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The Joint World Bank-IMF staff’s debt sustainability analysis for low-income countries
(LIC-DSA) shows that the risk of debt distress continues to be moderate for Sierra Leone.’
Under the baseline scenario, all external debt indicators are below their policy-dependent
indicative thresholds’ throughout the projection period (2012—-32). The analysis indicates
that the medium- to long-term debt outlook is vulnerable to adverse shocks to several
macroeconomic variables notably growth, exports, inflation, FDI inflows and the fiscal
primary balance. This underscores the need to sustain fiscal consolidation efforts, remove
impediments to growth, enhance export diversification, and maintain prudent borrowing
policies.

' This DSA was prepared by the IMF and World Bank staff using the debt sustainability framework for
low-income countries (LIC DSF) approved by the Boards of both institutions.

? Sierra Leone is a weak performer under the World Bank’s Country Policy and Institutional Assessment
(CPIA) classification, with an average rating of 3.19 for 2008—10. As a weak performer, the debt and debt
service thresholds under the joint IMF-WB DSA framework for LICs applied to Sierra Leone are:

(1) 100 percent for the Present Value (PV) of debt-to-exports; (ii) 30 percent for the PV of debt-to-GDP; and
(iii) 200 percent for the PV of debt-to-revenue. The relevant debt service thresholds are (i) 15 percent of
exports; and (ii) 18 percent of revenue.



I. BACKGROUND AND ASSUMPTIONS

1. The nominal stock of public and publicly guaranteed external debt’ amounted to
USS$ 0.9 billion at end-2011. Multilateral creditors accounted for about 62 percent of the
stock, while bilateral and commercial creditors accounted for 12 and 26 percent respectively.
Figure 1 and Table 1 below show the composition of the stock of debt for 2007—11. Debt to
commercial creditors consists of arrears accumulated before and during the civil war that
ended in 2002. The authorities have been making goodwill payments to some commercial
creditors to avoid litigation.*

Text Figure 1. Sierra Leone: Composition of Public Debt, 2007-11
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Text Table 1. Sierra Leone: Debt Stock Evolution, 2007-11
(In indicated units)

2007 2008 2009 2010 2011
In million USD

Domestic Debt 390.4 428.7 364.8 342.8 326.7
External Debt 552.3 620.2 896.3 881.5 866.1
Multilateral 258.6 326.0 550.2 545.1 535.0
Bilateral 38.8 48.3 106.2 105.2 104.3
Commercial 254.9 245.9 239.9 231.2 226.7
TOTAL DEBT 942.7 1048.9 1261.1 1224.3 1192.8

3 Public sector refers to the Central Government and non-financial public sector.

* Commercial debt comprises US$226.7 million of un-reconciled debt, accumulated before and during the civil
war. The government is making good faith efforts to resolve arrears to commercial creditors, and has been
making goodwill payments to avoid litigation. It is anticipated that a debt-buy-back operation will be initiated in
the period ahead with support from the World Bank.



Text Table 1. Sierra Leone: Debt Stock Evolution, 2007-11
(In indicated units) (concluded)

2007 2008 2009 2010 2011

In percent of GDP
Domestic Debt 18.4 17.5 15.2 13.8 111
External Debt 25.9 25.8 36.9 32.3 29.9
Multilateral 12.2 13.3 23.0 21.4 18.4
Bilateral 1.8 2.0 4.4 4.1 3.6
Commercial 12.0 10.0 10.0 9.1 7.8

Source: Sierra Leone Authorities.

2. Substantial debt relief in recent years has reduced Sierra Leone’s debt burden.
Public sector nominal external debt declined from 142 percent of GDP at end-2005 to about
26 percent of GDP at end-2007, thanks to HIPC and MDRI debt relief.” It has since remained
near that level, totaling about 30 percent of GDP at end-2011; and 125 percent of exports in
present value (PV) terms. In 2011, debt service amounted to 1.5 percent of exports and

2 percent of government revenue.

