 percent, respectively. Both countries 

had a trade tax revenue share being between 16 and 21 percent during the periods 2006-2010 

and 2011- 2015, which were below the other tax shares. However, trade tax shares remained 

significant in Benin, Cote d’Ivoire, Liberia, Niger and Togo where it stood at 51.4, 31.4, 41.0, 31.5 

and 54.8 percent respectively during the period 2011 to 2015.  
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In most of the countries where trade tax shares were low relative to indirect and direct tax shares 

during the period 2011- 2015, natural resource taxes remained important, making them 

vulnerable to price shocks on the international market. This is the case of Nigeria, which has over 

75 percent of the GDP of ECOWAS, Sierra Leone and Mali.  

Nigeria had the lowest trade tax revenue shares during the periods 2000-2005, 2006-2010 and 

2011-2015, with shares of 7.7, 5.4 and 4.2 percent, respectively. However, between 78 and 82 

percent of its taxes were from natural resources taxes (oil tax revenue) during the periods 2000-

2005, 2006-2010 and 2011- 2015. 

2.3. Domestic Indirect Taxes and Direct Taxes in ECOWAS Countries  

The value added tax (VAT), which is an indirect tax, is a consumption tax and is the main 

component of domestic taxes in most developing countries. The VAT is a neutral tax in the sense 

that it is non-distortionary and does not affect the resource allocation process, unlike the trade 

tax. Thus, countries with a higher composition of indirect taxes, especially when these mostly 

comprise the VAT, tend to operate their tax systems in a less distortionary way. 

The WAEMU and non-WAEMU countries in ECOWAS have different treatments for VAT. Though 

there is an ECOWAS protocol for all countries to have a VAT, there is not yet a protocol on a 

common VAT rate. The rate on the VAT is not the same across the ECOWAS countries, despite the 

existence of a common 18 percent VAT rate in the WAEMU countries. Following fiscal challenges 

in the 1980s and 1990s, which contributed partly to the decision to devalue the CFA Franc in 1994, 

WAEMU members signed the Dakar treaty for tax policy coordination in 1994. The common 

policies on value added tax and excises tax and the directives on capital income taxes were 

introduced in 1998 and 1999, respectively, the directives, while the common external tariff which 

brought the WAUMU into a customs union was introduced in 2000. The single VAT rate of 18 

percent originated from the WAEMU directive on VAT in 1998, even though VAT had existed in 

those countries beforehand.  

In the non-WAEMU ECOWAS countries, Ghana, for example, has a rate of 15 percent, plus a 

health insurance levy of 2.5 percent (making it a total of 17.5 percent) on most goods and 

services. There is a reduced VAT rate levied on a flat-rate basis on small enterprises. In Liberia, the 

goods and services tax (GST) which is a quasi-VAT counterpart is at 10 percent for hotels and 

travel services and 7 percent for the other goods and services that fall in this tax category. Gambia 
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replaced the sales tax with VAT of 15 percent on January 1, 2015. In Guinea, the VAT rate was 

raised to 20 percent from 18 percent in January 2016. In Nigeria, the VAT rate, at 5 percent, is the 

lowest in the ECOWAS region. In Sierra Leone, the Goods and Services Tax (GST), which came into 

being in 2010 by replacing four existing taxes, including the cascading sales tax, is levied at 15 

percent.  

Table 2.4 shows that, amongst ECOWAS countries during the period 2011-2015, it was Burkina 

Faso, Gambia, Ghana, Guinea, Guinea Bissau, Mali, Senegal, Nigeria and Sierra Leone that had the 

share of indirect tax higher than trade tax. However, Nigeria, Sierra Leone and Mali had high 

components of natural resources taxes. This was the case in Ghana but to a more moderate 

extent. Nigeria, Sierra Leone, Mali and Ghana had 81.5, 16.1, 11.7 and 7.6 percent, respectively, of 

their tax revenue shares from natural resources taxes during the period 2011 to 2015. 

