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Investment Policy Review of Sierra Leone

PREFACE

The UNCTAD Investment Policy Reviews are intended to help countries improve their investment
policies and familiarize governments and the international private sector with an individual country’s
investment environment. The reviews are considered by the UNCTAD Commission on Investment,
Enterprise and Development.

The Investment Policy Review of Sierra Leone, initiated at the request of the government, was carried
out through a fact-finding mission in June 2008. The mission received the full cooperation of the relevant
ministries and agencies, in particular the Ministry of Trade and Industry and the Sierra Leone Investment and
Export Promotion Agency (SLIEPA). The mission also benefitted from the views of the private sector, foreign
and domestic, and the resident international community, particularly bilateral donors and development
agencies. A preliminary version of this report was discussed with stakeholders at a national workshop in
Freetown on 9 October 2009. The final report reflects written comments from various Ministries of the
Government of Sierra Leone, as collected by the Ministry of Trade and Industry and SLIEPA.

The suitability and effectiveness of the regulatory regime is assessed against the following criteria:
(a) adequate promotion and protection of the public interest; (b) adequate promotion of investment and
sustainable socio-economic development; and (c) effectiveness and implementation of methods employed,
given the public interest, development objectives and the legitimate concerns of investors that rules and
procedures do not unduly burden their competitiveness. International practices are used as benchmark
when making the assessment and proposing recommendations in the report.

The review also concentrates on the development of an overall strategy for the attraction and retention
of foreign direct investment. This follows a specific request from the Government of Sierra Leone.

This report was prepared by the Investment Policy Review team under the supervision of Chantal
Dupasquier. James Zhan provided overall guidance. Mario Berrios, Paige Griffin and Craig Van Grasstek
drafted the report, which benefited from substantive contributions from Rory Allan, Alexandre de
Crombrugghe, Quentin Dupriez, Anna Joubin-Bret, Massimo Meloni and Violeta Mitova. Farrel Elliott, a
local consultant, and Da Huo provided research assistance. Comments and suggestions were received from
UNCTAD colleagues, including Joachim Karl and George Lipimile, within the context of an internal peer
review process. It was funded by the Governments of Ireland and Sweden, which also provided financing for
some follow-up activities.

It is hoped that the analysis and recommendations of this review will help Sierra Leone achieve its
development goals, contribute to improved policies, promote dialogue among stakeholders and catalyse

investment and the beneficial impact of FDI.

Geneva, November 2009
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SIERRA LEONE

Key investment climate indicators (2010)
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INTRODUCTION

The civil war that ended in 2002 inflicted significant damages to Sierra Leone’s investment and growth
potential. Its low ranking in the Human Development Index illustrates the severity of Sierra Leone’s poverty
conditions.

Since the end of the war, the government has committed to re-establishing the conditions that would
enable the economic and social development of the country. However, the country’s small domestic market,
undiversified economic structure, poor infrastructure and unskilled labour force continue to contrast
with its rich natural endowments and privileged maritime geographical position. So far, the economy relies
essentially on exports of minerals, the only sector that has witnessed a limited foreign direct investment
(FDI) presence. In this context, a major challenge for the Government of Sierra Leone is to adopt policies
to sustain the high economic growth experienced in the immediate post-war period. In this regard, many
initiatives have been undertaken and FDI has been recognized as a key element of the country’s growth
prospect. Until now however, there has been no overall FDI strategy or concerted efforts in place to
facilitate FDI entry.

The global economic slowdown will impact investment flows, making it even more challenging for
Sierra Leone to increase FDI inflows in the near term. While this temporary impact is unavoidable, Sierra
Leone should continue with its reform agenda. This would enable the country to be better positioned
for the period of economic recovery and would also be useful in maintaining current levels of FDI. Even
though major legal reforms began in 2000, the limited institutional capacity made it difficult to adequately
and effectively sequence and implement the proposed measures. It is against this background that the
Government of Sierra Leone requested UNCTAD to undertake an Investment Policy Review (IPR) and to
come up with concrete policy recommendations to attract and benefit from FDI.

The structure of the report is as follows. Chapter | presents an overview of the economic structure
and the impact of FDI. The domestic economy remains small and dominated by agriculture; the secondary
and tertiary sectors are underdeveloped and provide little formal employment. The tremendous deficit in
infrastructure constitutes a key constraint that significantly limits the country’s capacity to exploit its abundant
natural resources. This contributes to high operating costs that, in addition to the small domestic market and
the absence of industrial and services sectors, limit the capacity to attract investment from major transnational
corporations (TNCs). However, small FDI flows from neighbouring countries, particularly the Economic
Community of West African States (ECOWAS), have started in recent years and represent, at least in the
short run, a more realistic FDI potential.

Chapter Il examines the investment framework. Sierra Leone already has in place a regime open to
FDI and an ongoing ambitious reform programme to improve the conditions to attract and benefit from
FDI. Although important progress has been made, a number of shortcomings still exist. To address them,
this chapter proposes a number of recommendations to deepen the reforms and to position Sierra Leone’s
investment framework on more competitive grounds.

Chapter Ill proposes an overall strategy to enhance the role of FDI in achieving national development
goals. Short-, medium- and long-term constraints to FDI attraction are highlighted and potential areas for
FDI are identified. The proposed strategy elaborates on two scenarios for FDI. The first one assumes a
continuation of existing conditions and suggests measures to moderately increase FDI inflows. The second
scenario builds on the hypothesis that significant progress has been achieved in mitigating constraints, in
particular those related to infrastructure. Under this scenario, the strategy proposes a number of bolder
initiatives to improve investment conditions and attract FDI in selected sectors.

Chapter IV highlights the main findings and recommendations of this review.
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CHAPTER |

FDITRENDS AND PERFORMANCE

Sierra Leone is a country in transition from post-conflict stabilization to economic rehabilitation and
growth. Following || years of civil war (1991-2002), which devastated Sierra Leone’s social, economic and
institutional conditions, political stability has been re-established as reflected in two successful presidential
and district-level elections, which included a peaceful transfer of power. During this transformative period,
the government has prioritized infrastructure development, reforms to domestic revenue collection and
reforms supporting the development of the private sector. To support these priorities, national goals focus
on increasing investment, including FDI, in the areas of energy, transport and agriculture.

A. Economic background

In the 1990s, there was a significant increase in TNCs’ investment in developing countries. While
many countries were beginning a process of international economic integration and implementing policies
to attract FDI, Sierra Leone was consumed by war. Foreign investors, with the exception of few mining
companies, largely bypassed Sierra Leone when considering investment opportunities in Africa.

Sierra Leone’s war affected the entire country from the eastern border with Liberia, and the diamond
mines located there, to the capital city of Freetown in the western part of the country. The Revolutionary
United Front’s capture of the diamond mines proved to be pivotal because the sale of diamonds provided
a steady stream of funding. The war had a high human cost as civilians were targets and were often press-
ganged into mining or becoming soldiers. From 1991 to 1999, over 75,000 people were killed, half a million
Sierra Leoneans became refugees and 2.25 million people were displaced (half of the population at the time)
(Smillie et al., 2000).

The toll on the economy, infrastructure and productive capacity was especially severe given the country’s
stage of development at the start of the conflict. In the 1980s, before the conflict, economic growth was an
annual average of 1.8 per cent. During the war, the formal economy shrank by nearly 40 per cent between
1990 and 1999 (World Bank, 2007a). Rampant corruption connected to the diamond trade had severely
weakened public institutions. Unable to withstand further pressure, institutions had collapsed completely by
the end of the war. There were several failed attempts to establish a sustainable peace process (1996 Peace
Accord, 1999 Lomé Peace Agreement and two Abuja Agreements in 2000). It was only after the second
Abuja cease-fire agreement, which was signed in 2001, that hostilities declined significantly and progress
was made in disarmament efforts. By January 2002, the government was reasserting its authority, and in the
summer of the same year the Truth and Reconciliation Commission and the Special Court for Sierra Leone
were established.

The 2002-2008 period brought about significant change although many challenges still remain. The
country’s political stability was demonstrated during the election in September 2007, when the opposition
party’s presidential candidate was elected and took office peacefully. While the elections have been
fundamental to Sierra Leone’s continued development, there has been very limited progress on social issues
(i.e. poverty reduction, education and employment), rebuilding infrastructure and institutions, and improving
management capacity of general and sector policies. The new administration is seeking to address these
issues through a variety of legal reforms and the attraction of FDI.

I. Growth and macroeconomic developments

Despite the challenges facing Sierra Leone, recent economic growth has been strong. After an initial
post-war surge, economic growth has been sustained at an annual average of 7.6 per cent from 2003 to 2007,
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Figure I.1. Real GDP growth, 1980-2007
(Per cent)
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which is the best performance since 1980 (figure I.1). This recovery has been supported by the reactivation
of the agricultural and mining sectors and, on a smaller scale, the services sector (transport, communication,
trade and tourism). In a comparative context, Sierra Leone’s recent growth performance has surpassed
the sub-Saharan Africa average (5.7 per cent) and the average of heavily indebted poor countries (5.4 per
cent).!

Despite the recovery since 2000, real gross domestic product (GDP) per capita is still 20 per cent
below the 1980 level (figure 1.2). The widening of the gap between the growth of GDP and of GDP per capita
is the result of a rapid post-conflict increase in population, which is related, in particular, to the return of
about 470,000 refugees during this period (United Nations, 2007). The population growth rate is expected
to decline to 2 per cent from 2005 to 2010 and this will help boost GDP per capita if economic growth is
maintained.

a. Other key macroeconomic variables

In general, Sierra Leone has made an effort to maintain a stable macroeconomic environment, which
is critical for FDI attraction. As is typically the case in a fast-growing post-conflict reconstruction period,
annual average consumer price inflation rose sharply. By 2004, inflation had reached a high of 14.4 per cent.
The government adopted policies focused on reducing inflation, and by 2006 inflation fell to 9.5 per cent. In
2007, inflation in Sierra Leone, as a net importer of food and fuel, began to increase once again, reaching 11.6
per cent due to external shocks affecting the prices of these commodities. The nominal effective exchange
rate depreciated enough in 2006—2007 to offset the rise in inflation, keeping the real exchange rate stable

and in line with fundamentals, despite the deterioration of terms of trade (International Monetary Fund
(IMF), 2008a).

! The period of comparison with these countries is from 2004 to 2006.
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Figure 1.2. Real GDP and GDP per capita, 1980-2007
(1980=100)
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Domestic tax revenues have continued to fall in the face of a large informal sector and a lack of capacity
for tax enforcement. The informal sector represents an estimated 60 to 80 per cent of the economy. In
order to cover budget shortfalls, the government relies on grants, which have averaged 40 per cent of
government budgetary resources from 2000 to 2005. Also, interest rates and lending have been affected by
the shortcomings in revenue generation. Commercial banks’ lending rate fluctuated between 24 to 30 per
cent in 2006 (IMF, 2008a). Frequent treasury bond auctions held by the Central Bank (usually weekly) pay
approximately 18 per cent, causing a crowding out of credit flows to factor and product markets (United
Nations, 2008).

2. Structure of the economy

In the 1980s, the economic structure of Sierra Leone was based mainly on domestic activities —
agricultural and services sectors — and exports concentrated on few minerals. While there was a burgeoning
tourism industry, the 1980s were also marked by a declining trend in the mining sector’s contribution to
GDP. The structure of the economy has remained relatively unchanged over the post-war period (figure
I.3). Agriculture has maintained a central role in the economy followed by the service and industrial sectors
respectively. The declining share of the services sector between 2002 and 2006 can be explained by a
decrease in tourism and related services as a result of the drawdown of international organizations’ staff as
the country stabilized after the war (Woody, 2008).

From 2001 to 2006, while the services sector grew at an annual average of 6 per cent, industry (other
industry and manufacturing together) and agriculture grew at 14 and |13 per cent respectively. The transport
and communication sector as well as the finance and real estate sectors were the main drivers behind the
services sector’s growth. In the agricultural sector, growth has been mainly in crops and to a lesser extent
in fisheries, while in the industrial sector it has been concentrated in mining and construction, compensating
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Figure 1.3. Real GDP by sector
(Per cent)
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for slow growth in manufacturing. Overall, the structure of Sierra Leone’s economy compares with least
developed countries (LDCs) as a group and countries in the region.

Given Sierra Leone’s rich soil and plentiful rainfall, it is not surprising that agriculture is an essential
sector to the economy. Before the war, Sierra Leone was nearly self-sufficient in rice production, its main
staple. The displacement of approximately 500,000 farming families between 1991 and 2000 caused overall
agriculture production to decrease by 30 per cent from pre-conflict levels and rice production by 20 per
cent (United Nations Development Programme (UNDP), 2005a). With the return of many Sierra Leoneans,
production is once again increasing. By 2004, rice production had returned to pre-conflict levels and in 2006
had more than doubled compared to 1990 pre-conflict levels (table I.I). Another sign of the sector’s ongoing

recovery, which is noted later in the chapter, is the 8 per cent annual average decline of rice imports from
2002 to 2007.

Table I.1. Production of key crops
(In thousands of tons)

Cassava 123 219 24| 325 350
Cocoa beans 24 10 Il 12 14
Coffee, green 26 25 I5 17 18
Oil palm fruit 250 225 175 195 195
Rice, paddy 504 356 199 446 1 062

Source: Food and Agriculture Organization of the United Nations (FAO) Statistics Division, 2008.

Although the land resource base is broad, with 75 per cent of total land area suitable for cultivation,
only 15 per cent is cultivated. Of the cultivated land, only 20 per cent is devoted to cash crops (2.5 per cent
of overall arable land), mainly coffee, cocoa and some palm oil (New Partnership for Africa’s Development
(NEPAD), 2005). Severely hampered by the war and still short of pre-conflict 1990 levels, exports of coffee
and cocoa are rebounding; however, moving beyond small-scale farming is proving difficult due to the lack
of road infrastructure. The government estimates that approximately 60 per cent of all produce spoils in
transit, reflecting the difficulties of transporting goods to markets as well as a lack of capacity for processing
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and preserving produce. Other challenges include the limited use of technology and technical experience. In
this regard, FDI could play a significant role in the transition from small-scale subsistence farming to larger-
scale commercial processing for export. However, the barriers of a restrictive land tenure system and the
lack of infrastructure need to be addressed for foreign investors to enter the sector.

Non-farming production activities in Sierra Leone are largely concentrated in mining. As early as the
1930s, diamonds and iron ore were discovered and exploited. Subsequent geological surveys revealed that
Sierra Leone also possesses platinum, nickel and ilmenite deposits and important endowments of bauxite
and gold as well as the world’s richest rutile deposit.? Indeed, rutile and bauxite exports accounted for an
average of |13 per cent of GDP from 1990 until the mines closed in 1995 due to the conflict (Central Bank,
2007). During the same period (1990—-1995), diamond exports accounted for only 3 per cent of GDP and
their contribution to the economy continues to decline significantly as a result of smuggling and lack of
governance.’

Table 1.2. Mineral export volumes, 1987-2007

Diamonds Gold Bauxite Rutile limenite

(thousand carats) (ounces) (metric tons) (metric tons) (metric tons)
1987 304.0 10991.0 | 279 000.0 123 628.0 -
1988 25.0 | 425.1 | 428 500.0 114 300.0 -
1989 131.0 7161.0 | 547 100.0 141 700.0 63 900.0
1990 91.0 504.0 | 429 400.0 141 900.0 56 400.0
1991 254.6 619.0 | 176 800.0 143 900.0 57 000.0
1992 313.0 | 626.0 | 365 100.0 147 600.0 62 500.0
1993 159.3 5059.0 944 900.0 143 500.0 51 900.0
1994 2413 3 557.0 734 700.0 154 108.0 51 700.0
1995 213.6 130.7 - - -
1996 270.1 5234 32 846.0 5924.0 -
1997 69.9 - 99 547.0 - -
1998 15.9 22.0 - - -
1999 9.3 - - 4757.0 2614.0
2000 77.5 - - - -
2001 224.4 5.8 - - -
2002 351.7 - - - -
2003 506.8 - - - -
2004 691.8 - - - -
2005 668.7 751.2 - - -
2006 582.3 2 642.1 970 654.6 70 361.3 8561.0
2007 604.7 6513.4 | 154223.5 86 505.4 12 006.0

Source: Central Bank of Sierra Leone, June 2008 Statistics.

The closure of the bauxite and rutile mines as well as the civil conflict caused the overall mining
sector’s contribution to GDP to decline from a high of 20.3 per cent in 1997 to just 5 per cent in 2007.
Since 2002, the mining sector has had a strong re-emergence, as the export volumes illustrate (table 1.2).
Recent developments in mining such as the reactivation of the rutile and bauxite mines in 2006, renewed

2 Bauxite is used in the production of aluminium; rutile is used primarily for the production of titanium and to create white pigment for paints (tita-
nium dioxide pigment); ilmenite is also used to produce white pigment or titanium dioxide.

3 Legitimate diamond exports declined from more than 2 million carats annually by the end of the 1960s (Partnership Africa Canada (PAC), 2004) to
595,000 in 1980 (Hirsch, 2001).
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diamond mining and the implementation of the Kimberly Process Certification Scheme* for diamonds are
having a positive effect on the sector’s contribution to the economy. The efforts to bring more diamond
exports into official channels have been somewhat successful. From 2003 to 2007, the value of diamond
exports reached an annual average of 10 per cent of GDP and in terms of volume, 2007 diamond exports
were the third highest recorded since 1987. Renewed mining activities in other minerals such as gold and
ilmenite are also beginning to play a factor in mining’s overall economic contribution. Current plans to start
exploiting iron ore once again will also contribute to the mining sector’s recovery and growth. However,
sector management and legal conflicts, notably over mining contracts, present and act as a discouraging
factor for investment in the sector.

As with much of sub-Saharan Africa, a strong manufacturing sector has been elusive in Sierra Leone.
A large informal sector produces handicrafts and furniture while the formal sector is largely comprised of
beverages and cement geared towards meeting local market demand. Recently, manufacturing activities were
broadened under two Chinese development assistance initiatives. In 2003, the Magabass Sugar Complex was
restored and a lease contract was signed between the Government of Sierra Leone and the China National
Complete Plant.> In 2005, the Henan Guoiji Industry and Development Company began to rehabilitate
existing structures and develop an industrial trade zone. Plans include locating 15 Chinese factories in the
zone. Thus far, they have begun several light manufacturing and processing businesses in the zone including
paint, tiles, zinc, oxygen and mattresses.

Outside of these two projects, Sierra Leone has yet to attract foreign investment in the manufacturing
sector. The lack of infrastructure, electricity in particular, has been a significant hindrance to the development
of this sector. The costs of maintaining a generator or building a dedicated power source often mean that
domestic goods simply cannot compete with more competitive imports.

3. External sector

In 2006, the current account deficit increased to $112.2 million, representing 8.6 per cent of GDP,
slightly above the 8.4 per cent in 2005.% This resulted from the deterioration in the services and current
transfer balances, which more than offset the gains recorded for the merchandise and income accounts.
Net current transfers decreased 53.9 per cent to $63.2 million (Central Bank, 2007). The decrease can
partly be attributed to delayed donor support related to missed fiscal targets and the 2007 elections. The
services account deficit more than quadrupled to $57.5 million from a deficit of $13.2 million in 2005. The
increasing services account deficit is tied to the shipping costs related to increasing imports and construction
services.

Sierra Leone has traditionally recorded a trade deficit as a result of its reliance on imports, particularly
food and fuel. Reconstruction efforts and the reactivated mining sector have also caused an increase in
manufactured goods and machinery imports. The rising cost of fuel imports until November 2008 was the
main driver behind the widening trade deficit, reversing the narrower balance since 2003 (figure 1.4). Sierra
Leone’s gradual reduction in the volume of food imports, particularly rice, slowed the expansion of its trade
deficit. By the end of 2008, the sharp reversal of world energy prices should ease the unfavourable terms of
trade that the country has dealt with in recent years.

In terms of export value, there has been a considerable surge since 2000 (figure 1.5). By 2007, exports
were more than double the 1990 level. As noted earlier, minerals, in particular diamonds, have long been the
main exports of Sierra Leone. The increase in exports since 2000 is mostly due to factors such as the ability
of the government to migrate diamond exports to official channels, the reopening of the bauxite and rutile

4 Under the Kimberly Process, diamond shipments can only be exported and imported within co-participant countries in the Kimberly Process. No

uncertified shipments of rough diamonds will be permitted to enter or leave a participant’s country. In November 2002, 52 governments ratified and
adopted the Kimberly Process Certification System, which was fully implemented in August of 2003.Today, 74 governments, in partnership with the
diamond industry and non-governmental organizations (NGOs), are committed and legally bound to the United Nations-mandated process (World
Diamond Council, 2008).

The plant produced and exported 8,000 tons of sugar in 2005.

Current account data were only available from 2004 to 2006.
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Figure 1.4. Value of key imports and trade balance (in millions of dollars)
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Figure 1.5. Value of total domestic exports (in millions of dollars)
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Figure 1.6. Sierra Leone coffee and cocoa exports and world market prices, 1997-2007
(In dollars per ton and United States tons)
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mines and new industrial’” diamond mining projects (section B of this chapter — FDI Trends, distribution by
sector).

Albeit to a much lesser extent than mining, agriculture is contributing to export earnings once again. In
particular, exports of cocoa and coffee, important agricultural exports prior to the conflict, have begun to
recover. In 2007, these two commaodities together equalled 6 per cent of total export value, 86 per cent of
which was from cocoa alone. This recovery occurred during a period of increasing world market prices. The
resurgence of these cash crops is a promising development which could contribute, if sustained for a certain
period, to the development of rural areas (figure 1.6).

4. Infrastructure

The lack of supply of electricity, water, roads and telecommunications is a considerable impediment
to future development and investment in the country. The limited existing infrastructure deteriorated
significantly during the war and the country is particularly challenged by electricity generation and distribution.
This poses a serious constraint to attracting FDI (box I.1). Electricity generation, estimated at just under
40 megawatts (MW), falls drastically short of the estimated power requirements, which range from 300
MW to 500 MW for the country.® Transmission poses a further challenge in the sense that the network
can only bear 46 MW. This is a critical issue that must be addressed rapidly as plans to increase production
capacity move forward (e.g. the Bumbuna hydropower plant currently under construction and expected to
begin generating power in 2009). Under these capacity constraints, only 2 per cent of households or 40,000
customers (mostly in or near Freetown) have access to electricity (World Bank, 2007b).

Electricity production is primarily petroleum fuelled in Sierra Leone, all of which is imported. In the
western region of the country, electricity is generated at the Kingtom and Blackhall Road oil-fired thermal
plants. In the Bo and Kenema regions, there is also electrification tied to the mining industry, which comes
from both thermal plants and a hydropower plant. The National Power Authority (NPA) was until recently
in charge of the generation, transmission, distribution, supply and sale of electricity. A 2006 legal reform
opened the sector to private participation (chapter Il) and in 2007, through a public-private partnership

Until recently, the primary mining method in Sierra Leone was alluvial mining (low capital-intensive, largely non-mechanized). Over the past several
years,a more industrial method, kimberlite mining (high capital-intensive, mechanized mining of underground kimberlite pipes) has begun to be used,
although alluvial is still the predominant method.

Prior to the civil conflict, Sierra Leone’s generating capacity was about 120 MW (CEMMATS Group, 2004). According to an official statement, in
November 2007, the electricity requirement for the country was 300 MW (Bangura, 2007). However, the World Bank, based on population growth
and current industrialization rate, has estimated that up to 500 MW is required (World Bank, 2006).
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Box I.1. The cost of power shortages for investors

Approximately 70 per cent of power consumption in Sierra Leone is industrial or commercial, yet
the lack and cost of electricity is one of the most frequently cited challenges facing investors. Typically,
investors have chosen to operate their own generators rather than face frequent power interruptions.
One example is Leocem, a cement manufacturer, which has built its own 5 MW power house. Another
example is Sierra Rutile, a mining company, which built a new power house containing four 7.5 MW
caterpillar generators at a cost of $29 million. Celtel, 2 mobile phone operator, uses a generator to run
the main switch 24 hours a day and places two generators for every tower site in order to maintain 24-
hour service. The company also pays for security guards to protect against the theft of the fuel in the
generators. Implementing these measures has made Sierra Leone a very expensive place to do business.

Source: UNCTAD fact-finding mission, June 2008.

agreement, Global Trading Group of Belgium and Income Electrix of Nigeria were permitted to enter the
market as generators. Under this arrangement, the NPA maintains control of transmission and distribution.
Furthermore, in December 2007, two new generators were installed at the Kingtom Power Plant in
Freetown, which has alleviated some of the shortages in the city.

Water systems are overburdened and in need of modernization. In this regard, only 59 per cent of
the population have access to safe drinking water and more than half of rural households use contaminated
water (UNDP, 2007). The Guma dam, supplying water to Freetown, illustrates the need for infrastructure
renewal and maintenance. The dam was intended to supply a population of 500,000, but the influx of people
from rural areas, returning refugees and high population growth rates have resulted in a city of 1.5 to 2
million inhabitants. Deforestation has created further problems in the dam region by allowing mudslides,
which fill in the dam lake and reduce the available supply.

With respect to road infrastructure, there is need for significant investment. The paved road network
is very limited (table 1.3). Of the 11,300 km of roads only 8 per cent was paved as of 2007. In comparison,
Ghana has 18 per cent, Ethiopia 12 per cent and Niger 25 per cent.” Unpaved rural, feeder roads are also in
a serious state of disrepair and as such present a formidable barrier to the development of the agricultural
sector. Over the last several years, donor-funded projects have begun to improve and extend the paved
roads in Sierra Leone. The European Commission (EC) currently funds over a third of all road rehabilitation
(Ministry of Transport and Aviation, 2007). At the end of 2007, a loan agreement was signed between the
Government of Sierra Leone and the Organization of the Petroleum Exporting Countries, Kuwait, the
Saudi Fund, the Arab Bank for Economic Development in Africa and the African Development Bank for the
construction of two highways — one connecting two beach areas (Tokeh—Lumley) and another one leading
inland (Kenema—Koidu). As of 2008, 500 km of gravel roads were rehabilitated and 1,200 km of trunk roads
had been constructed (IMF, 2008a).

Table 1.3. Road network in Sierra Leone, 2007
(In kilometres)

Paved Gravel/Earth Total
Primary 756 | 384 2 140
Secondary (gravel) 24 | 880 1 904
Feeder roads 0 4152 4152
Urban roads 35 | 36
Local roads and streets 80 2 988 3 068
Total length of roads 895 10 405 Il 300

Source: Ministry of Transport and Aviation (2007).

% Figures cited for comparators were reported for 2003, whereas figures cited for Sierra Leone are for 2007 (World Bank, 2008).
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Landline telecommunications infrastructure is similarly in a state of deterioration and is a constraint for
the operation of FDI projects. The Sierra Leone Telecommunications Company (Sierratel) is the national
provider. Currently, there is only one landline per 200 people (table 1.4). Of the landlines that are provided,
50 per cent are business lines (National Committee for Privatization (NCP), 2005). Mobile network coverage
is increasing; approximately 80 per cent of the country now has cellular coverage. Mobile subscription is
growing at a pace that is in line with neighbouring countries and other comparators. Internet usage has also
been on the rise, with 5,000 new users from 2000 to 2005, as telecommunications companies widen their
scope of investment in the country.

Table 1.4. Telecommunications indicators, 2005

Mobile New mobile New Internet

Landlines s . Internet
subscribers subscribers . users
P20 “Garaoo.  Gotoacas  gwbseribers 2000-500s
inhabitants) (thousands) (thousands)
Ghana 2.9 25.7 2,712.4 401.3 38.0
Guinea 0.4 47 112.8 50.0 28.0
Liberia 0.4 9.7 92.9 - [.5
Rwanda 0.5 6.4 99.7 50.0 33.0
Sierra
Leone 1.0 4.4 101.3 10.0 5.0

Source: ITU (2007).

5. Social issues

Sierra Leone has always been ranked among the bottom five countries in the UNDP’s Human
Development Index. Due to the protracted conflict, Sierra Leone is still ranked 180th out of 182 countries in
2009. The destruction the conflict wrought has made it difficult to progress toward reaching the Millennium
Development Goals (MDGs). Limited data collection makes the assessment of progress towards the MDGs
challenging. As the figures in table I.5 show, progress has been uneven. The number of people living on less
than $1 per day has increased slightly;'® on the other hand, there has been significant progress in universal
education. Unfortunately, this has yet to translate into greater literacy. Today, just over one third of the total
adult population is literate, a figure that shrinks to 23 per cent among women (UNDP, 2007). Recent efforts
to boost enrolment have been successful and, with the high enrolment rates, it is reasonable to expect
literacy rates to improve as successive generations complete their education.

Unemployment is another important challenge facing Sierra Leone. Unemployment is at 30 per
cent with 50 per cent of the employed population being “self-employed”,'" primarily in agriculture. Paid
employment accounts for less than 6 per cent of total employment, with only 2 per cent of women reporting
paid employment (UNDP, 2007). Although unemployment is high and gradually increasing (7 per cent to
9 per cent from 2003 to 2007), the absolute number of workers employed is growing much more rapidly,
from 64 per cent to 7| per cent over the same period (IMF, 2008b). Of heightened concern is youth'?
unemployment, which, at 55 per cent (UNDP, 2007), is an especially striking figure in a country where 6l
per cent of the population is under the age of 24 (United Nations, 2007). As a result of the destabilizing
effect of unemployment and youth unemployment in particular, addressing this issue has become a critical
component of peacebuilding programmes and of the attraction of foreign investors.

10 It is worth noting that in the IMF’s Second Poverty Reduction Strategy (IMF, 2008b), the national asset-based headcount of poverty decreased from
67.5 per cent in 2003 to 61.6 per cent in 2007; the six basis-point drop indicates that progress is being made in the reduction of poverty.

I These are survey respondents who identified themselves as “self-employed”.

12 Youth is defined as 15-34 years of age.
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Table L.5. Selected Millennium Development Goals

2007 2015
2000 Status Target
Halve the proportion of the population living on less than $1 (%) 572 59 28.5
Universal primary education (% gross enrolment)* 65 109® 100
Reduce by 2/3 the under-five mortality rate 286 270¢ 95

(per 1,000 births)

*The figure used for the MDG target (net enrolment) is not available.
21993.

b Greater than 100 because of older re-enrolled students.

€2006.

Sources: UNDP (2005b, 2007).

6. Current policies promoting investment and private sector development

Sierra Leone is carrying out its development strategy under the “National Long-Term Perspectives
— Sierra Leone Vision 2025 Programme”. The core of this programme revolves around fostering “a strong,
self-reliant, and competitive private sector-led economy with strong indigenous participation”. Using the
overarching strategies set out in the Vision 2025, current macroeconomic policy is being conducted under a
Poverty Reduction Strategy Paper (PRSP) developed with the IMF.!3 Aspects of the plan include infrastructure
development, reforms to increase domestic revenue collection and private sector development. The PRSP
I, published in 2008, puts priority on: (i) energy, (ii) agriculture and fisheries, (iii) transportation and (iv)
human development.

Both the Vision 2025 and the PRSP have identified the following as key challenges in the development
of the private sector and investment: dominance of a substantial and growing informal subsector; Sierra
Leoneans’ limited capacity to participate in investment activities; and a weak institutional environment in
which small and medium-sized enterprise (SME) growth can be fostered. As part of the effort to address
these issues, Sierra Leone is collaborating with various donor agencies on a private sector development
programme that has carried out several diagnostic surveys and is now focusing on capacity-building for
indigenous SMEs.

A facet of the private sector development effort, which focuses on improving investment (both
domestic and foreign), is the privatization programme begun in 2002, which has encompassed more than
simply divestiture of government assets. In 2002, the government established the National Commission
for Privatization (box 1.2). Under the new commission, there is a rigorous review of existing legislation for
each of the sectors, some of which have not changed since pre-independence. Through the review and
subsequent proposed legislative and regulatory changes, an investment-friendly framework is expected to
emerge (chapter ).