3. Domestic debt amounted to 11 percent of GDP at end-2011. Government
marketable securities accounted for about 67 percent of the stock, and the balance comprised
the Government’s overdraft facility at the BSL (Ways and Means advances) and domestic
payments arrears. The stock of marketable securities increased by 6 percent in 2011,
emanating mainly from the conversion of the 2010 stock of Ways and Means advances into
marketable securities, particularly 182 day and 364 day treasury bills. Commercial banks,
other financial institutions, and the pension fund, accounted for about 66 percent of total
marketable securities. The general public held 19 percent and the balance was held by BSL.
In 2011, domestic interest payments increased by 58 percent compared with 2010 because of
the rise in average interest rate and the conversion of the 2010 stock of Ways and Means
Advances. Although the stock of domestic debt declined in the last two years, its maturity
structure, with some 78 percent in short-term securities, highlights significant rollover and
refinancing risk.

* Sierra Leone has received debt relief under the MDRI Initiatives from the IMF, IDA, AfDB, EIB, IFAD,
BADEA, IDB, and OPEC Fund. Under the HIPC Initiative, bilateral agreements have been signed with all
participating creditors, except China, Kuwait, and Saudi Arabia.



Text Figure 2. Sierra Leone: Domestic Debt Stock, 2011
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4. The analysis in this report is based on the macroeconomic framework
underlying the current ECF-supported program, and updates the 2010 DSA°. The
assumptions have been updated to take into account recent developments, notably the onset
of iron ore production and exports in 2011/12. In addition, the previous DSA was based on
the debt stock at end-2009, while the current DSA 1is based on the stock at end-2011.
Medium- to long-term projections for the stock of debt reflect the authorities’ resolve to scale
up infrastructure investment and boost growth, while resorting mostly to grants and
concessional borrowing to safeguard long-term debt sustainability. Regarding commercial
debt, the external commercial debt buy-back, which the 2010 DSA assumed to take place in
2011, was not completed. Recently, the World Bank and the authorities reinitiated the
preparation of a World Bank supported buyback operation.

8 IMF Country Report No. 10/370.



Comparison with the 2010 DSA
(Averages in percent of current GDP unless indicated)

2011 2012-16 2017-21 2022-26 2027-29
Actual DSA10 DSA12 DSA10 DSA12 DSA10 DSA12 DSA10 DSA12

Stock of external debt (eop, US$ million) 866.1 869.0 1227.7 28.8 1715.1 27.8 2436.5 27.3 2961.9
Stock of external debt (eop , percent of C 29.9 29.3 23.3 28.8 23.2 27.8 23.5 27.3 23.2

Debt senice on external debt 0.7 3.4 3.8 3.8 5.0 6.1 6.4 7.4 9.9
Exports of goods and nonfactor senices 15.3 21.4 35.6 24.8 32.4 28.7 29.8 31.0 28.5
Current account deficit 52.3 5.7 8.4 5.1 6.8 4.9 6.3 5.1 5.8
Primary deficit 2.7 2.0 1.2 1.5 1.6 1.5 1.3 1.9 1.1
Domestic government revenue 11.5 14.3 10.2 16.3 10.8 16.1 11.5 16.4 12.1
Domestic debt 111 10.8 9.2 9.7 12.0 8.4 14.9 8.2 16.4
Real GDP growth (percent) 6.0 5.0 10.3 5.0 5.1 5.0 5.3 5.0 5.4

Sources: Sierra Leone authorities; and staff projections.

5. The baseline macroeconomic assumptions underlying this DSA are summarized in
Box 1. They reflect the following:

o Strong growth prospects. Agriculture, mining, and services, as well as public investment
in infrastructure remain the key drivers of economic growth under both DSAs. The
non-iron ore economic growth projection remains at 6 percent in the long term, partly
reflecting the expected increase in productivity in the agriculture sector, the impact of
downstream activities from the Tonkilili iron ore project, and higher infrastructure
investment. The current projections exclude iron ore production under phases II and III
of the Tonkolili iron ore project, pending updated information on the scope of planned
investment and commencement of operations.’

o Improved fiscal position. Government revenue is forecast to be higher than under the
2010 DSA on account of fiscal and tax administration reforms, stronger economic
growth, and additional revenue from iron ore exports. PFM reforms are expected to
enhance expenditure and treasury cash-flow management.

o Price stability. Monetary policy would continue to support price stability. In addition,
continued adherence to the 2011 reform on government financing from the Central
Bank® is expected to enhance coordination between monetary and fiscal policy and
support macroeconomic stability in the medium term.

o Improved external position in the long term. Although import growth is forecast to
remain strong given higher investment and domestic demand, the current account is set
to benefit from increased exports of agriculture and extractive industries. In addition, the
exchange rate policy is expected to remain flexible and facilitate adjustment to adverse
exogenous shocks.

