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CONFIDENTIAL 

November 18, 1986 

To: Members of the Executive Board 

From: The Secretary 

Subject: Sierra Leone - Structural Adjustment Arrangement 

Attached for the records of the Executive Directors is the 
text of the structural adjustment arrangement for Sierra Leone agreed at 
Executive Board Meeting 861182, November 14, 1986. 

Att: (1) 



Sierra Leone - Structural Adjustment Facility: 
Three-Year and First Annual Arrangement 

Attached hereto is a letter with an annexed policy framework paper 
and a letter with an annexed memorandum of economic policies dated 
October 15, 1986 from the Minister of Finance and the Acting Minister of 
National Development and Economic Planning of Sierra Leone requesting 
from the Fund a three-year structural adjustment arrangement and the 
first annual arrangement thereunder, and setting forth 

1. the objectives and policies of the program to be supported by the 
three-year arrangement, and 

2. the objectives and policies of the program to be supported by the 
first annual arrangement. 

To support these objectives and policies, the International 
Monetary Fund grants the requested arrangements in accordance with the 
following provisions and subject to the regulations for the administra- 
tion of the structural adjustment facility: 

a. For a period of three years from November 14, 1986, Sierra 
Leone will have the right to obtain three successive loans from the Fund 
under the structural adjustment facility in a total amount equivalent to . 
SDR 27.213 million. 

b. The first loan, in an amount equivalent to SDR 11.58 million, 
is available for disbursement at the request of Sierra Leone. 

c. The second and third loans will be available upon approval by 
the Fund of the corresponding annual arrangements and will be disbursed 
at the request of Sierra Leone. The amount of the second loan will be 
equivalent to SDR 7.8165million,and the amount of the third loan will be 
equivalent to SDR 7.8165 million. 

d. Before approving the second annual arrangement, the Fund will 
appraise the progress of Sierra Leone in implementing the policies and 
reaching the objectives of the program supported by the first annual 
arrangement, taking into account primarily the following: 

(i) the indicators relating to total domestlc bank credit, net 
claims on Government by the banking system, cash reduction 
in external arrears, and the contracting or guaranteeing 
of new medium- and short-term public debt by the Govern- 
ment or the Bank of Sierra Leone described In Table 12 of 
EBS/86/243, 

(ii) the indicators described in Table 12 of EBS/86/243, 
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(iii) Imposition or intensification of 'restrictions on 
- ..,.t"..* '~a$&ntk?-[and-transfers-lfor"current- iiternational 

transactions, 
. f ', J- j .I :"," : , . , . c > ' : 

oC,2i- (i!~)'~k'ritroduc't'ion or 2md'difi,c$tion of multiple currency.,, I' 
I ,:v.'i';'I'F O( ' 'Ap~&cti'ces,' 

I -7 , 
-, .I .-I,,: I Jlli8 ?-. *~ ,3“ j .‘ i. 

I(' 1 :.;r r (+y" "d'dnd&s'i'o'n of bilateral payments agr,eieme,nts w'hich are 
i'n&%i'st‘erit with Artkie VI'I'I, " 

.i * yo L.?fvi'+.:c' imp^osikidn or'intensification'~of import restrictions for 
balance of payments reasons. '*-"" 

.‘L, /’ e. 'I" fn‘%'&or'8atice with paragrafih 5 of the attached, letter tr,ans, 
mitting the memorandum of economic polici&; Sierra'Leone will 
provide the Fund with such informatio,n as,-the Fund requests in 

"! c&&?&&n tii'th'the '$rogress of Sierra,Leo+ne in implementing 
! lit" “tli%e"$oi"i.c?ies and 'r;eachi&‘t!he objecttves supported by the 
:c . (1 'u,“.fiygt 7&&&l afr;al;ge'm&. : ' 

f. 
. 23, I 

In accordance with paragraph 6 of the a$t,qched letter 

! I-. .(j 
t%nrsmit'ti~g"the memorandum of economic, policies; 

' ' kill consult wi&'*the knaging Di,rec't$r on'the 'adoption of .any i;r..d'I '$1 J-v "9 
Sderra,LeYone 

' ; :I" I '""&ak#r&/ t@at‘ma'y be apGro$riate at 'the initiative of the 
Government or whenever the Managing Director requests such *' 

i'frn t 
consult,ation. These consultations may i,nclude correspondence 

, : an'd' v%it's'of'bfficials of the Fund to Si&a Leone or of 
r‘e~?&ent%tXves ok Sierra'Leone to 'the"Fund. 
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Freetown, Sierra Leone 

October 15. 1986 

Mr. J. de Larosiere 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Dear Mr. de Larosiere: 

On behalf of the Government of Sierra Leone, we are pleased to 
transmit herewith a policy framework paper, prepared in collaboration 
with the staff of the Fund and the World Bank, setting forth the 
Government's basic economic objectives for the next three years and the 
macroeconomic and structural adjustment policies designed to achieve 
them. These policies are an integral part, and hence fully consistent 
with, our financial program for 1986187 in support of which we have 
requested a one-year stand-by arrangement from the Fund, and with our 
adjustment program under our prospective Structural Adjustment Loan from 
the World Bank. 

We are forwarding today the same letter and attached paper to the 
President of the World Bank. 