Despite Sierra Leone’s progress in facing the challenges of building a vibrant private sector, the long
civil conflict has affected capital formation. The |l-year halt caused by war is manifested today in most
areas and particularly in the lack of administrative capacity, weak institutions, legal conflicts and certain
investment disputes, and the lack of managerial-level experience and skills. The government is particularly
challenged by the lack of skilled workers as it labours to implement development strategies. To overcome
these challenges, it is frequently the case that key policy analysts and advisors are funded by donors for one
or two years. When the contract expires, the funds or qualified personnel are not available to fill the breach.
Thus, if the reforms for investment and FDI attraction are to be sustainable, there must be sufficient funding
of public institutions and increased capacity in public administration.

13 The initial PRSP was developed in 2001 as an interim report. Subsequent revisions have been made to obtain the PRSP Il in 2008.Although the IMF
publishes the report, it is prepared jointly with the World Bank, public, private and other donor agency stakeholders.
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B. FDI trends

The following analysis is intended to provide a perspective of FDI performance in Sierra Leone. Typically,
the analysis relies on total FDI inflows as well as flows by sector and origin. These data were not readily
available in the case of Sierra Leone. As a result, anecdotal or proxy information such as the Central Bank’s
balance of payments questionnaire for foreign investors was used. The questionnaire is distributed solely for
the purpose of collecting balance of payments information (Central Bank, 2007). Although the questionnaire
is not intended as a comprehensive survey of FDI in Sierra Leone, it captures a large proportion of foreign
firms and in the absence of more reliable data, provides general characteristics of FDI in Sierra Leone.

I. FDI size and growth

Historically, there have not been significant FDI flows into Sierra Leone. De Beers was the primary
foreign investor from the early 1930s through the mid-1980s, but even that investment was fairly limited due
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to the low-capital intensity of the type of mining being conducted. The significant decline in mid-1980s can be
attributed to the exit of De Beers from Sierra Leone. By 1991, the conflict had largely halted all FDI inflows
(figure 1.7). One mining exploration project accounts for the surge in 1995; for 2000 to 2003, investments by
telecommunications companies and renewed mining exploration projects raised FDI inflows to levels similar
to the best pre-war years. From 2004 to 2007, FDI inflows have soared over previous levels: much of this is
due to the reopening of the rutile and bauxite mines and later expansion of projects related to those mines.
While FDI inflows continued to increase in sub-Saharan Africa in 2008 in spite of the ongoing financial crisis,
they declined from their peak ($94 million in 2007) to $30 million in Sierra Leone.

In relation to regional and developing country averages, Sierra Leone’s FDI inflows are considerably
lower. Overall, Sierra Leone’s FDI inflows as a share of GDP, at 2.4 per cent, were closely aligned with the
averages of ECOWAS countries during the period 2001-2005. However, for the same period, FDI inflow per
capita for Sierra Leone was considerably lower at $6.5 as compared to ECOWAS ($14.0), LDCs ($15.9) and
developing economies ($47.2) (table 1.6). These important differences are not surprising given the relatively
short period of time between the end of the war in Sierra Leone and the resumption of economic activity
under peace conditions.

2. Distribution by sector

The Central Bank’s 2007 balance of payments questionnaire shows that among the larger foreign
investors, the majority of firms are concentrated in services, primarily banking and telecommunications.
However, there are also accounting, airline and shipping firms (figure 1.8). Foreign firms in the industrial
sector are primarily in light manufacturing and mining along with two oil and gas firms.

Figure 1.7. FDI inflows 1980-2008
(In millions of dollars)
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Figure 1.8. Number of firms by sector
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Source: Central Bank (2007).
a. Banking

There are currently 13 foreign-owned commercial banks in Sierra Leone (Central Bank, 2008). The
three most recent ones were licensed in September 2008: Skye Bank, Zenith International Bank and the
United Bank of Africa. The first foreign bank in Sierra Leone was Standard Chartered from the United
Kingdom, which concentrates on business lending. Other banks from Europe include ProCredit (Germany)
and International Commercial Bank (Switzerland). The remainder are West African banks from the Gambia,
Nigeria and Togo. As the number of foreign-owned banks shows, access to the Sierra Leone banking sector
is not restricted. However, the Central Bank encourages foreign banks entering the market to obtain 20
per cent domestic participation.

b. Telecommunications

Sierra Leone mostly has no fixed line telephony. At the same time, however, mobile telephony is fairly
well developed with approximately 80 per cent coverage of the country. At present, there are six mobile
telecommunications companies in Sierra Leone, the largest of which is the Kuwaiti firm Zain.'*

c. Mining

During the early 1930s, when diamond mining was new to Sierra Leone, De Beers was the first and
only mining company. Later, from 1970s until the early 1990s, the industry was nationalized. In the early
1990s, the government attempted to attract new investors to the sector. During this period, as well as in
present day operations, the mining sector remains at a fairly non-industrial stage where alluvial mining is the
most common mining method and as such is not capital intensive.

14 Other telecommunications firms include Comium (Lebanon), Lintel’s Africell (Lebanon), Millicom’s Tigo (Luxembourg), Cellcom (Israel) and LAP-
Green Networks (Libyan Arab Jamahiriya).
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Ultimately, three small mining companies, known as “juniors” and trading on the Canadian stock
exchanges, have set up operations in Sierra Leone. Two of them, after several mergers and acquisitions,
are still in Sierra Leone today and have launched several new large projects in the country. African Minerals
Limited, controlled by the Timis Diamond Company, has been primarily active in alluvial diamond mining.
After undertaking extensive and costly surveys for minerals such as iron ore, nickel and uranium, the
company has recently discovered kimberlite deposits. Furthermore, in two of its exploration areas in the
western and central regions of Sierra Leone, the company has discovered world class iron ore deposits.
These findings have prompted plans for more capital-intensive, industrialized mining operations'® and a
$300 million investment in railway and port infrastructure (African Minerals Limited, 2008). This project
is however affected by a legal dispute with London Mining Plc due to overlapping rights. Koidu Holdings,
a subsidiary of Israeli company Steinmetz Group, is the other junior firm in Sierra Leone. It is significant
enough in size to be considered a second-tier competitor to De Beers. As early as 2003, it began more
capital-intensive kimberlite mining operations (Koidu Holdings, 2008). The recent transition to capital-
intensive kimberlite mining has helped drive the increase in FDI inflows over the last few years.

In addition to diamonds, as noted earlier, the country has significant bauxite and rutile deposits. The
Titanium Resources Group Limited, which is owned by a New York hedge fund (Titanium Resources Group
(TRG), 2008),'® reopened the rutile and bauxite mines in 2006. Much of this company’s start-up activity
is reflected in the surge in FDI inflows in 2004 and 2005. Recently, the company sold its bauxite mining to
another junior company, Dutch investment company Vimetco NV, for $40 million (Vimetco, 2008).

Although there are only three mining companies in the production phase, there are a number of
companies in the exploration phase for diamonds, gold, iron ore and other base minerals. It is anticipated
that several projects will begin operations in the near future, including projects by the African Minerals and
London Mining Plc (iron ore) and Cluff Resources (gold). It is estimated that newly built, modern gold and
diamond mines planned over the next three to five years could increase mineral export revenues to more
than $370 million (Hooge, 2008), an important increase over the $142 million recorded in 2007. New mine
construction and refurbishment of older mines can also be expected to attract additional FDI inflows.

In addition to these significant mineral resources, crude oil has been discovered recently off the coast
of Sierra Leone by an American company, Anadarko Petroleum Corporation. Although it is too early to
assess the magnitude of this discovery, it might present an additional opportunity to attract FDI and generate
revenues, which, if carefully managed, could further the development agenda of the country.

d. Manufacturing

As noted earlier, FDI in manufacturing has entered Sierra Leone primarily under the umbrella of
Chinese development assistance projects in 2003 (Magabass Sugar Complex and industrial zone). Investment
in manufacturing is largely limited to light manufacturing, beverages (Heineken) and tobacco products for the
domestic market. There is one foreign cement manufacturer, Leocem, which was established in 1994. Itis a
subsidiary of the German company Heidelberg Cement and imports raw materials to manufacture cement.
Import tariffs, taxes on fuel, sales tax and miscellaneous fees (chapter Il) combined with electricity costs
have made exporting cement and manufacturing for domestic consumption unprofitable, and as a result the
business focus has shifted away from manufacturing.

e. Tourism

The tourism sector has been showing signs of recovery and has already attracted some investment
from Chinese sources (box |.3). The 5,000 leisure travellers registered in 2005 are far below the 1989 peak

I> Two types of diamond mining occur in Sierra Leone: (1) alluvial mining: low capital-intensive, largely non-mechanized; (2) kimberlite mining: high
capital-intensive, mechanized mining of underground kimberlite pipes.

16 3 September 2008, commodity hedge fund Ospraie Management LLC, 49 per cent shareholder of TRG closed.
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Figure 1.9. Firms by origin in Sierra Leone
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Source: Central Bank (2007).

of over 13,000 (Horwath Consulting, 1990). British Airways and Brussels Airlines have started flying back to
Sierra Leone with regular direct flights from London and Brussels to Freetown. This is likely to foreshadow
new opportunities.'” Nevertheless, the country’s ability to develop its infrastructure, mainly transportation
and energy, will remain key factors in boosting the sector.

f. Other potential sectors for FDI

Although the sectors set out above depict the current primary sectors for FDI, other sectors have FDI
potential. This will be particularly the case over the medium and long run if the significant existing impediments
are addressed. These other sectors include power generation, maritime transport and construction. In
addition, if infrastructure constraints become less problematic and the regulatory environment becomes
more investor-friendly, fishing and agro-processing could also present attractive opportunities.

3. Distribution of FDI and countries of origin

In general, FDI is concentrated in Freetown, where there is relatively more infrastructure, and in the
three major mining areas — Kono and Kenema (in the west for diamonds) and Bonthe (in the south for rutile
and bauxite). The remainder of the country has not attracted FDI so far.

The top investors in Sierra Leone are the mining and telecommunications firms, whose origins are fairly
diverse (figure 1.9). Nigerian investment has a large presence in the banking sector but the amount of FDI is
limited. As noted earlier, recent investment from China has been in light manufacturing and tourism.

17 From 1986 to 1989, leisure travellers to Sierra Leone increased at an average annual rate of 25 per cent (Horwath Consulting, 1990).
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C. Impact of FDI

In Sierra Leone, not only have FDI inflows been relatively low, but there is also a lack of data collection
and limited statistics on FDI. This makes it particularly difficult to properly assess and quantify the impact
of FDI on the social and economic development of the country. As a result, anecdotal information has been
used to provide indications of areas where the presence of FDI is affecting — positively or negatively — the
economy or development, but not necessarily to determine the magnitude of its impact. Reviewing statistical
methods in order to improve their reliability, frequency and the availability of FDI data would improve the
ability to evaluate its impact and the government’s ability to formulate FDI attraction strategies.

I. Infrastructure

FDI has contributed significantly to infrastructure improvements in the telecommunications sector.
As noted earlier, foreign telecommunications firms have installed a mobile network infrastructure that now
provides coverage to 80 per cent of the territory. These companies are installing modern technology and
expanding into other areas such as Internet service.

Mining has also contributed to infrastructure improvements, mainly in transport networks through the
construction of private facilities. New investment is being committed to rehabilitate infrastructure that has
deteriorated during the conflict and post-conflict period. One example is the project of African Minerals
($300 million) to rehabilitate the Pepel Port and loading facilities, the Pepel to Marampa railway line (a
line that has not been operational since the 1970s) and the construction of a new railway line to Tonkolili
(African Minerals, 2008).

2. Technology and skills

Although there have been only a few FDI projects implemented in Sierra Leone, there has been
significant investment in capital equipment in the mining and telecommunications sectors, which has been
accompanied by a demand for skilled labour. Recent investment in light manufacturing and tourism is also
creating a need for workers with a specific set of skills. Unfortunately, the education and skills of the labour
force in Sierra Leone are insufficient to meet demand. Foreign firms have made efforts to solve the problem
through training programmes. For example, the mobile telecommunications company Zain has attempted to
boost its human resource capital through its Celtel Academy, a school focused on business administration.
The mining firms that have been in the country for several years also provide training to their employees.
For the most part however, companies rely on expatriates to fill highly skilled and salaried positions.

3. Employment and linkages

Little data are available on employment; however, there have been several assessments of the impact
of various foreign firms on employment in Sierra Leone. Due to the labour intensity of the primarily alluvial
mining projects in place, it is likely that the mining firms are the largest employers among foreign firms. The
Titanium Resource Group reports over 2,000 employees while Koidu Holdings reports approximately 600
employees. Total employment is significantly below pre-war levels, but the World Bank estimates the mining
sector could create around 38,000 jobs in the medium term, a figure that would indirectly impact 300,000
people (dependants and extended families).'® Given recent performance and investment levels in the mining
sector, this figure could reach 500,000 by 2020 if additional investment were made in the various mining
projects already in place in the country (Adam Smith International, 2007).

There is an overall lack of linkages between FDI and domestic businesses. There seems to be some
level of activity by local firms providing services such as transport or printing to foreign firms, but such

18 Conditions listed by the World Bank to bring about greater economic impact from mining include 20-30 private operators in both mining and
exploration by 2010 and $15-$30 million investment annually by 2010 (World Bank, 2005).
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Box 1.4. Sorghum value chain development in Sierra Leone

In 2005, the European Cooperative for Rural Development (EUCORD) and the Heineken subsidiary
Sierra Leone Brewery participated in a project to promote a supply chain between domestic sorghum
farmers and the brewery.

Sierra Leone imports barley primarily from the United States and Canada but the costly and long
supply chain combined with climbing grain prices have made the use of locally produced sorghum an
attractive alternative. The five-year programme with a budget of $2.9 million involved 2,000 farmers and
focused on:

* Introducing high yielding, high quality sorghum varieties;

 Establishing sorghum collection centres;

* Forming and training village-level producer associations and credit groups;

* Assisting reliable producer groups in entering into longer-term partnerships with the beverage

industry;

e Training private sector input dealers in supplying inputs to sorghum farmers through market

mechanisms.

This market-led strategy has not only increased the competitiveness of sorghum compared
to imported barley but has also, according to a 2006 impact study, increased household income by
approximately 10 per cent for the poor and 3.5 per cent for the very poor (unable to afford food).

It should be noted that before the programme, the Sierra Leone Brewery was already generating
benefits for the community. It is a top employer in the city of Freetown, employing approximately 175
people in 2006. The same study, which noted the benefits of the sorghum project for the poor, also found
that each job at the brewery has in turn generated eight jobs in agriculture and 32 in distribution.

Sources: Financial Times (2008); EUCORD (2005); National Committee for International Cooperation and Sustainable Develop-
ment (NCDO) (2006).

connections remain at best tenuous. While there is willingness on the part of foreign firms to engage local
businesses (box 1.4), the characteristics of local firms make this option less attractive than outsourcing to
firms outside the country. One of the most cited problems preventing linkages is supply capacity. Many of
the local firms are small and do not have the capacity either in terms of manpower or equipment to supply
foreign firms. Another issue is the informality of the local business sector. In the current tax and business
registration environment, many firms operate without formal registration, making them both unattractive to
foreign firms from a legal aspect and difficult to identify as potential suppliers from a practical perspective.

4. Environment

The mining sector is currently the primary attractor for FDI in Sierra Leone, and while it creates benefits
for the economy, these come with certain environmental costs. Rutile mining, for example, is conducted by
dredging artificial ponds or lakes. Once an area is mined, the dredging moves to another location, leaving
ponds, partially submerged bars of land and inert by-products behind. TRG, the owner of the rutile mines, is
in the early stages of several initiatives to address these issues including replanting the bars and aqua-culture.
Diamond mining, whether kimberlite or alluvial, also has a significant impact on the environment, including
land degradation and pollution or muddying of rivers and streams. Sierra Leone has adopted environmental
protection laws to regulate the effects of mining on the environment. However, it is too soon to assess
their effectiveness because they are in the early stages of implementation and enforcement capacity is very
limited (chapter ).

Outside of mining, Sierra Leone’s environment can also be expected to come under pressure from
other activities. In this regard, development related to the tourism industry could become a source of
concerns. Effectively, the |12l-acre resort project that will use wetlands near Lumley Beach has already
raised questions about the potential impact on the ecosystem and the environment overall.

22



Chapter | Investment Policy Review of Sierra Leone

Figure 1.10. Destinations of exports, 1984 and 2006
(Percentage of total export value)
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5. Trade integration

a. Diversification of exports

The composition of Sierra Leonean exports has remained largely unchanged; minerals, coffee and cocoa
remain the primary exports. Recent mining projects in minerals such as gold and iron ore may broaden the
spectrum of exported minerals, although export levels are anticipated to remain small in comparison to
exports of diamonds, rutile and bauxite. Plans by African Minerals to start mining iron ore (estimated at over
2 billion tons over 40 to 60 years) is one example. In terms of agriculture, although coffee and cocoa are
enjoying resurgence, the production of these commodities does not benefit from foreign investment.

b. Export destination

In 1984, Sierra Leone’s exports, primarily bauxite and rutile and to a lesser extent diamonds, cocoa and
coffee, were destined for Belgium (34 per cent), the Netherlands (23 per cent), the United Kingdom (17 per
cent) and the United States (12 per cent) (figure 1.10). Only 3 per cent of exports were directed to African
countries. By 2006, exports had shifted away from Belgium. The share of exports to the United States
increased considerably to 33 per cent. This increase is due largely to bauxite, rutile and diamond exports.
At the same time, the share to Belgium, the Netherlands and the United Kingdom has decreased to about
3 per cent. New destinations that are gaining a significant share of Sierra Leone’s exports are Dubai (25 per
cent) and Portugal (10 per cent). Diamonds are the major export to Dubai. In the case of Portugal it is sugar
from the newly rehabilitated Magabass sugar plant that is being exported. Within Africa, although exports
have increased, they are primarily directed towards Mozambique (16 per cent) as bauxite exports.

D. Assessment

Sierra Leone has made significant progress since peace was declared in 2002. In the seven years after
the end of the conflict, Sierra Leone has not only achieved peace and stability but has embarked on an
ambitious programme of reconstruction and growth. Its success in reconstruction and future development
will depend on its ability to achieve and maintain high levels of growth, to reduce poverty and create jobs,
particularly for youth. In each aspect, FDI could play a significant role in moving Sierra Leone closer to its
economic, social and political development goals.
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The effectiveness of government policies and donor programmes has been hindered by a lack of human
resources, capital and capacity. This has affected the speed with which policy changes have been adopted
for private sector development, FDI attraction, specific sectoral goals and regulatory reforms in areas such
as telecommunications, mining, tourism and fisheries. The focus and priority the government will place on
capacity- and institution-building in areas such as regulatory agencies and the judicial system will be key to
the future attractiveness of Sierra Leone to investors.

The lack of infrastructure, particularly electricity and transport, poses a challenge to the attraction of
foreign investors. The success of attracting FDI to other potential sectors such as tourism, manufacturing
and agro-processing will depend on the government’s ability to supply uninterrupted power and a reasonably
well-maintained road network. In this regard, FDI in the mining sector has already contributed to some
infrastructure improvements.

Another factor affecting the elusiveness of FDI is the outdated image of Sierra Leone as a country
in conflict. Several years of peace have brought about a transformation in the country that has not been
sufficiently publicized and, if addressed, could improve the image of the country and generate interest.

Sierra Leone’s valuable mineral resources are finite and as such cannot be expected to continue as its
sole source of wealth. Furthermore, commodity cycles are a reality of the global economy and therefore
a sound approach is diversity within sectors, where potential exists. As the government works to further
develop the mining sector, not only does it need to strike the crucial balance between creating an attractive
climate for foreign mining companies and extracting economic benefits from the sector, but it will also need
to foster diversity of investment projects in the mining of less traditional Sierra Leonean minerals.

Sierra Leone is faced with myriad challenges, all of which need to be addressed in the near term. The
government is working to formulate strategies and move forward with implementation but is frequently faced
with disjointed and uncoordinated strategic solutions. At times, this has overwhelmed the already stretched
capacity of the government. In an effort to prioritize and implement programmes in a more coherent and
consistent manner, Sierra Leone is shifting to a comprehensive strategic approach that integrates the range
of various donor- and government-sponsored programmes.

The small but increasing FDI trend since 2003 suggests that there is renewed interest in Sierra Leone
as a destination for FDI. It should be expected, however, that FDI inflows remain low. The challenge in
the years to come is to improve infrastructure and institutional capacity, and to put in place an effective
long-term development and FDI strategy. For implementing a successful FDI strategy and benefiting from
its development potential, FDI needs to be incorporated as a key element in the various development
strategies (e.g. PRSP Il, private sector development, sectoral development).
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CHAPTER Il

THE INVESTMENT FRAMEWORK

Sierra Leone is putting in place one of West Africa’s most ambitious reform agendas, which includes
investment-related issues. The objectives are to improve the country’s investment framework and attract
FDI to revitalize economic development. After a number of years of stability and peace, substantial
investment-related reforms (annex |) have been made. In this context, chapter Il reviews Sierra Leone’s
policy framework for investment and provides recommendations to improve it.

As a consequence of the reforms implemented and those in progress, an open FDI regime is in place.
Reforms are not complete, however. Furthermore, the effective implementation of new legislation and
procedures is an issue the Government of Sierra Leone needs to address. At present, critically needed
institutional, financial and human capacity to implement the changes is lacking.

The overall reform, development, consolidation and codification of the legal system in Sierra Leone
have been entrusted to the Law Reform Commission appointed in 2003. This commission coordinates
these changes with the support of donors. Programmes by the World Bank through the Foreign Investment
Advisory Service (FIAS) and the United Kingdom’s Department for International Development (DFID),
among others, have helped the government focus on reducing procedural barriers, updating and/or drafting
laws and introducing fiscal and sector reforms. The continuation and coordination of these efforts, in line
with national development policy objectives, are essential to create a good investment climate.

A. Entry and establishment of FDI

Sierra Leone has an open legal regime for the entry and establishment of foreign investment. The few
remaining limitations on the right of entry are in the services sector. The instances where foreign investors
can be subjected to limitations include the commercial presence of foreign entities in a range of professional
services, auxiliary transport, internal waterway and rail transport and qualifications for establishing an
insurance firm or a bank. The restrictions can take various forms including partnerships, joint ventures,
minimum assigned capital or years in business (table II.1).

In practice, it is difficult to identify whether and how the partnership requirements are implemented.
Also, it is unclear which entity is responsible for verifying and approving these arrangements. This creates
uncertainty for investors. A comprehensive list of restrictions is available from Sierra Leone’s schedule in the
World Trade Organizations’ (WTO) General Agreement on Trade in Services (GATS) (WTO, 1995a).

While these requirements apply to foreign investors, Sierra Leone offers more favourable treatment
(full national treatment) to nationals from the Mano River Union'? and ECOWAS member countries (see
the final list of the GATS article Il most favoured nation exemptions in WTO, 1995b).2° For example, in the
road transport sector (passengers and freight), only the vehicles registered in the Mano River Union and
ECOWAS are allowed to provide services in Sierra Leone. ECOWAS provisions note that each member
State accords non-discriminatory treatment to nationals and companies of other member States. If, however,
for a specific activity, a member State is unable to reciprocate national treatment, other member States are
not bound to accord non-discriminatory treatment.

19 The union is composed of Cote d’lvoire, Guinea, Liberia and Sierra Leone.

20 Given that there are no market access schedules for services in the ECOWAS Treaty, it is unclear if these provisions are operational, in particular
since national treatment is not formalized in the national law.
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While the preferential access granted to regional partners (Mano River and ECOWAS) promotes
the important goal of regional integration, in practical terms, limited investment and economic activity has
been generated through this discriminatory treatment. Sierra Leone may wish to consider removing these
obstacles that affect investment flows from diverse sources and consolidating multilaterally the liberalization
of trade in services that has been granted to regional partners.

The Investment Promotion Act (IPA) of 2004 provides the basic legal regime for investment. Article
4 states that any investor, domestic or foreign, may invest in any legitimate form of business. The IPA does
not contain any list of sector limitations to FDI entry. Article 3 notes that in addition to the IPA, there
are other laws with special provisions to promote investment in tourism, fisheries, mines and minerals,
banks, non-bank financial institutions and other business activities that apply to FDI entry (section on
taxation).

Table Il.1. FDI entry restrictions in services

Sector Current restrictions

Professional services The commercial presence of foreign professional services in Sierra Leone
requires a partnership with Sierra Leoneans.

Other business services | To establish a business service enterprise, a foreign firm has to establish joint
ventures with Sierra Leonean partners.

Insurance and For establishing a foreign insurance firm (commercial presence), a firm must: (i)
insurance-related services [have over 10 years’ practice and (ii) hold a minimum assigned capital twice that
of local firms.A “letter of comfort” from the parent supervising authority may
be requested to provide funds in cases of shortfalls in solvency or liquidity.

Banking and other For the right to establish commercial presence in Sierra Leone, it is required
financial services that reciprocity treatment be given to a Sierra Leonean firm to establish a
(excluding insurance) commercial presence in a foreign country (e.g. assurance from the parent

supervisory authority). Branches of foreign incorporated banks are required

to hold a minimum assigned capital twice that of minimum paid-up capital
prescribed for locally-incorporated banks.

Health and social services | For commercial presence, foreign service providers must be registered
practitioners in the appropriate disciplines with qualifications recognized by the
Ministry of Health.

Internal waterway The commercial presence has to take the form of a joint venture with Sierra
transport Leoneans.

Rail transport services The commercial presence has to take the form of a joint venture.

Transport auxiliary The commercial presence has to take the form of a joint venture with Sierra
services (e.g. customs Leoneans.

house brokers)

Source: UNCTAD elaboration based on Sierra Leone’s WTO commitments under GATS.

While the restrictions to FDI entry in banking, insurance and transport services are common, the
partnership requirement in business and professional services acts as an impediment to the goal of capitalizing
on the opportunities that the services sector offers to Sierra Leone.

In addition to restrictions on services activities, other entry limitations apply to maritime and airport
services. Foreign persons or firms are prohibited from holding licences for the activities of clearing or
forwarding air or sea freight cargo operations (article 7 of the Cargo Clearing and Forwarding Act of
1974). Private investors, foreign or domestic, cannot participate in other maritime port activities given that
the Sierra Leone Ports Authority (SLPA) has exclusive responsibility for provision of port services (cargo
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handling and pilotage). SLPA is currently the sole stevedore licensed to operate in the Port of Freetown.
Private investors, domestic or foreign, are limited also from participating in airport services as the Sierra
Leone Airport Authority Act (1988) grants to the Authority the right to operate and manage Freetown
Airport commercial operations.

B. Treatment, protection and institutional responsibility for promotion of FDI

I. Treatment and protection

Neither the Constitution nor the IPA of 2004 makes reference to fair and equitable treatment of
foreign investors or to a minimum level of treatment. This international law standard is often found in
investment treaties, but Sierra Leone has not concluded many. However, this standard is to be handled
with care outside and even within the international framework for investment, as the content and the level
of protection are not clearly defined and may go beyond the level of protection of physical property or
protection against denial of justice that Sierra Leone can currently guarantee.

Three key elements of protection are sought by foreign investors in an FDI regime: protection against
expropriation; dispute settlement; and free transfer of funds. Sierra Leone’s FDI framework addresses each
of these issues in the following manner.

Protection against expropriation: Chapter Il article 15 of the Constitution is a direct but succinct
statement to protect every person from “deprivation of property”. A further reference is found in chapter
I, article 21(l), which states that “no property of any description shall be compulsorily taken possession
of, and no interest in or right over property of any description shall be compulsorily acquired”, except for
defence, public safety, public order, public morality, public health, town and country planning, or for the
promotion of the public benefit or the public welfare. The 2004 Investment Promotion Act further provides
that “no private investment, whether domestic or foreign, shall be expropriated or nationalized in a direct
or indirect manner, except in the special cases specified by section 21 of the Constitution”. The criteria
noted above represent a broadly defined list of motives and although these provisions provide a general
basis limiting expropriation, discretionary potential exists under the “promotion of the public benefit or the
public welfare”, creating unpredictability in the investment framework.

The constitutional provisions require prompt payment of adequate compensation, although there is
no definition of adequate compensation. Provisions also exist for access to the courts or an independent
authority for the determination of rights, the legality of action and the amount of compensation. These
provisions follow principles of international law regarding the lawfulness of an expropriation. However,
neither article |15 nor article 2| of the Constitution mentions the condition of non-discrimination in the
procedure of deprivation of property and compensation.

Dispute settlement: Following international standards, the 2004 IPA provides that where a dispute
arises between an investor and the government with respect to an investment in a business enterprise or
with respect to an investment obstructed or delayed by the government, the parties will use their best
efforts to settle such dispute amicably (article 16). The IPA further establishes in the event that such a
dispute is not settled amicably, it may be:

* Submitted to the United National Commission on International Trade Laws in accordance with the

rules of procedure for arbitration;

* Pursued within the context of a ratified bilateral or multilateral investment agreement;

» Submitted to any other national or international machinery for the settlement of investment disputes

as the parties may agree.
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Since 1965, Sierra Leone has been a party to the Convention on the Settlement of Investment
Disputes between States and Nationals of Other States Party. Although no specific reference is made to
the International Centre for Settlement of Investment Disputes (ICSID) Convention, the current provision
of the 2004 |PA allows recourse to arbitration under this mechanism for foreign investors. As of 2008, no
international dispute involving the Government of Sierra Leone and foreign investors had been submitted
for international arbitration.

Free transfer of funds: The 2004 IPA provides guarantees for the free transfer of funds with no
restrictions on the repatriation of earnings, profits and capital and loan payments. This includes: expatriates’
remittances; repatriation of profits (after taxes); proceeds from the liquidation of a business enterprise;
awards resulting from any settlement of disputes in business enterprises; and repayments of principal and
interest on loans contracted abroad.

Another element related to treatment of investors is access to investment incentives. In the case of
Sierra Leone, they are all (foreign and domestic) treated in the same manner. Sectoral laws make, in general,
no significant distinction between foreign and domestic investors. De facto national treatment is granted
(see the section on taxation for additional information).

2. International investment framework

Sierra Leone is lagging behind in the conclusion of international investment treaties compared to most
countries in the region. It has signed only three bilateral investment treaties (BITs) — one with Germany
(1965), one with the United Kingdom in 1981 that was revised in 2000 and one with China in 2001. The key
provisions of the BIT with the United Kingdom, which entered into force in 2001, are:

* Nationals or companies are accorded fair and equitable treatment and enjoy full protection and

security.?’ Unreasonable or discriminatory measures are prohibited;

* Investor-state disputes may be referred to ICSID;

* No party grants treatment less favourable than that which it accords to its own nationals or

companies or to nationals or companies of any third state;

* Investments cannot be nationalized or expropriated except for a public purpose on a non-
discriminatory basis and against prompt, adequate and effective compensation.

In order to close the gap and create a more conducive environment for investment, the current policy
of promoting FDI from different sources should target the negotiation of BITs with countries that have the
potential to become important sources of FDI.

Sierra Leone is starting with nearly a blank slate and is not, unlike many countries in the region,
confronted with inconsistencies between national and international FDI frameworks. It is therefore advisable
to ensure a coherent approach between the guarantees and protection given at the national level and
those that would be negotiated in the context of new BITs or other investment instruments. International
investment law has been subject to many changes and interpretations in recent years. This constitutes an
opportunity for Sierra Leone to prepare a consistent and state-of-the-art investment treaty model that
takes into account its priorities and specific level of development. Furthermore, an approach combining
the negotiation of BITs and double taxation treaties (DTTs), including investment chapters in regional trade
agreements, should be used to boost Sierra Leone’s FDI attractiveness. These treaties should target key
partners, including those with a sizable diaspora such as the United States.

In the ongoing negotiation of the Economic Partnership Agreement with the European Union (EU),
the African Conference of Trade Ministers adopted the position that investment should be kept outside

2l The treaty accords fair and equitable treatment and full protection and security; neither party can in any way impair by unreasonable or discrimina-
tory measures the management, maintenance, use, enjoyment or disposal of investments.
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the negotiations. While this is an understandable negotiating position, the lack of investment provisions
may represent an important missed opportunity to consolidate a favourable investment context including
ensuring national treatment, liberalization of investment restrictions and facilitation of BITs and DT Ts.

3. Institutional responsibility for promotion of FDI

The Investment Promotion Act of 2004 assigned the Sierra Leone Export Development and Investment

Corporation business facilitation duties.?? In 2007, it was replaced by the Sierra Leone Investment and
Export Promotion Agency (SLIEPA) to promote investment and export development.