" IMF Country Report No. 11/361.
¥ IMF Country Report No. 11/361.



Box 1. Baseline Macroeconomic Assumptions

Economic growth. Real GDP is projected to increase from 6 percent in 2011 to 21.3 percent in 2012
mainly on account of iron ore production. After this initial upshot, economic growth is projected to
decelerate somewhat in 2013—17, and average 5.3 percent a year during 2018-32. Economic growth
would be supported by the authorities’ policies to consolidate macroeconomic stability, support
productivity gains in agriculture, scale-up infrastructure investment, and create a business-friendly
environment. Downside risks to the outlook include terms of trade shocks and a global economic
slowdown. On the upside, additional investment in the extractive industries, notably iron ore and oil
would enhance long-term growth prospects.

Inflation. Continued prudent monetary and fiscal policies are expected to support price stabilization.
Average inflation is forecast to decline from 18.5 percent in 2011, to about 4.8 percent in 2017 and
remain below 5 percent thereafter.

External current account. The external position is expected to strengthen. Exports are projected to
surge almost 200 percent in 2012 on account of production expansion in the extractive industries.
Under the current conservative assumptions for iron ore production, export growth is expected to
stabilize at an average growth rate of 5.7 percent over the long run. That notwithstanding, the current
account deficit is forecast to narrow from 52.3 percent of non-iron ore GDP in 2011 to 7.2 percent of
non-iron ore GDP in 2017, and 4.8 percent in 2032. Import growth remains around 6 percent, slightly
higher than non- iron ore GDP, and terms of trade are expected to improve slightly.

Fiscal position. Continued PFM reforms and revenue-enhancing measures are expected to improve
the fiscal position over the long-term. The primary deficit is projected to narrow from 3.8 percent of
non-iron ore GDP in 2011 and stabilize at 2.7 percent by 2017. Government revenue is forecast to
increase from 11.5 percent of non-iron ore GDP in 2011 to 13.1 percent by 2032, while expenditure is
projected to stabilize around 20 percent of non-iron ore GDP, with an increasing share allocated to
domestically financing capital outlays.

External financing. To preserve long-term debt sustainability, financing needs would continue to be
covered mainly through grants and highly concessional loans. The grant element of new borrowing is
expected to remain above 35 percent.

Domestic debt. Domestic debt is projected to increase from 11.1 percent of GDP in 2011 to

17.7 percent in 2032, as the financial sector develops and allows for mobilization of domestic
resources. The real interest rate in the securities market is forecast to increase, mostly reflecting the
projected decline in inflation.




II. EXTERNAL DEBT SUSTAINABILITY
Baseline

6. Under the baseline scenario, all debt indicators remain below the policy-
dependent indicative thresholds (Table 1 and Figure 1). The nominal external debt stock is
forecast to increase over time, but, as a share of GDP, it stabilizes at about 23 percent over
the long run mainly reflecting prudent borrowing policies. In PV terms, the debt-to-GDP
ratio is projected to remain in the 15—17 percent range, while the PV of debt-to-exports ratio
is expected to rise from about 47 percent in 2012 to some 60 percent in 2032, in line with the
projected deceleration in export growth, while remaining below the indicative threshold. The
PV of debt-to-revenue ratio is projected to decline slightly in 2012—17 before stabilizing in
the long-term. Debt service ratios point to low liquidity risk as they are projected to remain
significantly below their relevant policy-dependent indicative thresholds.

Alternative scenario and stress tests

7. DSA results highlight Sierra Leone’s vulnerability to adverse exogenous shocks
affecting exports, exchange rate, real growth and non-debt creating flows (Table 2a and
Figure 1). Stress tests show that the most extreme shock is represented by the combination
shocks with respect to the PV of debt-to-revenue’ and lower export value growth'® with
respect to the PV of debt-to-exports. The latter indicator stays below its threshold throughout
the projection period. Regarding the PV of debt-to-revenue, the threshold is breached in the
medium term for more than one of the bound tests. Under the combination shocks, the PV of
debt-to-revenue would rise from 152 percent in 2012 to 258 percent by 2014, before
declining below the threshold to 163 percent in 2032. A one-time 30 percent nominal
depreciation in 2013 would also lead to a temporary breach of the PV of debt-to-revenue
threshold. Under an alternative scenario assuming less favorable borrowing terms,'" all debt
indicators increase over the long run while remaining below the policy-dependent indicative
thresholds.