Sincerely yours, 

Is/ ’ 
Dr. Shamsu Mustapha 

Acting Minister of National 
Development and Economic Planning 

IS/ 

Dr. Sheka Kanu 
Minister of Finance 
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ANNEX 

SIERRA LEONE 

Economic and Financial Policy Framework 
1986/87-1988189 

October 15, 1986 

I. Background 

1. Sierra Leone's population of 3.7 million is growing at about 
2.7 percent per year. Its per capita income is about $300 and two 
thirds of the population live below the absolute poverty line. 11 . 
Agriculture, although it employs 65 percent of the labor force, con- 
tributes only 35 percent of the GNP, largely because of the dominance of 
subsistence farming. Domestic production meets only about 70 percent of 
the domestic demand for rice, the main staple. Cocoa, coffee, and palm 
kernels are the main export crops. The importance of mining, especially 
diamonds, which has been a key sector, has diminished in recent years. 
The manufacturing sector is small and largely for import substitution. 
The economic and social infrastructure is inadequate, and the develop- 
ment of human resources has been limited: life expectancy is only 38 
years, infant mortality is 200 per 1,000 live births, and the literacy 
rate is 15 percent, among the poorest levels in the world. Similarly, 
the primary school enrollment ratio of 41 percent is well below the 
average even for the low-income sub-Saharan countries. There is serious 
shortage of skilled manpower at the middle and lower levels of public 
administration. 

2. Despite its underdeveloped economic and social infrastructure and 
limited human resource base, Sierra Leone achieved a steady economic 
growth rate of 5 percent a year during its first decade of independence ' 
(1962-721, p rimarily because of its mineral resources (especially 
diamonds) and relatively favorable agricultural potential. During 1972- 
75, despite the oil price shock in 1973, the economy still managed to 
grow at over 3 percent a year. GDP growth slowed to under 2 percent a 
year during 1975-80, however, mainly because of the depletion of 
alluvial diamond deposits and the closure in 1975 of the only iron ore 
mine, then the country's second largest source of export earnings. 

3. The situation worsened during 1980-83: agricultural output fell 
and mineral output fell further; the terms of trade declined sharply; 
and the parallel market in foreign exchange thrived, diverting most 
trade and foreign exchange away from the official channels; at the same 

l/ This per capita income estimate in dollar terms does not reflect 
the drastic decline in the value of the leone in recent months (see 
paragraph 14). 
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time, the debt service obligations of the Government increased sharply 
because of imprudent borrowing in the late 1970s. GDP growth stagnated, 
per capita income declined and the economic crisis deepened. 

4. Sierra Leone's economic crisis of the early 1980s can be attributed 
to three causes. First was a series of external shocks that lowered the 
purchasing power of Sierra Leone's exports, among other effects. The 
unfavorable events were: the first oil price hike in 1973; the decline 
in the price of exports in the late 1970s and early 1980s; and the sec- 
ond oil price hike in 1979. Second was the gradual depletion of Sierra 
Leone's resource base for its important mineral export commodities, 
alluvial diamonds and iron ore. Third, the Government's policy 
responses to the external shocks were often inadequate and poorly con- 
ceived. For example, it did not adjust the exchange rate in a timely 
and sufficient manner, and it continued to keep agricultural producer 
prices and the prices of petroleum products low and incurred huge budget 
deficits. In 1979, when the terms of trade drastically turned against 
Sierra Leone, instead of managing demand, the Government, as a host of 
the OAU summit conference of 1980, increased its expenditure program 
sharply. Domestic inflation soared, and the spread between the official 
and parallel market exchange rate widened sharply. With the Leone 
grossly overvalued in the official market, most trade and foreign 
exchange was attracted away from that market. 

5. Since 1983, the situation has continued to deteriorate, despite 
some measures by the Government. The total government expenditures in 
nominal terms increased four fold between FY1983 and FY1986, Largely 
because of huge increases in foreign exchange-related subsidies (such as 
for oil). An overstaffed and inefficient civil service, as well as the 
budgetary cost of poorly managed state enterprises, has continued to 
aggravate the fiscal problem. At the same time, the Government con- 
tinued to rely to a Large extent on external borrowing, much of it at 
highly nonconcessionary terms, and on the accumulation of arrears in 
external payments to sustain domestic absorption. Although in the past 
three years the Sierra Leone Government has initiated a number of mea- 
sures aimed at halting the decline in the economic and financial situa- 
tion, these measures have been sporadic and limited. For example, in 
early 1985, the Government initiated a discrete and inadequate devalua- 
tion of the leone. Similarly the 1985 increases in energy and food 
prices proved inadequate, and the budget deficit widened further. The 
economic situation has generally continued to worsen. 

II. Medium-Term Structural Adjustment Program 

Objectives 

6. Against the background just described, the new Government considers 
that bold, appropriate, and sustained economic and financial policies 
are urgently necessary to redress the various imbalances, reverse the 
economic decline and restore the economy to positive growth. It intends 
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to pursue a structural adjustment effort within a broad policy 
framework, developed in close consultation with the staffs of the Fund 
and'the World Bank; the medium-term program addressed here covers the 
three years 1986/87-1988189. The Government expects that a large part 
of the growth in the medium term will come from the agricultural sector, 
which will benefit from reforms in pricing policies. Likewise, it 
anticipates that as a result of appropriate policy reforms the overall 
performance of the mining sector will improve through increased mining 
of gold, rutile, bauxite, and possibly kimberlite diamonds. Other 
measures during the program period will be designed to facilitate the 
resumption of concessional capital inflows, including debt relief. 

7. Overall, the medium-term program aims at the following objec- 
tives: (a) an average annual real growth rate of GDP of some 3 percent, 
a level that will modestly improve real per capita incomes; (b) a sub- 
stantial reduction in the rate of inflation from an estimated 90 percent 
in 1986/87 to some 10 percent in 1988/89; l/ and Cc) a reduction in the 
external current account deficit from an estimated 2.0 percent of GDP in 
1986187 to about 1.0 percent in 1988189. 