SLIEPA was organized to focus on investment and export development and business facilitation. It
receives support from DFID, the International Trade Centre (ITC), the World Bank and FIAS to fund
personnel and put in place basic operating conditions, including its structure and work programme.

The mission of SLIEPA focuses on providing personalized services and information to investors and
exporters. SLIEPA has identified sectors — agriculture, marine resources, mining, and tourism — for strategic
promotion of FDI, while export promotion deals with agriculture and marine resources.

Given the government’s current reform agenda and the numerous initiatives to introduce investment-
related legal, policy and institutional changes, SLIEPA could play an important role in this process in terms
of policy advocacy. This issue is discussed in detail in chapter Ill.

4. Assessment and recommendations on entry, treatment and protection of FDI

Sierra Leone has an open and liberal regime for foreign investment. The 2004 IPA is inspired by best
international practices and provides an enabling framework for FDI. Its provisions have an open and liberal
approach and it does not contain sector restrictions. To further improve the framework, it is recommended
that Sierra Leone guarantee national treatment of FDI by formalizing it in the law. Specific sector laws and
other legal provisions do however contain a few restrictions, mostly in services activities. To fully open the
investment regime, these restrictions should be removed and Sierra Leone should consider consolidating, at
the multilateral level, the liberalization of trade in services that it has granted to regional partners.?? Finally,
it is recommended that Sierra Leone prepare an investment treaty model that should provide the basis to
negotiate BITs.

C. General measures for regulating business

I. Enterprise law and corporate governance

Although improvements have been made in Sierra Leone in recent years, establishing a business still
involves numerous and time-consuming requirements for registering, obtaining operating licences and
seeking approvals from various public entities. The negative effects of these obstacles on doing business are
compounded by the lack of clear and transparent regulations and procedures, poor coordination with tax
registration and administration, the limited use of computers and the lack of administrative services outside
of Freetown.

Recent changes aimed at simplifying business registration have been made through the Investment and
Export Promotion Agency Act (2007) and the Registration of Business Act (2007). In addition, the General
Law (Business Start-up) (Amendment) Act of 2007 abolished the requirement for foreign investors to obtain

22 To facilitate obtaining registry, permits, licenses, certificates/clearances and identifying joint venture partners.

2 Sierra Leone used to be an attractive educational centre for students from countries in the region. Investment in educational services could re-
establish this tradition in certain technical programmes including the English language.
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permission for foreign exchange transactions.?* The Bankruptcy Act (2009) has made it easier to close a
business, thus leading to an enhanced entrepreneurial environment. However, while the 2007 Registration
of Business Act simplified some of these procedures, it did not repeal or establish direct links to similar
issues (for example registration) defined in the Companies Act.

To establish a business, a number of procedures are required. These procedures apply equally to
domestic and foreign investors and are fairly standard; however, businesses can be governed by overlapping
laws, which creates duplication and confusion.?> The process of establishment starts with the requirement
to register as business entities (e.g. limited liability company, partnership or sole proprietorship). Limited
liability companies first register the business name and then incorporate and register with the Office of the
Administrator and Registrar General.

Major legal improvements occurred between 2008 and 2009. For example, whereas it took seven
days just to do the registration with the Registrar of Companies, it now takes only two to three days
(World Bank, 2009). With a total of 12 days to start a new business, Sierra Leone ranks among the top
economies in West Africa. The new Companies Act?® governs the various registration and incorporation
procedures. It has considerably improved the uncoordinated way in which various agencies intervened in
the business registration and licensing process in the previous outdated version of the Act. A Corporate
Affairs Commission has been created with a major function —regulating and supervising the incorporation
and registration of companies.

However, while the new Companies Act allows for more modern and investment-friendly treatment,
there is still room for improvement. For example, there are still six steps to register a business, involving
four different entities (World Bank, 2009).27 Before a business can start operations, a mandatory general
business licence must be obtained from the Office of the Administrator and Registrar General. To operate
in Freetown, another licence needs to be obtained from the City Council. There are also activity-specific
(construction, retail, etc.) and sector-specific (tourism, telecommunications, mining, etc.) licences. In
many cases they overlap (e.g. the general business licence and the licence from the City Council) and their
application criteria and administration are unclear. In many cases the licensing system seems to be used
more for revenue collection rather than for concrete policy purposes. Therefore, a review of the complete
licence structure is needed to ease the burden and cost for business establishment. The assessment of the
system should aim at maintaining those licences that are deemed necessary notably to protect: (I) health; (2)
consumers and workers; (3) environment; and (4) ensure safety. Once this exercise is completed, clear and
transparent guidelines should be published on the criteria and procedures to be fulfilled to obtain licences.

Against this background, the new Companies Act reduced business registration and related procedures,
and the Corporate Affairs Commission serves as the regulator for registration and companies procedures.
While these initiatives constitute a real progress in the business start-up process, the Act needs to be
effectively implemented to have a tangible impact on the ease of doing business. Similarly, the commission
needs to have the appropriate tools and means in view of efficiently coordinating business registration.
Its role could be extended to simplifying licensing requirements, computerizing procedures and providing
technical training to officials. In addition, SLIEPA could play a role, if added to the SLIEPA Act, in facilitating
entry and establishment of businesses. Performing this task could also serve as a way to gather relevant
information about foreign investment projects.

24 Other key changes regarding business registration included the elimination of the use of an attorney for the preparation of the memorandum and
articles of association; annual renewal of business licences; and the payment of the advance tax.

25 These include: the Companies Ordinance (1938); the Business Names Registration Ordinance (1954); the Business Registration Act (1983); the Na-
tional Revenue Authority Act (2000); the General Law (Business Start-up) (Amendment) Act (2007); and the Registration of Business Act (2007).
26 The new Companies Act was issued in 2009, in replacement of the 1938 version.

27 The main entities involved include: (1) the Office of the Administrator and Registrar General; (2) the National Revenue Authority; (3) Municipalities;
and (4) the Ministry of Labour and Social Security.
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2. Taxation

The principal taxes affecting businesses are taxes on corporate profits and dividends; sales taxes; and
import and excise duties.?® The National Revenue Authority (NRA)?? administers taxes related to income,
sales, customs, excise and mineral royalties. The NRA operates with very limited resources; for example, in
2008 it still had limited computer equipment and capacity to use it. Furthermore, the large informal sector
(60 to 80 per cent of GDP) imposes significant constraints in achieving revenue collection targets.

a. Corporate income tax

The Income Tax Act of 2000 provides the legal basis for income taxation. Sierra Leone has traditionally
applied a high rate of corporate income tax but the economic reform programme of recent years recognized
the importance of putting in place a more competitive regime. A first step was made in 2005 to reduce
the corporate tax rate from 35 to 30 per cent, except in mining, which remains at 35 per cent. Losses may
be carried forward indefinitely but the amount that can be applied in any one year cannot reduce taxable
income by more than 50 per cent.

Table I1.2. Capital allowances, loss carry-forward and general incentives
Fiscal measures Application

Standard capital
allowance (declining Depreciable assets
balance, per cent)

40 Plant, machinery and equipment, including automobiles and trucks
10 Other tangible depreciable assets except buildings, intangible assets
15 Buildings housing industrial, manufacturing, agricultural activities
10 Buildings housing commercial activities other than the previous

5 Buildings other than those described in the previous groups

Loss carry-forward

Loss carry-forward is permitted to the extent that the loss has not been deducted in a previous year of
assessment insofar as the tax payable each year will be less than 50 per cent of the tax due if such loss is
not carried forward.

Other measures

Sales tax Exemption from payment of sales tax for importation of plant,
machinery and spares.

Income tax * Exemption of 5 per cent of business income derived from export sales;

* A 100 per cent deduction for research and development costs;

* Aninvestment allowance of 5 per cent (deducted from business income) of the
cost of plant, machinery and equipment, including automobiles and trucks;

* A business investment relief deduction (maximum 50 per cent of
investment totalling not more than Le 3 million ($1,000)) in any year of
assessment for five years from resident individuals’ income (not owners,
partners, managers, employees or creditors) for purchase of up to 30 per
cent of newly issued ordinary shares in a company.

Sources: Income Tax Act of 2000; the Mines and Minerals Act (Decree); the Development of Tourism Act.

28 Other taxes include: payroll on foreign employees; entertainment (10 per cent of ticket price); restaurant (10 per cent); tourism (7.5 per cent); 0.5
per cent charge of cost, insurance and freight (CIF) value; agricultural exports (2.5 per cent of f.o.b. value); telecommunications (10 per cent on all
telephone calls); foreign travel (10 per cent).Withholding taxes cover rental, dividend, royalties and interests.The personal income tax has a progres-
sive structure with a top marginal rate of 30 per cent applied to all income above Le 7.5 million.

29 The NRA started in 2003 and is organized in Income Tax, Customs/Excise, Gold/Diamond and Non-Tax Revenue Units. Key laws include the Income
Tax Act (2000); Customs Tariff Act (1978); Excise Act (1982); and Sales Tax Act (1995).
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The standard fiscal regime provides measures such as tax depreciation allowances with a generous rate
of 40 per cent for plant and machinery, competitive depreciation rates of 10 or I5 per cent on most types
of buildings and other general incentives (table 11.2). Moreover, the asset base is inflation indexed. Special
treatment of tax depreciation is provided for mining and, to a lesser extent, for tourism to recognize the
special features of investment in these industries (table I1.3).

On payments to non-residents, withholding tax is imposed at a rate of 10 per cent on dividends, 15
per cent on interest and 10 per cent on services. Sierra Leone has only four DTTs, three of which are
more than 50 years old. These are with the United Kingdom (1947 and 2000), Denmark (1954), Norway
(1954) and India (1956). In the latest treaty with the United Kingdom, dividends and royalty payments to
non-residents are tax exempt. Investors’ interests in Sierra Leone would be encouraged by an expansion
of DTTs, in particular with new important partners and countries with firms active in key areas of FDI (e.g.
mining) such as Australia, Canada, China, France, the Gambia, Ghana, Nigeria, South Africa and Switzerland.
The ECOWAS Treaty provides for the negotiation of a convention on double taxation. To date, no progress
has been achieved on this important endeavour that would be useful in facilitating regional investment into
Sierra Leone.

Table 11.3. Incentives and special industry regimes
Sector Incentives

Agriculture ¢ Ten-year exemption from income tax for rice and tree crops production (cocoa, coffee,
palm oil). Dividends paid in the exemption period are free of tax for individual farmers
and taxed at 50 per cent of the applicable rate for companies engaged in farming;

» Custom duty exemption on agriculture inputs (fertilizers, seeds, pesticides, tractors/parts,
machinery).

Tourism * Fifteen per cent corporate income tax, limited to a maximum of 150 per cent of eligible

expenditures of the original capital invested, for the first five years of a new investment;

* Investment allowance of 5 per cent of the cost of the relevant asset in acquiring new assets
of plant, machinery and equipment, including automobiles and trucks, and commercial
buildings;

* Exemption from payroll taxes during three years for up to six non-citizen employees with
skills not available;

* Duty free for new construction, extension or renovation of existing facilities, applicable to
building materials, machinery or equipment that is not easily available in Sierra Leone;

* The Tourism Act (1990) article 37 gives discretionary powers to the Tourism Minister to
grant further tax relief.

Mining * Royalties of 5 per cent on precious stones, 4 per cent on precious metals and 3 per cent

on other minerals;

* 35 per cent corporate income tax;

* Immediate amortization of pre-production exploration and prospecting expenditure;

* For mine development expenditure, tax depreciation of 40 per cent in year of expenditure;
20 per cent of cost for each of next three years (straight line basis);

* Write-offs against profits on funds put aside for future expenses for mine closure and
rehabilitation;

* Importationfree of customs duty,chargesandlevies on machinery,plantand other equipment
used “exclusively for the conduct of prospecting and exploration operations”;

* Election to have accounts denominated in United States dollars;

* Each project under common ownership is ring fenced for tax purposes;

* The fiscal terms set out in the law can form part of a mine development agreement with
the government and hence be stabilized.

Sources: Income Tax Act (2000, 2004 amendment); Mines and Minerals Act (Decree); the Development of Tourism Act.
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The tax authority may set minimum levels of taxable income for a company — either 10 or |5 per cent
of turnover, depending on whether adequate accounts are kept. This does not apply to a company that
submits audited accounts. There is also a designated set of 50 small-scale business activities to which a fixed
minimum tax applies.

The chargeable income of a resident taxpayer is the taxpayer’s assessable income from all sources.
A branch in Sierra Leone of a non-resident company is subject to income tax on chargeable income plus
dividend withholding tax on the higher of funds repatriated or retained earnings.

Advance tax payments apply based on estimated turnover or taxable income for the year. Firms pay
quarterly provisional taxes (25 per cent at a time) on the basis of forecasts. When estimated tax payments
are higher than actual results, the difference is credited to the following year as it is difficult to obtain the
refunds that the law authorizes.

Sierra Leone applies various compliance measures. For importers, there is a pre-payment of income
tax of 3 per cent of the CIF price of imports (unless the taxpayer submits audited accounts). A withholding
tax of 5 per cent is levied on payments to resident contractors. Thin capitalization rules apply to expensing
interest costs on shareholder loans.

The Income Tax Act has provisions concerning transfer pricing based on an arm’s length transaction
approach; however, no regulations and guidelines have yet been produced.

Sierra Leone has specific fiscal measures (table 11.3) for activities in agriculture, tourism and mining.
The agriculture and tourism industry measures include corporate income tax holidays although, in tourism,
the extent of the holiday is constrained by the amount invested. The mining fiscal regime was developed in
the early 1990s to provide internationally competitive arrangements for that time (see section dealing with
mining.)

Figure Il.I compares the tax burden in four sectors (agriculture, manufacturing, tourism and fisheries)
in Sierra Leone with other developing countries.3? The comparison is based on the tax system in place in
2008, incentives and UNCTAD’s comparative tax methodology (annex 2). The discounted present value of
tax is measured as a percentage of investors’ cash flow (present value of tax in per cent). The higher the
present value of tax (in per cent), the greater the tax burden on an investment.

The burden estimated with standard taxes in Sierra Leone is similar to that in the four sectors in the
other countries. This is due to Sierra Leone’s decision to reduce the corporate tax rate to 30 per cent as
well as its attractive tax depreciation allowances; however, the latter is somewhat diluted by the cap on
the loss carry-forward. The government should make sure to have sufficient revenues to finance public
expenditures through an effective fiscal regime. While avoiding a “race to the bottom”, the government
could consider bringing the country in line with other regional economies, such as Cote d’lvoire, Ghana or
Mauritania (their corporate tax rate is 25 per cent).3! To optimize the impact of this measure, it would be
useful to implement it in concert with the simplification of other taxes and the introduction of facilitation
services related to tax compliance. Reducing the corporate tax could also encourage firms to move to the
formal sector. For this to happen, this measure should be supported by the introduction of an efficient
refund mechanism of value added taxes (see section on indirect taxes, below).

30 The selection of comparison countries takes into consideration regional competitors, relevant economic features and other countries that have
successfully developed certain sectors and success in attracting FDI in those activities.
3

The total short-term revenue impact of reducing corporate rates by 10 percentage points (a drop in tax revenue of about $5 million) would prob-
ably be small since corporate tax revenue ($16.5 million) represented 10 per cent of total tax revenues in 2007. In the medium and long term, the
small decrease in revenue should be compensated by rises in tax revenues from both direct and indirect taxes that would result from higher invest-
ments and an increased number of firms operating in the formal sector.
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Figure Il.1. Comparative taxation of investment, 2008
(Present value of tax as a percentage of investors’ cash flow)
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Source: UNCTAD.
Note: |l and 12 refer to different investment incentives in the country used for the comparison.Annex 2 provides details about the
specific programmes used in the simulation.

In agriculture, Sierra Leone maintains an incentive scheme for tree crops and rice. In fisheries,
neither Sierra Leone nor the other African countries that are being compared maintain incentive
schemes. Furthermore, Sierra Leone is one of few countries that does not promote investment in
manufacturing through sector-specific tax incentives (e.g. export processing zones). In tourism, Sierra
Leone’s incentive scheme compares well with the other African comparator countries but it is not as
ambitious.

The IPA of 2004 introduced the possibility of implementing an incentive scheme. The details of
its structure have yet to be agreed upon. Rather than amending the Act to include a detailed incentive
structure, the Government of Sierra Leone should consider using the Income Tax Act to define such
a structure. For clarity, if this option was selected, the IPA should reflect the fact that fiscal incentives
are dealt with in the Income Tax Act. Their implementation would then be the responsibility of the
Ministry of Finance and the National Revenue Authority. This would be useful in preventing dispersion
and policy inconsistency.

The definition and introduction of additional incentives (e.g. beyond the measures that are in
place) should be evaluated with caution as there is evidence on the ineffectiveness of incentives to
promote investment (box Il.I). Against this background, improving the general tax rules and ensuring
their competitiveness should remain the focus.

In 2008, the Trade Ministry developed a draft proposal for investment incentives. In agriculture, it
increases the number of activities eligible for the 10-year tax holiday and provides an investment allowance
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Box Il.I1. The experience of investment incentives for the attraction of FDI

International experience shows mixed outcomes with respect to the use of incentives to attract FDI.
Positive experiences resulted in economies such as the Republic of Korea, Singapore and Taiwan Province
of China. On the other hand, countries such as Egypt and Indonesia have, in recent years, streamlined
their fiscal incentives and put in place an improved tax regime to attract investment. Furthermore, an
evaluation of the numerous incentives used by South Africa pointed to the need for reform. In this regard,
it is recommended to improve the tax regime rather than focusing on incentives to attract investment.
Ireland is cited as a model to illustrate the role of incentives in promoting investment. It adopted a series
of tax incentives in the early 1980s. It is only in the mid-1990s that major investment projects took place.
Macroeconomic stability, lower tax rates, reforms of administrative procedures and European Union
(EU) membership are however considered to be the main factors behind these projects.

To be attractive to investors, tax systems must function well (reasonable tax rates, transparency,
simplicity and stability) and be supported by sound macroeconomic conditions as well as good regulatory
and institutional frameworks. The trend is therefore to lowering corporate income taxes as a means to
attract FDI.

However, if tax incentives are used, consideration should be given to the following issues: (i) tax
incentives (accelerated depreciation and investment allowances/tax credits) used for the rapid recovery
of investment costs can be more cost-effective than reducing corporate income tax rates; (ii) tax
holidays of total exemption of corporate income tax are the least desirable measures; (iii) indirect tax
incentives are very prone to abuse and should perhaps be limited to the removal of customs duties
on inputs that are used in the direct production of exports; (iv) any tax incentive must be based on
transparent legal provisions; and (v) qualifying criteria for incentives must be based on simple and
objective considerations.

Sources: OECD (2003) and Barbour (2005).

for an additional five years. It introduces the South-East Asian concept of pioneer and priority status
industries that would enjoy a five-year full or partial tax holiday. It also includes additional investment
allowances in a wide range of industries, including manufacturing. Given the capacity constraints of the
NRA, the time to administer these fiscal incentives and the international evidence presented in box
Il.I, there is a need to reconsider this proposal. Typically, Asian countries apply minimum investment
size eligibility thresholds to reduce administrative requirements: however, this results in discrimination

against small investors.32

Against this background, Sierra Leone should not hesitate to improve the effectiveness and attractiveness
of the fiscal regime in order to be in line with other regional economies (e.g. Cote d’lvoire, Ghana or
Mauritania). It should start with a competitive general regime followed by specific schemes targeted at sectors
and results such as the agro-processing and export manufacturing. With respect to general measures, the
Government of Sierra Leone should consider the following recommendations:

* Review the general rate of corporate income tax and apply it to all business, including special
development operations or zones;

* Remove restrictions on the utilization of loss carry-forward;

* Reduce and harmonize to between 5 and 10 per cent all withholding taxes on payments to service
contractors, royalties, interests and dividends;

* Review advance tax payments to eliminate the 3 per cent charge on CIF imports. Also limit the
advance turnover tax payments for taxes that have been paid in a previous year;

* Negotiate DT Ts with key partners and finalize the negotiations for an ECOWAS DTT;

32 An investment promotion agency in charge of administering investment incentives can give a misleading impression of its performance in attracting
investment. In that case, investors may interact with the agency because it is the incentives gateway and not necessarily because of its capacity to
promote and facilitate investment. UNCTAD (2004) provides an analysis of the effects of discretionary incentives.
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+ Eliminate provisions on sector laws (e.g. tourism) that give discretionary power to grant investment
incentives;

* Apply the same income tax rate to resident and non-resident small business owners;

+ Clarify provisions concerning minimum chargeable business income tax;

* Establish a special project window to facilitate the provision of administrative services for large
strategic investments.

With respect to sector-specific features, the recommendations are to:

* Provide low or zero corporate income tax on export sales by agro-processing and general
manufacturing industries (income on domestic sales would be subject to the standard tax rate).
For a least developed country, this is unlikely to be of concern under the WTO rules on export
subsidies;

* Introduce universally available and easily administered measures to promote specific outcomes (such
as additional deductions for large-scale employment) and to address difficulties (such as investment
allowances for self-provision of utilities and infrastructure);

* Allow investment in selected infrastructure to qualify for tax relief on unrelated income of the
investor.

b. Indirect taxes

Sierra Leone has, at the moment, a sales tax of |5 per cent. A decision has been made to replace it with
a value added tax (VAT). Care should be taken so that the VAT: is introduced at a reasonable rate; is broadly
based; has an efficient reimbursement mechanism; has no or few exemptions; and applies a rate of zero on
exports. The government has indicated that these elements are taken into account in the plan for the VAT.

The VAT can be an effective measure to promote investment and increase competitiveness by reducing
indirect taxes on business inputs®} and lowering the tax embedded in the prices of exports. Therefore, the
implementation of this tax is a priority for the government.

3. Export processing zones and export promotion measures

An important constraint to diversifying and increasing exports of goods and services in Sierra Leone
is the absence of a competitive production sector. This prevents the country from tapping the benefits of
trade preferences, which grant the country unlimited access to important global markets. While export
processing zones could be a potential solution, the country has no legal provisions in place to operate them.
Furthermore, and under the current conditions, exporting from Sierra Leone is a lengthy and complicated
process (WTO, 2004).

As of 2008, there was no customs duty drawback scheme in place that would, if well designed, be useful
in fostering exports. A duty drawback regime for both direct and indirect exporters would allow businesses
to rapidly obtain inputs at world prices. Clear guidelines, timely processing of documents and prompt
payment of claims would be essential to the success of the programme. One efficient administrative option
is to implement a computerized customs system to register transactions and to calculate and process the
duty drawback refunds on the spot. An alternative system is to set up a fund at the Central Bank (funded
by collected tariff duties) to pay for the duty drawback (e.g. Zambia’s system). The introduction of a VAT
system, with an efficient reimbursement mechanism, would be a very good complementary measure and a
significant improvement for business operations if coordinated with an automatic duty drawback. Finally, it
is also recommended to adopt additional measures to allow direct duty-free importation of selected inputs
for the production of exports. The World Customs Organization Revised Kyoto Convention provides
guidelines on how this can be established, including operational guidelines.

33 This measure would also remove price distortions between products that use taxable inputs and those that do not.
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4. Customs procedures

Customs clearance and technical controls (either for importation or exportation) on average cost
$550 and take six days (World Bank, 2009). The numerous and lengthy customs procedures discourage
doing business in Sierra Leone. This is particularly problematic for foreign investors who depend heavily on
the importation of inputs. Solving problems related to customs procedures would lower trading costs and
enhance competitiveness. ldeally, this should occur in parallel with port and trade procedure improvements.
Infrastructure limitations, poor law enforcement and accounting make auditing on a post-importation basis
difficult; such problems need to be considered within customs reforms to provide coherence and more
comprehensive measures.

The Customs Act (Cap. 271) and the Customs Tariff Act (1978) regulate the work of the Customs
and Excise Department of the NRA.3* The Department of Customs Operations is in charge of customs
administration. In 2008, the NRA applied pre-shipment inspection (PSl) procedures for commercial imports
of a minimum value of $2,000.3> The documents needed to clear imports include the bill of landing, the
commercial invoice, the bill of entry, the delivery order and the packing list.3¢ The private firm Intertek Ltd,
responsible for preparing the PSI, issues the import duty report to the importer and the NRA evaluates
the customs duty by comparing the import duty report, the importer invoice and the customs valuation
database, which contains the value declared by previous importers or confirmed by Intertek. The highest of
the three is considered the value for duty.

Reference values (officially “established minimum customs values”) are maintained for imports of
sensitive items (rice, flour, sugar, cement, plastic slippers, used clothing and used clothing accessories).
Publicly available information on these values is difficult to find. A clearance permit for rice, flour and sugar is
granted when the payment of a 40 per cent deposit of assessed customs duties is made and a bank guarantee
to secure the outstanding balance is presented. The remaining 60 per cent is to be paid in the next three
months. This is an overly restrictive and expensive requirement that should be simplified.

In early 2008, Sierra Leone had not implemented the WTO Agreement on Customs Valuation, as
institutional limitations made this difficult. Furthermore, the Bank of Sierra Leone determines the exchange
rate that is used for customs valuation purposes. This policy needs to be aligned with article 9 of the WTO
Customs Valuation Agreement, which requires that the exchange rate used for these transactions reflects,
as closely as possible, the value of the currency used for commercial transactions. A new customs law is being
drafted which, when completed, will consolidate the various laws currently in force. These outdated laws
are not transparent, allow for little predictability and require inefficient procedures. In addition, updating
these laws would permit the use of modern technologies for customs procedures.

There are a number of technical assistance initiatives to strengthen customs operations in Sierra Leone.
They focus on, among other things, the setting and implementation of the Customs Department as a one-
stop centre. They will also provide assistance for the implementation of an integrated computer system, with
the setting up of the ASYCUDA++ system. The pilot project was launched in 2008 and its implementation
is imminent. Functional training has been provided for customs officers and customs management is planned
in the near future. It should considerably improve customs clearance procedures.

To address the customs procedures challenges, the Government of Sierra Leone should:
¢ Put in place a new Customs Law that includes: (a) the WTO Agreement on Customs Valuation;

34 Complementary laws also include the: Customs Tariff Ordinance of 1932 (as amended); Customs Ordinance 1948/49; Customs Regulation of 1948;
and the Customs (Import and Export) Order in Council of 1952.

35 With UNCTAD’s automated system for customs data (ASYCUDA) which is being implemented (see below), the PSI will no longer be needed. In
fact, the PSl is scheduled to be replaced by the destination inspection.This should lower import transaction costs.At present, the inspection charge
payable by the importer is set at |.| per cent of the free on board (FOB) value. If the FOB value is lower than $20,455, importers pay a minimum
charge of $225.

36 Import duties have rates of 0,5, I5 and 20 per cent, depending on the type of good; the import sales tax is levied at 15 per cent of the CIF value of
imports;an ECOWAS levy is also charged at 0.5 per cent.
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(b) the use of the Harmonized Commodity Description and Coding System (HS) of tariff nomenclature;
and (c) a risk management approach for customs inspection;

 Finalize the corresponding customs regulations to operationalize the new law;

* Eliminate the use of PSI procedures, reference values, deposit payment requirements and bank
guarantees for granting clearance permits;

» Effectively implement and use the ASYCUDA++ system in order to improve the processing of
import and export information, customs warehouse inventory control, statistical reporting and
customs declarations;

+ Establish a new coordination mechanism to better connect the various agencies involved with import
and export clearances;

* Introduce a modern and harmonized customs procedure to support the transit of goods from
neighbouring countries;

* Establish a medium-term training programme (e.g. five years) to build technical capacity with a focus
on: customs procedures; customs information systems; technical auditing; customs warehousing;
effective risk management methods; and anti-smuggling procedures.

5. Foreign exchange arrangements

The Bank of Sierra Leone Act (2000) defines a market-determined exchange rate system and assigns
to the Central Bank regulatory and supervisory responsibilities for foreign exchange operations. For short
periods, the Central Bank may restrict the purchase, sale, holding or transfer of foreign exchange in order
to avert a foreign exchange crisis. In 2007, the IMF reclassified the exchange rate system as a crawling peg
to reflect the recent stability of the nominal exchange rate.

Residents and non-residents are permitted to maintain foreign currency accounts denominated in
any convertible currency. The accounts can be credited with funds transferred from abroad and balances
on these accounts can be converted into leones. Transfers abroad from foreign currency accounts are
permitted by the law for international transactions.

In 1995, Sierra Leone accepted the provisions of IMF article VIII. In 2001, Sierra Leone removed the
remaining exchange restriction, a tax clearance certificate for payments and transfers of certain types of
transactions. Access to foreign currency is possible according to demand and supply conditions and market
interventions by the Bank of Sierra Leone. Few legal restrictions for movement of capital remain in place.
For example, the Anti-Money Laundering Act (2005)% restricts some forms of capital inflows to protect
against destabilization resulting from laundering and criminal transactions.

No requirements are in place to surrender export earnings except in the case of financing diamond
operations.38 Exporters must repatriate proceeds within 90 days of the date of export. Proceeds from exports
of diamonds that were pre-financed from external sources are not subject to the repatriation requirement. In
addition to the Bank of Sierra Leone Act (2000), the 2004 IPA provides rights for the repatriation of earnings
and the proceeds of sales of assets and profits, and allows expatriate employees to repatriate earnings. There
are no transfer restrictions for the repayments of principal and interest on foreign loans.

Despite the unrestricted approach of the Bank of Sierra Leone Act and the IPA on foreign exchange
transactions, some sector laws are outdated and maintain provisions that condition or restrict the transfers
of funds abroad (e.g. the Development of Tourism Act (1990), the Exchange Control Act (Cap. 265)). This
can create confusion and uncertainty. In this regard, an overall revision of these laws would be required to
avoid inconsistencies regarding legal rights on foreign exchange transactions.

37 These restrictions relate to (i) the use of cash or bearer securities for payments exceeding 25 million leones (about $8.3 million) in business trans-
actions in one day per customer by financial institutions; and (ii) the transfer to or from any country of funds exceeding $10,000 other than by or
through a financial institution.

38 |n this case, exporters must ensure that the inflows of dollars are channelled through the banking system (see Bank of Sierra Leone, http://www.
bankofsierraleone-centralbank.org/diamond_export_guidelines.html).
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6. Labour regulations

The Regulations of Wages and Industrial Relations Act (1971) and the Employers and Employed Act
(1960) regulate labour issues including: minimum wages; contributions; leave allowances; redundancy or
dismissal procedures; compensation; breaches of contract; and disputes between employer and employee.3’
Given that 60 to 80 per cent of GDP is generated in the informal sector, most employment is informal and
unregulated.

Employment is governed by collective bargaining agreements, usually negotiated every two years.
Workers have the right to organize and form trade unions. Workers have the right to strike but anti-union
discrimination and retaliation against strikers are not prohibited by law. Collective bargaining agreements
are widespread in the formal economy and negotiations take place in trade group negotiating councils. A
Bargaining Certificate is issued by the Ministry of Labour at the end of the process. It is unclear whether
firms have the right to opt out of these agreements (either individually or by declining membership in a
business association).

Under collective agreements, the minimum monthly wage in the formal sector was about $24 in 2007
while the statutory minimum salary was about $16 (48,000 leones). Such wage levels are among the lowest
in Africa and probably globally as well (table I1.4). They do not provide sufficient living standards to the
workers and are symptomatic of the low level of productivity due to the lack of training and employment
opportunities. Sierra Leone should thus aim at increasing training programmes for workers in order to raise
labour productivity and thus salaries. It is also advisable to increase the statutory minimum wage to a decent
level in order to improve living conditions.

Table 11.4. Comparative wages and labour features

Approximate Population under

. Population Urban population
2007 minimurn - (rllions) BN e
Sierra Leone 24 6.0 42.8 40.7
Burundi 28 8.0 45.1 10.0
Madagascar 35 19.0 43.8 26.8
Guinea Bissau 38 1.6 47 .4 30.0
Liberia 40 3.4 47.0 58.1
Gambia 43 1.6 41.2 53.9
Ghana 45 22.5 39.0 47.8
Senegal 67 1.7 42.2 41.6
Nigeria 71 141.4 443 48.2
Cote d’'lvoire 78 18.6 41.7 45.0

Note:The precise comparison of labour costs is difficult to make mainly due to the lack of data on the different variables that com-
pose the total labour bill. Available data on minimum wages is used as a proxy.
Sources: UNDP, Human Development Indexes. For wages, data reported by the United States Department of State, Bureau of De-
mocracy, Human Rights, and Labour, http://www.state.gov/g/drl/rls/hrrpt/2007/100503.htm.