® Mechanically, the DSA templates identifies net non-debt creating flows as the most extreme shock. However,
this shock represents a sudden outflow of non-debt creating flows (FDI, official transfers, and remittances)
equal to 12.8 percent of GDP. Since such a scenario is unlikely, the DSA results for the most extreme shock are
based on a combination of lower GDP growth, export value growth, US dollar GDP deflator, and net non-debt
creating flows.

' Exports value growth at historical average minus one standard deviation in 2013—14.

" This scenario assumes that the interest rate on new borrowing is 200 basis points higher than in the baseline
scenario, while the grace period and the maturity are the same as in the baseline scenario.
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III. PUBLIC SECTOR DEBT SUSTAINABILITY
Baseline

8. DSA results for public sector debt mirrors those of external debt (Table 3). The
stock of public debt is forecast to fall from 41 percent of GDP in 2011 to 34 percent in 2017,
and to stabilize around 40 percent over the long run. The outlook shows a similar trend
compared to the previous DSA, although the ratios are lower, consistent with the projected
fiscal outlook. Domestic debt accumulation is expected to remain moderate, rising from 11
percent of GDP in 2011 to 18 percent of GDP over the long term. As the investor base
broadens, the long-term fiscal projections assume that the domestic market can absorb about
half of the public sector borrowing requirements at a sustainable interest cost. While this
would be in line with expected progress under the financial sector development plan and
improved fiscal management, domestic public debt needs to be carefully managed to avoid
jeopardizing public debt sustainability.

Alternative scenario and stress tests

0. Stress tests point to vulnerability to permanently lower GDP growth, a high
primary fiscal deficit, and a large exchange rate shock (Table 4 and Figure 2). Under an
alternative scenario assuming permanently lower GDP growth,' the PV of public
debt-to-GDP ratio, as well as the PV of public debt-to-revenue ratio, would increase
continuously over the long term. The former would reach 59 percent by 2032 (34 percent in
the baseline scenario), while the latter would rise from 218 percent in the baseline scenario to
363 percent at the end of the projection period. The results also show that the public debt
outlook is vulnerable to adverse fiscal and exchange rate shocks. The PV of public debt ratios
would rapidly and continuously increase in case of temporary shock to the primary fiscal
balance."” Similarly, a one-time 30 percent real depreciation in 2013 would result in a
deterioration of the debt ratios. These results underscore the importance of fiscal
consolidation, and continued implementation of growth-enhancing policies.

"2 This scenario assumes that real GDP growth is at baseline minus one standard deviation in 201314,

13 Assuming that the primary balance is at its 10-year historical average minus one standard deviation in
2013-14.
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IV. CONCLUSIONS

10. The results of debt sustainability analysis based on the LIC-DSA framework
indicate that the risk of debt distress remains moderate for Sierra Leone. Under the
baseline scenario, all debt indicators remain below their respective policy-dependent
indicative thresholds. However, sensitivity analysis shows that the long-term debt outlook is
vulnerable to various shocks: adverse fiscal and exchange rate developments, lower exports
and growth, as well as reduced FDI inflows and less favorable borrowing conditions. '
Consequently, to preserve long-term debt sustainability it will be important to sustain fiscal
consolidation efforts, implement growth-enhancing policies, promote export diversification,
and maintain prudent borrowing policies. The authorities agree with the staff’s assessment.

'* The most extreme downside scenario with respect to external debt is generated with simulated combinations
shocks, driven by growth, exports, and non-debt creating flows.
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Figure 1. Indicators of Public and Publicly Guaranteed External Debt
underAlternative Scenarios, 2012-32"
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1/ The most extreme stress test is the test that yields the highest ratio in 2022. In figure b. it corresponds to
a Non-debt flows shock; in c. to a Exports shock; in d. to a Combination shock; in e. to a Terms of trade
shock and in figure f. to a Terms of trade shock
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Figure 2. Indicators of Public Debt under Alternative Scenarios, 2012-32"
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PV of Debt-to-GDP Ratio
-==_——————_——————————_——_————————_
N M N N N N N N N N N N N N N N N M N N
2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032
PV of Debt-to-Revenue Ratio 2/
N ———
N N N M N N N N N N M N N N N N N M N N
2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032
Debt Service-to-Revenue Ratio 2/
N N N N N N N N N N M N N N N N N N N M
2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio in 2022.
2/ Revenues are defined inclusive of grants.