In the developed countries, direct tax plays a crucial role in tax shares given the high level of 

formality of businesses. This is often not the case in the developing countries. In the ECOWAS 

countries, the tax composition shares according to Table 2.4 shows that during the period 2011-

2015, it was only in Ghana, Guinea, Nigeria, Niger, and Sierra Leone where direct tax had the 

highest share of total tax revenue and, among these countries, only Nigeria, Sierra Leone and (to a 

lesser extent) Ghana had significant shares of natural resource taxes,. In both Nigeria and Sierra 

Leone, these shares were greater than the ECOWAS average and median of 10.5 and 5.5 percent, 

respectively, during the period 2011-2015. In Ghana, it was more than the ECOWAS median but 

below the average, with a share of 7.6 percent. This points to the fact that, for the nine WAEMU 

countries, only in Niger were direct taxes the leading tax during the period 2011-2015. It is 

therefore not surprising that Niger had among the top 25 percent of African tax-to-GDP ratios 

during this period (see Table 2.1). For the non-WAEMU countries falling in this category, they all 

have strong elements of natural resource tax, with the exception of Guinea and to a lesser extent 

Ghana. This suggests that these tax systems are all vulnerable to price fluctuations of natural 

resources on the international market. 
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3. Review of the Literature  

There is a plethora of empirical studies on tax efficiency, which is used interchangeably with the 

term tax effort. These studies can be broadly divided into three groups in terms of the 

methodology used: Ordinary Least Squares (OLS), panel data regression and the stochastic 

frontier estimation methods. In each of these cases, tax efficiency or effort is estimated as the 

ratio of actual to predicted values from the model estimated.  

Early studies include Lotz and Morss (1967), Bahl (1971) and Chelliah et al (1975), which used the 

OLS method. Lotz and Morss (1967) used developing and developed countries in their study while 

the focus of Bahl (1971) and Chelliah et al (1975) was on developing countries. 

Studies that used the panel data estimation techniques include the works of Stotcky and Wolde 

Mariam (1997), who applied the fixed effect estimator to 43 sub-Sahara African countries with 

data from 1990 to 1995; Martinez-Vazquez (2001) who applied fixed effect estimators to 32 

developing countries with data from 1990 to 1996; and Brunet et al (2014) who used the random 

effect estimator for 85 developing countries with data from 1980 to 2003. One of the issues with 

the OLS and panel data regression methods is that they allow for tax efficiency values to surpass 

100 percent, implying there are countries which can be more than 100 percent efficient. 

The third generation of studies is the category that decomposes the error term into the 

conventional disturbance term and a country specific one-sided error capturing inefficiency. The 

Maximum Likelihood (ML) approach is used to obtain the coefficients of the tax frontier function 

and tax efficiency is consequently obtained as the ratio of actual tax to the potential tax 

(maximum tax), capping tax efficiency at 100 percent. These studies include the works of Langford 

and Ohlenburg (2016) for 85 non-resource rich countries; Ndiaye and Korsu (2015) for 15 

countries from West Africa, four countries from Southern Africa and one country from East Africa; 

Fenochietto and Pessino (2010) for 99 developing and developed countries over the period 1991-

1996; Barros (2005) for tax offices in Portugal; and Alfirma (2003) for local governments in 

Indonesia and Jha et al. (1999) for 15 Indian states. 

Aside from the varying methods used, the empirical literature also differs in the explanatory 

variables used in the tax revenue regression. The conventional explanatory variables have 

included GNP or GDP per capita, trade openness, a measure of financial development, urban 
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population relative to total population, a measure of sectoral composition (such as the  share of 

agriculture, mining, services and manufacturing in GDP), the inflation rate and a measure of 

education. However, no study to date has included all of these variables. Interestingly, some 

studies have also included measures of the quality of institutions and some other macroeconomic 

variables among the conventional variables used. For example, Bothole (2010) used corruption 

and voice and accountability among the regressors of a sample of 46 countries in sub-Sahara with 

data from 1990 to 2007; Fenochietto and Pessino (2010) included a measure of income inequality 

and public expenditure on education among the traditional variables; Langford and Ohlenburg 

(2016) included MIT’s economic complexity index and ethnic tension as well as private sector 

credit to the model variables.  