Other labour costs are also relatively moderate; however, the costs of hiring and firing workers tend
to create risk aversion (table I.5). On a number of occasions unions have negotiated, notably in the case of
redundancies, when firms could not comply with prescribed payments.

39 Several other statutes contain labour provisions. These include: the Trade Unions Act (chapter 221) (consolidated to 1960); the Child Rights Act
(2007); the Recruiting of Workers Ordinance (chapter 216) (consolidated to 1960); the Minimum Wage Act (1997); the Workmen’s Compensation
Act (chapter 219) (consolidated to 1960).
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Table 11.5. Key labour provisions

Issue Treatment under labour legislation

Hours of work * 40 hours per week for most workers. Hours worked in rest days are paid double
time.The working hour per week and the days involved can vary by written
agreements between the employer and the union.

Annual leave * Varies according to years of service, between |-3 years of service is 21 days, over
I5 years of service is 38 days;

» Additional leave benefits include: two days travelling time each way for vacation
leave and a leave allowance of Le 60,000.

Rent allowance * Le 8,000 per month for all categories of workers.
Termination of Employers must give one month salary in lieu of notice except for disciplinary
service dismissal as follows:

* One to five years of continuous service: 30 days for each year;
* 5-10 years of service: 37 days for each year;
* Over |0 years: 42 days for each year.

Redundancy * Before declaring any worker redundant, the employer must try to use the worker
in an alternative position.The employer must give the worker’s union three months’
notice when declaring redundancy.Workers must be informed no less than two
months in advance;

*  Workers must be dismissed based on seniority but taking into account skill, ability
and performance. Discharged workers are placed on a recall list for 20 weeks.

Compensation for * One to five years of continuous service: 30 days for each year;

redundancy * 5-10 years of service: 35 days for each year;
* Over 10 years: 40 days for each year.
Transport * Le 30,000 per month for all workers.
allowance
Grievance * Grievance procedures include initial consultations for amicable settlement. In
procedure the event of unsuccessful outcome, either party can report the matter to the

Commissioner of Labour. If the matter remains unsettled, either party can report it
to the Minister of Labour.

Sources:The Regulations of Wages and Industrial Relations Act No. I8 of 1971; Government Notice No. 74, | March 2002 (Terms
and Conditions of Employment Agreed by the Services Trade Group Negotiating Council).

Employment contract duration can be definite or indefinite. Definite contracts are converted into
indefinite contracts after two renewals of a two-year contract. Workers can be declared redundant either for
commercial or financial reasons. After trying and failing to find alternative employment (based on retraining
or reassignment), the employer can discharge workers but a seniority criterion is used after taking into
account skill, ability and performance. The latter requirements tend to create limitations for restructuring
needs and the efficient use of labour resources.

Workers can also be dismissed for reasons of incompetence, inefficiency, violation of rules or serious
offences. After two written warnings, an employee can be dismissed without compensation. There is an
appeal process on labour decisions via employer-union consultations. Following an unsuccessful intervention
of the Commissioner of Labour, disputes are submitted to the Ministry of Labour, which tries to solve the
matter through arbitration. If the dispute cannot be settled by arbitration within 21 days, it is then referred
to the Industrial Court.
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Sierra Leone has ratified 33 conventions of International Labour Organization (ILO), including six out of
the eight core ILO conventions.*0 However, the institutional capacity to enforce these conventions is low.

In 2009, Sierra Leone ranked 166 out of 183 countries on the overall “employment index” of the World
Bank Doing Business Report (World Bank, 2009). In comparison, the Gambia, Mali and Ghana rank 85,
100 and 133 respectively. While the Labour Code of Sierra Leone contains the basic provisions governing
employment contracts, many of its articles need to be updated to reflect best practices in comparator or
neighbouring countries. Introducing more flexibility would require reducing the cost of ending contracts
or declaring workers redundant for restructuring purposes (the cost in 2009 was significantly higher that
for sub-Saharan countries). On the other hand, there is a need to better protect workers’ rights to strike
without retaliation and anti-union discrimination. Furthermore, since different laws deal with labour issues,
there is need to review them with the objective of consolidating them into a new Labour Act.

7. Employment of foreigners

The Sierra Leonean labour market is characterized by an acute shortage of skilled workers and
professionals. This situation is a serious constraint for foreign companies that constantly seek to fill managerial
and technical positions. This impedes progress in diversifying the economy and attracting FDI beyond
the mining sector. The law requires foreign investors to apply for a self-employment permit and foreign
employees for a work permit. However, reactive immigration policies with long and costly procedures to
obtain the permits exacerbate the problems.

Separate acts and ministries govern the issuance of work and residence permits for foreigners in Sierra
Leone.*! The country utilizes labour market tests but does not impose training or localization requirements
to grant work permits in accordance with the General Law (Business Start-up Act, amendment) of 2007.
Although this Act amended previous legislation to simplify procedures, it maintains a restrictive approach. For
example, it requires that applications be submitted six months in advance to the Work Permit Committee.
In making recommendations, the committee considers, among other factors, whether: (i) Sierra Leonean
workers are available; (i) granting the permit will adversely affect the wages and working conditions of
Sierra Leoneans; (i) the applicant has laid off employees in the last three months; and (iv) operations will
be substantially disrupted without the targeted foreign worker. The minister approves the issuance of work
permit. The criteria used to assess applications leave room for interpretation and therefore may lead to
discretionary decisions.

Other complications relate to the functioning of the Work Permit Committee. Its number of members
and composition (eight high-level government officials) require bureaucratic procedures, which makes it less
operational to meet the needs of investors.*> Once granted, the permit entitles the employee to work in
Sierra Leone for a period of three years. The permit may then be renewed annually.

In spite of the enactment of the new law in 2007, further changes are required. For instance, some
provisions regarding the employment of foreign workers remain in older laws. Furthermore, information
is not easily obtained on these important matters. To address the problems associated with the work and

40 Collective Bargaining; Freedom of Association; Equal Remuneration; Discrimination; Forced Labour;Abolition of Forced Labour. Sierra Leone has not
ratified the ILO core Conventions on the Worst Forms of Child Labour and on Minimum Age.

4! The relevant laws include: the Non-Citizens (Registration, Immigration and Expulsion) Act (1965); the Nationality Act (1965); the Non-Citizen and
Work Permit Act; the General Law (Business Start-up) (Amendment) Act (2007). The work permit is administered by the Ministry of Employment
(Labour) and Social Security (hereinafter Ministry of Labour); the residency permit is issued by the Ministry of Internal Affairs, Local Government
and Rural Development.

“2 The Committee is formed by the: Deputy Secretary of the Ministry of Labour; Chief Immigration Officer; Deputy Secretary of the Trade Ministry;
Deputy Secretary of the Ministry of Development and Economic Planning; a representative from each of the following: Employers Federation, Sierra
Leone Chamber of Commerce and Industry and Sierra Leone Labour Congress;and a representative of the Sierra Leone Association of NGOs (with
no voting right).
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residence permits for foreigners, it is recommended to:

* Adopt streamlined criteria for the issuance of work permits;

* Automatically issue a residence permit to a holder of work permit;

+ Establish criteria to issue a work permit to dependents of foreign workers;

* Designate a centralized and unique unit to collect applications, approve and issue permits;

* Reform the Work Permit Committee so that it operates at the technical level rather than at the
senior level;

* Eliminate the requirement that applications be submitted six months in advance and limit processing
time to a maximum of one month;

* Introduce a derogation for labour market test requirements for large strategic investment projects.
For example, this could be applied to sectors highlighted as priorities;

* Produce and publish guidelines on the procedures for work and residency permits.

8. Land

Sierra Leone has a complex dual system of land tenure that imposes restrictions on land-related
investment. The government recognizes that land tenure constitutes a problem and is committed to reforms
to improve investment opportunities. The main problems related to land, as acknowledged by the 2005
National Land Policy, include: outdated laws; poor functioning of land markets; indeterminate boundaries;
illegal acquisition of state lands; absence of a land titling system to validate property rights; difficulty accessing
land for development purposes; unclear criteria to access land; weak land administration and management
systems; disputes; and poor coordination. Because it is difficult to verify ownership, land is often sold or
leased illegally, thus restricting and complicating investment.

Land ownership is organized as a freehold system in Freetown and the Western Area (colonial land)
while the remaining provinces are subject to a leasehold system (customary land). Different laws apply to
each system and there is no unified administrative land system for the country. Sierra Leonean citizens are
allowed to privately own land while foreigners can only lease it under both systems.

The main responsibility for the management of land falls under the Ministry of Lands, Country Planning
and the Environment (hereinafter the Ministry of Lands).*?

In the Western Area and Freetown, land is vested in the state, which issues freehold titles to individuals.
Access can be negotiated through a grant or as a claim based on occupation criteria (adverse possession). The
State Land Committee under the Ministry of Lands grants state lands through a bureaucratic process that
typically takes 65 to 70 business days. Foreigners (individuals and firms) are allowed to acquire land through
leases of a maximum of 2| years as stipulated by the Non-Citizens (Interest-in-Land) Act.** However, state
land must first be leased by a Sierra Leonean before a lease transfer can be negotiated with a foreigner.

Under the freehold system, an investor can lease land by completing the following steps: (I) obtaining
a licence from the Ministerial Board that authorizes the granting of land rights;*> (2) identifying the land;
(3) submitting a request to the State Land Committee for publication in the gazette; and (4) paying the
first year’s lease (intent). Freehold rights are registered as a separate procedure under the Registration of
Instrument Act.

The freehold system can, in principle, give fairly straightforward access to land. However, there
are problems related to the limited capacity of institutions to register property rights and ensure their

43 The Ministry of Lands manages all land. The ministry’s survey duties include the resurvey of chiefdom leases, preparation of new lease agreements
and implementation of land management and information systems.

4 In practice, leases can go up to 99 years.

4 The board has representation from the Ministries of Trade, Lands, Finance, Development and the Attorney General.
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recognition. Land is also not adequately surveyed. In addition, to better fit the needs of Sierra Leone today
and attract FDI, there is a need to update the legal framework, for example the Non-Citizens Act, which
was adopted in 1966.

The Provinces Land Act of 1961 governs the leasehold system in the provinces and is based on the
Protectorate Ordinance (1927) and the Tribal Authorities Ordinance (1938), which vested all land in the
Chiefdom Council that holds land for and on behalf of the native community. Land belongs to the descendants
of original settlers or hosts of a village and is controlled by families, villages, townships, clans or chiefdoms.
Each member of the family is entitled to a piece of land to farm.

Non-natives who wish to acquire land face numerous, unclear and frequently changing requirements.
The known steps start with obtaining the assent of the Chiefdom Council. The person then has to get
approval of the District Officer for leases that can be up to 99 years. Deeds need to be registered in
Freetown in the Register General (Land Leases). A lease can be assigned by the original tenant to a second
tenant providing approval of the Chiefdom Council. The costs in terms of time and money to formalize such
transactions with the government are, in many cases, considered too high. As a result, many transactions
are not officially recorded.

In general, under unwritten customary traditions and laws, women have very limited property rights,
including to land. The practice varies however in different areas of Sierra Leone.*¢ Given the important role
women play in agriculture (more details in chapter lll) and the fact that the government is putting emphasis
on the need to develop this sector, including through FDI, there is a need to improve access of women to
land both in the law and in practice. This should be taken into account in the current initiative to reform
land tenure.

The fact that it is not easy to prove ownership makes it difficult for commercial banks to accept title
deeds of land in the provinces as collateral. This has also discouraged potential foreign investors from
developing land for more productive agriculture.

The legal framework for land is under review but progress is slow. A Land Commission Act and
a Commercial Use of Land Act are being drafted. The objective of the Commercial Use of Land Act is
to facilitate leasing with the option of renewal under the customary system. The Land Commission Act
will establish a Land Commission*’ to govern land tenure rights. The commission will be composed of a
chairperson and six members appointed by the President with approval from Parliament. While a good step
forward, more comprehensive reforms will be required, in the longer term, to comprehensively address the
challenges of land tenure.

Taking into account capacity constraints, there are however a number of measures that could be taken
in the short term. These include the need to create better conditions for market transactions through
clearer public management, organizational and administrative responsibilities. The creation of a new, perhaps
independent, cadastral institution is required. Such an institution should provide direct linkages with financial
institutions to secure market transactions. Adopting legal provisions for the registration of titles is a good first
step to codify the new legal framework for property rights. In addition, it is also recommended to implement
the proposals forwarded by the Law Reform Commission. These include: amending the Registration of
Instruments Act and the Survey Act to improve registration of titles; carrying out a cadastral survey to
identify each parcel; and preparing legal instruments to facilitate equity mortgage operations.

46 In some areas (e.g. the east and south) women tend to enjoy greater rights, can inherit land and property and become paramount chiefs. In the north
of the country, this is not the case and women have fewer rights than men. In some cases, women cannot rent houses in urban areas. Depending
on the area of the country, widows can be relieved of land and property and must either return to their parents’ house, or leave to find another
husband (Unruh and Turray, 2006).

47 The proposal was made by the Law Reform Commission and the Ministry of Lands. It was presented to Parliament but has yet to be approved.
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Finally, another important area for progress is improving transparency. An area of action is the drafting
of clear and complete procedures for access to land under the freehold and customary systems, including
guidelines and information centres in Freetown and key locations in the provinces.

9. Environment

Sierra Leone’s key environmental provisions are contained in the National Policy on the Environment
(1995) and the Environment Protection Act (2000). In addition, environmental issues are dealt with in sector
laws (forestry, wildlife, minerals, fisheries, etc). The legal framework is based on the principle of “the polluter
pays”. There are no excessive environmental requirements imposed by these laws on business practices over
and beyond standard environmental considerations.

Internationally banned chemicals are prohibited in Sierra Leone as well as the discharge of any hazardous
substances into the air, land and water. The country is a party to the Convention on International Trade in
Endangered Species of Wild Fauna and Flora. Sierra Leone has ratified conventions on climate change and
biodiversity.

The Ministry of Lands, through its Environment Protection Division, has the responsibility for
environmental issues. More specifically, the ministry is mandated to regulate standards pertaining to the use
of natural resources including air and water quality, waste and noise control. The National Commission on
Environment and Forestry, created in 2005, has responsibility for coordinating and managing environmental
and forestry issues. However, no progress has been made to provide institutional and working capacity to
this entity. The Environmental Protection Act of 2000 established the National Environment Protection
Board to coordinate, set policies, review environmental impact assessments and investigate environmental
issues, among other tasks.

Part Il of the Environment Protection Act (2000) makes provision for environmental impact assessments
(EIAs). Schedule | lists a set of projects requiring EIA licences including: farming and fisheries; hydroelectric
resources; infrastructure; industrial activities; extractive industries; waste management and disposal; housing
construction; and activities creating substantial changes in natural resources. Applications for EIA licences
are submitted to the Director of the Environment Protection Division. Within 14 days of receiving an
application, the director has to make a decision on whether an EIA is required. If an EIA is not required, the
director can immediately issue the corresponding licence. In practice, EIAs are rarely undertaken.

10. Governance issues

The fight against corruption is widely recognized as a key challenge to the successful consolidation of
peace and the creation of favourable conditions for economic development and attraction of higher levels
of FDI in Sierra Leone. The corruption perception index of Transparency International ranked Sierra Leone
150 out of 180 countries in 2007 (Thomson, 2007).

Important progress towards good governance has been achieved since the end of the war. This includes:
re-establishing government authority throughout the country; reforming the armed forces and police;
appointing an independent Anti-Corruption Commissioner; improving economic management including
through reformed regulation of sectors (e.g. mining); establishing greater local governance capacity by setting
up district councils, although rivalry with the chiefdoms persists; and approving a revised Anti-Corruption
Act in 2008.

Significant challenges remain, however. They are related to the government’s capacity to reform the
judicial system and civil service and to tackle widespread corruption through the judicial process. During the
period 2002 to 2007, the Anti-Corruption Commission investigated 60 cases, the majority of which were
related to the misappropriation of public funds or properties.
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First adopted in 2000, the Anti-Corruption Act was an important step to improving governance. The
Act did not however go far enough to meet the more ambitious clauses of new international treaties adopted
by Sierra Leone following the end of the war.*® In addition, the Act did not provide the Anti-Corruption
Commission with prosecution powers. Consequently, a new Anti-Corruption Act was adopted in 2008 to
correct these problems.

The objectives of the changes introduced to the Actin 2008 are to: define offences of corrupt acquisition
of wealth and the possession of unexplained wealth; provide investigation and prosecution powers to the
Anti-Corruption Commission; and cooperate with foreign states in the investigation or prosecution of
corrupt practices. It also includes the power to extradite foreigners who come into Sierra Leone having
committed crimes in other countries.

The Act of 2008 has kept the definition of “impeding investment” as an offence by a public official
whereby an investor or potential investor is coerced, compelled or induced to abandon his investment or is
prevented from proceeding with his initial investment. Another key feature of the Act requires that all public
officials declare their assets.

The general penalties are defined in article 130. In case of non-compliance with any requirement of
the Act, a fine of no less than five million leones (about $1,700) is imposed. Any person who commits an
offence is liable on conviction to a fine of no less than 30 million leones (about $10,000) or to imprisonment
for three years.

Governance at local levels is also a challenge. Existing legislation (the Local Government Act of 2004)
is not clear about the relationship between chiefs and councils and it has been reported that most local
governments (District Councils, Chiefdom Administrations) continue to be characterized by widespread
corruption.

While the 2008 Anti-Corruption Actis comprehensive, the key challenges for its effective implementation
are related to the lack of financial, technical and human resources and to the poorly functioning judicial
system.

The precarious situation of the judicial system not only jeopardizes the implementation of the Anti-
Corruption Act but also the overall government efforts to tackle economic and social problems throughout
the country (Government of Sierra Leone, 2007). The key problems include: lack of technical capacity and
motivation due to low wages; very high backlogs of pending cases; lack of information and case tracking;
high prevalence of corruption; few and expensive private lawyers available; prohibition to use legal assistance
and representation from paralegals; no provision for pro bono services; no public defence; and very limited
operational resources (computers, etc).

The establishment of a Commercial Court or tribunals to hear commercial disputes is a priority in
judicial reform. The first step was taken in 2007 by setting up a division of the High Court for commercial
disputes. Regional experience (e.g. Ghana, Uganda and the United Republic of Tanzania) suggests that
commercial disputes are best handled in a separate, specialized court with dedicated, commercially trained
judges. The Commercial Court system is expected to be established by 2010. To further strengthen the
system, another useful measure is the adoption of a bankruptcy law.*’ Appropriate and specialized training
for commercial judges is advisable.

“8 Sierra Leone is party to: the African Union Convention on Preventing and Combating Corruption (sighed December 2003, not yet ratified); the
United Nations Convention against Corruption (signed December 2003, ratified September 2004); and the United Nations Convention against
Transnational Organized Crime (signed November 2001, not yet ratified).

4% The commerecial division at the High Court in Ghana is a good example. It has the following characteristics: no territorial restriction of jurisdiction;
expeditious proceedings; strict deadlines for trial; daily hearings; short adjournments; mandatory pre-trial meetings; and mediation by judges.

45



Investment Policy Review of Sierra Leone Chapter Il

Il. Protection of intellectual property

Sierra Leone is a member of the World Intellectual Property Organization and of the African Regional
Industrial Property Organization (ARIPO).>® As a WTO member, Sierra Leone subscribes to the Agreement

on Trade-Related Intellectual Property Rights (TRIPS).”!

The country’s existing intellectual property laws deal with matters such as patents, trademarks,
industrial designs and copyright and related rights. These laws were drafted and approved in the context of
British rule since the beginning of the twentieth century. Most of them have not been updated to account
for subsequent international treaties and modern practices.

The pre-independence Copyright Act of 1965 provides 50-year post mortem copyrights for written
material, sound recordings, cinematographic films and broadcasts. However, no provision to enforce or
protect reproduction rights is specified.

Since 1997, Sierra Leone has been a party to the Paris Union (Paris Convention for the Protection
of Industrial Property) and the Patent Cooperation Treaty (PCT). However, no national law is in place
to recognize or allow for the filing of PCT applications. The types of patent applications that are available
include the re-registration of granted United Kingdom patents; national phase PCT application; ARIPO
application;*? and the ARIPO regional phase PCT application. If ARIPO requirements are met, a presumption
of patent validity is made in territories designated by the applicant. However, patent protection does not
cover agricultural or pharmaceutical products.

Under the Trade Marks Act, trade marks may be registered at the Register Office in Freetown.
Protection is provided for 14 years with the possibility of an additional 4 years. The protection covers a
word or device, and a stereotype block of the trademark. The Banjul Protocol defines a trade mark filing
system that allows a single filing application either in one of contracting states or directly with ARIPO. Since
Sierra Leone is a signatory of the Madrid Agreement regarding the international registration of marks,
questions of consistency between the Madrid Agreement and the Banjul Protocol have been raised.

In addition to the intellectual property issues discussed above, there are a number of emerging ones
of interest to Sierra Leone. These include plant variety protection, traditional knowledge, geographical
indications and access to genetic resources for benefit sharing under the Convention on Biological
Diversity.

At the moment, only minimum institutional capacity exists to deal with intellectual property issues
including industrial property matters, through the Office Administrator and Registrar General’s Department
of the Ministry of Justice, and copyright and related rights, through the Sierra Leone Intellectual Property
Organization (Ministry of Culture and Tourism). There is also broad consensus on the need to establish a
small Sierra Leone Intellectual Property Office that would operate as an autonomous government agency
to administer the intellectual property legislative framework and policy. There are proposals to establish
an independent industrial property tribunal or create a specialized intellectual property division within the
High Court to resolve disputes concerning patents, industrial designs and trademarks.

The country’s priority needs for technical and financial cooperation in intellectual property include
the need for professional legislative drafting support in priority areas. Over the short term, these are

%0 Sierra Leone is dependent on ARIPO to deal with patents, trade marks, industrial designs and copyrights.

5! Least developed country WTO members were not required to apply the provisions of the TRIPS Agreement until 2005.This flexibility was extended
until | July 2013 to provide protection for trade marks, copyrights, patents and other intellectual property rights. In addition, these countries will
not be obliged to implement certain provisions related to pharmaceutical products until | January 2016.

52 Sierra Leone is party (without ratification) to the Harare Protocol, which requires examination of patentability by ARIPO.
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updating patent, industrial design, trademark and copyright legislation, and developing a national legislation
utilizing TRIPS flexibilities and safeguards, such as those needed to address access to medicines. In the longer
term, specialized technical support will be needed to further reform the intellectual property regulatory
framework. In the context of pressing needs to reform the judicial system and public entities in Sierra
Leone, intellectual property laws and enforcement of intellectual property rights should be kept on the
reform agenda. To help it deal with some of these intellectual property issues, Sierra Leone communicated
to the WTO TRIPS Council these needs (WTO, 2007). This will help Sierra Leone generate support for
implementing the TRIPS Agreement through multilateral and bilateral technical assistance programmes that
give priority to LDCs.

12. Competition law and policy

Sierra Leone has neither a competition law nor a policy in place to address competition issues.
Consideration is being given to developing a competition law and a legal policy framework but no concrete
action has been taken on this issue yet.

Within the existing setting of a rather basic economic structure, retail markets are dominated by
small-scale enterprises and individual sellers who mainly supply basic goods and services. Manufacturing
and other activities remain limited. High set-up costs and limited infrastructure impede the entry of more
players into the market who could play an active role in fostering more competition. The prices of goods
and services are set freely by market forces, except for the price of petroleum, which is regulated by the
government.

The large number of informal enterprises raises some competition policy challenges. In sectors where
informality prevails, implementing a competition law might not yield the desired results. A major challenge
will be to implement competition rules in such a way that they are applicable to the majority of (if not all)
economic actors in the economy.

Sierra Leone faces the typical tension confronting many small economies between highly concentrated
industries, characterized by a small number of competing large firms, and a multitude of small firms that
struggle to reach minimum levels of efficiency. This dichotomy constitutes a key consideration in the
formulation and enforcement of an effective competition law and policy. A cautious approach should
seek to prevent undue levels of concentration by prohibiting anticompetitive mergers and acquisitions
for the sake of preserving competition, while taking into account the economic necessity of firms seeking
to increase efficiency and derive economies of scale and scope through concentration. In this context,
neither an inflexible approach to the application of merger policy nor an overly permissive approach
that allows firms to unduly acquire market power (Gal, 2003) is desirable. Striving for an appropriate
balance between efficiency and competitive considerations remains a key concern for any competition
framework.

The priority considerations identified in this report that will need to be addressed by Sierra Leone’s
competition law and policy framework include: (i) pricing practices by future private operators of port services;
(i) ensuring that economic regulation by port regulatory authorities is not inimical to competition, including
deciding the scope and application of competition rules to regulated sectors; and (jii) assuring that access to
essential facilities is given by infrastructure owners to other service providers (e.g. access to transport facilities
(roads and railways) that have been built by private companies, such as mining firms).

The UNCTAD Model Law (UNCTAD, 2007b) could serve as a basis for the formulation of the general
substantive elements of the national competition law. Such elements relate to abuse of dominant market
position and the relationship between the competition authority and regulatory bodies, including sectoral
regulators, intellectual property and consumer protection bodies.
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3. Selected sector issues and regulations

a. Electricity

Despite the country’s important energy potential,>? electricity generation is still very low and insufficient

to match current and potential future demand. There were small increases in 2007 and 2008 but the limited
supply continues to constrain investment. In this context, the importance of electricity cannot be overstated
and reforming the sector is a priority.

The electricity sector operates under the National Power Authority (NPA) Act (no. 3 of 1982), which
grants to the NPA the sole responsibility for carrying out power generation, transmission and distribution.
The NPA has many management and technical problems. Not least of these is that it has consistently
operated at a loss due to a practice of keeping tariffs more than 20 per cent below production costs
(Ministry of Energy and Power, 2007).

There are ambitious medium-term goals for 2010-2015. These include developing independent
hydroelectric power projects and introducing private sector operators in distribution and supply, possibly
through the creation of regional distribution companies. In addition, another ambitious goal is to interconnect
the electricity grid with neighbouring countries (West African Power Pool). The sector regulatory reform
and the rehabilitation of the NPA are necessary for these projects to unfold. However, this is likely to be a
lengthy process.

In 2006, the NPA Act was amended to enable a new special purpose company, under government
ownership. The objective was to develop the Bumbuna hydroelectric generation project. The first phase of
this project would generate 50 MW, which would significantly increase generation capacity. Construction is
underway but its relationship with the NPA has not been settled.

A top priority should be to put the NPA on a proper commercial footing. As a small company carrying
many risks, the NPA is unable to attract sizeable private foreign investors. Instead, the best approach would
be an initial rehabilitation stage under a management contract. This should be undertaken with a longer-
term view towards adding generation capacity by contracting supply from independent power projects.
This is consistent with current plans that envisage a two-stage process of: (I) keeping the NPA vertically
integrated, with private generators entering the market and an independent regulatory agency formed; and
(2) restructuring the NPA as a limited liability company. The future role of the NPA as a private firm is to be
defined in the long term. The World Bank is considering assisting along these lines through a comprehensive
power/water project.

A key recommended action is to have a strong technical task force supported by senior political
leadership. The task force will be in charge of the implementation of the power sector reform strategy
and action plan. It will also be responsible, in the short term, for improving the managerial, technical and
financial capacity of the NPA. The work of the task force should include, as a priority, the definition of the
characteristics of operation of the special purpose company, including its relationship with the NPA, price
determination and selling arrangements.

b. Transport

In Sierra Leone, the laws concerning transport activities are outdated and lack specific consideration for
private investments in transport infrastructure. A modern and efficient regulatory framework is therefore
needed. This is particularly the case given the poor status of infrastructure in the country and the need to
attract FDI to develop it as recognized by the government and recent announcements by foreign investors.

53 Over 21 sites for hydroelectricity have been identified with a conservative estimate of about 1,200 MW.Renewable resources include biomass, solar,
wind and fossil fuels including coal and petroleum. Exploration activities have started for petroleum.

48



Chapter Il Investment Policy Review of Sierra Leone

An example is the $300 million African Minerals project to rehabilitate the Pepel to Marampa railway, build
an extension of the Marampa railway to Tonkolili and rehabilitate the Pepel port. This investment was
triggered by the discovery of a world-class iron ore deposit in the area. It is an important project for Sierra
Leone’s infrastructure development. To reap its full benefits in terms of economic and social development,
some challenges will have to be overcome.

From a regulatory standpoint, the framework is missing to deal with investment in the transport
initiatives that are taking place. From the perspective of best international standards, entering such projects
require laws and regulations that provide clear and stable bases to govern partnership agreements, an open
bidding process, the inclusion of civil society and independent regulators to monitor the project. In addition,
where there are laws, they tend to conflict with private investment initiatives in transport. For example,
foreign firms are not permitted to engage in cargo clearing or forwarding. Private investors, foreign or
domestic, cannot participate in maritime port activities as the Sierra Leone Port Authority has exclusive
rights for port services. In addition, restrictions exist (partnership requirements) for investment in internal
waterway transport and rail transport services. Furthermore, countries in the region receive preferential
treatment for road transport (passenger and freight). These measures are inconsistent with the operational
needs of firms, including those of African Minerals for the transportation and export of its iron ore.

Other issues pertaining to this project that could arise and should be planned for include contractual
obligations such as building standards, maintenance, environmental impact, safety standards, land access or
right-of-way and terms of use for the investor and other interested parties. There have been similar projects
implemented in other countries that could be used as case studies. One example is the Guinean TransGuinea
railway and deep-water port. In this instance, the country enacted a “build operate and transfer” (BOT)
law and negotiated a BOT agreement that included mining concessions for the mining company developing
the infrastructure. Senegal also enacted a BOT law in 2004 that encompasses all types of private-public
partnerships (PPPs) and was able to successfully build the Transrail Regional Railroad System through a PPP.
This does not mean that a BOT is necessarily the preferable option. Sierra Leone might also want to consider
a joint venture with African Minerals or any other foreign investors interested in developing infrastructure.
This type of agreement could provide the government with the ability to accommodate passenger traffic or
to allow other firms access. Against this background, the Government of Sierra Leone must carefully analyse
the options while keeping in mind future opportunities regarding the use of the railway and port as well as
any other infrastructure built by private investors.

The Sierra Leone Maritime Administration (SLMA) Act (2000) is central to the development of maritime
transport such as through the Pepel or Freetown ports. The Act created the SLMA to oversee regulatory
issues, infrastructure development and freight rate administration. The SLMA Act is modern and opens
the possibility for maritime transport development by public or private stakeholders. The provisions of the
Act contain sufficient flexibility to accommodate future opportunities in maritime port activities, including
multifunctional approaches to port services. However, the privatization of the Sierra Leone Port Authority
(SLPA) services present many challenges and at present, there is no clear strategy on how to move forward,
including through a landlord system. Furthermore, even though the SLMA was created in 200, it is unclear
how it will be able to oversee the regulatory duties regarding port services. In this regard, the planned overall
changes for the sector provide an opportunity for institutional reorganization and sector regulation.

There are a few other additional issues in port services that require attention to move reforms forward
in 2 more coherent manner. The Sierra Leone National Shipping Company (SLNSC) is a public firm (cargo
clearing and freight forwarding services) listed for privatization. However, as mentioned above, foreign
investors are prohibited from carrying out clearing and freight forwarding activities. This measure affects the
capacity to privatize the SLNSC. Given the limited domestic capital and expertise available and interested
in SLNSC activities, the repeal of this provision could be pursued to improve the prospects for both the
privatization of the SLNSC and for FDI attraction in port services.

49



Investment Policy Review of Sierra Leone Chapter Il

Another area of importance is the rehabilitation of the Freetown Airport. There are two initiatives
that would allow concessions to the private sector. The first one is the privatization of the airport ground
handling services that are legally owned by the Sierra National Airlines (SNA) but operated by the Sierra
Leone Airport Authority since June 2006 due to the bankrupt status of the SNA. The second initiative is
the takeover of the SNA.