8. The medium-term adjustment program will include actions both to 
stabilize the economy and to achieve and sustain growth. The actions 
being initiated at the start of the program are: (a> exchange rate 
adjustment; (b) import liberalization; (c) correction of price distor- 
tions; (d) reduction of the budget deficit; and (e> containment of 
monetary growth. These actions will lay the foundation for economic 
recovery and growth, which will also be the goal of the structural 
adjustment program supported by the Bank. 

9. The medium-term adjustment program will: (a) stimulate further 
agricultural and industrial output by strengthening the initial reforms, 
and will be accomplished by maintaining an appropriate exchange rate, 
ensuring continued adequate agricultural producer prices, maintaining 
price liberalization and rationalizing tariff policy; (b) improve public 
sector efficiency by rationalizing and overhauling public enterprises 
and reforming the Government's budgeting system and the expenditure 
program; and (c) rehabilitate the transport and communications infra- . 
structure (roads, electricity, and so on> so as to bring it up to a . 
satisfactory standard. In sum, the objective of the Government's 
medium-term adjustment program is to put the economy back onto a path of 
growth and development and to regain a viable external payments 
position, in the context of a Liberal trade and exchange system. 

10. In sum, the Government's medium-term adjustment program will be 
growth-oriented. Agriculture will be the principal source of growth, 

l/ This reduction will be attained through the tightened fiscal and 
mozetary policies as described in paragraph 23 and 27. In addition, the 
high rate of inflation in 1986/87 reflects the substantial (six-fold) 
depreciation of the Leone. The exchange rate is now expected to 
stabilize. 
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but increased output from mining, especially of gold, rutile and 
bauxite, and from fishing will also greatly help. The medium-term 
adjustment program will also help the economy regain a viable external 
payments position. In the short run, the recorded exports will grow 
because a market-determined exchange rate policy will drastically curb 
the parallel market. In the medium term, the increased prices will 
boost most exports, especially coffee, cocoa, fish, and gold. 

11. A summary of the timeframe for the Government's adjustment program 
is provided in the attached table. As can be noted, the bulk of the 
substantive policy actions are being implemented in the first year of 
the program. Some elements of the program, however, will take a Longer 
time to complete. For example, the reform and rationalization of public 
enterprises should take several years. Extensive institution-building 
efforts--from better budgeting and investment planning to civil service 
reform in general-- are expected to extend beyond the three-year program 
period. 

12. Since implementation of the critical policy measures is front- 
Loaded, an important objective of the Government's program in the period 
ahead is to ensure regular reviews of the implementation of the reforms. 
Based on these reviews, additional measures, as necessary, will be 
designed and implemented. 

13. It is expected that the Government's program will receive support 
from the international community, including the Fund, the World Bank, 
and bilateral donors. Fund-supported adjustment programs would be 
accompanied by use of Fund resources, including the the Structural 
Adjustment Facility, to serve as catalysts in mobilizing external re- 
sources. The World Bank is considering supporting the growth-oriented 
adjustment program with SAL, and related technical assistance. The Bank 
supported structural adjustment program will include rehabilitation of 
some public enterprises. In addition, the Bank expects to continue to 
assist Sierra Leone in rehabilitating and expanding the economic and 
social infrastructure (such as roads, power supply, and education and 
health services) needed to support the adjustment effort and to 
accelerate agricultural growth. A number of bilateral aid donors have 
also expressed intentions to expand and better coordinate their 
financial support through regular bilateral aid programs and exceptional ' 
financing (such as debt rescheduling). A donors' round Table Conference 
has been tentatively planned for the first quarter of 1987. 

Actions already initiated 

14. Within the broad framework outlined above, in the first year of the 
program (1986/87), the Government is implementing a number of strong 
adjustment measures. It has introduced a flexible, market-determined 
exchange rate system, under which the exchange rate depreciated sharply 
from Le 5 = US$l in June 1986 to Le 30 = US$l by the end of September 
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1986. l/ To complement the new exchange rate system, the trade system 
is being liberalized, as the previously restrictive import licensing 
system has been replaced with a system of open general licenses. All 
trade transactions are now valued at the market-determined exchange rate 
for import duty purposes. The retail prices of basic consumer goods are 
being decontrolled. The subsidies on petroleum products have been 
removed through a full pass-through of the import costs at the market- 
determined exchange rate. The retail price of rice is being fully 
decontrolled in the context of arrangements for the private importation 
of rice. Substantial increases in the producer prices of the major 
export crops--coffee, cocoa, and palm kernels--to Levels comparable to 
those in neighboring countries have been effected. Fiscal and monetary 
policies have been considerably tightened. Interest rates have been 
decontrolled. 

Further actions 

15. The structural adjustment program includes implementation of a 
revised three-year public investment program covering the period 
1986/87-1988189. The overall investment strategy is to restore the 
economy's productive capacity through the rehabilitation of the basic 
infrastructure and the development of efficient input delivery and 
extension service systems in the agricultural sector. Accordingly, more 
than 50 percent of the investment resources are earmarked for projects 
in agriculture and supporting infrastructure. Hitherto, a major problem 
had been the dispersion of a small development budget over too many 
projects, with the result that many of these projects could not be com- 
pleted. To overcome this problem, the Ministry of Planning and National 
Development has, in consultation with the World Bank, selected a small 
number of high priority projects to be included in a core program, which 
will have priority funding under the budget. The core program will 
account for at least 80 percent of the development budgets. For 
1986187, the core program has been finalized in consultation with the . 
SAL appraisal mission. In the future, the Ministry of Planning and .l i: 
National Development will have a stronger role in planning and Y' 
coordinating the public investment program and the criteria for selec-3, 
ting core projects will be determined by a Project Review Committee, to:,, 
be formed by the Ministry by December 1986. In addition, the number of,, 
noncore projects underway will be sharply reduced. The largest share in 
the core program would be for agriculture (40 percent of expenditures),-,, 
followed by power (19 percent), and transport and communications 2. 
(18 percent). .: 