Despite the key importance of the tax base in explaining tax revenue, this variable has never been 

directly included as an explanatory variable in previous studies, which often include GPD per 

capita, a better proxy for economic development rather than for the tax base . Moreover, the 

impact of GDP per capita on revenue is largely inconclusive, as studies have found both positive 

and negative, and at times insignificant, results. 

This study departs from previous studies in several ways. First, in this study we use absolute real 

GDP instead of GDP per capita. The rationale behind this is that, while GDP per capita only varies 

across countries but not much within countries over time, both real GDP and tax revenue display 

much variation both within and across countries. Second, we estimate the non-natural resource 

tax revenue frontier instead of the total tax revenue frontier and obtain tax efficiency for ECOWAS 

countries by including non-natural resource tax as an explanatory variable in order to capture the 

elasticity of responsiveness of non-natural resource taxes to natural resource taxes. Finally, we 

test for the existence of tax revenue inertia, which is the tendency for tax revenue to increase in 

the next period, once it has increased in the previous period. 
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4. Methodology 

4.1. The Tax Frontier 

Aigner, Lovell and Schmidt (1977) were the first to develop the stochastic frontier function, which 

was meant for estimating technical efficiency in production. Recently, it has been used to 

estimate tax potential, which is unobservable, from which tax efficiency is obtained. The efficiency 

in the mobilisation of tax revenue is then obtained using the technical efficiency framework in the 

production function by Aigner, Lovell and Schmidt (1977) and Kumbhakarand Lovell (2000). In its 

original form, the stochastic frontier production function from Aigner, Lovell and Schmidt (1977) is 

a model in which the dependent variable is a function of the independent variables as well as two 

random variables, V and U, orthogonal to one another, which represent the traditional 

disturbance term and the inefficiency term, respectively. While the error term U is restricted to 

non-negative values, V is the usual stochastic disturbance term found in an econometric model, 

which can take both positive and negative values. According to Fenochietto and Pessino (2010), 

the concept of inefficiency in production can be applied to tax mobilisation, with the tax-to-GDP 

ratio used instead of output and its explanatory variables used instead of production inputs. 

According to the stochastic frontier literature, as per Kumbhaker and Lovell (2000), the technical 

efficiency level of an individual i at time t is the ratio of the actual output to potential or maximum 

output and technical inefficiency in production is one minus the measured efficiency.  

In this paper, the stochastic tax frontier model is estimated following the specification of 

Fenochietto and Pessino (2010) and some theoretical considerations made by IMF (2011). It is 

estimated  for the ECOWAS countries in double log form, with the tax-to-GDP ratio modelled as a 

linear function of the following variables and their one-period lags: TAXR, RGDP, AGDP, URB, 

M2GDP, INF and NRTAXR, where TAXR is tax as a percentage of GDP; RGDP is real GDP; AGDP is 

the share of agriculture in GDP; URB is urban share of total population; M2GDP is Broad Money 

(M2) as a percentage of GDP; INF is the inflation rate; and, NRTAXR is the natural resource tax as a 

percentage of GDP.  
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4.2. Choice of Variables in the Tax Frontier 

What explanatory variables to include is an important consideration for any empirical study. The 

literature reveals that there are many developmental, structural and institutional factors that 

determine tax mobilisation (IMF, 2011). This subsection gives a brief theoretical justification for 

the inclusion of the aforementioned explanatory variables:  

Income per capita: It is expected to have a positive effect on tax revenue performance since 

higher levels of income correlate with higher development indices and a stronger administrative 

and compliance capacity of the State, leading to increased tax mobilisation. In addition, more 

developed countries have higher probability of leveraging different technologies to mobilise tax. 