In this context, a comprehensive revision of existing laws and the proposal of new ones are critically
needed to bring coherence and consistency. This is necessary to create a conducive environment for foreign
investors to participate in the development of the transport sector.

c. Mining

Sierra Leone’s mineral endowments represent an important potential source of growth, employment,
tax revenue, infrastructure and skills development (chapter I). Since the end of the war, mining activity has
been recovering, but has yet to reach its pre-war levels except for gold and diamonds. Mining activities
are organized as (i) large-scale production of non-precious minerals (rutile and bauxite); (ii) large-scale
production of precious stones (diamonds); and (iii) artisanal and small-scale production of precious stones
and minerals (diamonds and, to a lesser extent, gold). In diamonds, artisanal mining has played an important
role but FDI will be critical in reactivating and developing the sector.

The current framework is legislated through the 1996 Mines and Minerals Act (which is in the process
of being reviewed) and its related laws.>* The basic rights of operation are defined in part VIl of the Act,
which grants exclusive or non-exclusive prospective licences, exclusive exploration licences and mining
leases.

The law allows exclusive prospecting licences for up to two years, renewable twice for one year each.
Non-exclusive prospecting licences can be granted for one year and are renewable for one year.

An exploration licence confers exclusive rights on the holder. Exploration licences are granted for
three years and only two applications for renewals can be presented for two years each. Fifty per cent of the
exploration area must be relinquished at each renewal. Transfer of exploration licences is permitted.

All prospecting and exploration licences carry requirements to undertake work programmes and
to keep records of activities and results. Exploration licences have more detailed work programmes and
reporting requirements. These requirements, and the relinquishment and renewal regimes, are important
in ensuring that adequate work is being performed. They are designed to prevent “squatting” on potentially
valuable mineralized areas and also to ensure that information on mineralization flows back to the geological
survey. Some doubts have been raised (which could not be verified by this review) as to whether there is
adequate setting and monitoring of work programme commitments. It is probable that information yielded
by exploration and prospecting operations is not being effectively collated to update the geological survey.

Legal security is well defined for the transition from exploration to mining licences. If an application is
duly made by the holder of an exploration licence, the law grants the holder the right to receive a mining
lease of up to 25 years (renewable). The lack of institutional capacity has affected legal certainty on these
matters.

The application for a mining lease needs to be accompanied by a feasibility study dealing with some or all
of the following: mine and processing plans; plant site and facilities analysis; environmental impact assessment

54 Other sector laws include amendments to the 1994 Act (1998, 2004) and the Diamond Cutting and Polishing Act (2007). The Ministry of Mineral
Resources is responsible for the sector. Donor projects are in place to strengthen its capacity.
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and action plan;>> mine reclamation and rehabilitation plan; marketing and sales plan; financial analysis; capital
and operating cost analysis; employment and training analysis; and proposals for procurement of goods and
services obtainable in the country.

The minister grants the mining lease provided the above proposals are satisfactory. The Act contains
more detailed provisions on a number of areas such as employment, sales arrangements, environment and
payment of royalty. The rights and obligations of the parties can be set out in an investor-state agreement,
the terms of which must be consistent with the Mines and Minerals Act. The Act contains important
financial provisions to facilitate investment. These include the right to maintain accounts and pay taxes in
dollars and the right to hold export proceeds in foreign currency accounts. In practice, an agreement can
also include the right to settle a dispute through international arbitration.

The taxation of mining is dealt with in both the Income Tax Act (2000) and the Mines and Minerals
Act. The corporate income tax rate is 35 per cent and withholding taxes are |5 per cent on interest, 10 per
cent on dividends and 10 per cent on payments to non-resident service contractors. Royalty rates® are 5
per cent for precious stones, 4 per cent for precious metals, 0 per cent for building and industrial minerals
(lime, gravel) and 3 per cent on other minerals. Various other levies apply for administrative costs and local
development funds.>” The total of these various taxes can exceed 2 per cent of product value which, in
addition to royalty, is possibly too high as charges on revenue rather than income.

Allowable expenses and depreciation allowances for large-scale mining are tailored to the sector. Pre-
development prospecting and exploration costs can be immediately and fully depreciated. Further exploration
on the mining lease is immediately expensed. Mine development obtains a 40 per cent immediate allowance
and then 20 per cent over the next 3 years. Provisions are set out to protect government revenue including
market pricing of sales, the ring fencing of each lease for tax purposes,® thin capitalization restrictions and
a cap on allowable head office expenses.

Perceptions of appropriate taxation of minerals vary with trends and cycles in minerals prices. However,
it is probable that the current corporate tax burden (including the rate and base of corporate income tax plus
withholdings) needs to be reduced for Sierra Leone to offer more competitive conditions. Unfortunately,
it appears that investors have struck individual deals that have gone too far in reducing the government’s
fiscal take. It is not at all clear how this can be lawfully done without specific legislation. The Sierra Rutile
Agreement, which created a specific tax regime for that investment, was indeed the subject of special
legislation in 2002. However, it is reported that new tax measures have been granted without recourse to
amending legislation. The details of special deals® (which have not been made public and were not verified
for this report) are reported to include long-term tax holidays and vastly reduced royalty payments. If so,
this is unnecessary to attract investment and is an inexcusable loss of badly needed government revenue.

The government has already identified the restructuring of the minerals sector as a priority and, in
2008, a new law for mining was under preparation. However, the current legal regime is serviceable and
more attention is needed to setting and enforcing work programmes and relinquishment provisions. The
much more urgent task is to review the fiscal terms of current mining leases and to update the current

55 Part Xl of the Mines and Minerals Act deals with the protection of the environment. An EIA is required as condition for granting a mining lease
except in the case of leases for building and industrial minerals. There are other requirements related to the prevention, limitation or treatment of
pollution. However, enforcement is very low.

%6 Royalty charges are treated as operating costs and are deductible expenses.

57 For diamonds, a total 3 per cent export tax is charged (Consolidated Revenue 0.75 per cent, GGDO Operation Costs 0.75 per cent, Mining Com-
munity Development Fund 0.75 per cent, Independent Valuer Fees 0.40 per cent and Mines Monitoring Fees 0.35 per cent).

58 This prevents an owner from writing off exploration and prospecting expenses of other mineral rights against profits of a mining lease.

59 It has been reported that Sierra Rutile enjoys until 2014 a corporate and withholding tax holiday,a | per cent tax on fuel and a royalty of 0.5 per
cent. The cumulative revenue losses of these incentives have been estimated at $98 million between 2004 and 2016. Koidu Holdings, a kimberlite
diamond mining company with the largest investment, appears to also have special incentives including a tax holiday up to 2012.
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standard fiscal regime. Furthermore, the new regulation could include several measures to better protect
the workers and the environment in order for the population to fully benefit from the mining projects.
Improved institutional capacity and effective management of the sector will help and, given the fees charged
for administrative costs, it should be possible to achieve this, including with help from donors.

Additional pending issues in the mining sector include the privatization of the public firm Mining and
General Services Limited (MAGS).?® This firm provides support services to the mining sector including
acting as a shipping agent and providing clearing, forwarding and travel services. The National Commission
for Privatization has listed the MAGS for divestiture; however, previous legal matters are preventing the
privatization from moving forward.

14. Assessment and recommendations

Sierra Leone has embarked upon an important reform process that has the potential to transform
the investment climate and contribute to its economic and social development. This process includes a
comprehensive review of the existing laws and regulations to modernize and harmonize them. The exercise
also highlights areas where new laws are needed to meet the development objectives of the country.

The 2004 Investment Promotion Act, inspired by best international practices, provides an enabling
framework for FDI with an open approach and no sector restrictions. However, while de facto national
treatment to FDI is granted, it is desirable to formalize it in the law. With respect to sectoral laws, a few
restrictions remain, mainly in services activities. Reforming these laws to ensure a fully open investment
regime should therefore be considered.

In addition to these measures and on the basis of the analysis of this chapter, six strategic areas of
action are highlighted to improve the regulatory framework for FDI. These are:

a. Establishing a competitive and effective fiscal regime

An attractive fiscal regime is an essential element to stimulate investment and ensure adequate revenue
streams to finance public expenditures. Sierra Leone should thus strive to collect the necessary revenues
through an effective fiscal regime. However, since the government has put FDI promotion at the centre of
its development strategy, the fiscal regime should also be considered as a key element influencing investment
decisions. Therefore, as highlighted in the section on taxation, several measures, both general and sector-
specific, could be adopted to improve the regime.

General measures related to taxation such as ensuring competitive rates, transparency, simplicity and
stability and a well-functioning regime are important factors that investors take into account when choosing
a location for their projects. For example, this report recommends reviewing the corporate income tax rate,
harmonizing the withholding taxes and eliminating the charge on CIF imports. It also proposes providing
high quality administrative services to large investors to help them deal with the tax system’s requirements.
In addition, Sierra Leone should negotiate DT Ts with key partners and, in particular, finalize a DTT with
ECOWAS to fully reap the benefits of regional integration.

To stimulate the agro-processing and export manufacturing activities, two sectors identified as priorities
for the government, specific measures should be adopted. This includes a low or zero corporate income
tax on exports by industries in these sectors (income on domestic sales would be subject to the standard
tax rate). This measure could be accompanied by additional incentives to encourage beneficial investment
impact such as large-scale employment and self-provision of infrastructure.

60 MAGS was established in 1956 as a limited liability company. In 1979, the government acquired 51 per cent of its shares and in February 1994 the
National Provisional Ruling Council Decree No. 2 of February 1994 expropriated the remaining 49 per cent private shares of 14 private sharehold-
ers (PWC,2007).
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Adopting a competitive, transparent and simple tax system could also contribute to dealing with the
large informal sector. Not only will this aspect have positive impacts on state revenues but it will also make
local businesses more attractive to foreign firms and thus enable linkages and spillover effects on the local
economy.

b. Introducing supportive measures for infrastructure development

Sierra Leone is confronted with many infrastructure challenges that, if not addressed, will continue
to significantly hamper investment, economic growth, poverty reduction and ultimately sustainable
development. The limited infrastructures deteriorated during the war and significant efforts are needed
to rehabilitate them. Furthermore, the war also halted the development of new infrastructure, leaving the
country well behind in terms of meeting the basic needs of its growing population. As a result, there is a lack
of electricity, water, transport and telecommunications infrastructures.

To increase the supply of electricity and before considering privatizing it, a top priority is to rehabilitate
the NPA under a management contract. At the same time, a task force, backed by strong political support,
should ensure that the power sector strategy is effectively implemented and that capacity-building activities
are undertaken to strengthen the NPA.

While a general review and modernization of the legal framework is needed, some specific laws need
immediate attention. For example, there are initiatives from private investors to build transportinfrastructure,
which highlights the need for a regulatory framework to deal with PPPs in this area. This would also require
proper coordination with existing sector laws, policy management and institutional capacity. International
experience shows that countries can benefit from such projects if they are governed by clear and stable
legal bases as well as sufficient technical and institutional capacity. Countries such as Guinea and Senegal
have already dealt with legal frameworks and agreements for private companies’ involvement in developing
transport infrastructure. A review of such experiences and other approaches is needed to carefully consider
the best options available to Sierra Leone.

Furthermore, to proceed with the privatization of port services under a landlord approach, adjustments
are required to the Ports Act (1964), the Cargo Clearing and Forwarding Act (1974) and the Sierra Leone
Maritime Administration Act (2000). The planned overall changes for the port sector also provide an
opportunity for institutional reorganization and sector regulation. The privatization of the airport ground
handling services would require that the government update the Sierra Leone Airport Authority Act (1988)
and take measures to liquidate the SNA.

c. Simplifying requirements for establishing a business

The analysis presented in this chapter indicates that recent changes have improved the procedures for
establishing a business. However, there are areas such as modernization of laws and regulations, simplification
of procedures, transparency and coordination that are required to further enhance conditions for doing
business. To this end, it is recommended to:

+ Effectively implement the new Companies Act in order to use a modern and clear framework to

regulate business;

* Give the appropriate tools and means to the Corporate Affairs Commission so that it can fulfil its

mandate of simplifying business registration requirements and streamlining licensing permits;

* Review the licence structure to maintain those licences that are necessary to protect health,

consumers and workers, and the environment and to ensure safety;

* Assign to SLIEPA a role to facilitate the registration of businesses.

As mentioned previously, simplifying the business registration procedures could also contribute to
shifting business from the informal to the formal sector. In addition to increasing revenues, this could also
provide a better base to enhance linkages between foreign and national firms.
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d. Improving trade facilitation

Major deficiencies persist in the way Sierra Leone organizes its import and export activities. Adding
transaction costs negatively affects competitiveness and discourages FDI. It is therefore urgent to take
measures to correct this situation.

In terms of the regulatory framework, the government should putin place a new Customs Law and finalize
its related regulations. This would allow the customs authority to apply the WTO Agreement on Customs
Valuation and use the Harmonized Commodity Description and Coding System of tariff nomenclature. It
would also permit a risk management approach for customs inspection. Furthermore, the adoption of the
customs information system currently being set up by UNCTAD (ASYCUDA++) will improve customs
revenue collection, contribute to combating fraud and trafficking of prohibited and restricted goods, and
strengthen statistical information on foreign trade transactions. In addition, it is recommended to introduce
a modern and harmonized customs procedure to support the transit of goods from neighbouring countries,
and a duty drawback regime to allow businesses to rapidly obtain inputs at world prices.

e. Facilitating the attraction of skilled workers

Among the many challenges Sierra Leone faces, the lack of educated and skilled labour ranks high.
Investors have difficulty finding workers with specific skills. This is the case for example, at varying degrees,
in investment projects in mining, telecommunications, light manufacturing and tourism. While there are
different ways to deal with the problem, addressing the shortcomings of the regulatory framework is central.
In addition to easing labour market rigidities, measures should be taken to attract workers from abroad.

In this context, a review of the process to give work permits to foreigners is needed, with a view to
simplifying and clarifying it. The elements to be considered are: the criteria used to issue permits both to
workers and their dependants; the institutional structure with responsibilities for these permits, including
the Work Permit Committee; the timeline and processing period for applications; and the availability of
information for investors and workers, including in the diaspora.

f. Modernizing outdated regulations

The analysis presented in this chapter has clearly shown that the legal framework in Sierra Leone is
for a large part outdated and not suited to meet the current and emerging needs of the country. While
recognizing that the modernization of the regulatory framework is time consuming and requires substantial
human and financial capacity, this report recommends focusing efforts on some of its key aspects.

Against this background, efforts should be made to: replace existing laws with new legislation concerning
electricity, port services, land registration rights and tourism; review and update legislation regarding mining
and fisheries; and create new laws for the operation of activities under privately developed transport
infrastructure (e.g. mining transportation projects), commercial courts, competition and bankruptcy.

By addressing these issues, the Government of Sierra Leone will put in place the regulatory and
institutional framework that is required to attract and facilitate FDI. Recognizing the human, financial and
institutional capacity constraints the country faces, these actions should be taken in a coherent and sequenced
manner. Strengthening institutions and improving capacity for policy management should focus on the mining
sector, given its prominent role in terms of attracting FDI, including that of the diaspora. In addition, the
support from the international community through technical assistance activities will be essential to move
this agenda forward. Chapter Ill of this report presents an overall strategy to foster a new environment
to attract FDI into Sierra Leone and provides some sense of prioritization for the implementation of the
measures proposed in this chapter.
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CHAPTER Il

TAPPING INTERNATIONAL BEST PRACTICES
TO STIMULATE INVESTMENT IN SIERRA LEONE

A. Introduction

This chapter proposes a FDI attraction strategy that incorporates best practices tailored to the needs
of Sierra Leone. While the strategy is designed to attract investors globally, regional investors are the
ones most likely to invest in Sierra Leone in the short to medium term. This assumption is reflected in the
strategy, which also seeks to build on the role that regional investors can play in developing Sierra Leone’s
image as an attractive location for investment.

Taking into account the government’s development objectives and targeted sectors (i.e. agriculture,
transportation and power) as well as the constraints to FDI attraction, the recommendations are articulated
around two scenarios. Since the end of the war, Sierra Leone has benefited from a significant number of
reforms and development programme activities. Notwithstanding these activities, it is realistic to anticipate
that the constraints to attract FDI outlined in chapters | and Il, such as inadequate infrastructure, limited
capacity in terms of human capital and government administration, an underdeveloped private sector and
a frail judicial system may not all be addressed concurrently or comprehensively in the near future. In this
context, the two scenarios provide a dynamic approach for the implementation of a FDI attraction strategy
and are based on the following:

* Under scenario |, reforms and progress in addressing the most serious constraints to FDI attraction
proceed at a relatively moderate pace, similar to what has happened in the recent past. For example,
major improvements in infrastructure have yet to be achieved. Education and skills, although increasing,
are not sufficient to meet the needs of investors and the capacity of the government continues to be
problematic, slowing important regulatory reforms;

* Under scenario 2, the main constraints to attracting FDI are addressed forcefully and with success,
representing a significant break from past trends and experiences. Significant progress is achieved in
providing power and transport infrastructure, bringing Sierra Leone to at least a regional standard.
The labour force is better trained and the institutional capacity of the government has significantly
increased. In addition, the country benefits from a regulatory framework conducive to FDI, the justice
system begins to offer a reliable mechanism to settle investment disputes and enforce contracts and
corruption has abated dramatically.

B. Assessment of FDI potential

Investment by nationals is one of the main driving forces of economic transformation and plays an
important role in a country’s ability to attract FDI. Total investment by national entities (private and public)
frequently correlates closely with relative levels of FDI inflows. A country successful at attracting FDI is
typically one that has a high level of investment by its own entrepreneurs. The developmental benefits from
national investment such as a dynamic private sector, skilled labour force, better infrastructure and a wider
network of suppliers are attributes foreign investors seek when selecting a location to conduct business
(UNCTAD, 2007a).

Some of the reforms proposed in this report are specifically aimed at promoting and attracting foreign
investment. Many measures, however, would benefit foreign and national investors alike as they would
result in an overall improvement in the investment climate. Although it is extremely difficult to assess in
any precise and accurate manner the level of FDI inflows that Sierra Leone could expect to attract in the
medium term, it is important to set realistic expectations about future levels of FDI inflows.
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Figure lll.1. Potential net non-mining FDI inflows 2008-2020 and comparator countries
(In millions of dollars)
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Source: UNCTAD estimates.

In order to provide orders of magnitude of what would be in the realm of possibilities in terms of FDI
inflows under the two scenarios, some simple rules of thumb have been used to compute estimates for the
period 2008-2020 (figure IIL.1). Although no disaggregate data exist,®' it is estimated that non-mining FDI
inflows in Sierra Leone have represented around 10 per cent of total FDI flows over the past few years,
equivalent to around 3 per cent of gross fixed capital formation (GFCF). GFCEF, in turn, has recovered from
less than 7 per cent of GDP in 2001 to around |7 per cent in 2007 as a result of an increase in FDI and a
resurgence in investment by national entities (public and private sectors).

The forecast for non-mining FDI inflows for the medium term is built around three key variables:
(1) nominal GDP growth (dollar terms); (2) the level of investment by national entities (as a percentage
of GDP); and (3) the relative level of non-mining FDI (as a percentage of GFCF). Scenario | assumes that
nominal GDP grows at 8 per cent per annum,®? that national investment increases to 18 per cent of GDP by
2020 and that non-mining FDI flows rise to about 6.5 per cent of GFCF, which is about half the level achieved
by the LDCs on average in the period 2003-2007.

Scenario 2, in turn, reflects the more optimistic and ambitious reform agenda it presumes. Nominal
GDP grows at || per cent per annum and national investment increases to 24 per cent of GDP by 2020. This
higher level of national investment and more significant achievements in the reform process are also assumed
to result in better performance in terms of relative non-mining FDI inflows, which, in the simulation, are
projected to grow to almost |5 per cent of GFCF by 2020, close to the LDCs’ average.

The estimates indicated that under a continuation of the moderate pace of reforms of the past few
years, Sierra Leone could aim at attracting around $60 million of non-mining FDI inflows per year by 2020.

6! On the issue of lack of data, Sierra Leone could benefit from training programmes provided by UNCTAD aiming at reinforcing its statistical capacity.
This would help the country to collect and disseminate data, better evaluate the impact of foreign investments, prepare forecasts on the potential
of FDI inflows and thus formulate sounder and better FDI attraction strategies.

62 Real GDP growth is assumed at 5 per cent under scenario | and 8 per cent under scenario 2 over the entire forecast period.
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Although this is a relatively modest amount, it is far from negligible as it excludes all investments in mining.
The estimate is based on relatively conservative assumptions regarding overall economic performance, but
achieving the underlying assumptions would require significant improvements in terms of investment by
national entities and FDI attraction. It would thus require sustained progress in the reform agenda.

Under the bolder, bigger and more successful reform agenda assumed under scenario 2, Sierra Leone
could aim at attracting more than $200 million of non-mining FDI inflows per year by 2020. Attaining such
levels presumes strong and sustained progress in the reform drive, well above what has been achieved over
the past decade. It builds on a virtuous circle of structural reforms, an improved investment climate, better
infrastructure and a higher skills level, led by a sharp increase in investment by nationals.

Consolidating the peace process and ensuring stability and security in Sierra Leone are necessary
conditions for either scenario to materialize. It is widely recognized that post-conflict peace is fragile.
Research results show that the average risk for a post-conflict country to revert to conflict is typically high
(for example, Collier et al. (2006) estimate this risk to be 40 per cent within the decade).

While many factors can explain conflicts (e.g. political repression, ethnic and religious divisions),
economic characteristics play a very important role. For example, empirical research shows that dependence
on primary commodity exports, low growth and incomes are all significant and powerful predictors of
violent conflicts (Collier, 2006). Recognizing this fact clearly calls for improved economic conditions in
Sierra Leone. Against this background, the global economic slowdown constitutes an important threat to
the peace process. If the current situation diverts attention of the international community to forcefully
supporting the development of Sierra Leone, the risks of conflicts will inevitably increase. Therefore, this
points to the need and importance for all actors, including the donor community and the government, to
keep the focus on effectively addressing the economic and social challenges Sierra Leone faces.

C. Scenario |: A moderate overall pace of reforms

In formulating initiatives to attract FDI, the sizeable development challenges facing Sierra Leone must
be acknowledged. Thus, taking into account the drain on government resources to address these important
challenges, this first scenario assumes a slow to moderate pace of reforms and the persistence of constraints
in terms of infrastructure, human capital, administrative capacity and the regulatory framework.

I. FDI potential remains limited

The recommendations of scenario | build upon the measures emanating from the analysis of the
regulatory investment framework (chapter Il). They are complemented by more general measures affecting
investment flows. Implementing these recommendations requires relatively few financial and human
resources as well as limited legislative changes and could be completed within a 12- to 18-month period.
These recommendations would not drastically change the fundamentals to attract FDI, but as near-term
solutions, they would help maintain the current FDI inflows and build the foundation to attract higher levels
in the future.

Under this scenario, FDI would continue to be concentrated in the mining sector. As a result, spillovers
and developmental impacts, such as job creation, linkages and knowledge transfer would be limited. Similarly,
the contribution of FDI to economic diversification and infrastructure development would continue to be
limited. This leaves an important role for donors to play in terms of ensuring that basic infrastructures are
gradually built to support economic and social development.

2. FDI attraction and promotion strategy

The underdeveloped infrastructure, the small domestic market and the lack of export experience
outside the mining sector indicate that Sierra Leone would be, initially, an unlikely destination for investment
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Box lll.1. Nigeria and South Africa as powerhouses of intra-African investment

Intra-African investment is increasing. At the same time, traditional investment in mining is shifting to
include other sectors. Knowledge of and adaptability to local conditions are among the factors explaining
this shift; the transfer of skill is another. The two main sources of investment, Nigeria and South Africa,
have been effective in dealing with management and other factors characterizing investing in African
countries.

Nigeria contributes more than 50 per cent to the overall GDP of West Africa. The Joint Development
Zone, an initiative between Equatorial Guinea, Nigeria and Sao Tome and Principe, may create a trend in
more forcefully promoting regional investment.

There are several Nigerian investment projects in Sierra Leone in banking, insurance and the
petroleum industry (distribution). The United Bank for Africa and Zenith Bank, two of Nigeria’s largest
commercial banks, have started operations in Sierra Leone as part of their strategy to establish branches
across Africa. While not active in Sierra Leone, Nigerian investments could target projects such as
sugar refineries as well as transport and infrastructure. In this regard, Nigeria’s Dangote Group, which
controls much of Nigeria’s commodities trade, is expanding its operations in West Africa in areas such
as the manufacture of consumer and food products including sugar, flour, salt and pastas. The Dangote
Group has also made important investments in the cement industry, telecommunications and fertilizer
processing. Other interests include commercial real estate complexes and truck transportation services.
The Dagote Group constitutes a potential investor for Sierra Leone.

South Africa is leading in terms of intra-African investment. In the past, South African investment
focused almost exclusively on the extractive sector. However, the country has diversified its projects in
the service-oriented industries including investments in telecommunications, information technology,
banking, media, retail and advertising. There are 10 South African TNCs among the top 100 TNCs
from developing countries in sectors such as computer-related business, appliances sectors and motor
vehicles. If Sierra Leone adopts a conducive environment for investment, they could become ideal potential
investors in the country.

Source: UNCTAD (2008b).

from large TNCs. However, regional investors, in particular from ECOWAS countries, may be interested in
doing business in the country. Their familiarity with investment conditions and opportunities in the region
make them an ideal target for investment promotion activities from SLIEPA. They may also be well suited to
undertake the type of investments to serve the small, but growing, domestic market in Sierra Leone (box
lHL1).

From Sierra Leone’s perspective, investors from the region could contribute to increased employment
and training. Their presence could also be used as a launching ground for future expansion of FDI from
other source countries. Sierra Leone could use the success of these investors to demonstrate the changing
landscape of investment. By developing success stories, Sierra Leone would gain credibility and could then
more easily expand its investor targeting to include investors from all of Africa and globally.

Under scenario |, efforts to attract regional investors should focus on measures to facilitate
investment. These measures include: (i) ensuring the adoption of basic legal measures to improve the
investment framework; (ii) providing FDI facilitation services; (iii) providing aftercare services; (iv) easing
entry visa requirements; and (v) improving Sierra Leone’s image through a limited programme of investment
promotion.

a. Ensuring the adoption of basic legal measures to improve the investment framework

Under scenario |, a number of measures should be taken to improve the investment framework and lay
the foundation for using FDI to stimulate economic growth and sustainable development. These measures
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should be adopted within a short period of time, preferably before the end of 2010. This is the criteria
guiding the selection of recommendations for scenario |. These recommendations are articulated around
five out of the six main areas of action from chapter I

* Establishing a competitive and effective fiscal regime;

* Introducing supportive measures for infrastructure development;

» Simplifying requirements for establishing a business;

* Improving trade facilitation;

* Facilitating the attraction of skilled workers.

The establishment of a competitive and effective fiscal regime should begin with the introduction of
the VAT as planned for 2009. The government should also remove restrictions on the utilization of loss
carry-forward and review the advance tax payments. In addition, withholding taxes on payments to service
contractors, royalties, interests and dividends should be reduced and harmonized, and the same income tax
rate should be applied to resident and non-resident small business owners. There are also specific actions
that should be taken to improve the conditions for foreign investment in the mining sector. In addition to
reducing the corporate tax rate for this sector, there is a need to review the fiscal terms of mining leases
(chapter 11).

With respect to supportive measures for infrastructure development, a few essential steps can be
undertaken under scenario | to prepare the ground for a longer-term programme that will deal with
infrastructure constraints more in depth. The government should draft the laws required to administer the
involvement of the private sector in the transport and energy sectors. These laws need to take into account
sectoral issues that affect transport and electricity to ensure coordination and consistency.®? In particular, a
decision should be made on the liquidation of the SNA to improve investment prospects in airport services.
Furthermore, a task force should be put in place, in accordance with the Energy Sector Strategy Note of
2007, to deal with critical issues related to the electricity supply. This task force should be responsible for
the implementation of the Power Sector Reform Strategy and Action Plan that have been prepared. Among
its responsibilities, the task force should ensure the proper functioning of the NPA and define the regulatory
framework of the “Special Purpose Company”.

While the simplification of the requirements to establish a business may necessitate additional time, a
first priority is the effective implementation of the new Companies Act and the adequate utilization of the
Corporate Affairs Commission. This would ensure that modern and clearer regulations for business are
effectively used and ultimately speed up the start-up process.

Sierra Leone can begin addressing issues related to trade facilitation by approving a new Customs Law
that includes the WTO Agreement on Customs Valuation. The efficiency of import and export activities
could be greatly improved by eliminating the use of PSI procedures, reference values, deposit payment
requirements and bank guarantees for the granting of clearance permits.

The contribution of foreign workers in terms of investment and economic growth is well documented.
Developed countries such as Canada, Ireland or the United States have long benefited from this type of labour
input. More recently, developing countries, such as Mauritius or Singapore, have also realized the benefits
foreign workers could bring to their economy and, in this context, adopted accommodating immigration
laws to help businesses hire skilled workers from other countries. As companies compete globally to attract
skilled workers, it is critical to design conducive entry conditions and labour policies. There are different
ways to achieve this result (box I11.2). Sierra Leone, though at an early stage of such process, should to a
minimum ensure that foreign investors are not discouraged by a lengthy and costly process to get the skills
required to run their businesses.

63 For example, such issues include mining, land and tourism. In the mining sector, this is critical as legal disputes over licence rights have already pre-
vented important private firms’ transport projects.
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Box lll.2. Approaches to attract foreign skills

There are different approaches adopted by countries to attract foreign skills including:

Human capital. It is aimed at increasing the stock of skilled human resources over the long term.
This includes permanent residence as an incentive and full mobility in the labour market. Implementing
clear criteria and specific admission policies are key successful characteristics of effective programmes.

Labour market needs. This is the most common programme adopted in many countries with
the objective of providing a solution to cyclical shortages for skills in the labour market. It is usually
made possible through the temporary admission of foreign workers with the requisite experience and
qualifications. There is flexibility for the length of stay with a time-bound character of the admission,
without settlement of the worker and family.

Business incentives. These aim to encourage trade and foreign investments by facilitating the
entry and stay of investors, executives and managers, including their family members. Some countries
offer permanent residence status to investors who bring in a minimum amount of capital and employ a
certain number of workers. Most countries simply offer facilitated temporary admission.

Academic background. The objective is to draw talents from the pool of foreign students
graduating from educational institutions and encouraging them to work or do research.

These approaches are not mutually exclusive and many countries use them in combination. Optimal
policies are usually based on targeting the specific goals they seek to maximize. There seems to be a shift
in these programmes from simply easing restrictions (facilitation) to offering incentives (e.g. lower income
taxes). The removal of restrictions (e.g. quotas on sectors, occupations or firms; short duration of work
permits; labour market certification; minimum salaries; restrictions on changing employers; restrictions
on the employment of spouses; limits to extension of permits) is a key requirement in reform efforts and
this is manifested in the fact that countries are increasingly seeking to exempt highly skilled workers from
various forms of such restrictions.

Source: Abella (2006).

Against this background, the shortage of human capital in Sierra Leone could be eased by reviewing
the criteria and process to allocate work permits to foreigners. For instance, unifying legally the residence
and work permits (“work/residence permit”) and giving work authorization to dependents under certain
conditions are promising avenues. The process and criteria guiding the allocation of permits should also be
made widely available through, for example, the Internet.

In addition, given the important number of Sierra Leoneans in the diaspora, measures to attract them
back to the country should be adopted. In this respect, a recent initiative by the diaspora has taken the
form of the Direct Expatriate Nationals Investment. Recognizing the potential of the diaspora as a pool of
human resources and a source of financing,®* Direct Expatriate Nationals Investment intends to mobilize
expatriates to invest in state-owned enterprises in the context of the ongoing privatization process. This
programme, if well managed and further developed, is an opportunity to stimulate the economy and to
spread know-how in the country, while creating at the same time a culture of ownership.

Ultimately however, the above-mentioned measures are short-term solutions; education spending will
be the pivotal factor in increasing the number of skilled workers in Sierra Leone.

b. Providing FDI facilitation services

As the investment promotion agency, SLIEPA should be the coordinating office for all investment
projects. Initially, SLIEPA should focus on providing a small number of critical services for investors and

64 Mainly through remittances up to now.
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Figure IIl.2. lllustration of the Sierra Leone Internet portal

avoid promising a “one-stop shop”®® (scenario 2). Implementing a one-stop shop under scenario | would
overtax the resources of other agencies. To effectively implement the concept, SLIEPA would better serve
potential investors as a reliable reference point, providing assistance in meeting procedural requirements
and facilitating meetings within the business community.