J 
16. Agriculture, which historically has been the mainstay of the econo,- 
my, will have to be the principal source of future growth in output and 
employment. To this end, the Government's agricultural policy is pre- 
dicated on competitive and realistic producer pricing for all major , 

L/ Under the exchange system, the leone no longer bears a fixed "I‘( 
relationship to any other currency but has a varying rate that reflects 
the supply and demand of foreign exchange in the economy. 
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agricultural export crops as well as for rice. In line with this 
approach, the Government has recently increased agricultural producer 
prices for commodities now solely exported by the SLPMB. The new prices 
are nearly 60 percent of the f.o.b. export prices on average at the 
recent market-determined exchange rate under the floating system. 
Sierra Leone's producer prices are now competitive with those in neigh- 
boring countries. The Government intends to increase the ratio of 
producer prices to export prices during the program period to provide 
stronger incentives to farmers. 

17. The Government's agricultural policy also involves increasing pri- 
vatization of marketing and the supply of farm inputs, and the develop- 
ment of supporting institutions and infrastructure (e.g., research, 
extension services, and roads). These efforts should boost the produc- 
tion of coffee, cocoa, and rice. The Government has already started to 
encourage private sector participation in rice importing, with a view to 
fully phasing out the role of the SLPMB in that operation by the end of 
December 1986, except that it will hold strategic stocks of 20,000 tons. 
The rice price will be market-determined and SLPMB's purchase of rice 
from the domestic market, which has been negligible in the past, will 
also be phased out. And any grant rice received (including all PL 480 
rice from the United States), as well as sales from the strategic stock, 
will be at the prevailing free market price for rice. The Bank and the 
Government have agreed on a study that will evaluate the efficiency of 
the SLPMB and recommend the best approach to marketing export crops. 
Meanwhile, the Government will consider opening up the export market to 
the private sector. 

18. In addition, the Government will, by the end of 1986, review exist- 
ing arrangements in the fishing sector with the assistance of the Bank 
and its affiliates. The purpose is to determine how better to exploit 
this important resources for national development. 

19. In the industrial (including manufacturing) sector, the Government 
plans to place greater reliance on market mechanisms to allocate re- 
sources. It will do so by ending administrative intervention and redu- 
cing the protection given to largely inefficient domestic industries 
through the fiscal and exchange rate systems. To this end, during the 
program period, the Government will continue to implement policies of 
price decontrol, abolition of exemptions from taxes, and a Liberalized 
import Licensing regime. The Government plans to review the Industrial 
Development Act of 1980 with a view to minimizing administrative inter- 
vention, while at the same time providing a stable policy environment 
that will encourage competitive pricing in industries and provide 
increased support for small-scale eneterprises. 

20. A critical issue in the mining sector is to arrest the decline in 
overall performance and in the contribution of this sector to growth and 
the generation of foreign exchange. The Government will continue to 
promote increased incentives to diamond mining and export by maintaining 
a floating exchange arrangement in the economy. The proposed Kimberlite 
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diamond mining project will be reviewed, with a view to attracting 
appropriate foreign investors. 

21. Sierra Leone's economic recovery will depend to an important extent 
upon the rehabilitation of its energy sector. The most urgent short- 
term needs are to: improve the supply of electricity and petroleum 
products; strengthen the responsible institutions; and better manage 
energy demand, mainly through economic pricing. Significant price 
increases for petroleum products were announced on June 27, 1986, and 
again on September 16, 1986. The cumulative increases, ranging from a 
total of 257 percent (diesel) to 475 percent (kerosene), have now 
eliminated subsidies on petroleum products. The system for procuring 
crude oil needs to be reorganized as early as possible by, inter alia, 
putting procurement on an internationally competitive basis. Work has 
already begun on resolving the problem of the refinery's accumulated 
debt and its future role. 

22. In the electricity sub-sector, the Government will, in collabora- 
tion with the World Bank, detail a program for rehabilitating facilities 
that are badly run down and in need of spare parts, and for improving 
the National Power Authority's (NPA) effectiveness, including by modifying 
its basic charter to give it greater management autonomy. Meanwhile, 
electricity tariffs have been increased by 300 percent, effective 
October 1, 1986. The NPA will develop a master plan for the Least-cost 
development of the power Sierra Leone will require in the future, to in- 
clude a review of the design and timing of the proposed Bumbuna hydro- 
electric scheme and a number of identifed small hydro projects. 

23. Fiscal policies will be directed toward lessening the scope of the 
public sector and the impact of the budget on the economy. Here the 
emphasis is on reducing the overall budget deficit (on a commitment basis 
and after debt relief) from a programmed 7.5 percent of GDP in 1986187 to 
about 3 percent of GDP in 1988/89. With regard to tax policy, the 
Government aims to widen and strengthen the tax base and to enhance the . 
elasticity and efficiency of the tax system. In the current fiscal year,' 
the Government, with technical assistance from the Fund, will initiate in 
October/November 1986 a review of the tax system to identify new sources 
of revenue and revenue instruments, review modifications to the present et 
tax and tariff structures in light of the new exchange system and economic 
Liberalization program, consider appropriate methods for taxing the 
mineral sector, and review tax administration procedures. It is expected 
that the results of this review will be ready by mid-November, in time for 
implementation in the context of a revised budget for FY 1987, scheduled 
for completion by the end of December 1986. 