However, as explained above, GDP per capita does not capture the tax base, only absolute GDP 

does. Hence the GDP growth can proxy for the growth of the tax base or the extent to which the 

real sector is performing, which is expected to reflect in tax revenue growth. 

Openness to trade: This is expected to have a positive effect on tax revenue since it allows for 

taxes to be levied on both imports and exports. It is for this reason that landlocked countries, 

which trade less than their counterpart non-landlocked countries, often display lower shares of 

external trade revenue. In the context of the ECOWAS, the trade openness regressor is very 

essential due to the large proportion of tax revenue accruing from import duties. 

Agricultural Share of GDP: The agricultural sector of a developing country is hard to tax as it 

operates mostly in an informal setting. Hence, the coefficient of agricultural share of GDP in a tax 

revenue regression is expected to have a negative coefficient as increases in the share of 

agriculture in GDP stifle tax mobilisation efforts. 

Financial Deepening: When the financial sector is well developed, cash transactions are reduced 

and financial institutions act like a monitoring institution as it monitors performance of economic 

activities of corporations. In this regard, countries with robust financial institutions are expected 

to have higher tax revenue ratios than their counterparts. 

Urban-rural population structure: It is expected therefore that as the share of urban population 

grows, it becomes easier to collect taxes as urban settings usually have more robust and 

developed tax mechanisms.  
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Inflation: Inflation, as a proxy for macroeconomic instability, is expected to have a negative effect 

on tax revenue. This is because high levels of inflation usually indicate macroeconomic imbalances 

and therefore investment return uncertainty, leading to reduced investment and an eroding tax 

base. 

Natural Resources: To account for the effect of natural resource tax on the performance of tax 

revenue (excluding revenue accruing from natural resource taxes), natural resource tax as a 

(percentage of GDP) was also introduced in the model. This can reveal whether policies that 

increase natural resource taxes have positive externalities on non-natural resources taxes (with a 

strong or weak elasticity) or whether, as countries increase their natural resource taxes, their 

performance on non-tax revenue becomes lacklustre. 

4.3. Data Issues 

This paper uses annual data for the period 2000–2015. In keeping with the log transformation of 

the stochastic frontier model and the fact that x ≈ ln (1+x) for small values of x, the percentage 

inflation rate was divided by 100 and 1.0 was added to it. This transformation is especially 

important given that some countries had negative inflation rates during the estimation period 

(these include Benin, Burkina Faso, Cote d’Ivoire, Guinea Bissau, Mali, Niger, Togo and Senegal). A 

similar linear transformation was made for the natural resource tax variable.  

4.4.  Tax Efficiency Estimation Technique 

The estimation of the stochastic frontier tax function was carried out using data over the period 

2000-2015 for all the ECOWAS countries using a general-to-specific modelling approach in the 

spirit of the Aigner, Lovell and Schmidt P (1977) and a Maximum Likelihood approach as per 

Kumbhakar, S and Lovell, K (2000). A one-order lag of each variable was also included in order to 

capture delayed or dynamic effect of regressors. Insignificant variables were dropped out in the 

estimation process one after the other until the parsimonious model was obtained. However, the 

static model, where delayed effects are not considered, was also estimated for comparison of the 

static and dynamic model. 

The tax efficiencies were obtained by first estimating the stochastic frontier tax function. The 

stochastic frontier function assumes that there is maximum tax revenue that an economy can 

make, given its fundamentals. The efficiency in tax mobilisation was then estimated as the ratio of 
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the actual tax revenue ratio to the estimated frontier ratio. From this, the tax inefficiency (in 

percentage) was obtained as 100 minus the efficiency.  