To facilitate access to information while promoting the new image of the country, a Sierra Leone Web
portal should be developed. The World Bank, FIAS and DFID are providing support to SLIEPA and the
activities proposed under this scenario complement those of their programme.

As a portal, the website would act as the hub to the various private sector groups and public sector
agencies (figure 11.2). The content of the portal would not be limited to image-building and promotional
aspects of Sierra Leone but would act as a gateway to other information on Sierra Leone. This task should
be undertaken as an integrated effort, in coordination with all public entities involved (tourism, government
ministries, the private sector, etc). SLIEPA should act as the coordinator and manage the portal’s content.

A well-designed, maintained and marketed SLIEPA Internet site is central to its facilitation efforts.
In addition to hard copy formats available in its offices, SLIEPA should provide all pertinent information
regarding investing in Sierra Leone on its website, including:

* Logistical information on visiting Sierra Leone and the services SLIEPA can offer in coordinating
investor visits (visa information, airport pickup, meeting planning, etc.);

* Information on investment projects and opportunities, including promotional materials for selected
sectors, should be available online. Initially, the main focus would be on promoting the potential of
the mining sector. Subsequently, other promotional materials for specific sectors would be developed
according to progress made to improve conditions in those sectors;

* Relevant laws and regulations should be provided, including the principal laws and regulations affecting
business activities and specific sector provisions and tax information (developed in cooperation with
the National Revenue Authority);

* SLIEPA should facilitate access to financing by leveraging Sierra Leone’s partnerships with development
organizations both in the country and in the region. For example, using the ECOWAS Private Sector
Regional Initiative, a case can be made for investment from the ECOWAS Bank for Investment

65 The term “one-stop shop” implies that all procedural requirements and processing are handled within one office.
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and Development (box I11.3) such as public-private partnership funding. Other sources with similar
programmes include the African Development Bank, the African Union Development Fund and
various initiatives of other donors for SME development.

In addition to the facilitation services SLIEPA provides, there is also the need to maintain an investor
tracking database. The system should be designed so that SLIEPA can track an investor through out the
entire “investment cycle”. SLIEPA should monitor investor enquiries, visits, areas of interest, realized
investment and any additional source of investment including re-investment. The website can be a useful
tool in helping SLIEPA to develop its database. Analytics of users can help improve the site’s usability and
investor targeting activities. Through short online surveys, SLIEPA can begin creating a profile of potential
investors.

In Sierra Leone, communicating with persons outside of the country can be a challenge. SLIEPA should
dedicate some of its office space to providing a comfortable and well-organized business centre for its
clients. The amenities offered at the SLIEPA offices should include free wireless Internet for its clients by
providing a password to a secure connection. Offering printing and copying should also be considered,
although any regulatory, legislative, marketing or informative materials should be available in both soft and
hard format. As Sierra Leone’s communication infrastructure develops, the centre will be less important,
but at present it can be a useful facilitation measure. It also has the benefit of being relatively low cost as it
uses the resources already needed for SLIEPA personnel.

There are programmes SLIEPA can implement that will add value to their services, particularly those
related to facilitating meetings within the business community. The Sierra Leone Business Forum presents
an opportunity for investors (domestic and foreign) to engage the government in discussion on topics of
concern to them. For the purposes of SLIEPA, the forum could also provide an important contact point
for facilitating a particular investor’s visit and arranging meetings with investors in Sierra Leone. Therefore,
SLIEPA should cultivate the forum as a resource and work to establish a single contact point within the
forum who would assist SLIEPA in these activities.

Box 1ll.3. ECOWAS Private Sector Regional Initiatives

In 2007, ECOWVAS established the Private Sector Department to promote cross-border investments,
joint venture businesses and small and medium enterprises, and improve the regional business climate.
These objectives seek to foster a dynamic and diversified regional economy through a better integrated
regional market. This includes:

* Facilitating the involvement of the private sector in the regional integration process through
support to regional private sector institutions and creation of relevant new ones. Promoting
harmony and synergy among the activities of these institutions and facilitating consultations;

* Promoting the development of a viable regional capital market with strong linkages in all member
States to facilitate the mobilization of investment capital and wealth creation;

 Facilitating public-private partnerships and the establishment of multinational joint ventures and
community enterprises to foster employment and sustainable inclusive growth in the region;

* Encouraging West African entrepreneurs to develop and maintain links with diaspora groups,
relevant continental and international bodies and South—South entities to attract investment.

Under this initiative, the VWest African Power Pool has developed a number of projects for countries
in the region to increase electricity supply, notably in Benin, Burkina Faso, Ghana, Mali, Nigeria and Togo.
If successful, this initiative could provide impetus to extend cooperation to countries such as Liberia and
Sierra Leone.

Source: ECOWAS Secretariat.
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c. Providing aftercare and policy advocacy services

Enhancing established investors’ satisfaction with their decision to invest in Sierra Leone and encouraging
these investors to expand operations or move up the value chain is an important function of the investment
promotion agency (UNCTAD, 2008a). Commonly called aftercare, these activities can be more important
when there are only a few investors or, in times of economic slowdown, where investors are not seeking
to expand into new locations but instead may upgrade existing operations. Under scenario |, the resources
may not be available to pursue an extensive aftercare programme. However, there are activities that should
be undertaken that would help prepare the agency for larger programmes and services provided as part of
its aftercare initiatives.

One of the initiatives SLIEPA should begin implementing is a programme to foster linkages between
FDI and domestic suppliers of goods and services. In concert with building the investor database, SLIEPA
should have the ability to sort foreign firms by areas of business. During this ongoing process, SLIEPA should
begin to append demand requirements from the domestic economy and domestic suppliers of goods and
services that have corresponding supplies. Initially, SLIEPA can focus on the mining sector where most FDI
is concentrated.

Nevertheless, it is more likely that linkages will take place if local businesses are registered in the formal
sector and capable of effectively supplying foreign firms. It is thus advisable for the government to encourage
and assist in the development of SMEs as they could become key players in the economy. In this regard, they
should be encouraged to participate in training programmes offered by EMPRETEC centres in the region,
such as Ghana and Nigeria.?® Such training would help potential business people acquire the knowledge
necessary to start their company and possibly become effective suppliers to TNCs. In the longer run, as
developed in scenario 2 below, Sierra Leone could plan to create its own EMPRETEC centre.

Another important aspect of SLIEPA’s role is policy advocacy, a mechanism through which investors can
respond to policies affecting FDI. Effective policy advocacy requires creating a simple but effective coalition
with business organizations. It is therefore recommended that an Investment Promotion Committee, led by
SLIEPA in coordination with the Sierra Leone Business Forum, be put in place to encourage communication
and coordination among all of the government agencies that have responsibility for the development or
execution of investment policy, in cooperation with other private sector stakeholders. Inter-ministerial
coordination and close consultation with the private sector are to be encouraged. As part of this outreach,
it is recommended that an Investors’ Round Table with international and local business leaders be held.
This could be done through the use of the Business Forum to develop a regular series of round tables with
international and local business leaders to discuss Sierra Leone’s FDI issues.

SLIEPA’s success will be dependant upon its organizational soundness. This includes adequate staffing and
budget support. Furthermore, the staff will require training to become effective. At this stage, SLIEPA is in
a good position to focus on training, gather investor information and begin formalizing programmes with the
domestic private sector and the public sector. In this regard, the adoption, in 2009, of a client charter is very
positive step forward. This is indeed a valuable tool to promoting a customer service approach and constitutes
a core element of good governance for a public institution. In addition to outlining the vision and mission of the
institution, the charter also gives information about the range and fees of the various services provided.

d. Easing entry visa requirements

A primary consideration in attracting FDI is the challenge of increasing the pool of potential investors.
The first interaction potential investors have with the Sierra Leonean administration is frequently at its
embassies during the visa process. Business visitors wishing to enter the country must obtain a business

6 EMPRETEC is a capacity-building programme of UNCTAD aimed at promoting entrepreneurial skills for SMEs. It helps them become more innova-
tive and competitive and also encourages beneficial business linkages with TNCs. A centre is set up at the request of the country with the support
of UNCTAD. These centres then become independent entities.
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visa. The current exception for ECOWAS citizens is a positive step in making Sierra Leone more accessible
to regional investors, as they are the primary target audience in the near term. There is an opportunity,
however, to widen the appeal of Sierra Leone to investors from other potential source countries.

The current reciprocal policy towards visas and visa fees does not help Sierra Leone attract sufficient
and beneficial FDI to reach its development objectives. Reciprocal entry treatment is a policy that hinders
investors’ attempts to explore Sierra Leone’s potential, and assessing fees on the basis of nationality creates
an additional administrative burden and presents a challenge in training embassy personnel. For example, the
fees for persons travelling from the United Kingdom and the United States vary from $70 to $43| depending
on whether the visa is for single or multiple entry, while Canadian visas range from $72 to $144.%” The rates
are somewhat extreme in comparison to other countries in the region and within Africa (table IIl.I).

Table Ill.1.Visa requirements of countries in the region and other African countries

Number of .
. o o Cost for single
Regional countries Economies exempted? . . b
entry business visa
exempted
Sierra Leone 14 ECOWAS range $40-$131
Liberia 14 ECOWAS range $70-$131
Nigeria 14 ECOWAS range $25-$139
Guinea 14 ECOWAS $100
Gambia 16 ECOWAS, United Kingdom, Australia $100
Ghana 20 ECOWAS, Egypt, Hong Kong (China), Kenya, $50

Mauritius, Singapore, Zimbabwe,

Other comparators

Kenya 37 Botswana, Brunei Darussalam, Gambia, Ghana, $50
Jamaica, Lesotho, Malawi, Mauritius, Namibia, Sierra
Leone, Singapore, Swaziland, Uganda, United Republic
of Tanzania, Zambia, Zimbabwe

Rwanda I Burundi, Canada, Germany, Hong Kong (China), $60
Kenya, South Africa, Sweden, Uganda, United States,
United Kingdom

South Africa 64 More than |5 EU countries, Australia, Brazil, Canada, $47
Japan, Singapore, Mozambique, Republic of Korea,
Thailand, Turkey, Zambia

Uganda 36 COMESA, Gambia, Sierra Leone, Singapore $50

2 Exempted means no visa required. The exemptions generally cover stays of 30 days or less and 90 days or less.

®n several cases countries do not distinguish between business visas and tourist visas, nor multiple or single entry.

COMESA: Angola, Burundi, Comoros, Eritrea, Kenya, Madagascar, Malawi, Mauritius, Rwanda, Seychelles, Swaziland, United Republic of
Tanzania, Zambia, Zimbabwe.

Sources: Embassy websites and embassy personnel.

In the near term, there are three recommendations that will assist Sierra Leone in balancing the desire
to create a welcoming environment for genuine investors against the need to limit exposure to foreign
entrants whose motives are suspect.

I. SLIEPA should work closely with the Ministry of Internal Affairs to create and main-
tain a priority list of countries, which are important sources of FDI, that would be
exempt from visa requirements

¢7 Sierra Leone Embassy, Washington DC.
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A priority list of exempt countries is a measure that would help potential investors from countries
outside the ECOWAS region to visit Sierra Leone. Table lll.] provides a point of reference by highlighting the
policies of countries in the region and throughout Africa. Using important sectors such as mining combined
with countries that present low risk but high investment outflows (table Ill.2), an initial list of priority
countries has been developed.

Table 111.2. 2008 FDI outflows from selected economies
(In millions of dollars)

Outflows Outflows

Africa 9 309 EU 836 573
Egypt | 920 France 220 046
Morocco 369 Germany 156 457
Gabon 96 United Kingdom [11 411
Mauritius 52 Spain 77 317
Kenya 44 Belgium 68 278
West Africa
(ECOWAS) 1 389 Other economies with high outflows
Guinea 694 United States 311796
Liberia 382 Japan 128 020
Nigeria 299 Switzerland 86 295
Senegal 9 Canada 77 667

Hong Kong, China 59 920

Source: UNCTAD (2009).

The following are important source countries for FDI and are strategically important to Sierra Leone
in sectors such as mining and tourism. At the same time, they present a low exposure to illegal immigration.
As such, they are good candidates for the initial priority list.

* Australia * Japan * Saudi Arabia * United States
¢ Canada * Libyan Arab Jamahiriya * Singapore

* China * Republic of Korea * South Africa

* EU countries * Russian Federation * Switzerland

The priority list should be reassessed periodically as investment promotion efforts are refined, FDI
targets expand and sources of FDI change. This would ensure that the list remains relevant as Sierra Leone’s
FDI attraction strategy evolves. As the list is reviewed, the Ministry of Internal Affairs and SLIEPA should
conduct a more stringent analysis of priority countries. For example, although it is well known that investors
in the mining sector originate largely from Australia, Canada and Switzerland, recently companies from
Mexico have appeared as top TNCs in the sector.® Of the top 100 TNCs from developing countries, in
terms of foreign assets, two firms from the Republic of Korea are at the top in the electronics and motor
vehicles industries. In food and beverage, three companies from Mexico and three from Singapore make the
top 100 list. These and other parameters should be used to develop a deeper analysis as the list is assessed
and resources become available.

2. Simplify the fee structure and reduce fees

For those countries not on the priority list, a flat fee should be considered, regardless of visa type. The
amount should cover administrative costs only. This approach avoids the pitfall of using visa fees as a revenue
stream and as a result failing to capture the more lucrative revenue generated by visitors and investment.

8 Cemex of Mexico is ranked 71 on the World Investment Reports list of World's Top 100 Non-Financial TNCs ranked by foreign assets (UNCTAD,
2008b).
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A more streamlined approach to visa fees will reduce the administrative burden and allow better
information management and facilitate consular services training. One benefit, which may be the most
significant, is the investors’ enhanced impression of Sierra Leone. Typically, there is a preconception that
there will be significant amounts of red tape and bureaucracy to manage in Sierra Leone. A streamlined
approach to fees and well-informed personnel will work to dispel the impression and show that Sierra Leone
is making strides in its reforms.

3. Provide one source of information online and ensure personnel are
well versed in the visa structure

The personnel in the embassies and missions are the frontline of Sierra Leone’s image. As the first
impression is often the basis for all future interactions, it is important that the personnel are knowledgeable
about the visa fees and process. A secure, intra-government website could be put in place to provide
embassy and consulate personnel with one consistent source for information.

f. Improving Sierra Leone’s image through a limited programme of investment promotion

In spite of a number of years of peace and political stability, the image of Sierra Leone remains tarnished
by the war, leaving a gap between reality and perceptions of the country. In order to attract FDI, the
image of Sierra Leone as a peaceful and stable country will need to be promoted. A detailed image-building
strategy is beyond the scope of this review; however, there are several recommendations tied to the role of
SLIEPA that can be implemented under scenario I.

As described above, a well-designed, marketed and regularly updated Internet portal could contribute
to image-building efforts. SLIEPA should also make use of current materials to initiate a regional marketing
campaign to boost Sierra Leone’simage and promote investment opportunities. At this stage, where significant
reforms have yet to materialize, the promotion should be on a smaller scale. Moving more slowly and with
more focus on a few markets will allow SLIEPA to develop the tools necessary for this type of promotion,
build capacity and conduct test marketing. Through this approach, SLIEPA can identify what methods and
marketing promotions are the most effective for its targeted markets. Focusing on informational meetings
with private sector groups to discuss investment opportunities, the campaign could include distribution
of materials through embassies, use well-known personalities to speak about the country and develop
feature stories for news coverage about Sierra Leone. It can also take the form of larger events such as, for
example, the Trade and Investment Forum held in London in November 2009. This highly successful event
gathered close to 700 participants, including numerous high-level personalities, and provided an opportunity
to present the ambitious reform agenda of the government and the investment opportunities of the country
and share the experiences of existing investors in Sierra Leone.

D. Scenario 2: Successful reforms significantly improved
the investment climate

Scenario 2 provides a strategic vision for what the country could achieve in relation to FDI attraction
if it realizes a breakthrough from past performances and sustains major progress in structural reforms
over prolonged period of time. Scenario 2 builds upon solutions being found to structural impediments to
attracting FDI such as poor infrastructure, inadequate human capital and administrative capacity, and a weak
regulatory framework and judicial system. Specifically, this means that:

* Power supply meets at least the current demand for electricity;

*  Water supply meets existing demand in principal economic centres;

* Road connectivity to important economic centres is re-established;

* Private sector activity is increasingly taking place in the formal sector;

* The judicial system functions well;
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« Key public institutions have sufficient capacity;®’

* A solid regulatory framework is in place;

* Training programmes are provided to improve the skills of the labour force;
¢ Domestic revenue collection is significantly improved;

* Good governance and social, political and economic stability are maintained;
* Major investment disputes have been resolved.

Getting to the point where such conditions are met would require unprecedented efforts and successes
in structural reforms over a prolonged period. It would not only call for a very committed and focused reform
drive on behalf of the Government of Sierra Leone, but also for the strong and coordinated support of the
international community. The role of the latter is likely to be important in the early phase of the reform drive
and would be required, in particular, in the areas of capacity-building and infrastructure development.

A number of suggestions are provided to tackle some of the key structural impediments highlighted
above. As reforms in these areas yield results, Sierra Leone would be in a position to put in place more
forceful sectoral strategies and initiatives, as well as a more proactive FDI promotional campaign. As noted
at the beginning of this chapter, the measures and reforms considered under the two scenarios are not
mutually exclusive and should not be considered as substitutes. Frequently, recommendations in scenario 2
build upon the foundation of recommendations in scenario |I.

I. Tackling structural impediments to FDI

a. Infrastructure

Sierra Leone’s inadequacies in infrastructure will require sizeable investments in the foreseeable
future. The needs cover all areas of basic infrastructure, i.e. transport (roads, rail, ports and airports),
electricity (generation, transmission, distribution and rural electrification), water (supply and access to clean
water, sanitation and water treatment), agriculture infrastructure (irrigation, sanitary and phytosanitary
inspection) and telecommunications (telephony and Internet connectivity). A significant part of infrastructure
development will have to be covered by public investments. Given the shortage of financial capacity, support
from the international community will be crucial in that area. There are also some selected cases in which
private investors may be in a position to contribute to infrastructure development. This is already the
case, like in most countries in the world, in telecommunications, but could also extend to transport and
electricity, given appropriate policies and regulatory frameworks.

Sierra Leone needs to invest heavily in transport infrastructure to begin realizing its development
potential and attract FDI. There are several ongoing projects using aid from international donors but the
numerous and competing needs (e.g. feeder/main roads, urban/rural roads, airport expansion/a new airport)
leave significant room for additional investment from the private sector. Some examples of infrastructure
investment needs that have been identified are listed in table IlI.3.

At present, there is weak coordination to address transport infrastructure needs, including private
sector, regional governments and donor initiatives. In this regard, the Ministries of Transportation and
Public Works along with SLIEPA should work with the corresponding stakeholders to identify and promote
specific investment projects.

Impediments to attracting FDI in infrastructure frequently include delays in project start-ups, contract
cancellations, legal disputes, corruption, weak capacity of public entities to structure and design investment
projects, and inadequate policy framework. There is evidence that FDI in infrastructure responds positively

6% These entities would include: the National Revenue Authority; the judicial system; Ministries of Mineral Resources, Agriculture, Fisheries, Land, En-
ergy and Power, Finance, Trade, Transport, Public Works; the National Tourism Board; the Law Reform Commission.
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to an effective domestic policy and regulatory framework, while weak regulatory institutions engender a
strong reluctance to invest (Kirkpatrick et al., 2006). The dispute between African Minerals and London
Mining concerning licence rights illustrates this well in the case of Sierra Leone.

Table I11.3. Examples of investment needs in transport
Estimated costs

Sector Area of investment (in thousands of
dollars)
Roads Class A (primary roads): asphalt cement surface 667 150
Class B (secondary roads): double surface 569910
treatment
Class B: gravel earth and drainage 131 245
250 km urban street asphalt 88 250
Modern traffic management system for Sierra 10 000
Leone
Ports and maritime Tug boat 4 500
transport Pavement and infrastructure on reclaimed land 6 000
area
Landing sites rehabilitation / development 10 000
Dredging waterways 6 000
Airport Ground landing equipment 500
Metrological unit equipment 500
Modern car park / helipad and sea rescue boat 800
house
Fire and patrol vehicle 250
Construction of new runway, terminal building, 25 000

control tower and NAVAIDS

Source: Ministry of Transport and Aviation (2007).

It is therefore important that Sierra Leone adopts an appropriate policy framework when seeking to
attract investment in infrastructure development. Furthermore, Sierra Leone should include developing
economies in their targeting efforts related to infrastructure investment. Recently, Hong Kong (China),
Malaysia, Singapore and the United Arab Emirates (UNCTAD, 2008b) have become important sources of
FDI in infrastructure.

Additional opportunities exist to promote investment in infrastructure in connection with the goals
proposed by the ECOWAS regional integration efforts. Moving forward on this front is necessary not only
to identify capital and funding possibilities but also to begin addressing the significant weaknesses of the
transportation connection with neighbouring countries.

b. Port development

Attracting investors in port activity is not only important for increasing investment levels but also to
increase overall economic activity and with it further the attractiveness of Sierra Leone as an FDI destination.
In West and Central Africa, where intraregional road and air links remain weak, sea transport accounts for
up to 90 per cent of foreign trade by volume. Efficient maritime transport is therefore critical to the region’s
trade and income growth (Harding et al., 2007).

The government has decided that the privatization of the Port of Freetown would take place under a
landlord approach (chapter Il). It is now strategically important that the concession of the Port of Freetown
to private investors be pushed forcefully. The positive effects and importance of a well-functioning port,
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including a more efficient and cost-effective delivery of imports for the domestic economy and improved
transport linkages with the hinterland, should be highlighted.

Ports, as an integral part of the logistics chain, increasingly have to provide value added services
beyond the traditional cargo handling functions. Once fully implemented, a new port operation under a
landlord approach would be strategic in contributing to the addition of value by promoting new economic
activities. They would include linkages to the already approved petroleum exploration, basic but highly
labour intensive simple services of ship cleaning and repairing, storage and redistribution of small cargo to
regional countries, packaging and preservation facilities for agro- and fishery processing, and other services
to maritime transport (e.g. food and fuel supplies).

As a small port in West Africa (box 111.4), the Freetown Port can play a role within the West Africa
maritime corridor. Although the port is small, if run efficiently and competitively it would have a role to
play in decongesting larger ports that need to accommodate larger vessels and cargos. It could increasingly
attract small cargos normally destined for Sierra Leone and other small cargos for neighbouring countries.
This would also consolidate the role of Freetown with increasingly integrated West Africa and ECOWAS
markets.

Given the major reforms and length of time that would be needed to implement a full modernization
of the Port of Freetown, expectations should be realistic about the limitations in the short and medium
term to position the Port of Freetown for fast operations characterized by a “just in time” supply chain for
transportation-dependent operation (e.g. manufacturers, wholesalers, suppliers, shippers and retailers).

Box Ill.4. The Port of Freetown

The port has traffic of approximately 38,000 tons of exports and 400,000 tons of imports annually.
Of the three berths at the largest quay, one has facilities for the discharge of bulk grain using suction and
conveyor systems and the loading of bulk palm kernel oil. The other two are used for general cargo. There
is also the Kissy Oil Terminal, which provides facilities for the discharge of petroleum products. Overall,
and as illustrated in the table, the port is relatively small in comparison to others in the region.

Container traffic in West Africa
(In 20-foot equivalent units or TEUs)

Country Port TEUs
Cote d’'lvoire Abidjan 670 000
Nigeria Lagos 650 000
Ghana Tema 342 882
Liberia Monrovia 50 000
Guinea Conakry 47 000
Togo Lomé 42 240
Sierra Leone Freetown 25 000
Mauritania Nouadhibou 21 000

All cargo is worked using the ships’ own cargo gear. There is covered storage of 16,500 m? and open
storage of 59,000 m?, with a large container stacking area with a capacity of approximately 1,000 TEUs.
There is also refrigerated storage operated by fishing companies.

Port costs are fairly high and can be traced to the need for major improvements. There are berthing
problems and quay congestion due to the lack of deep water berthing space, reduced channel widths,
obstacles, lack of daylight operating hours, poor lighting and advance prioritizing of vessel calls. Privatization
would bring in investment in port services and provide for example longer berth lengths, wider turning
circles for large ships and deeper access channels alongside berths for modern ships.

Source: Harding et al. (2007).
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The transformation of the Port of Freetown through a landlord approach will have important implications
for its competitive position vis-a-vis other West African ports. No West or Central African port ranks
among the top 70 ports worldwide and no large port serves as a regional hub due to poor land links,
security and inefficient publicly owned operations with inadequate equipment. Most ports cannot receive
ships exceeding 2,500 TEUs, even though ships of more than 6,000 TEUs are now common on international
routes (box III.5). This has contributed to costly delays and congestion in ports. Nigeria’s recent port reform
is leading the way in major transformations that are needed in regional ports. In this context, Freetown is a
small port but moving ahead with privatization would help position it well in comparison to other regional
ports. It is important to target improvements in productivity and the reduction of time and cost of using
the Freetown Port. If this is achieved, the port would have the potential to unload and redistribute smaller
cargos destined to neighbouring ports as noted before.

To obtain the investment required to bring about the port’s transformation, there are several
requirements Sierra Leone must meet. There should first be good governance throughout the process. The
bidding process must be clear and transparent with no corruption and a clear role for the port authority.
There must also be good safety and security measures. From an operational perspective, there must be
reliable document procedures (electronic and online), quality and sufficient capacity in landside connections
and port infrastructure, smooth customs procedures and, for workers, continuous technical improvement
through training plans (UNCTAD, 2007c).

c. Industrial zone development

One possible avenue to develop basic infrastructure on a limited and local scale is to rely on industrial
zones. Such zones can provide infrastructure services that may not be available in the country as a whole at
a relatively low development cost. It is possible, for example, to allow self-generation of electricity, access
to water or a link to a main transport facility. The area would thus benefit from above average facilities
without necessarily solving infrastructure deficiencies at the national level. A number of countries, including
in Asia, have relied on industrial zones to overcome infrastructure shortages, and perhaps also to provide

Box IlI.5. Trends in shipping industry and port operations

About 25 of the main shipping lines (e.g. Maersk Sealand, Evergreen, P&O Nedlloyd, Haniin and Cosco)
control over half the container transport capacity in world trade. Shipping alliances are also accelerating this
concentration, two of which are the GreatAlliance (NYK, Hapag Lloyd of Germany, the Anglo-Dutch company
P&O Nedlloyd, Orient Overseas Container Lines of China and the Mediterranean Shipping Company) and the
New World Alliance (Mitsui OSK Lines of Japan, APL/Neptuno Orient Lines of Malaysia and Hundai Merchant
Marine of Korea), which are influential in determining trade routes and ground services.

Another trend is towards mega container vessels, which require fewer stops on the main routes.
On the other hand, these vessels require increased services from feeder ships and ports with greater
capacity.With the shift to the container industry, the structure and organization of terminal operations have
changed towards private port terminal operating companies including stevedoring and shipping lines that
are managing their container terminals as hubs and trans-shipment ports.This implies that these companies
are given docking priority and guaranteed availability of equipment for use.

The provision of port-to-port logistical services by shipping lines (e.g. Maersk Logistics, Evergreen
American Corporation) involves intermodal service providers and a port-to-port supply chain. This range
of logistical services, which includes the consolidation of containers, documentation services, and storage
and distribution, will continue to expand and improve, having a greater impact on reducing costs and
enhancing efficiency.

Source: Gallegos (2000).
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above average regulations and services (e.g. in terms of access to land, business registration or customs
clearance).

Industrial zones development is an area where private foreign investment would be possible in Sierra
Leone. The experience of other countries is that these zones can be developed as fully private enterprises, but
in many cases, they occur under a joint venture arrangement between the public sector (providing equity in the
form of land) and the private sector, which is in charge of building the infrastructure and running the zone.

The traditional, subsidy-driven free export zones popular from the 1970s through the 1990s did
not work for most countries and are not likely to work for Sierra Leone (UNCTAD, 2007c).”° Instead, a
new and modern industrial zone development is needed. There has been some initiative taken to develop
industrial zones such as the Guoji Industrial Zone project described in chapter I; however, the relevant legal
provisions, integrated strategy and promotion plans have not materialized. The success of the industrial zone
to contribute to economic growth and development crucially depends on the degree of absorption of labour,
linkages with the domestic economy and consistency with investment reforms, particularly those reforms
related to the privatization of port services, customs modernization and infrastructural development.

Based on Sierra Leone’s comparative advantages, a case can be made for the development of a small

industrial zone. Some of the advantages that investors would value in the zone relate to:

 Strategic maritime location: surrounded by flat terrain, the Port of Freetown is suitable to industrial
projects requiring wide open spaces;

* Labour force: Sierra Leone has an abundance of young anglophone workers who, when matched with
appropriate training programmes, could become an attractive characteristic for potential investors.
FDI in the past has been motivated by low costs and labour availability; increasingly this has shifted,
and quality and skills are becoming the determinants in many industries. A proper mix of low cost
and high skills is now a powerful way to attract FDI in the labour-intensive industries. However,
as suggested in chapter Il, the proper mix will be attained through increased training programmes
for workers in order to raise labour productivity (which will, at the same time, result in higher
salaries);

» Supplier base: given Sierra Leone’s increasing domestic market and growing mining and
telecommunications sectors, the potential exists for the development of manufactures. With SLIEPA
heading a strong linkages programme as proposed later in the chapter, this characteristic could
evolve into a much stronger asset from an investor’s perspective.

Given that Sierra Leone has no manufacturing tradition, it is not realistic to hope to attract large global
exporters. Initially, the country will most likely be in a position to attract only a few investors who would
focus on producing small items and basic goods to serve the increasing domestic demand. This activity would
in turn provide the experience needed to serve similar market demands of regional ECOWAS countries.
The focus for the zone development should therefore be on simple manufacturing and services for the
local market with flexibility for other activities such as construction materials, agricultural processing and
assembly work. Privileges should also apply to exports but, as argued before, initially attracting export
manufacturing should not be the principal goal. Examples of the initial investment targets for the types of
goods to be produced include low cost production related to processed foods, basic household items of
high demand, inputs and packaging materials for agricultural products.”’ As a medium- to long-term goal, the

70 Providing a tax-free environment for an unlimited period of time is excessive and attracts mostly “non-sustainable” investors that choose investment
locations mainly for incentives purposes and operate as enclaves with very limited linkages with the economy.
7

Examples of some of these products are: processed foods from grains and edible oil, fish meal, coffee, cocoa, ginger, fruit juices, wheat flour, cooking
ingredients and cassava; household items such as water containers, water disinfectant products, insect repellent, mosquito nets, ice and packaging
materials; inputs for processing of coffee, cocoa, palm oil and ginger; basic products for the bottle and drink industry, wooden furniture industry,
artisanal fisheries (nets, wooden boat parts, motor repairing); and simple agricultural tools. Other examples include basic generic medicine drugs
to treat malaria, inputs for manufacturing of plastic products, personal and household cleaning products, shoemaking and products linked to mining
activities.
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potential of industrial zone development would expand to take advantage of Sierra Leone’s duty-free access
to the growing ECOWAS markets from its strategic maritime location.

While in the short term the main goal is not to pursue export through the industrial zone, over the
medium term consideration should be given to the option of combining a multi-facility zone with export
promotion measures. In particular, the industrial zone development project would provide a focal point for
administering, in an efficient manner, generally applicable relief schemes of indirect taxes (duty drawback and
value added tax refund schemes) for the promotion of exports. This opportunity would become more viable
as experience is gained through the development of an industrial zone dedicated to serving the domestic
market.