24. Expenditure policies will aim at strictly Limiting the growth of 
government spending. The system of monitoring expenditures on a quarterly 
basis and the control mechanisms reintroduced recently are to be 
strengthened. The Government recognizes that its efforts to reduce 
expenditures must take into account the serious imbalances in current 
expenditures (such as rapidly increasing expenditures on wages and 
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salaries with decreasing allocations for operation and maintenance) and 
the unproductive investments of recent years, both of which have con- 
tributed to a decline in the productivity of public expenditures. To 
improve both the Government's financial position and the productivity of 
its work force, these trends are to be reversed and more emphasis put on 
vital supplies and other nonpersonnel recurrent costs. The Government has 
decided that, as a first priority, total daily wage Labor will be reduced 
by 30 percent by June 30, 1988. Simultaneously, it will raise budgetary 
allocations for operation and maintenance, as recommended by the Bank. 
These efforts will improve resource utilization in the economy and 
increase the returns on public investment. As noted earlier, development 
e.xpenditures will be focused on the core program. 

25. The Government is deeply concerned that the worsening financial 
situation of public enterprises has Led to a decline in the quality of 
their services and an increased burden on the budget through subsidies and 
lost revenues and dividends. Consequently, a comprehensive reform of this 
sector will be initiated in 1986187. The objectives of the reform are: 
(a) to rationalize the role of the Government in the public enterprise 
sector through divestiture, l! restructuring, and/or closure, so that 
enterprises which are essentqal to the provision of public services will 
be retained; and (b) to restore the operational efficiency of enterprises 
in the public sector through greatly improved financial planning and 
management, monitoring and control, institutional reform, accountability, 
appropriate pricing and other measures. A rehabilitation program in a 
small number of public enterprises is being undertaken in collaboration 
with the World Bank. 

26. In addition to the continued implementation of policies to improve 
the performance of the public enterprise sector, by June 30, 1987 the 
Government will, as announced in the budget speech for 1986187, establish 
a Public Enterprises Commission (PEC) as a Cabinet subcommittee. Its 
functions will be to establish general policy guidelines for the sector 
with regard to the creation and divestiture of enterprises, Liquidation, 
pricing, and employment policies, along the lines being discussed by the 
Government and the Bank in the context of the proposed SAL. Also, as 
indicated in the budget speech for 1986187, this Commission will be 
supported by a technical secretariat known as the Public Enterprises 
Monitoring Unit (PEMU), already established in August 1986 by the 
Cabinet. There is also a vital need to reduce inter-enterprise arrears. 
For this purpose, the Government is undertaking a study of the arrears, 
and is to establish a schedule for offsetting them and eliminating any 
remaining balances. 

27. The tightening of fiscal policies and the new exchange system will be 
complemented by stringent monetary policies aimed at reducing inflationary 
pressures, while making adequate allowances for productive credit. 
Accordingly, total bank credit will be targeted to increase at rates that 

l/ Seven of the twenty-six public enterprises have already been 
identified for divestiture. 
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permit a substantial deceleration in the growth of the liabilities to the 
banking system. However, to facilitate the Government's objective of 
rehabilitating and expanding the role of the private sector, adequate 
provision will be made‘ for the private sector's genuine needs for credit 
for productive activities, with special emphasis on crop financing. To 
assist the smallholder agricultural sector, measures are being taken to 
ensure that the scope and efficiency of rural banks are improved. In this 
connection, the Government plans to extend the network of the rural banks 
to all agricultural project areas by 1988189. As a first step, two new 
rural banks are being Launched this fiscal year, as called for in the 
budget speech for 1986187. 

28. The Government will also undertake a comprehensive review of the 
financial sector. Following that review, it will suggest measures to 
promote efficient financial intermediation, in view of the low savings 
rates and decline in recent years of the proportion of investment financed 
from domestic resources. The review is to be initiated by the second half 
of 1986187, with the assistance of the Fund, and is to be implemented in 
subsequent years of the program. In the interim, the Government will 
restructure and recapitalize the National Development Bank, under new 
management already appointed. 

29. External sector policies will continue to be implemented under the 
freely floating exchange rate system. The policies underpining the new 
system --the abolition of all retention facilities, the Lifting of 
restrictions on current account transactions and on inward capital 
remittances and the liberalization of the import licensing regime--will be 
maintained. Ad hoc and administrative manipulation of the operation of 
the exchange system will be eschewed completely, as these will undermine 
confidence and give rise to all of the problems of the previous exchange 
arrangements. 

30. In view of Sierra ieone's current Large debt service burden (68 per- 
cent of exports, l! including obligations to the Fund and before debt 
relief), debt management policies will aim at reducing the external debt:,": 
service burden in the medium term by avoiding further commercial 
borrowing. 

31. External payments arrears, which rose sharply in the last few years, 
reaching about SDR 312 million by the end of June 1986, or about twice the 
level of annual exports, will be partly paid and partly rescheduled. At' 
present the Government's plans call for debt rescheduling under the Paris, 
Club and for rescheduling soon thereafter other eligible debt on terms 
comparable to those obtained from the Paris Club. In the context of the.‘ 
proposed stand-by arrangement, the Fund staff is working with the Sierra 
Leone authorities on various plans for Liquidating arrears, including cash 
payments. The authorities recognize that successful resolution of the ' . I 

l/ Estimated for the fiscal year 1985186 
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arrears problem is essential to restoring confidence in the economy, 
eliminating the excessive finance charges on imports, re-establishing 

I normal trade credits and increasing private capital inflows. 