5. Empirical Results 

5.1. The Estimated Tax Frontier Model 

We first estimated a static version of the frontier, where only current values of the variables are 

used. The estimations were done under various assumptions about the inefficiency term. These 

assumptions are a half-normal distribution of the inefficiency term, an exponentially distributed 

inefficiency term and a truncated normal inefficiency term. These are the three distributions for 

the inefficiency terms in the stochastic frontier literature. Table 5.1 shows the parsimonious 

stochastic frontier model of tax revenue for these three versions. The results of the parsimonious 

model show that the three models are the same in terms of both the sign and significance of 

financial deepening (positive), openness to trade (positive) and urban population (negative). 

Differences are observed in either sign or significance of the other variables: inflation, real GDP, 

agricultural GDP and non-natural resource tax revenue. As the log-likelihood for the exponential 

inefficiency model is higher than those of the other two versions, we consider this model to be 

superior to the other two models in terms of the determinants of tax revenue. Hence, natural 

resource tax negative has a negative and significant effect on tax revenue in the ECOWAS 

countries while real GDP has a positive, significant effect, as shown by the exponential inefficiency 

model results. 
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Table 5.1: The Estimated Parsimonious Static Tax Revenue Frontier Model for ECOWAS 

Variable Model  1 
(Half Normal 
Inefficiency) 

Model 2 
(Exponential 
Inefficiency) 

Model 3 
(Truncated 

Normal 
Inefficiency) 

ln(M2/GDP) 0.178 (0.000) 0.172 (0.001) 0.193 (0.000) 

ln(OPN) 0.532 (0.000) 0.552 (0.001) 0.315 (0.000) 

ln(NTAXR) - -4.302 (0.000) 1.498 (0.000) 

ln(URB) -0.183 (0.000) -0.177 (0.010) -0.248 (0.000) 

ln(AGDP)  -0.130 (0.010) 0.047 (0.000) 

ln(INF) -0.581 (0.000) - - 

ln(RGDP) 0.012 (0.000) 0.017(0.038) -0.009 (0.000) 

constant 0.918 0.965 (0.127) 2.193 (0.000) 

Other Model 
Statistics 

             Mu=-2.679 
(0.000) 

Lnσ2
V -28.282 (0.695) -4.026 (0.000) lnσ2 = 0.517 

(0.000) 

Lnσ2
U -0.972 (0.000) -2.402 (0.000) Ilgtgamma = 

36.448 (0.228) 

σV 7.22e-070 0.134 σ2 = 1.676 

σU 0.679 0.300 Gamma = 1.000 

σ2 0.453 0.108 σU
2 =  1.676 

λ 0.932 2.246 σV
2 = 0.000 

LR test for σ2
U=0 273.44 (0.000) 1.1e+02 (0.000) -9.378(0.000) 

Log Likelihood     -79.169 -39.813 -64.028 

Note: Figures in parenthesis are p-values 

The dynamic stochastic frontier tax revenue model was estimated by using one lag of each 

variable, the so-called over-parameterised model, where all the model variables of equation (4.4) 

were included. Insignificant variables were then deleted one by one to obtain the parsimonious 

model. Only one-order lags were used to save degrees of freedom.  

Table 5.2 shows the parsimonious dynamic models. The model result shows that in all the three 

versions of the model, tax revenue has inertia, as the lagged dependent variables are significant in 

all the models at the 1 percent level. In addition, all three variables that have the same sign and 

nature of significance in the static model have the same sign and significance in the dynamic 

model, with the exception that in the half-normal model it is the first lag and not the current form 

that is significant. In this regard, the dynamic model was considered superior to the static model, 

mainly as a result of the significance of the lagged dependent variables.  
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Table 5.2: The Estimated Parsimonious Dynamic Tax Revenue Frontier Model for ECOWAS 

Variable Model  1 
(Half Normal 
Inefficiency) 

Model 2 
(Exponential 
Inefficiency) 

Model 3 
(Truncated Normal 

Inefficiency) 

ln(TAXR)t-1 0.895 (0.000) 0.860 (0.000) 0.860(0.000) 