In order for Sierra Leone to extract the most benefit from its location, an industrial zone should be
developed adjoining the Port of Freetown through a private investment project as noted before. African
investors should be the primary target for development of the zone and for future tenants. The selection of
an investor to build and operate the zone should be conducted through a tender procedure. Some of the
key features to be provided as part of the zone development include:

* Access to the port and local markets through proper road connections;

* Minimum operational conditions including a supply of electricity and the right to self-generating
capacity, a continuous supply of water and a telecommunications network gateway to assure
telephone, fax and Internet services;

* Access to a special customs procedures to expedite import/export clearances particularly for
imports;

* Ability to sell self-generated power to the national grid or to have distribution and retail rights in
Freetown;

» Exemption from import duties on imports such as (a) fixed assets, including equipment and machines,
construction materials, transport equipment, components and parts; and (b) materials needed for
zone infrastructure investment;

* Other business measures that should be implemented include competitive tax rates, no indirect
taxes on exports, investment facilitation services by SLIEPA, special certification of origin to facilitate
duty-free access to ECOWAS and other major global markets.

The rationale for the close proximity of the industrial zone to the port area is based on international
experience and trends for waterfront development projects. In many countries, this approach is having a
positive economic impact on seaport development, industrial zone planning and related land use. Developing
port master plans, with regular updating, is an effective tool for port and industrial zone development and
management.

The zone developer should also have the potential to be the port concessionaire. The strategic
importance of this possibility is to recognize that seaports are no longer solely landing places or terminals;
instead they are becoming sophisticated and integrated systems providing a full range of services for the
maritime industry and for logistics activities (box Ill.5). They are the interface between the maritime and
inland modes of transport providing multidimensional activities within the logistics chain. In this case, and
assuming that the privatization of the Port of Freetown under a landlord approach has been fully approved,
apart from operating the port, the company could use surrounding areas of the port to develop a multi-
purpose industrial zone. In addition, the company might be able to offer value added port services including
railway services and other industrial usage. For example, activities could include a stevedoring company that
is also the logistical service provider, container shipping, terminal holding container and related services and
manufacturing activities of the industrial zone.

d. Other private sector investment opportunities in infrastructure

As noted, the need for investments in infrastructure is huge. This situation requires prioritization to
ensure that strategically important areas are addressed soonest. For example, to realize the potential in
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areas such as tourism and fisheries and to reach poverty reduction targets, there is a case for prioritizing
investment promotion in the following areas where private investors would be in a position to play a useful
role:

* Laboratory inspection capacity on sanitary/phytosanitary issues, including food inspection;
* Warehousing and storage buildings for agricultural products;

* lrrigation projects;

* Possible construction of a new airport or renovation of existing facilities.

Some countries in the region are considering allowing foreigners to invest in infrastructure (e.g.
hydroelectric power generation) in exchange for granting mining rights. This approach is being promoted by
the Chinese Development Bank (CDB) in relation to Guinea’s bauxite resources. The CDB agreed to fund
a $1 billion hydropower dam for rights to mine bauxite. While this may present an appealing alternative, if
pursued, a cost/benefit analysis should be conducted to ensure that the benefits for the country accruing
from infrastructure investment are not outweighed by the cost of relinquishing mining rights.

Investment opportunities also exist in the electricity sector. However, the reform of this sector, as in
any country, is an extremely complex and lengthy process. It is therefore difficult to assess the potential for
private investment in electricity in Sierra Leone as it would be determined by how reforms unfold. As noted
in this report, Sierra Leone has good potential for generation of electricity with a large unmatched existing
and potential demand.

e. Human capital

International experience shows that human capital is of strategic importance in attracting FDI and
maximizing its benefits. Sierra Leone used to play an important role in education both at the country level
and within the region. However, the impact of the war (it is estimated that 30 per cent of educated nationals
left the country during that period) has seriously eroded the capacity to continue playing this role (box I11.6).
Furthermore, as is the case in many developing countries, the country suffers from a critical lack of human
capital. This is explained by both the devastating impact of the war and an underinvestment in education. For

Box Ill.6. Education in Sierra Leone

Since the nineteenth century, the country pioneered education in sub-Saharan Africa based on the
British system. The Fourah Bay College (1827) was the first tertiary education institute in the region.
This experience made it possible for the country to become an important training centre for teachers,
doctors and administrators for West Africa in the first half of the nineteenth century.

While the tradition of an educational centre remained, it fell short of focusing on the required
domains and did not reach the general population. The lack of resources devoted to tertiary education in
the post-independence era as well as the war in the 1990s halted this important role.

With respect to primary and secondary education, reforms undertaken in the 1990s brought the
system closer to responding social and economic needs with the objectives of increasing access, particularly
to primary education, and placing more emphasis on technical and vocational education. Under current
law, school attendance is required for all children for six years at primary level and three years in junior
secondary level. However, shortages of schools and teachers make it difficult to reach such targets.

The 2004 Education Act abolished school fees for all children at primary school and for girls at junior
secondary school in the northern and eastern regions. These provisions permitted a rapid increase in the
net enrolment ratio of primary education.

Sources: Data from UNESCO.World Bank (2007a).
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scenario 2 to materialize, it is essential to significantly increase the quality and availability of human capital
and, to this end, a clear and integrated skills development strategy is required.

The strategy should be designed around four key elements: formal education, vocational training
programmes, mobilization of the diaspora and conducive measures to hire foreign skilled workers when
required, as highlighted above.

Wide access to quality basic education is essential as it is the building block of any attempt to move up
the value chain. Experiences of host developing countries that have invested in basic education show that
they have benefited from larger inflows of FDI (Miyamoto, 2003). While the Government of Sierra Leone,
based on donor support, has committed to achieving compulsory basic education and the largest share of
its budget goes to education, there are still more than 30 per cent of children who are not in school and
completion rates at the primary level remain below 60 per cent. While quantitative gains are important,
ensuring access to high quality education should also remain at the centre of the strategy. Thus, there is need
to reduce teacher—pupil ratio and address the shortage of teaching and learning materials, deterioration
of school buildings and furniture, low teacher incentives and motivation. Furthermore, statistics show that
Sierra Leone has relatively low enrolment ratios at higher education levels. For example, gross enrolment
ratios at secondary school are around 30 per cent. This is clearly insufficient to meet the more sophisticated
requirements of new production processes and modern management of businesses.

In recognition of the need to increase the quality and accessibility of education, a number of initiatives
by the United Nations Educational, Scientific and Cultural Organization (UNESCO) and international donors
are focusing on training primary school and technical and vocational teachers.”? Such initiatives, however,
need to be complemented by policies to foster teacher retention and improve their conditions of service.
This can be achieved, for instance, by providing housing, favouring transport to rural areas (including by
bicycle) and reducing the delays in the payment of their salaries (it can currently take up to five months to
receive the first salary upon employment) (UNESCO, 2006).

Vocational training programmes are an integral part of a development strategy for a country and they
should target workers of both foreign and domestic firms. Given their knowledge of investors’ requirements
and closeness to activities of the labour market, the Ministry of Labour and SLIEPA must play a central role
in designing these programmes. Furthermore, coordination of formal schooling and vocational education
with other training policies (post-formal schooling) and programmes is necessary. This will provide students
with the knowledge and skills to complement training opportunities provided in the labour market. In this
regard, the role of SMEs should be fully taken into account and ways to facilitate their investment in the
training of employees provided. Indeed, SMEs are typically those that would benefit most from education and
training but often have limited resources for human capital formation. Furthermore, given the importance
of the mining sector, some of these programmes should be designed specifically to address the needs of this
sector.

f. Key supportive legal and institutional reforms

Building on reforms undertaken in scenario |, additional recommendations are provided under this
scenario as part of a more comprehensive reform programme. They are structured around the six areas of
action proposed in chapter Il. These are:

Establishing a competitive and effective fiscal regime. It is essential that Sierra Leone takes
steps to put in place a competitive fiscal regime. In particular, the corporate income tax should be reviewed
with the objective of reducing the rate to between 20 and 25 per cent for all businesses and apply a low or
zero rate on export sales by agro-processing and general manufacturing industries. It is also recommended

72 |t is estimated that about 28,000 teachers were needed as of 2006 (UNESCO, 2006).
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to eliminate provisions in sector laws (e.g. tourism) that give discretionary power to grant investment
incentives. A consolidation of incentives in the Income Tax Act would be preferable. Sierra Leone should also
engage in negotiations of DT Ts with key partners and promote approval of the DTT ECOWAS Convention.
Lastly, for projects of strategic importance, a special window dealing with tax issues should be established
to provide efficient and effective services to large investors.

Introducing supportive measures for infrastructure development. Concerning electricity, a
top priority would be to proceed with an initial rehabilitation stage of the NPA under a management contract
as it is likely to be the best approach, with a longer-term view towards adding to generation capacity by
contracting supply from independent power producers. This should pave the way to further reforms with
private generators entering the market, an independent regulatory agency formed and preparing a future
restructuring of the NPA as a limited liability company.

In the transport sector, it would be essential to ensure that a sound regulatory framework be in place
to deal with initiatives from private investors to build infrastructure as highlighted above. The resolution
of any legal dispute affecting investment in transport infrastructure is a necessary condition to promote
investment in the sector. In the road transport sector (passenger and freight), Sierra Leone should liberalize
provisions that only allow regional partners (Mano River Union, ECOWAS) to operate these transport
services activities. The removal of entry restrictions for rail services in the form of joint ventures with Sierra
Leoneans is also advisable. In maritime and airport services, it is recommended to eliminate the restrictions
that prohibit foreign persons or firms from holding licenses for clearing or forwarding air or sea freight cargo
operations, and private investors, foreign or domestic, from participating in other maritime port activities.
Full implementation of the privatization of port services under a landlord approach should be a central
element of the reform of this strategic sector and a reorganization of regulatory functions of port services
should be undertaken with a view to creating a port authority under an independent port corporation.
A new law regulating airport services would be also essential to modernize airport infrastructure and
services.

Simplifying requirements for establishing a business. Concerning these procedures, under
scenario |, it was proposed to effectively implement the new Companies Act and ensure the efficient
functioning and use of the newly created Corporate Affairs Commission. These new measures should
facilitate, under scenario 2, a permanent exercise of identifying and eliminating unnecessary administrative
requirements particularly in connection with business registration and licensing. In addition, SLIEPA should
be tasked to facilitate the registration of business, in coordination with the Corporate Affairs Commission,
to function as a single window for the collection and submission of documentation.

Improving trade facilitation. Sierra Leone should pursue the deepening of reforms to eliminate
high costs and inefficiencies in trade transactions. It is recommended that, under the new legal framework
characterized by a new Customs Law, other strategic reforms are implemented: the electronic processing
and computerization of customs procedures and the effective setting up and utilization of the integrated
customs information system (ASYCUDA++). To efficiently operate the new system, it would be essential
to offer a full training programme to build technical capacity with a focus on customs procedures, customs
information systems, technical auditing, customs warehousing, effective risk management methods and anti-
smuggling procedures. Customs reform would also provide the opportunity to reorganize the management
of trade activities through a mechanism to better coordinate the various agencies involved with import and
export clearance.

Facilitating the attraction of skilled workers. To further facilitate the entry of skilled workers,
and based on the efficient procedure to issue work/residence permits established under scenario |, the
government should ease labour market rigidities and define a more comprehensive package to attract
workers from abroad. Mauritius provides an example of an ambitious and straightforward approach, and
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Rwanda is in the process of modifying its immigration laws to facilitate the recruitment of skilled foreign
workers.

Modernizing outdated regulations. It is essential that Sierra Leone undertakes an overall review
of outdated laws to complete the modernization of the country’s legal framework for investors. Although
it is suggested that an overall review and inventory of laws be undertaken, efforts should give priority, in
addition to the legal changes noted before, to: replace existing laws with new legislation concerning electricity,
land registration rights and tourism; review and update legislation regarding mining and fisheries; and create
new laws for commercial courts, competition and bankruptcy.

g. Judicial system

The Government of Sierra Leone recognizes the extremely poor state of the judicial system. The
Justice Sector Reform Strategy and Investment Plan 20082010 sets out a platform for priorities and a
sequence of activities to address the problems. The strategy adopts a comprehensive approach that goes
beyond operational issues to include policymaking, planning and resource allocation. Limited resources
have been a serious constraint to the delivery of justice and it is recognized that, realistically, the resources
will remain limited in the foreseeable future. In this context, the need for effective planning, budgeting and
priority setting is central.

Beyond the practical need to provide operating resources and funding for priority activities of a
functioning judicial system, there are other structural issues regarding the system. The World Bank has
conducted studies (Dale, 2007a and 2007b; Kane et al., 2004) showing that ongoing justice reform deals
primarily with formal justice systems. This implies that the customary justice systems, which are used by the
majority of the population (in Sierra Leone about 85 per cent of the population fall under the jurisdiction of
customary law), is largely ignored. A comprehensive approach to justice reform thus requires taking these
systems into account. The reform of the dual system of common and customary laws is complex and would
require careful consideration but also an assessment of how such a system interacts with central issues of
functioning of market activities. A clear enforcement of contracts, property rights, arbitration and dispute
resolution are few of the central issues for consideration.

2, Strategic sectoral initiatives

If significant progress is achieved in addressing the key structural constraints to investment highlighted
above, the FDI potential of Sierra Leone could start to genuinely unfold. The country would then end up in
a much more favourable position to deploy strategic sectoral initiatives aimed at diversifying the economy,
generating employment, creating wealth and reducing poverty. As estimated in section I1.B, non-mining FDI
inflows would have the potential to increase to as much as $250 million by 2020, assuming that the relative
FDI attraction performance of Sierra Leone becomes on par with what LDCs have achieved on average in
the past decade.

All sectors of the economy could undergo significant transformation if structural constraints to
investment are adequately and forcefully addressed as suggested above. The services sector could undergo
expansion through some additional investment in telecommunications, banking, tourism and commerce. The
improved conditions and growth that would prevail in the domestic economy under scenario 2 would also
provide new opportunities for small investment in basic manufacturing serving the domestic and regional
markets.

A virtuous circle could also be established between higher FDI levels and additional needs for
infrastructure. In such a context, FDI could make a contribution in terms of addressing some of these
additional needs by providing both tax revenues for infrastructure funding and direct investments for
infrastructure and human capital development. Lastly, improved growth and higher levels of FDI would
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be positive forces for peacebuilding through employment and training opportunities, particularly for
youth.

Three main criteria were used to select sectors for strategic initiatives and to develop the related
recommendations. First, targets for FDI attraction were considered in terms of compatibility with Sierra
Leone’s comparative advantages such as its location and ports. Second, the compatibility with development
goals, particularly as they relate to poverty reduction through higher investment, productivity and employment
creation was evaluated. Lastly, the domestic market was assessed from the investors’ perspective in areas such
as the ability to use domestic inputs, the competitiveness of labour costs and potential linkages to mining.

Defining full sectoral FDI strategies is beyond the scope of this report. Important conclusions about
FDI potential in certain sectors and activities, however, can be drawn based on existing priorities and
strategies. Some of the priority areas for the development of investment promotion strategies are mining,
commercial agriculture, fisheries and tourism.
a. Mining

Even under a reformed and hospitable investment regime, FDI inflows in mining may slow in the near
term. The financial crisis and the resulting deterioration in prices for base and precious metals and rough
diamonds will have an impact on global mining exploration budgets, which had hit an all-time high of more
than $14 billion in 2008 (Mining Intelligence, 2009). Furthermore, tight credit conditions and high capital costs
are causing mining companies to reduce capital expenditures and to scale back on new mine development.

Although planned investments may not materialize as quickly in the short term, in the long term, however,
mining company exploration and investments will move forward.

Through a combination of the improved climate and increased FDI promotion, the sector could exceed
current levels. To capitalize on the FDI in the mining sector in relation to development objectives, Sierra
Leone will need to proactively foster domestic businesses along the supply chain and have in place labour
force training programmes. In this climate, linkages can be established between domestic providers of goods
and services for the mining industry as well as attract FDI in the manufacturing of supplies for the sector.

Although by 2009 the short-term demand and prices for minerals are uncertain, the long-term prospects
of increasing global demand for these products remain robust and Sierra Leone has supply in a variety
of minerals. Improved conditions, particularly in infrastructure, would allow more efficient movement of
minerals from extraction sites, and the potential of mining would be increased. Under scenario 2, the
planned sector reforms (box I1l.7) would also be carried out and would provide a much needed boost to
investor confidence. The new framework, however, will require that the Ministry of Mineral Resources
increase its technical capacity to supervise and properly regulate the sector. SLIEPA should also better
promote investment opportunities in the sector.

As highlighted before, the improved conditions will allow SLIEPA to intensify its promotion efforts.
In the mining sector in particular, the agency should embark on a campaign to promote Sierra Leone’s
achievements in terms of governance and contribution for infrastructure development to new mining
investors. Promotion activities should include advertisement and informational articles in key international
mining periodicals and journals and other publications, with a focus on business and finance in South Africa
and Nigeria, as well as participation in international mining fairs and conferences in Africa. SLIEPA should also
organize visits from investors in mining and work with Sierra Leonean Ambassadors to prioritize attracting
investment to the sector.

Promotion activities of SLIEPA will rely on information on the current condition of the sector. This
will require significant information gathering activities and coordination with the Ministry of Mining. Up-to-
date geological surveys, license database, annual reporting on the sector will all be required if the proposals
outlined above are to be successfully implemented.
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Box Ill.7. Upcoming institutional reform in the mining sector

Governance problems and war have eroded the capacity of the Ministry of Mineral Resources. The
ministry faces difficulties in stimulating, fostering and overseeing investment in the sector. It performs
a largely administrative role and is challenged by the lack of: (i) coordination among the three divisions
composing the ministry and clarity of objectives; (ii) effective central or regional monitoring and compliance
structures to enforce decisions and conditions of licensing; and (jii) technical expertise.

Ongoing reforms aim at changing the functions of the ministry from administrative processing to
policymaking. The focus is on:

* Reducing the transaction cost of doing business, including through improved administrative
procedures for investors;

» Relying on international best practices to manage the mineral sector;

* Increasing collaboration with stakeholders and government agencies;

* Adopting open, transparent, predictable and consistent decision-making mechanisms;

* Self-financing parts of the ministry that can be commercialized or supported through licensing
fees.

These reforms are key to ensuring an effective institutional framework that would be more suitable
for granting licences and avoiding conflicts and legal disputes.

Source: Strategy and Policy Unit, Ministry of Mineral Resources.

b. Commercial agriculture

Investment in commercial agriculture will help drive growth and potential in other sectors and create
more opportunities for investment. With this in mind, six areas with immediate potential for FDI in agriculture
are proposed: agro-processing, commercialization services, trade finance services, farming inputs (irrigation,
machinery, etc.), inspection and storage and packaging.

Coffee and cocoa export activities in Sierra Leone could be further developed with more efficient
processing. As a result, initial FDI targets should be investors attracted by agro-processing activities such
as washing, drying and packaging of coffee and cocoa. Current technology and efficiency in these activities
is very low and the introduction of investment in these areas could become a significant contribution to
income, improvement of product quality and greater competitiveness as exports. Potentially, investment
could be extended also to roasting and grinding but these may only become possible after investment in
basic processing and (sanitary and phytosanitary) inspection has demonstrated the overall potential for the
sector.

Opportunities may also exist for commercialization services in matchmaking between existing suppliers
and domestic or external demand. In general, commercial service firms would establish linkages with
potential NGOs, supermarket chains and commodity trading firms or any other potential buyers. These
firms would then use those linkages to search for any potential supply contracts from local producers to
external purchasing firms with particular targets in coffee, palm oil, ginger and cocoa.

Technology transfer in the areas noted above should be encouraged as a transformation is needed to
better exploit the country’s agricultural potential. Investment would thus be instrumental in providing such
technological contributions. Furthermore, specific incentives (e.g. income tax reductions, no indirect taxes
applied on purchases of new machinery and technical services) should be considered to promote the use of
new technologies and production methods.

Assuming that the sector would be better able to move products from production areas to domestic and
foreign markets under the conditions of scenario 2, there would be the possibility of attracting investment
in trade financing services. These firms would provide financing for the production or purchase of the
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product for sale, export financing, letters of credit, electronic payments and electronic banking, electronic
funds transfer, endorsements, contractual agreements, certificate of deposit, exchange risk coverage,
export credit, export credit guarantees and export credit insurance, among other services. Investment
in these kinds of services would be a powerful catalyst in removing a common impediment to agricultural
development.

Improved access to financing and investment in processing could conceivably lead to a significant
opportunity for investment in farming inputs. For example, current investment in irrigation infrastructure,
machinery, fertilizers, tree nursery and seeds is fairly low. As agricultural production becomes more
commercialized, the demand for these and similar inputs will grow. An increasing shift towards commercial
agriculture will also fuel demand, in particular, for phytosanitary laboratories and inspection. Private firms
investing in phytosanitary laboratories, inspection and certification activities would contribute significantly
to the sector’s ongoing development by ensuring compliance with foreign markets’ standards and, as a
result, the sector could begin to participate more significantly in world markets. As a by-product of this type
of investment, opportunities would also materialize in storage facilities and packaging.

When developing the commercial agriculture sector and formulating appropriate policies, consideration
must be given to the role of women in this sector (box I11.8). The evidence is overwhelming as to the critical
role of women in agricultural production. Thus, enough emphasis cannot be placed on the importance of a

Box Il1.8. Commercial agriculture and women

Often overlooked, women’s contribution to agriculture is substantial. Recent figures indicate that women
are responsible for half of the world’s food production and, in developing countries, their contribution to
this sector amounts to about 60 to 80 per cent. Further, statistics show that within the agricultural sector,
African women perform a very high share of the work: processing food crops and providing household
water and wood fuel (90 per cent); food storage and transport from farm to village (80 per cent); hoeing
and weeding (90 per cent); and harvesting and marketing (60 per cent) (Saito, 1994).

However, in spite of their crucial role, it is difficult for women to reap the full benefits of commercial
agriculture as their access to inputs remains very restricted. In this regard, empirical evidence shows that
equal distribution of inputs within households, such as land, seed and fertilizer, would increase agricultural
productivity by up to 20 per cent (Alderman et al., 1995). The disparity between women and men’s access
to resources is highlighted by the following examples.

Land: Kenyan women provided 75 per cent of agricultural labour but owned just | per cent of land
(WEMOS, 2001). Women in Cameroon contributed similarly and owned 10 per cent of the land (Mehra
and Hill Rojas, 2008).

Implements/supplies: In an irrigated rice project in the Gambia, less than | per cent of women owned a
seeder, weeder or multi-purpose cultivation instrument, compared to 27, 12 and 18 per cent, respectively,
of men. Research in Burkina Faso on men and women who grew the same crop on individual plots showed
that most inputs, such as labour and fertilizer, went to the men’s plots (Mehra and Hill Rojas, 2008).

Financing: An analysis of credit schemes in Kenya, Malawi, Sierra Leone, Zambia and Zimbabwe found
that, overall, women had received less than 10 per cent of the credit directed to smallholders and | per

cent of the total credit to agriculture (the same percentage as for Africa as a whole) (Mehra and Hill Rojas,
2008).

Transportation: Village surveys in Burkina Faso, Uganda and Zambia have found that African women
move, on average, 26 metric ton-kilometres a year (especially water and wood fuel) compared with less
than 7 metric ton-kilometres for men. This, combined with women’s contribution to agriculture, has led
to rough estimates that women contribute about two thirds of the total transport effort (World Bank,
2000).

Sources: FAO,World Bank and various studies cited.
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Box Ill.9. Sierra Leone-EU fisheries cooperation

The EU Fisheries Partnership Agreement dates back to 1990; however, this agreement has not
been in force since 2006. This is a consequence of an EU ban on imports of various types of fish (e.g.
Atlantic big-eye tuna, blue-fin tuna and swordfish) due to health and food safety concerns that started
in 2004. It was followed by an EU decision, announced in 2006, to exclude Sierra Leone from the list
of countries and territories from which gastropods products such as gastropods, molluscs and fishery
products were permitted. The primary cause underlying the decision is the lack of EU-approved cold
storage establishments or freezer vessels and sanitary inspection capacity.

In spite of the ban, there is a programme funded by the European Commission with additional
contributions provided by two other members, the Netherlands and the United Kingdom, to improve
Sierra Leone’s future prospects as a fish exporter to the EU. The Strengthening Fishery Products Health
Conditions Programme will assist the country to put in place the health and sanitary requirements of the
European Commission. In addition, there is a regional project including the Gambia, Ghana, Liberia and
Sierra Leone that aims at improving access to world markets for fishery products. The project focuses
on strengthening health controls on exports and improving production conditions with the objective of
building the capacity of inspection authorities. This includes increasing the capacity of testing laboratories
and improving the sanitary practices used by the fishing industry (vessels and processing plants).

Source: European Commission.

comprehensive policy approach — a participatory, gender-inclusive approach that clearly sets out economic,
social and political initiatives aimed at empowering women. Ultimately, in order to reduce poverty and
engender a flourishing, commercial agricultural sector in Sierra Leone, women must be able to have equal
access and the ability to partake of the benefits.

c. Fisheries

The abundance of wild fish and shellfish in Sierra Leone’s territorial waters makes its fishing products
highly attractive as global demand for non-farmed, wild fish products is high. In order to capitalize on this
comparative advantage, investment promotion in this industry should target the niche markets for wild fish
products where premiums tend to be higher. The positioning of investment in fisheries should therefore be
focused not on large commercial operations but on smaller scale production that would be able to capture
high revenues from product quality instead of quantity. SLIEPA should play a central role in identifying these
markets and potential investors.

There are important policy ramifications to attracting investment in this sector and fostering its
growth. Of top priority is developing sustainable and environmentally sound catch sizes. New surveys
and samplings of stock levels as well as the adoption of a regulatory framework that is consistent with the
sustainability of these resources are needed to address this policy need. Of equal importance is addressing
sanitary inspection and standard certification. Sierra Leone has not yet satisfied the requirements to
become part of the EU’s harmonized trading system, and therefore cannot export fish directly to the EU
(box I11.9). Sierra Leone needs to develop sanitary food inspection with sufficient laboratory and technical
methods that are all certified according to international standards, particularly those of the EU as a top
export destination.

Although fish products from Sierra Leone are not allowed into the EU, there are fishing vessels with
self-contained processing abilities that are fishing in Sierra Leonean territorial waters and trans-shipping
fish from Sierra Leone to foreign markets, including the EU. There is 2 major need to address this practice,
which is depleting Sierra Leone’s stocks in an unplanned and unsustainable manner, in particular, by putting in
place an enforceable surveillance system.”3 The system would monitor commercial fishing and would control

73 Basic requirements of such a system would include radars, small airplanes for monitoring and interception boats, in addition to technically qualified
personnel and sufficient operational budgets.
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authorized activities and drastically reduce or eliminate illegal fishing. To increase effectiveness, plans for a
surveillance system should be coordinated with neighbouring Guinea and Liberia.

Investment in proper handling and cold storage facilities would also boost trade in this sector. One
approach would be to promote the development of the ice-making industry, assuming sufficient electricity
supply has already been achieved. Investment in fishmeal and fish oil processing in the proposed industrial
park (adjacent to the port) should also be promoted.

In addition to the recommendations above, there are several important programmes and regulatory
reforms for the fisheries sector where implementation has been slow or non-existent. Under scenario 2
there should be sufficient capacity to move forward with these initiatives. In particular the new Fisheries
Product Regulations should be finalized, a master plan developed for fisheries addressing investment
in infrastructure (e.g. storage, inspection, etc.) and the establishment of a Joint Management Authority
on Fisheries with participants from the Ministries of Agriculture, Health, Natural Resources and other
stakeholders representing ports, fishermen associations and SLIEPA.

d. Tourism

There are various efforts underway to revitalize the tourism industry in Sierra Leone, but these
efforts are challenged by high operating costs and strong competition from better established West African
destinations such as Benin, Cote d’lvoire, the Gambia, Ghana and Senegal. Under scenario 2, infrastructure
improvements can be expected to reduce operating costs, but competition will continue to pose a problem.
To cope with this challenge in the early stages of this sector’s development, the most feasible approach is an
integration of Sierra Leone as part of West African tour stops. Combined with the improved conditions of
scenario 2, this would trigger other investment into the sector.

Several initiatives to revitalize the sector are in the early design stage. One such initiative is being
carried out by the National Tourist Board to define a strategic plan and legal reform. This could also be
combined with other initiatives such as the Western Peninsula Development Project by FIAS/ World Bank
(box 111.10).

There are other programmes that should be given priority if the sector is to be developed further.
Simplification of tourism visas and a review of fee structures should be a top priority. The United States is
often cited as a target market for tourists to West Africa; however, a visa costs $131. The closest target

Box I1I.10. The World Bank (FIAS) project for the development of the Western Peninsula

The Western Peninsula is composed of forested mountains, crystal clear rivers and 40 km of white
and golden sand beaches recognized as some of the best in West Africa. The roads to the Western
Peninsula are under construction. At present, there are no public services available on the peninsula,
including electricity, sewer, waste and water, implying very challenging conditions for its development.
The most frequently cited barrier to developing the area is the complete lack of public infrastructure and
also the absence of a land titling system.

The current development plan under consideration comprises three phases. First, the peninsula
and reserve are to be declared a National Tourism Asset with a dedicated board in charge of overseeing
the master plan for their development. Second, on the basis of recommendations to be proposed by
the future board, the government will elaborate an action plan to build the required infrastructure.
Finally, using feasibility and needs assessments along with cost analysis, conservation and community
development initiatives will be implemented. It has been estimated that an investment of approximately
$24-%$25 million would be needed to launch a project of this nature, with additional funds to prepare
the master plan, geographic information system work, environmental and coastal zone planning, and
participatory planning with communities.

Source: FIAS (2006).
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markets are the EU and the United Kingdom; however, visa fees from there average $70. Another priority
is the development of a new marketing programme created with the cooperation of SLIEPA to promote
Sierra Leone’s new image. Lastly, a comprehensive training programme should be implemented for persons
interested in working in the hospitality field.

3. Implications for FDI promotion and targeting

The greatly improved investment environment prevailing under scenario 2 will only increase the
importance of SLIEPA’s role in investment attraction. Some of SLIEPA’s primary functions would need to
be expanded to include professional research and analysis, overseas promotion, policy advocacy, aftercare
and image-building. ECOWAS and South Africa remain the primary targets where the promotion campaign
would be intensified. Under scenario |, promotional activities were focused primarily on image-building
and more passive efforts; under scenario 2, the improved conditions would permit more ambitious and
proactive FDI attraction efforts.

a. Research and analysis

Under scenario 2, the intensified promotion will require that SLIEPA engage in significant research and
analysis. SLIEPA will need the technical capacity to identify appropriate investors according to the sectors’
needs. A key task is assigning an in-house SLIEPA officer to build on existing information from the ministries
and relevant sectors to identify and carry out research and analytical tasks based on an appropriate and
feasible work plan. The work plan should also be used to decide on either contracting out specific additional
research and analytical work, or assigning additional SLIEPA staff to do these tasks. The main initial targets
of research and analysis work would focus on:

* Marketintelligence related to identifying specific potential investors with the main focus on ECOWAS
countries and the rest of Africa. Additional identification of potential investors from other specific
countries may also become necessary;

* Developing and maintaining a database of current and potential investors;

* ldentification of investment opportunities in priority sectors. This information would be critical in
pursuing the identification of specific investors;

* ldentification and characterization of the regional competition for FDI that Sierra Leone faces vis-
a-vis ECOWAS countries. This information would be useful to target those activities that would
increase Sierra Leone’s competitiveness vis-a-vis regional competition;

* Targeting promotional activities to overcome the barriers to information about Sierra Leone’s
investment opportunities (see below);

* Producing information sheets and other written materials about industry- and sector-specific
investment opportunities. The first major step in this direction came with the drafting in 2008 of A
Business Guide to Sierra Leone (World Bank (FIAS) and DFID project). This publication should be
updated on an annual basis;

* Producing promotional literature both online and in paper format including smaller, pamphlet-length
versions of the Business Guide, as well as more specialized fact sheets or short studies aimed at
specific sector audiences.

Although the promotion efforts will be less targeted outside of the region, there are passive measures
which can be used to enhance investors’ experiences. Many of these were addressed under scenario |. One
such area is business visa issuance. Under scenario |, several countries were recommended for a “priority
list”. Under scenario 2 it is recommended that SLIEPA work with immigration on business entry visas to
“fast track” (24-hour turnaround) those investors who are not from countries on the priority list. This
approach integrates SLIEPA in the investor’s experience at a very early stage in the process.

b. External promotion efforts through Sierra Leone’s overseas missions

External promotion efforts should be led by the country’s embassies and High Commissions with
priority tasks assigned to Sierra Leone’s missions to countries in the region, such as Ghana and Nigeria, and
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to countries of strategic importance based on priority sectors for FDI, such as Canada and Switzerland.
Countries with large investment outflows or investment development programmes in Sierra Leone should
also be included such as China, France, Germany, the United Kingdom and the United States, as well as the
European Commission.