Table 1.: External Debt Sustainability Framework, Baseline Scenario, 2009-2032 1/

(In percent of GDP, unless otherwise indicated)

Actual Historical * Standard * Projections
Average  Deviation 2012-2017 2018-203.
2009 2010 2011 2012 2013 2014 2015 2016 2017 Averag 2022 2032 Average
External debt (nominal) 1/ 326 323 299 252 254 235 234 233 232 233 228
o/w public and publicly guaranteed (PPG) 26 323 299 252 254 35 234 B3 B2 233 28
Change in external debt 7303 25 46 02 -9 01 01 01 01 -02
Identified net debt-creating flows 39 01 60 24 0 07 0.8 13 13 12 0.1
Non-interest current account deficit 63 192 522 10.2 15.7 129 9.1 6.5 6.2 6.5 6.4 6.6 44 59
Deficit in balance of goods and services 104 246 556 140 112 8.6 79 84 85 92 74
Exports 135 166 153 348 360 368 360 342 334 306 278
Imports 29 412 709 488 472 454 B9 427 420 398 352
Net current trans fers (negative = inflow) -S43 5T 16 31 44 42 44 44 44 45 45 36 40
ofwofficial 350 520 24 12 100 120 -12 -2 -2 12003
Other current account flows (negative = net inflow) 13 18 22 32 2.1 24 28 26 24 19 0.6
Net FDI (negative = inflow) 31 175 423 84 128 106 65 45 45 44 42 44 34 41
Endogenous debt dynamics 2/ 06 -17 -39 47 16 27 09 09 09 409 -10
Contribution fromnominal interest rate 0.1 02 01 0.2 0.2 02 0.2 02 02 02 02
Contribution fromreal GDP growth 08 L6 -17 48 -8 29 -l -1 -l L1 -2
Contribution from price and exchange rate changes 13 03 24
Residual (34) 3/ 34 02 -84 22 09 12 09 14 14 A1 03
ofw exceptional financing 00 00 00 00 00 00 00 00 00 00 00
PV of extemnal debt 4/ 19.1 162 165 154 154 154 154 161 166
In percent of exports 1253 4.7 459 418 48 49 49 525 599
PV of PPG external debt W 191 162 165 154 154 154 154 161  16.6
In percent of exports W 1253 467 459 418 428 449 459 525 599
In percent of government revenues w 166.1 1488 1695 1562 1515 1479 1443 1435 1322
Debt service-to-exports ratio (in percent) 43 33 15 2.2 2.1 22 23 26 25 20 34
PPG debt service-to-exports ratio (in percent) 43 33 15 22 2.1 2.2 23 26 25 20 34
PPG debt service-to-revenue ratio (in percent) 64 55 20 70 7.6 82 83 85 8.0 54 15
Total gross financing need (Billions of U.S. dollars) 03 0l 03 0.1 0.1 0.1 0.1 02 02 02 03
Non-interest current account deficit that stabilizes debt ratio -0 195 547 175 9.0 84 63 6.7 6.5 64 46
Key macroeconomic assumptions
Real GDP growth (in percent) 3253 60 79 6.8 213 75 130 49 49 50 94 52 55 53
GDP deflator in US dollar terms (change in percent) S0009 79 28 6.7 82 0.8 14 09 14 1.8 24 1.8 17 17
Effective interest rate (percent) 5/ 05 05 04 1.0 0.5 0.7 0.7 0.7 0.7 08 0.8 0.7 09 09 09
Growth of exports of G&S (US dollar terms, in percent) 340306 0 52 140 143 1987 121 173 34 13 44 395 54 65 57
Growth of imports of G&S (US dollar terms, in percent) 360 82 %S5 262 358 9.6 47 102 23 34 5.1 27 55 5.6 58
Grant element of new public sector borrowing (in percent) 405 381 404 397 393 389 395 370 354 36.5
Government revenues (excluding grants, in percent of GDP) 92 99 115 109 9.7 98 102 104 106 112 126 116
Aid flows (in Billions of US dollars) 7/ 02 02 02 02 02 02 02 02 02 03 0.6
o/w Grants 0.1 0.1 0.2 0.2 0.1 0.1 0.1 02 0.2 0.3 0.5
o/w Concessional loans 0r o1 00 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1
Grant-equivalent financing (in percent of GDP) 8/ 52 4.1 38 37 38 39 40 39 40
Grant-equivalent financing (in percent of external financing) 8/ 72 719 760 761 759 757 752 46 7.1
Memorandum items:
Nominal GDP (Billions of US dollars) 2425 29 38 41 48 50 53 57 80 159
Nominal dollar GDP growth -19 62 144 312 84 147 58 64 6.8 122 70 73 71
PV of PPGexternal debt (in Billions of US dollars) 0.6 06 07 07 08 08 09 13 26
(PVt-PVt-1)/GDPt-1 (in percent) 19 1.6 L1 0.9 09 1.0 13 14 L1 12
Gross workers' remittances (Billions of US dollars) 00 00 01 0.1 0.1 0.1 0.1 0.1 0.1 0.1 03
PV of PPGexternal debt (in percent of GDP + remittances) 188 160 162 151 IS0 151 Isd 158 163
PV of PPGexternal debt (in percent of exports + remittances) 1119 44 BT 98 407 426 B85 495 562
Debt service of PPGexternal debt (in percent of exports + remittances) 14 21 20 21 2225 24 19 32