III. The Social Impact of the Program 

32. A significant impact of the Government's adjustment program will be a 
relative improvement in the income of a large part of the rural population 
as compared to that in urban areas. The rise in the prices of agricul- 
tural products, the elimination of retail subsidies, the decontrol of 
prices and Liberalization of marketing-- coupled with the impact of the 
floating of the Leone on export crop prices --will result in higher farm 
incomes. Given its relatively low consumption of imported goods, the 
rural population will be relatively less affected by the increases in the 
prices of imports occasioned by the Leone's float than will the urban 
population. At the other end of the spectrum, those who now exploit the 
scarcity and distortions in the market will lose, as the adjustment 
program will reduce the rents they currently enjoy. Nevertheless some 
traders will, in the Long run, benefit from the increased growth fostered 
by the adjustment. 

33. Urban dwellers in general will be adversely affected by the greatly 
increased costs of electricity and transportation, as the prices of 
imports rise and the subsidies for petroleum products are ended. The 
majority, however, have already felt most of the impact of recent 
measures, since they have been paying scarcity prices far above the 
hitherto controlled official ones. Moreover, the supply of electricity, 
petroleum products and other goods had become so Limited and erratic that 
only the higher income groups who could afford to purchase their own 
electric generators and pay black market prices for petroleum products and 
other goods could regularly enjoy them. Workers released from the public 
sector will be hard presssed initially, but the growth of agriculture and 
manufacturing and the revival of the mining sector are expected to lead to 
increased employment opportunities and offset the hardships. 

IV. External Financing Requirements 

34. Present indications are that foreign aid disbursements will increase 
significantly as a result of the continued implementation of a strong and 
comprehensive adjustment program. A one-year Fund-supported adjustment 
program has been requested along with the request for use of Fund 
resources under the SAF. As already mentioned, the World Bank is con- 
sidering a possible IDA credit for a structural adjustment program and 
expects to work with the Government to develop supporting agricultural and 
related infrastructure projects for external financing. Regarding other 
donors, the Government, in collaboration with the UNDP and the World Bank, 
intends to convene a donors' Round Table Conference in the first quarter 
of 1987 to review the scope for increased donor commitments. The Govern- 
ment plans to request a shift, to the extent possible, in the composition 
of aid in favor of balance of payment support, such as commodity and 
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program aid that can be used directly to finance imports of investment 
goods and services not Linked to specific projects. An increase in such 
aid flows should assist Sierra Leone to accommodate the additional imports 
which are essential for the restoration of the economy to strong sustained 
growth. 

35. The external financing requirement (before taking into account the 
proposed debt relief, the use of Fund resources, the SAF Loan, and the 
World Bank's SAL resources) will average about SDR 55 million a year 
during 1986/87-1988/89, including projected obligations to the Fund. l! To 
this amount must be added necessary reserve buildup and the reductions in 
arrears during the period. Additional resources flows from the Bank and 
Fund will cover some of these financing requirements. The remaining gap 
in the balance of payments could be filled either by quick-disbursing 
bilateral external aid and/or by more generous debt relief. The prospects 
for such financing seem good. 

36. The financing requirement is highest in 1986187, the first year of 
the program-- it is presently estimated at around SDR 90 million, which 
includes obligations to the Fund estimated at SDR 18.1 million. Possible 
resources include: purchases under the stand-by arrangement, amounting to 
SDR 15.6 million; drawings under the SAF of SDR 11.6 million, and the 
first tranche of the World Bank's proposed SAL, for about SDR 12-14 mil- 
lion; and debt relief which, it is hoped will be SDR 35-40 million. The 
balance of resources, SDR 15-20 million, will be sought from other 
official donors under the prospective donors' Round Table Conference. 
Although these additional resources reflect a 30-35 percent increase over 
the average annual level of disbursements of the last five years, the 
initial contacts with some donors indicate the increase will be possible. 
During the last few years, several donors had suspended disbursements and 
will now resume or increase aid in support of the adjustment program. The 
support from other donors could also be used to buildup the present 
unsustainably Low level of reserves (about 0.7 months' imports, a large 
part of which is encumbered) to about 1.2 months' imports. 

37. In 1987188 and 1988189, Sierra Leone will continue to need Fund 
resources under both the stand-by arrangements and the SAF. The World 
Bank is expected to disburse the second tranche of the proposed SAL in 
1987188 and will consider in FY 1988/89 an increased Lending program in 
the agricultural and other productive sectors, as well as a program of 
related infrastructural development. With these resources and further 
support from other donors, including debt relief, Sierra Leone should be 
able to continue to achieve reasonably strong growth and effect further 
reductions in arrears each year, as well as, to buildup gross reserves 

l/ The external financing requirement represents the overall balance 
of-payments gap after considering current account and capital account 
balances. The capital accounts include, inter alia, the anticipated 
capital inflows from existing aid pipeline, and normal Level of new 
commitments of project aid, and net private capital transfers and 
transactions. 
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further in 1987188 and 1988189. In this context, it might be noted that 
Sierra Leone, compared with many neighboring countries, is relatively 
well-endowed with natural resources , particularly in agriculture, 
fisheries, and minerals. Consequently, it is expected that, on the basis 
of the policies outlined above, Sierra Leone should be able to attain its 
medium-term objectives. 
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sierra Leone: Summary and Time Frame for Implementetlon of Structural 
Adjustment Policies, 19g6/87-19SS/S9 

Objectives end Targets neesuree Phasing of Implementation 

1. Agricultural policy reform 

a. Agricultural producer Expand and diveralfy domestic 
prices production and exports. 

b. Cereals policy (rice) Promote food security end reduce 
reliance on rice iworte. 

C. IIlStit”tiOW¶l 
developments. 

Strengthen the institutional 
framework. 