Ln (M2/GDP) 0.233 (0.000) 0.165 (0.000) 0.165 (0.003) 

ln( 
M2/GDP)t-1 

-0.202 (0.002) -0.121 (0.034) -0.121(0.034) 

ln(OPN) 0.137 (0.000) 0.125 (0.000) 0.125 (0.000) 

ln(NTAXR) 4.659 (0.000) 4.970 (0.000) 4.969 (0.000) 

ln(NTAXR)t-1 -4.021 (0.000) -3.797 (0.000) -3.797 (0.000) 

ln(URB) - -0.079 (0.012) -0.079 (0.012) 

ln(URB)t-1 -0.084 (0.017) -  

constant 0.102 (0.389) 0.154 (0.135) 0.154 (0.136) 

Other Model 
Statistics 

  Mu=-138.596 
(0.530) 

lnσ2
V -4.632 (0.000) -4.970 (0.000) lnσ2 = 2.614 (0.099) 

lnσ2
U -3.948 (0.000) -4.639 (0.000) Ilgtgamma = 7.583 

(0.000) 

σV 0.099 0.083 σ2 = 13.653 

σU 0.139 0.038 Gamma = 0.999 

σ2 0.029 0.017 σ2
U =  13.646 

λ 1.408 1.180 σ2
V = 0.007 

LR test for 
σ2_U=0 

2.74 (0.049)        20.51 (0.000)  -0.371(0.355) 

Log 
Likelihood 

    142.511 151.372 151.348 

Note: Figures in parenthesis are p-values 

The model with the exponential inefficiency term was found to have higher log-likelihood than the 

other two models and it was therefore chosen as the dynamic parsimonious model of tax frontier.  

The results reveal that financial deepening and openness to trade have positive contemporaneous 

effects on tax revenue and are significant at the 1 percent level. In addition, while the one period 

lag effect of financial deepening has negative and significant effect on tax revenue, the sum of the 

contemporaneous and lag impact is positive (with a coefficient of 0.044), implying that its net 

dynamic impact is positive. 

Contrary to the theoretical hypothesis, urbanisation is found to have a negative effect on tax 

mobilisation and it is significant at the 5 percent level. One possible explanation for these results 

is that urbanization in the region comes with high levels of informality, making tax collection more 

difficult in the region. Another explanation could simply be that the reduction in tax revenue in 
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the rural area due to the urban migration outweighs the increase in taxes due to the population 

drift to the urban area. 

Natural resource tax revenue has a positive contemporaneous and a negative lag impact on tax 

revenue mobilisation with a positive net impact (1.18). This implies that as natural resource tax 

revenue increases, non-natural resource tax revenue increases in the same period but, a year 

later, decreases. The total positive effect suggests that the positive externalities created by 

natural resource taxes are short-lived.  

The share of agriculture in GDP, inflation and real GDP were not found to be significant in the 

model, neither in the contemporaneous nor in the lag form, and were therefore dropped in the 

modelling process, akin to Hendry’s general-to specific modelling. Urbanisation was found to be 

significant but without a lag impact. 

The variance of the inefficiency term is significant, as shown by the LR test for the significance of 

the inefficiency component of the error term, which implies that the inefficiencies in tax 

mobilisation in ECOWAS are different from the idiosyncratic errors that make tax collection to be 

low or high in a given year, providing further justification for the estimation of a stochastic frontier 

instead of an OLS or traditional panel data regression. This is, however, not the case for the 

truncated model, which rejects the null hypothesis of the existence of inefficiency. However, as 

the log-likelihood for the exponential inefficiency model is higher than in the other two versions, 

the exponential inefficiency version is considered the preferred dynamic model. Thus, inefficiency 

in tax mobilisation was estimated using the parsimonious version of the dynamic frontier model 

with exponentially distributed inefficiency. 
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The Estimated Tax Efficiency 

Following the estimation of the stochastic frontier tax function, the tax efficiency estimates were 

obtained as the ratio of the actual tax-to-GDP ratio to the estimated stochastic frontier tax-to-GDP 

ratio. Table 5.3 shows the tax efficiencies (in percentage of tax potential) for the ECOWAS 

countries.  