Sources: Country authorities; and staff estimates and projections.

1/ Includes both public and private sector external debt.

2/ Derived as [r- g - p(1+g))/(1+g+ptgp) times previous period debt ratio, with r=nominal interest rate; g =real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.
3/ Includes project grants (1.5 to 3 percent of GDP annualy), exceptional financing (changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments.

For projections also includes contribution from price and exchange rate changes.
4/ Assumes that PV of private sector debt is equivalent to its face value.
5/ Current-year interest payments divided by previous period debt stock.
6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).



Table 2a.Sierra Leone: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032

(In percent)
Projections
2012 2013 2014 2015 2016 2017 2022 2032
PV of debt-to GDP ratio
Baseline 16 17 15 15 15 15 16 17
A. Alternative Scenarios
Al. Key variables at their historical averages in 2012-2032 1/ 16 15 15 14 13 12 11 11
A2. New public sector loans on less favorable terms in 2012-2032 2 16 17 16 17 17 18 20 24
B. Bound Tests
BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 16 17 18 18 18 18 19 19
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 16 19 23 23 23 2 22 18
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 16 17 17 17 17 17 17 18
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 16 23 27 26 26 26 25 19
B5. Combination of B1-B4 using one-half standard deviation shocks 16 20 25 25 25 25 24 20
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 16 23 21 22 2 2 23 23
PV of debt-to-exports ratio
Baseline 47 46 42 43 45 46 52 60
A. Alternative Scenarios
Al.Key variables at their historical averages in 2012-2032 1/ 47 42 39 39 38 37 36 41
A2.New public sector loans on less favorable terms in 2012-2032 2 47 47 44 47 50 53 67 86
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 47 45 41 42 44 45 52 59
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 47 59 83 85 88 89 95 86
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 47 45 41 42 44 45 52 59
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 47 64 73 74 76 7 81 67
B3. Combination of B1-B4 using one-half standard deviation shocks 47 56 69 70 73 74 80 74
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 47 45 41 42 44 45 52 59
PV of debt-to-revenue ratio

Baseline 152 170 156 152 148 144 143 132
A. Alternative Scenarios
Al. Key variables at their historical averages in 2012-2032 1/ 152 157 148 137 126 117 99 90
A2. New public sector loans on less favorable terms in 2012-2032 2 152 173 165 165 166 166 182 189
B. Bound Tests
BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 152 177 182 177 173 169 168 155
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 152 192 235 226 219 211 197 143
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 152 174 169 165 161 157 156 144
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 152 235 271 261 252 243 222 149
B5. Combination of B1-B4 using one-half standard deviation shocks 152 205 258 248 241 233 218 163
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 152 237 218 212 207 202 201 185