2. Indostrial end mining policy 
reform 

8. Industrial and manufactur- Improve the economic end financial 
ing BeCtOr‘B environment for industry and manu- 

facturing 80 as to enhance 
resource allocation and promote 
eXpOrt#. 

l Continue competitive producer 
pricing for major export crops. 
Establish principles end 
procedures for fixing cash crop 
prbXZ3. 

l Announce cocoa price each year 
in October and coffee price in 
December, both LO be agreed with 
the Fund and the World Bank. 

* Carry out study of marketing to 
evaluate efficiency of sierra 
Leone Produce Harketlng Board and 
recommend best approach to 
marketing of export eropa. 

l Develop action plan for 
improving marketing arrangements 
based on results of study. 

* Initiate action plan. 

l Continue incentive producer 
p?iCi"g. Adopt policy that rice 
price will be market-determined. 
Decontrol retail price of rice and 
eliminate retail price subsidies. 

l Complete privetizatioo of rice 
imports. 

l Complete reorganiration of 

Mnistry of Agriculture. 

l Formulate action program to 
strengthen institutions. 

Remove administration lnterven- 
tion. Continue liberal import 
licensing end allow prices of 
imported goods to be determined by 
tariffs alone. 

Study tariff structure end take 
actions to rationalire (Itructure 
to meet goals of increased revenue 
and sdminietration and “nlform 
incentives. 

l Revlev Industrlsl Development 
Act and put in place revised 
policy to give less incentives LO 
imported capital equipment and 
Intermediate products sod move to 
industries which over time should 
become competitive with imports. 

In eddltlon to increases already 
announced for 1986187, further 
adjustments as end when neces- 
ear-y. Contln"oua q onitori”g pro- 
teas. 

Dvring the program period. 

In 1987108. 

In 1987l80. 

ny 1988189. 

IO addition to the increase 
already announced for 1986187. 
further adjustment8 as and uhen 
necessary to producer prices; 
retail price of rice to be decon- 
trolled by end-December 1986; 
privatization process started and 
LO continue, with a view to c”m- 
pletion by end-December 1986. 

In consultation with the World 
Bank; also reduce excess manpover 
in the Hinlstry of Agriculture by 
35 net-cent in 1986/1987. 

During 1987/SB. 

Policies already initiated, and 
will continue throughout program 
period. 

h 1987/m. 

Industrial Development Act review 
to be initiated by Harch 1987; put 
revised policy in place no later 
then 1987/88. 

* Included in World Bank Structural Adjustment Program; some of these are also included in Fund program. 
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Sierra Leone: Summary and Time Frame for Implementation of Structure1 
Adjustment Policies, 1986/87-19gB/g9 

Areas Objectives and Targets Fleasurea Phaaiag of Implementation 

b. Mining sector (diamonds) Encourage production and Increased 
competition. 

C. Other minerale 

3. Energy policy 

h. Retail prices 

4. Ftscal policies 

a. Budget deficit 

b. Tax reform. 

Increase their contribution to the Maintain free-floating exchange 
economy. system. 

Improve supply of electricity end 
petroleum products. Strengthen 
Institutlone end management of 
demand for energy. 

* Rehabilitate exlating pover- 
genersring plencs and distribution 
fecllitles, and import spare parts 
for melntenencc. 

Enhance resource allocation end 
demand management. 

Government Cold and Diamond Office 
(CCDO) restrueted; management of 
National Diamond tllnlng Coapeny 
(NDHC) through Precious Minerals 
lllning Company (PHHC), replaced; 
eccelerate vork on Kioberlite 
project. 

l Revise prlclng policies end 
structure to reflect economic 
cost* and avoid distortions from 
cross subsidies. 

l Review National Power Authority 
Act, strengthen NPA’s flnsnces end 
management and autonomy. 

l Reorganize syatem for procuring 

crude oil end ehlpplng. 

* Formulate least-cost power 
development strategy, end review 
design and sequence of Bumbune 
scheme. 

Kaintain liberal price regime. 

CC00 replacement by auction and 
NOHC restructuring elready done; 
World Bank to be contacted by 
Oecember 1986 for assistance vith 
Kimberlite project during 1986187. 

Throughout the program period. 

Beginning in 1906187, throughout 
program period. 

In edditlon to full pass-through 
prices implemented in July and 
September, government now 
implementing flexible, quarterly 
pricing policies; increase 
electricity tariffe. 

Beginning in 19g6lB7, through 
1987108. 

Change elreedy made in system will 
be reviewed by March 1987, end my 
further q odificatione Initiated 
after that. 

Beginning In 1986187, throughout 
program period. 

Throughout the progrem period. 

Reduce impact of the budget on the Progresstve reductton in overall Annually, throughout the program 
economy. deficit (commitment basis). period: for 1986107 implement 

revleed budget by January 1987. 

Align tax eyatem (with particular Using technical assistance from Tax study co be completed by mid- 
emphesls to International trade the Fund, review tax system. November 1986, for consideration 
tares) to the new exchange system. in the context of the revised 

budget by Jenuery 1987. 

C. Expenditure control Ta foster adherence co the Continue quarterly expenditure Throughout the program period. 
budgetary targete. monitoring end control system. 

* Included in World Bank Structural Adjustment Program; some of these are also included lo Fund program. 
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. Sierra Leone: Summary and Time Frame for Implementatio” of Structural 
Adjustment Policiee, 1986/87-1988l89 

IT 
\ 

Areas Objectives end Targets Heasures Phasing of ImplemenCation 

d. Public expenditure policy Improve development planning end 
reform budgeting, increase efficiency of 

government expenditure by 
restoring balance between 
personnel and non-personnel 
expenditure. 

e. Domestic arctaco 

5. Public enterprises 

8. Enterprise reform and 
policy 

Reduce domestic erreers, including 
arrears between the government and 
public enterprisea. 

Retlonallze’role of the government 
in the sector, restore operational 
efficiency snd vlsbillty of 
relevant enterpriseS. 