Table 5.3:  Estimated Tax Efficiency in ECOWAS Countries 

  2001-2015 2001-2005 2006-2010 2011-2015 

Benin 93.7 95.2 94.2 91.7 

Burkina Faso 92.3 91.8 92.6 92.5 

Cabo Verde 92.2 93.5 91.2 92 

Cote d'Ivoire 92.5 93.9 94.2 89.4 

Gambia 93 93.4 92.6 93.1 

Ghana 90 93.5 83.9 92.7 

Guinea 93.6 94 93.6 93.2 

Guinea-Bissau 90.5 88.8 89 93.7 

Liberia 89.6 89.9 89.2 89.8 

Mali 91.8 92.4 88.7 94.2 

Niger 91.8 91.6 91.1 92.5 

Nigeria 67.7 70.4 66.3 66.3 

Senegal 92.4 93.9 92 91.4 

Sierra Leone 90.5 91.2 92.4 88.0 

Togo 90.9 90.7 90 92 

ECOWAS Average 90.2 91 89.4 90.2 

Source: Authors’ calculations 

The estimated tax efficiencies show that in the last five years of the estimation period (2011-

2015), the tax efficiencies of ECOWAS countries ranged from 66.3 percent in Nigeria to 94.2 

percent in Mali, with an ECOWAS average and median of 90.2 percent. This suggests that ECOWAS 

countries have potential to improve tax revenue mobilisation. In addition, for the period 2001 to 

2015, it ranged from 67.7 percent in Nigeria to 93.7 percent in Benin, while in the early year of 

estimation 2005-2009, it ranged from 70 percent in Nigeria to 95.2 percent in Benin.  

The tax efficiency of Sierra Leone was 91.2 percent during the period 2001-2005, which increased 

to 92.4 percent during the period 2006-2010 but declined to 88 percent during the period 2011-

2015. It was 90.5 percent over the period 2001 to 2015 and a little above the ECOWAS average, 

although it fell below the average during the period 2011 to 2015.  
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It is observed that, apart from Nigeria, all countries in the sample are at 90 percent of their tax 

potential or beyond. This suggests that, although these countries have low tax-to-GDP ratios, they 

collect at least 90 percent of their potential non-natural resource tax revenue, given their 

economic fundamentals.  

As shown by Figure 5.1 which displays tax efficiency of Sierra Leone and ECOWAS during the 

period 2001 to 2015, tax efficiency did not follow any general or long-term pattern during the 

period 2001 to 2015, fluctuating between the values of 87.6 percent (in 2008) and 93.0 percent (in 

2005). In addition, it shows that during the period 2001 to 2006, Sierra Leone’s tax efficiency was 

above the ECOWAS average, with the exception of 2001 and 2005. During the period 2007 to 

2010, Sierra Leone’s tax efficiency was above the ECOWAS average in 2008 and 2010 and the two 

were equal in 2009. However, from 2011 to 2015, ECOWAS tax efficiency remained above that of 

Sierra Leone with the exception of 2014, when the two were equal. The tax efficiency figure of 

90.4 percent in 2014 in comparison with 87.6 percent in 2013 suggests that, in spite of the Ebola 

crisis of 2014 and slow growth, Sierra Leone was closer to her potential tax revenue than the year 

2013, which was the year of very high growth (driven by boost in iron ore production). This is not 

surprising as the tax efficiency excludes non-natural resource taxes.  