To undertake an effective and coordinated effort, it is recommended that an investment promotion
training programme be developed for diplomats who handle investment promotion duties. The design of
the training curriculum should be based on an investment training needs assessment. The training material
should focus exclusively on investor targeting: promotion of target sectors and identification of specific
investment projects, investors’ identification and contact programmes, and image correction tasks. The
course should also have a distance learning training component for future use as training programme for
diplomats on investment promotion techniques.

An initial course should be held for officials in these posts with the requirement that any official
posted to these missions should receive the corresponding training before the beginning of their assignment.
Promotional materials should be prepared in advance of the training and made widely available in the
embassies and High Commissions.

c. Policy advocacy

Policy advocacy should also become a central feature of SLIEPA’s work under this scenario. The specific
goals would be aimed at helping shape the investment climate on central problems facing FDI; promoting
policies that would extract the greatest benefits from FDI, particularly in connection with the transfer of
technology, human capital formation, linkages with domestic firms and employment creation; supporting
policy measures that are focused on a constant effort to improve competitiveness such as the elimination
of red tape and of bureaucratic burdens, the reduction of trade transaction costs, competitive taxation and
the elimination of corruption.

To carry out the specific tasks of policy advocacy, a work plan should be drafted based on a four-step
process: (i) problem identification and agenda setting; (ii) developing a policy remedy; (iii) consensus building;
and (iv) monitoring and evaluation. The tools available for identifying policy advocacy issues should include
investor surveys, aftercare services and public-private sector forums.

d. Aftercare and promotion of domestic linkages

As part of the more comprehensive approach of SLIEPA’s work under this scenario, it is recommended
that aftercare receive more emphasis. Under scenario |, a linkages programme was recommended. In
scenario 2, the development of this programme should intensify and the database of domestic suppliers,
domestic demand and FDI should be expanded. Additional information should be added to the database
such as national/foreigner joint ventures and additional new foreign firms that would be ready to respond
on a competitive basis to the needs of foreign firms. Under scenario 2, Sierra Leone should also create
its own EMPRETEC centre, which would foster the creation of mutual beneficial linkages between Sierra
Leonean SMEs and foreign companies. In fact, the centre would provide training to domestic SMEs to
strengthen their entrepreneurial behaviour and management skills, thus improving their supply capacity.
Moreover, by increasing their competitiveness, the centre would also contribute to the progressive
formalization of local SMEs, thus encouraging TNCs to use them as direct business partners. The
EMPRETEC centre and SLIEPA should obviously work closely together in order to maximize linkages
opportunities.

The information about SLIEPA’s aftercare services for foreign investors should have a prominent
place in promotional materials. This will provide a much needed assurance to foreign investors that SLIEPA
facilitation services are available to foreign investors.
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e. Image-building

Under the assumption of this scenario that the economic and investment situation in Sierra Leone has
significantly improved, a more extensive image-building campaign focused on the investor community should
be carried out. There should be enhanced coverage by the regional media, including the written press and
television. In addition, key publications would be targeted (Financial Times, The Economist) to feature a general
“country supplement” on Sierra Leone. Embassies, with particular emphasis in the African region, would be
tasked to bridge the image gap by disseminating information and organizing targeted outreach events.

In order to fully develop an image correction campaign it is recommended that SLIEPA begin by
identifying investors’ current perceptions of Sierra Leone through the use of reviews of past surveys (e.g.
UNIDO Africa Foreign Investor Surveys, World Bank Doing Business Reports) and by conducting new surveys.
Based on this work, specific programme objectives would be defined. Once completed, these surveys would
then be used to develop marketing strategies that would address the primary misconceptions investors have
of Sierra Leone. The surveys will also be helpful in identifying the most cost-effective marketing mediums
such as a combination of print, CD-ROMs, Internet, targeted advertising campaigns, public relations and
seminars and conferences.

4. Engaging fully in regional and investment development programmes

Underanambitious scenario, Sierra Leone needs to maximize the use of existing investment programmes,
particularly those related to African initiatives. It is therefore recommended that particular emphasis be
placed on the programmes of Africa Union’s NEPAD, ECOWAS Bank for Investment and Development, the
African Development Bank (AfDB) and the China Development Bank (CDB).

NEPAD has developed an ambitious agenda for increasing investments in Africa. Furthermore, the
African Peer Review Mechanism is creating more credibility under NEPAD on the potential of creating
investment in Africa. By committing African governments to a high standard of economic management
and transparent political processes, the mechanism will contribute to create an enabling environment for
investment.

The ECOWAS Bank for Investment and Development has recently been reorganized to better
address financing of ECOWAS and NEPAD projects and programmes, notably for transport, energy,
telecommunications, industry, poverty alleviation, the environment and natural resources. In September
2008 a memorandum of understanding at the ECOWAS-China Forum was signed to encouraging the building
of partnerships between Chinese and ECOWAS enterprises with a view to improving and enhancing their
production capacity for export goods to other markets.

The AfDB continues placing priority on investment in infrastructure projects in the sectors of transport,
telecommunications, power, water supply and sanitation. Its private sector lending arm also makes available
direct financing to private investment projects in the form of loans, equity, quasi-equity and guarantees, as
well as lines of credit to local financial institutions for on-lending to private enterprises. The AfDB does not
distinguish between national and foreign ownership and some of the projects financed under the private
sector programme have included foreign investors. The operation of the AfDB’s private sector arm in riskier
countries encourages foreign investors to enter into those frontier markets by boosting their confidence
and is facilitating the use of new business approaches and financing instruments. In addition, the AfDB can
also assists with FDI promotion in two areas: good governance and human resource development. Another
initiative is PPPs. Arrangements include service contracts, management contract and leases to the more
complex operations of BOT, BOOT (build, own, operate and transfer) and concessions.

The establishment of the China-Africa Development Fund is linked to funding from the CDB. As the
main initiator of the fund, the CDB addresses issues through the Development Finance and Sino-Africa
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Economic Cooperation Forum. The fund amounted to $I billion in 2007 with the objective of eventually
reaching $5 billion. The business scope of the fund deals with equity and quasi-equity investment, fund
investments, fund management, investment management and consulting services. The fund will be used to
support African countries’ agriculture, manufacture, energy sector, transportation, telecommunications,
urban infrastructure, resource exploration and the development of Chinese enterprises in Africa.

F. Conclusion

Given the situation prevailing in Sierra Leone and the need for substantial resources to achieve economic
and social development, the government has included FDI as an integral part of its strategy to meet this goal.
While in recent years, the country has benefited from higher levels of FDI inflows especially in the mining
sector, it is sensible to think that it will take time for non-mining FDI to increase significantly. In this context,
it is reasonable to form expectations that are in line with this reality and to focus on a long-term strategy
to reach the ultimate objective of the government.

The two scenarios presented in this chapter are consistent with this vision. They are not mutually
exclusive and should be seen as complementary elements of an overall strategy to stimulate investment.
While the focus of the proposed strategy is mainly on FDI, each scenario is characterized by a number of
recommendations that will contribute, if effectively implemented, to addressing the country’s shortcomings
in terms of infrastructure, human capital and regulatory framework, thereby benefiting both domestic and
foreign investment. The strategy also proposes avenues to target sectors with growth potential and to
provide effective FDI facilitation services.

Annex 3 summarizes the main recommendations for the two scenarios and provides guidance on

implementation sequencing. For example, while all recommendations are required to meet the objectives of
a given scenario, the table highlights a two-stage process for implementation.
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CHAPTER IV

MANAGING DEVELOPMENT CHALLENGES BY
ATTRACTING BENEFICIAL FDITO SIERRA LEONE:
MAIN FINDINGS AND RECOMMENDATIONS

Sierra Leone is a country of important investment opportunities, endowed with rich natural resources
(including minerals, fertile land, water, fish stocks and energy), a strategic maritime location, abundant
labour at relatively low cost, as well as growth potential in various sectors of the economy, including services
(e.g. tourism and transport), agro-business and, as expected, mining. Since 2002, the government has made
significant progress, with the support of the international community, towards achieving peace and stability
and the promotion of a comprehensive reform programme. In this context, attraction of FDI has become
an important element of the national development strategy.

The war in 1991-2001 had very high human cost and a devastating impact on the country’s economy.
In addition to the loss of thousands of lives, a large number of people became refugees or were displaced.
It is estimated that about 30 per cent of the educated people left the country, further adding to the loss of
human capital. The war also resulted in the destruction of an already fragile infrastructure network, leaving
the supply of electricity, water, transport infrastructure and other backbone services well behind the basic
needs of the population.

The experience of post-conflict countries shows that peace is often fragile unless concrete policies
are in place to generate employment and improve living conditions. In this respect, the current global crisis
is a particularly unwelcome development, as it negatively affects economic conditions in Sierra Leone.
The deterioration of the economic situation in turn causes a threat to the peace process. In addition to
decreasing commodity prices, reduced trade and investment flows and remittances, developed countries
may scale down official development assistance, thereby further jeopardizing the development objectives of
the country.

Against this background, this review urges the international community to continue supporting the
peace and economic reform processes in Sierra Leone. Regarding the specific measures for investment, the
review takes note of an open and favourable FDI regulatory regime. The country has an open regime for the
entry and establishment of foreign investors. In addition, the overall protection of investors is guaranteed
against expropriation. Access to dispute settlement and a free transfer of funds are also guaranteed. The
international framework is, however, a bit weaker as Sierra Leone has only three BITs (China, Germany and
the United Kingdom) and four DTTs (Denmark, India, Norway and the United Kingdom) signed so far, with
three of them being more than 50 years old. The government policy should thus target the negotiations of
BITs and DTTs with key partners as they would boost the country’s FDI attractiveness.

At the specific request of the Government of Sierra Leone, the report outlines the key elements of a
strategy to stimulate investment (both domestic and foreign) by tapping into international best practices. The
strategy is articulated around two scenarios. Scenario |, which is consistent with a shorter-term approach,
is based on a moderate overall pace of reforms, and would result in maintaining or slightly increasing FDI
inflows. Scenario 2 builds upon a longer-term and more ambitious approach, which should pave the way to
significantly higher levels of FDI inflows. To fully assess the impact of the inflows on the national economy, the
statistical system of data collection and analysis needs to be significantly improved. A better understanding
of the role and impact of FDI would in turn enable a better formulation of the FDI attraction policy.

The overall strategy proposed in this report is anchored on six pillars: (a) tackling infrastructure
deficiencies; (b) building human capital; (c) establishing a competitive and effective fiscal regime; (d) facilitating
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business and trade; (e) promoting and facilitating FDI; and (f) targeting investment in selected sectors. The
main recommendations outlined in the report can be summarized as follows:

A. Tackling infrastructure deficiencies

The analysis provided in the report confirms the importance of a better infrastructure if Sierra Leone is
to attract and benefit from higher levels of domestic investment and FDI inflows. This is particularly true for
electricity and transport infrastructure, hard hit by the war and long periods of underinvestment. The report
also points to the need to develop an industrial zone to provide potential investors with adequate and efficient
access to services, including electricity, water and transport links to the mainland. Furthermore, the report
calls for increased involvement in the regional integration processes and programmes aimed at addressing
infrastructure deficiencies, which are in turn supported by donors and development banks. While the report
recognizes that it will take time to fill the infrastructure gap, it provides a number of recommendations to
tackle the infrastructure challenge. While the first three recommendations are consistent with scenario |
(shorter-term solutions), the last one would unfold in the medium term as suggested under scenario 2.

I. Adopting laws to govern private investment in the transport and energy sectors. The
regulatory framework is neither sufficiently clear nor complete with regard to the role of, and relationship
between, private and public entities in infrastructure development. A new framework is therefore required
to govern, among others, partnership agreements, bidding processes, the role of other stakeholders (such
as civil society), the role of independent regulators in approving and monitoring projects and competition
issues. The absence of an adequate framework and institutional deficiencies has led to legal disputes, which
tend to discourage potential investors from undertaking new projects.

2. Putting in place a technical task force for energy-related issues. As highlighted in the
report, the supply of electricity in Sierra Leone is a critical problem, with only 2 per cent of households
having access to it. To tackle this problem, a technical task force consistent with the Energy Sector Strategy
Note of 2007 should be put in place as soon as possible to move forward the power sector reform strategy
and the related action plan. The task force should also define urgently the regulatory framework governing
the Special Purpose Company that will be responsible for an important hydroelectric project — Bumbuna
— that is currently slowed down by its undefined relationship with the National Power Authority.

3. Launching the development of an industrial zone. Presently, there are very limited
manufacturing activities in Sierra Leone due to many deficiencies extensively discussed in this review. While
the perspective for the exports of manufacturing goods is likely to remain gloomy in the short term, there is
a potential to better serve the local market by providing potential manufacturers with a location where they
could have easier access to basic infrastructure. In addition to producing simple manufacturing products, the
experience gained through such an initiative could pilot start a longer-term multifacility zone with export
promotion features.

4. Using regional programmes for infrastructure development. There are many ongoing
and emerging projects in West Africa to fill the infrastructure gap. These projects range from transport
corridors, electricity generation and transmission to water supply and sanitation. By engaging fully in the
regional integration process and in NEPAD, Sierra Leone could tap more benefits from these projects and
ensure its fair share in the development of the region.

B. Building human capital

Close to 30 per cent of educated people left the country during the war. As a result, the lack of skilled
labour ranks high among the many challenges Sierra Leone faces. Thus, in spite of a large labour force and
the abundance of slack labour looking for jobs, investors have difficulties finding workers who possess the
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right skills for the jobs they can offer. The lack of appropriate training programmes further exacerbates
these problems. To address them, the report makes the following proposals:

* Establish a human capital development strategy, which should focus on formal education, vocational
training, mobilization of the diaspora and measures to attract foreign skilled workers;

* Facilitate the entry of skilled workers by simplifying the procedures to issue work and residence
permits and accompany this measure by an incentive package to attract workers. These measures
should extend to the important community in the diaspora to incite them to return and contribute
to the development of the country;

* Provide incentives to business to engage in vocational training. Formal education is a necessary but
not sufficient condition, even in developed countries, for ensuring that workers have the required
skills. As the economy develops, this recommendation will become increasingly important to follow
up on;

* Revise, over the medium term, labour laws that foster a flexible and competitive labour market that
reflects best practices in comparator or neighbouring countries.

C. Establishing a competitive and effective fiscal regime

An attractive fiscal regime is an essential element of a package that stimulates investment as well as
ensuring adequate revenue streams to finance public expenditures. In fact, whereas the government should
ensure an effective fiscal regime to collect sufficient revenues, it also plays a key role in the country’s ability
to attract FDI. Therefore, as highlighted in the section on taxation, several measures, both general and
sector-specific, should be adopted to ensure the transparency, simplicity, stability and competitiveness of
the fiscal regime. In addition to the rapid introduction of the value added tax, the general measures proposed
in this report also include, among others, to:

* Review the corporate income tax;

* Remove restrictions on the utilization of loss carry-forward;

* Provide equipment (computers, software for an integrated information system) and training to

modernize the operations of the National Revenue Authority;

* Negotiate DT Ts with key partners and approve the ECOWAS DTT.

These general measures should be accompanied by specific ones to stimulate activities in sectors
recognized as important by the government. These include special fiscal conditions for the agro-processing
industry, light manufacturing and mining. The measures could also take the form of additional incentives
to investors in priority sectors with large-scale employment impact, or those that could self-provide
infrastructure.

D. Facilitating business and trade

Sierra Leone has made progress in terms of procedures to establish a business, as highlighted by the
latest edition of the World Bank’s Doing Business Report. Further changes are, however, needed to identify
and eliminate remaining inefficient and unnecessary administrative requirements, particularly with respect
to business registration and licensing. SLIEPA could play a role in facilitating the registration process through
a single window for the collection and submission of documentation. Other strategic actions that could
further improve the business environment include the effective implementation of the new Companies
Act and the efficient functioning of the newly created Corporate Affairs Commission, which is in charge
of harmonizing and streamlining business registration. Its role could be extended to simplifying licensing
requirements, computerizing procedures and providing technical training to officials.

A number of measures could also be taken to facilitate trade, notably through improved customs
procedures. As investors depend heavily on imported inputs for their activities, unnecessary delays and
lengthy procedures impose high operational costs on them. While several programmes are being delivered
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with support from the international community to strengthen customs operations, the Government of
Sierra Leone should move forward with the:

* Approval of the new Customs Law and the finalization of the corresponding regulation to
operationalize it;

* Adoption of an integrated customs information system. In this respect, Sierra Leone is in the
process of launching, with the support of UNCTAD, ASYCUDA++. In addition to facilitating the
processing of import and export information, such a system will also improve customs declaration,
risk management, revenue collection and statistical reporting. It will also allow for the elimination of
the costly PSI;

* Implementation of a training programme to build the capacity of customs officials.

Another area where the IPR has highlighted significant problems for investors, both domestic and
foreign, is land tenure. In Sierra Leone, as in many African countries, there is a dual system of land tenure.
The two systems are governed by different laws, making this aspect of investment decisions unclear and
difficult. While the reform of land tenure is a complex and long-term endeavour, it is urgent, in the short
run, to improve access to secure land right titles and conditions for market transactions.

Finally, an important area of work is the modernization of laws. Due to the war and a lack of resources
prior to it, Sierra Leone is left with numerous outdated laws, some of which date back to the colonial era.
Several laws have already been reconsidered since the end of the conflict. However, much more remains to
be done. While this is going to be done over a long period of time, priority should be given to laws related
to sectors that have been identified as potential sources of growth, such as mining, fisheries and tourism.

E. Promoting and facilitating FDI

The consequences of the war have also had an impact on the image of Sierra Leone vis-a-vis foreign
investors. After close to a decade of peace, it still remains challenging for them to picture the country as
a destination for FDI. In this context, it is critical for SLIEPA to offer efficient facilitation services and help
project a different image. SLIEPA’s services could include:

* Facilitation services SLIEPA should ensure that existing and potential investors have easy access
to all information needed throughout their project exploration and realization. Currently, this is
not the case. Facilitation services should also include a regularly updated website containing all the
necessary documents and laws. Enhancing SLIEPA’s capacity to track investors is also desirable. In
addition to being used as a source of statistics related to foreign investment, such a system would
help the agency to better understand investors’ needs and requirements;

* Aftercare services The resources, especially in the short run, may not be available to provide
an extensive aftercare programme. However, SLIEPA could consider implementing a programme to
foster linkages between foreign-owned firms and local suppliers of goods and services. In addition
to fostering the localization of foreign investors and their reinvestment, such a programme would
stimulate domestic economic activity while reducing the informal sector, thereby enhancing the
beneficial impact of FDI. For example, Sierra Leone could benefit from training programmes delivered
by EMPRETEC centres located in the subregion (Ghana and Nigeria);

* Image-building. As highlighted in the report, the image of Sierra Leone as a peaceful and stable
country needs to be promoted, including with a well-designed and marketed Internet portal.
Furthermore, since Sierra Leone will likely not attract large investors outside the mining sector
in the short run, it is recommended, as a first stage, to launch a limited programme of investor
targeting that will focus primarily on ECOWAS.

In the longer run, SLIEPA could develop as a full-fledged agency providing a wider range of services,
including research and analysis, extensive promotional campaigns, aftercare and policy advocacy. Sierra
Leone could also, in the longer term, create its own EMPRETEC centre, which would work closely with

90



Chapter IV Investment Policy Review of Sierra Leone

SLIEPA in view of enhancing the development of SMEs and promoting their linkages with transnational
corporations.

F. Targeting investment in selected sectors

Sierra Leone has good investment potential in different economic activities. Short-term actions should
primarily focus on the mining sector, which has traditionally attracted FDI. Longer-term actions should
focus on activities, such as commercial agriculture, fisheries and tourism, that present a solid potential for
attracting foreign investment and should be supported. In this regard, the report proposes the following:

* Mning. The sector will continue to play a leading role in attracting FDI to Sierra Leone. For the
country to get an increased share of world FDI in the sector, the government should review certain
taxes and levies with a view to ensuring a competitive fiscal treatment for investors while meeting
long-term domestic revenue needs. At the same time, the government should also avoid individual
deals with investors that include long-term tax holidays or reduced royalty payments, as they are
unnecessary to attract investment and constitute a great loss of revenue. There is also a need to
clarify the mandate of the Ministry of Mineral Resources as well as reform and strengthen the
institution to enable it to fulfil its mandate. These measures should be accompanied by intensified
promotion efforts on the part of SLIEPA;

* Commercial agriculture. While the potential of the sector is likely to unfold in the medium-to-
long term, some investment could materialize more rapidly through targeting campaigns. Potential
has been recognized in terms of coffee, cocoa, palm oil and ginger exports, and for a few other
basic or processed products. Increased prospects for the production of these goods should in
turn generate additional investments in irrigation, machinery, fertilizers, tree nursery and seeds. To
fully tap the benefits of the sector, there will be a need to establish phytosanitary inspection and
certification capacities;

* Fisheries. The coast of Sierra Leone is well known for its abundant wild fish and shellfish. To
capitalize on this competitive advantage, investment promotion and sector plans for this industry
should target the niche markets for wild fish products where premiums tend to be higher. SLIEPA
should play a central role in identifying these markets and potential investors. At the same time,
there is also a need to promote the adoption of a regulatory framework that is consistent with the
sustainability of these resources. It is also essential to negotiate with the EU agreements that would
re-establish the possibility for exports to that market. This notably includes the development of
safety requirements for food processing and facilities for sanitary food inspection and certification;

* Tourism. Various efforts are being made to revitalize the tourism industry, but these have been
mostly unsuccessful so far due to high operating costs and strong regional competition. By finalizing
the strategic plan for the sector and initiating legal and institutional reforms, the government could
pave the way for the development of tourism. Moving forward with pilot projects such as the
Western Peninsula Development Project of the World Bank should play a catalytic role for the
development of the whole sector. In this regard, a simplification of the process to obtain tourism
visas and a review of the fee structure is desirable. To cope with regional competition and trigger
new investments, it is recommended to integrate Sierra Leone into a West African tour as one of
the stops. Finally, a marketing programme initiated with the assistance of SLIEPA to promote Sierra
Leone’s image should be put in place, as well as a training programme for potential workers in the
sector.

G. Conclusion

Moving the development agenda forward in Sierra Leone is a long-term process. This report has
presented concrete policy recommendations to reach such an objective through the contribution of increased
FDI inflows. While a solid commitment of the government is essential, it needs to be complemented by the
involvement of the international community. In this context, UNCTAD can also take part in the process and
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provide the Government of Sierra Leone with assistance in a number of areas, including FDI promotion, FDI
statistics, human capacity-building, drafting of laws and treaties, and improving access to —and dissemination
of — information.
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Annex 1. Key investment-related reforms adopted since 20007+

Issue
Mining
Company law
Businesses
Financial services
Financial services
Taxation
Telecommunications
Corruption
Investment
Financial services
Telecommunications
Maritime transport
Businesses
Firm registration
Electricity
Money laundering
Telecommunications
Mining
Investment
Public procurement
Local government
Road transportation
Merchant shipping
Tax administration
Privatization
Financial services
Petroleum
Central banking
Banking
Insurance

Corruption

Land
Consumer Protection

ANNEXES

Law

Mines and Mineral Act

Companies Act

Bankruptcy Act

Payment Systems Act

Home Mortgage Finance Act

Good and Services Tax Act

Telecommunications (Amendment) Act
Anti-corruption Act

Investment and Export Promotion Agency Act
Financial Services (stock exchanges) (Amendment) Act
Telecommunications (Amendments) Act
Maritime Administration (Amendment) Act
General Law (Business Start-up) (Amendment) Act
Registration of Business Act

National Power Authority (Amendment) Act
Anti-Money Laundering Act

External Telecommunications Tax Act (amended)
Mines and Minerals (Amendment) Act
Investment Promotion Act

Public Procurement Act

Local Government Act

Road Transport Authority (Amendment) Act
Merchant Shipping Act

National Revenue Authority Act

National Commission for Privatization Act
Other Financial Services Act

Petroleum Exploration and Production Act
Bank of Sierra Leone Act

Banking Act

Insurance Act

Anti-corruption Act

Draft bills (as of 2008)

Commercial Use of Land Act
Consumer Protection Act

74 Some laws can be consulted at http://www.sierra-leone.org/laws.html.

93

Year

2009
2009
2009
2009
2009
2009
2009
2008
2007
2007
2006/2007
2007
2007
2007
2006
2005
2004
2004
2004
2004
2004
2003
2003
2002
2002
2001
2001
2000
2000
2000
2000

2008
2008
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Partnership Partnership Act 2008

Diamond trade Import and Export of Rough Diamonds Act 2008

Law of evidence Law of Evidence Ongoing

Arbitration Arbitration Act Ongoing

Courts Courts Act Ongoing

Electricity National Power Authority (NPA) Act (1982) Ongoing

Source: UNCTAD analysis based on data from http://www.sierra-leone.org/laws.html and the Law Reform Commission.
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Annex 2. Methodology of international tax comparisons

The Comparative Taxation Survey compares taxation on investment in several sectors in Sierra Leone with
taxation in other selected countries — neighbours and countries elsewhere that have succeeded in attracting
FDI to the sectors concerned. These comparisons enable Sierra Leone to assess the competitiveness of its
taxation.

Corporate taxation affects the cost of investment and its profitability, and thus the return on investment.
This impact is not just a question of looking at the headline rate of tax on profits. The tax burden on the
investor depends on a number of factors and their interaction, including allowed expenses, rates of capital
allowances (tax depreciation), the availability of tax credits, investment allowances and tax holidays, the loss
carry-forward provisions and the taxation of dividends, among other things.

Comparative tax modelling is a method of taking into account the most important of these variables
in the fiscal regime in a manner that facilitates comparison between countries. The tax variables included in
the analysis are:

* Corporate income tax;

* Tax rates including tax holidays, if any;

* Loss carry-forward provisions;

* Capital allowances, investment allowances and investment credits;

e Tax on dividends;

» Customs import duties and excise duties on business inputs.

Sales tax is not considered in the analysis because it is to be replaced by VAT. In any event, a correctly
administered VAT falls on the consumer and is not a tax burden on business.

Financial models of project investmentand financing, revenues and expenses are utilized for a hypothetical
business in each sector. These are based on typical costs and revenues experienced in such businesses in a
developing economy. The business models cover a selected business within each sector.

The fiscal regime in Sierra Leone for each sector is applied to the standard business model for each
sector over |0 years beginning with the initial investment. The financial models calculate net cash flow to the
investor assuming that the company pays out all residual profits after tax (100 per cent dividend pay out) and
that the investor gains the residual value of the company, which is sold after |0 years for an amount equal
to its balance sheet value.

The impact of the fiscal regime is presented as the present value of tax (PV tax). PV tax is the total of
taxes and duties collected by the government over the 10 years as a percentage of the project cash flow pre-
tax and post-finance where both cash flows are discounted to a present value at a rate of 10 per cent per
annum. PV tax thus measures how much of investors’ potential project return is taken by the government
in taxes and duties. The higher the PV tax, the more the fiscal regime burdens investors and reduces the
incentive to invest.

For the simulation of the tax model, different incentives programmes are used. Agriculture: In Ghana,
Il is for programmes in farming and 12 in agro-processing. In Sierra Leone, Il is for programmes related
to tree crops. In Thailand, Il is for agricultural incentives including food processing and biotechnology.
Fisheries: In Ghana, |1 is for fish processing into edible canned or other packaged products, and in Viet Nam,
Il is for offshore fishing, vessel and equipment upgrading. Manufacturing: In The Gambia, Il is for assembling
and packaging, processing, foundry and forging, light pharmaceuticals. In Ghana, |1 is for businesses outside
Accra/Tema in regional capitals and 12 is for programmes elsewhere. In Thailand, Il is for activities in 58
provinces and 12 for projects in industrial estates or zones. In Viet Nam, Il is for investments in industrial
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parks and 12 for investments in especially difficult socio-economic regions. Tourism: In the Gambia, Il is
for hotel development, hotel upgrading, cultural tourism, upcountry tourism and eco-tourism. In Ghana,
Il is for building properties for star-rated hotels, tourist villages and tourist attractions. In Sierra Leone, ||
relates to plant and equipment acquisition, and |2 to construction activities. In Thailand, Il is for promotion
services, hotels, lodging, health care and for projects in Zone | (the six central provinces), and 12 is a
variation of Il for Zone 2.
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In order to improve the quality and relevance of the work of UNCTAD’s Division on Investment and
Enterprise, it would be useful to receive the views of readers on this publication. It would therefore be greatly
appreciated if you could complete the following questionnaire and return it to:

Readership Survey
UNCTAD Division on Investment and Enterprise
United Nations Office in Geneva
Palais des Nations, Room E-9123
CH-1211 Geneva 10, Switzerland
Fax:41-22-917-0197

. Name and address of respondent (optional):
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Not-for-profit organization
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Other (specify)

OO000O
OO0

3. In which country do you work?

4.  What is your assessment of the contents of this publication?

Excellent @) Adequate
Good O Poor

OO

5. How useful is this publication to your work?
Very useful O Somewhat useful O Irrelevant O

6.  Please indicate the three things you liked best about this publication and are useful to your work:

7.  Please indicate the three things you liked least about this publication:
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DIAFE’s tri-annual refereed journal?
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If not, please check here if you would like to receive a sample copy sent to the name and address you have
given above

113



Investment Policy Review of Sierra Leone

UNITED NATIONS PUBLICATIONS
MAY BE OBTAINED FROM
BOOKSTORES AND DISTRIBUTORS
THROUGHOUT THE WORLD.
PLEASE CONSULT YOUR BOOKSTORE ORWRITETO:

For Africa and Europe to:

Sales Section
United Nations Office at Geneva
Palais des Nations

CH-1211 Geneva 10
Switzerland

Tel: (41-22) 917-1234

Fax: (41-22) 917-0123

E-mail: unpubli@unog.ch

For Asia and the Pacific, the Caribbean, Latin America and North America to:

Sales Section
Room DC2-0853
United Nations Secretariat
New York, NY 10017
United States
Tel: (1-212) 963-8302 or (800) 253-9646
Fax: (1-212) 963-3489
E-mail: publications@un.org

All prices are quoted in United States dollars.

For further information on the work of the
Division on Investment and Enterprise, UNCTAD,
please address inquiries to:

United Nations Conference on Trade and Development
Division on Investment and Enterprise
Palais des Nations, Room E-10054
CH-1211 Geneva 10, Switzerland
Telephone: (41-22) 917-5534
Fax: (41-22) 917-0498
http://www.unctad.org

114



The Investment Policy Review of Sierra Leone
is the latest in a series of investment policy reviews undertaken by UNCTAD
at the request of countries interested in improving their investment framework and climate.
The countries included in this series are:

Egypt (1999)
Uzbekistan (1999)
Uganda (2000)
Peru (2000)
Mauritius (2001)
Ecuador (2001)
Ethiopia (2002)
Tanzania (2002)
Botswana (2003)
Ghana (2003)
Lesotho (2003)
Nepal (2003)
Sri Lanka (2004)
Algeria (2004)
Benin (2005)
Kenya (2005)
Colombia (2006)
Rwanda (2006)
Zambia (2007)
Morocco (2008)
Viet Nam (2008)
Dominican Republic (2009)




United Nations UNCTA D/piaercsizo0014/corr.1

7 \\,' United Nations Conference
“"A; %y on Trade and Development SdlesNo. E10.11.D 8
~N—
13 January 2011
English only

Investment Policy Review — Sierra Leone

Corrigendum

Figure 1.10, page 23
For the existing figure substitute

1984 2006

Belgium Metherlands
3%

]

Mozambique

United Kingdom
3%

Rutile
Bauxite
Diamends |

Rutile
Bauxite

: United States
33%

" Netherlands ~ United
1 3% Arab
Emirates

United State
" Tg% ates United Kingdom
17%

Paragraph 5.b., page 23
In the seventh and eighth sentences, for Dubai read United Arab Emirates
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