* Establish inter-mi”isterlal 
committee responsible for 
approving projects in a rolling 
three-year 1”veatme”t program. 

l Present development and 
recurrent budgets to Parliame”t et 
same time. 

l Reduce total number of projects 
in development progrem; formulate 
Core Investment Program of high 
priority projects requiring no 
more than 60 percent of total 
development budget. 

l Contain expenditure in daily 
wage later by deleting fictitious 
workers from daily wage list, 
retiring workers over 50 years old 
and laying off redundant workers. 

l Increase budget allocations to Establsh annuel end quarterly 
non-personnel expenditures in line ceilings on outleys for wages in 
with World Bank recommendations. above three ministries. 

Compile data on domestic arrears; 
make adequate budgetery provisions 
during progrem period for reducing 
erreers. 

Throughout the program period. 

l I” colleboratlo” with the World 
Bank, embark on divestiture. 
restructuri”glclosure. 

l Permit public enterprises to 
pass on effects of exchange rete 
ad justmencs. 

l Provide epproprite 
capltaliration for selected 
enterprises (recommended I” World 
Bank review). 

l Hodernlze Companies Act. 

* Harmonize and update corporate 
statutes and articles of 
associetion. 

l Prepsre policy guidelines on key 
SreSS of public enterprises. 

* Establish a Public Enterprise 
Ccmmissio” (PEC) es a cabinet sub- 
committee, end a Public Enterprise 
Honitoring Unit (PEMU) to develop 
n” Implement e system for 
monitoring end evaluating 
performance of public enterprises. 

l Take Steps to improve management 
end operations of key public 
enterprises (National Power 
Authority, Road Transport 
Telecommunications end Cuma Vallev 
Water). 

December 1986. 

Submit bill to Parliament by 
“arch 15. 1987 requiring both 
budgets be submitted to Parliament 
jointly. 

I”icial core progrsm will be drawn 
up by Herch 15. 1987. 

Establish task force t” 888ess 
minimum dally wage labor 
requirements of liinistries of 
Works, Agriculture and Health and 
have its recommendations cake 
effect by December 31, 1986. 

Government divesi. itself Of Seven 
enterprises recommended by World 
Bank Report by October 31, 1987. 
Complete liquidation of National 
Trading Company and initiate 
liquidation of Harempa Iron Ore 
Hines (unless further anelysls 
establishes Its economic 
viability) by end-1986. 

Carry out review of Sierra Leone 
Produce Harketlng Board by October 
31. 1987. 

Agree on price increases end 
actions LO pass-through exchange 
rate changes to date by end-1986. 

Government employ by end-1986 
consultants t” study financial 
restructuring. 

Review. revise and submit to 
Perliament by Harch 15, 1987. 

Review end revise by end-October. 
1987. 

Approve guidelines on staff and 
procurement by flarch 15, 1987. 

Create PEHU by March 15. 1987 and 
PEC by June 30. 1987. 

Throughout the progrnm period. 
Agree by end-1986 on staff 
reductions la three enterprises. 

*Included in World Bank Structural Adjustment Program, some of these are else included in Fund program. 



- 19 - ANNEX 

sierra Leone: Summary and Time Prome for Implementstion of Structursl 
Adjustment Policies, 19S6/gl-19SSlS9 

Areas Objecclves and Targets Phasing of Implementstlon 

b. Inter-Enterprise arresrs Enhance enterprise EInsncIal l Delineate s schedule and Arrears schedule to be delineated 
planning. timeframe for elImInstlng Ioter- by l4arch 1987; elImInacion pro- 

encerprlse arresrs. gressIvely throughout the program 
period. 

6. t4onecsry and credit 
policies 

a. Credit policies 

b. Interest rsces 

C. InscicucIonal reforms 

Postsr monetary restralnc and 
911av19ts InflatIonsry pressures. 

Complement adjustment polIcIes. 
enhance savings and resoucce 
allocscIon. 

Strengthen instituttonsl framework 
for uionatary and credit pollclas. 

7. External Policies 

a. Exchange rate Enhance resource mobIllratIon and 
a110car10n. 

b. Exchange and trade system Promote liberal system of trade 
end payments. 

E. External debt management Contain debt service burden, 
restore orderly relations with 
creditors and Incresae trade 
credits and private capIts 
inflows. 

Adopt tightened stance on credit 
palIclea. while making adequate 
allowsnce for productive credir. 

Implement flexible interest rate 
pollcIas In the context of s 
tender system for Treasury bills. 

Broaden rural banking scope for 
small-holder agriculture and 
strengthen the National 
Development Sank (NOB). 

Continued lmplementscIon of the 
freely floating exchange rsce 
system lnrroduced 10 June 1986. 

Continued lmplemencation of 
liberal foreign exchange and trade 
system, includtng the msincenance 
of s liberalized impoec licenclng 
regime. 

Impose appropriate limits on the 
contracting of nonconcesaional 
external borrowlog: conclude 
required rescheduling sgreements 
and reduce external arrears, in a 
manner agreed with the Fund. 

Throughout the program period. 

Throughout the program period; 
Treasury bill tender system 
srsrced in September 1986: 
preceeded snd‘sccompsnicd-by 
increases in interest In August 
and September 1986. 

Throughout the program period; 
estsblIshmenc of the first rural 
banks have started vith the 
1986/07 budget; The NDB Is setting 
up s new management, and 
restructuring and recapltalitstIon 
of the NOB will be stsrced, 
preferably by June1987. 

Throughout the program period. 

Throughout the program period. 

Throughout the program period. 

l Included In World Bank Structural Adjustment Program; some of these are also Included in Fund progrsm. 