Figure 5.1: Tax Efficiency Sierra Leone and the ECOWAS during the period 20001 to 2015 

 

Source: Authors’ calculations 
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6. Conclusion and Policy Implications 

6.1. Conclusion 

Domestic revenue mobilisation, of which tax revenue is an important element, remains critical to 

the financing of infrastructure for development and the growing government expenditures of all 

states. Amongst ECOWAS countries, tax revenue mobilisation remains a challenge, as evidenced 

by historical data on tax-to-GDP ratio, in spite of the dire need for infrastructural development 

and poverty reduction in these countries. This study sought to estimate tax efficiencies in 

ECOWAS member countries. The focus was on non-natural resource taxes, as it does not depend 

on fluctuating commodity prices and can therefore be relied upon for long-term planning, given 

its predictability and sustainability when its mobilisation is well designed. 

A stochastic frontier tax function was estimated with non-natural resource tax as the dependent 

variable. The estimation was done in the spirit of Aigner, Lovell and Schmidt’s (1977) Maximum 

Likelihood approach with the use of data from 2001 to 2015. The tax efficiencies were then 

obtained as the ratio of actual tax-to-GDP ratio to the estimated potential or maximum tax-to-

GDP revenue.  

The results show that financial deepening, openness to trade, and urbanization are the variables 

that determine tax revenue in the ECOWAS countries. While openness and financial deepening 

have positive aggregate effects on tax revenue, urbanization has a negative effect. The latter 

suggests that the costs associated with urbanisation and the associated expenditures for the 

expansion of public services provision, as well as the growth in informal activities, may outweigh 

the potential benefits accruing from easier tax collection in urban space. In addition, agricultural 

share of GDP, inflation and real GDP growth are insignificant in tax mobilisation when we account 

for the impact of lagged dependent variable and other lags. The result further shows that there is 

tax mobilisation inertia in ECOWAS, as lagged the tax-to-GDP ratio is significant with a coefficient 

of at least 0.80.  

Natural resource tax revenue is found to have a positive effect on non-natural resource tax 

revenue, but only for a year, suggesting that resources from natural resource taxes do not go 

much into building non-natural resource tax revenue in ECOWAS on a long-term basis. 
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The results of the tax efficiency estimates show that actual tax-to-GDP ratios of the ECOWAS 

countries were at least 90 percent of their full potential in all the countries including Sierra Leone, 

with the exception of Nigeria, during the period 2001 to 2015. Hence, given its structure, Sierra 

Leone’s non-natural resource tax revenue, as in the case of other ECOWAS countries (except 

Nigeria), is close to its potential. This suggests that, given its tax fundamentals and despite its low 

tax-to-GDP ratio, the country is doing well on tax efficiency relative to potential. This further 

suggests that improvement on fundamentals such as openness, financial deepening and 

urbanization, when accompanied by formal business activities, matters in tax mobilisation Sierra 

Leone and the other ECOWAS countries. 

6.2. Policy Implications for ECOWAS countries, including Sierra Leone 

Even though tax efficiency estimates show that tax efficiencies in the ECOWAS countries are 

generally above 90 percent, it is important for the Authorities to focus on policies that can shift 

the tax frontier, in which case, with the same efficiency, actual tax-to-GDP ratio would increase. 

This process requires further automation of the technology-driven tax collection process, since 

technology is the core factor that shifts a tax frontier. 

Further efforts to deepen the financial sector in an effort to increase monetization and financial 

inclusion are imperative, given the positive effects of financial deepening on the tax-to-GDP ratio. 

Strengthening external trade by including policies that can constrain non-tariff barriers may also 

be useful, as trade openness is found to have a positive effect on the tax-to-GDP ratio. 

As natural resource taxes do not have a sustainable impact on non-natural resource taxes, it is 

useful for countries to lower their share of natural resource taxes in total taxes by building more 

mechanisms to improve on collection of non-natural resource taxes.  

Finally, further decentralisation efforts to reduce urbanisation are imperative, given the negative 

effect of urbanization on tax revenue in the region.  The negative effect of the agricultural share of 

GDP on tax mobilisation implies the need for investment towards agricultural transformation and 

structural change towards industrialisation, in an effort to boost tax performance. 
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