Table 2b.Sierra Leone: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032 (continued)
(In percent)

Projections

2012 2013 2014 2015 2016 2017 2022 2032

Debt service-to-exports ratio

Baseline 2 2 2 2 3 3 2 3

A. Alternative Scenarios

Al. Key variables at their historical averages in 2012-2032 1/ 2 2 2 2 2 2 1 2
A2. New public sector loans on less favorable terms in 2012-2032 2 2 2 2 2 3 3 3 5

B. Bound Tests

BI. Real GDP growth at historical average minus one standard deviation in 2013-2014 2 2 2 2 3 3 2 3
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 2 2 3 4 4 4 3 6
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 2 2 2 2 3 3 2 3
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 2 2 2 3 3 3 2 5
BS. Combination of B1-B4 using one-half standard deviation shocks 2 2 3 3 3 3 3 5
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 2 2 2 2 3 3 2 3
Debt service-to-revenue ratio
Baseline 7 8 8 8 9 8 5 7
A. Alternative Scenarios
Al. Key variables at their historical averages in 2012-2032 1/ 7 7 8 8 8 7 4 4
A2. New public sector loans on less favorable terms in 2012-2032 2 7 8 8 9 9 9 8 11
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2013-2014 7 8 10 10 10 10 6 9
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/ 7 8 9 9 10 9 6 10
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014 7 8 9 9 9 9 6 8
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/ 7 8 9 10 10 9 6 11
BS. Combination of B1-B4 using one-half standard deviation shocks 7 8 10 11 11 10 7 11
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/ 7 11 12 12 12 11 8 11
Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 6/ 37 37 37 37 37 37 37 37

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.

3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to retum to its baseline level after the shock (implicitly assuming
an offsetting adjustment in import levels).

4/ Includes official and private transfers and FDI.

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.

6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.



Table 3.Sierra Leone: Public Sector Debt Sustainability Framework, Baseline Scenario, 2009-2032

(In percent of GDP, unless otherwise indicated)

Actual Estimate Projections
Aveage 3 Slavdérd R 2012-17 2018-32
2009 2010 2011 Deviation 2012 2013 2014 2015 2016 2017 Average 2022 2032 Average
Public sector debt 1/ 418 465 411 Mo M4 N3 B0 B6 M 314 405
of/w foreign-currency denominated B3 N7 300 253 254 B5 B4 B3 A2 n3 N8
Change in public sector debt 50 -13 -S4 45 02 21 07 06 05 07 00
Identified debt-creating flows 38 20 43 46 05 19 09 09 08 08 0.1
Primary deficit 13 36 27 -15 71 06 LI 14 16 16 16 1315 10 13
Revenue and grants 153 153 171 148 129 129 131 134 137 144 158
of which: grants 6.1 53 56 4131 30 29 30 31 32 32
Primary (noninterest) expenditure 165 189 198 155 140 142 146 150 153 159 168
Automatic debt dynamics 30 54 -3 115 33 06 07 07 07 -1
Contribution from interest rate/growth differential A6 33 33 69 1732 07 07 07 07 -1l
of which: contribution from average real interest rate 02 09 0.7 03 08 07 08 08 09 110
of which: contribution from real GDP growth A3 24 26 72024 40 15 -5 -6 18 2l
Contribution from real exchange rate depreciation 46 21 29 2002 00 01 00 00
Other identified debt-creating flows 04 02 07 D020 000 000 000 00 00 00
Privatization receipts (negative) 0.1 0.0 03 02 00 00 00 00 00 00 00
Recognition of implicit or contingent liabilities 0.0 00 00 00 00 00 00 00 00 00 00
Debt relief (HIPC and other) 03 02 05 09 02 00 00 00 00 00 00
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 00 00 00 00 00 00 00 00
Residual, including asset changes 11 0.7 -10 20 04 02 03 03 03 0101
Other Sustainability Indicators
PV of public sector debt 304 256 255 242 249 256 263 300 343
of/w foreign-currency denominated 193 163165 154 154 154 154 16.1 166
o/w external 19.1 162 165 154 154 154 154 161 16.6
PVof contingent liabilities (not included in public sector debt)
Gross financing need 2/ 132 55 47 28 32 35 31 39 39 40 39
PV of public sector debt-to-revenue and grants ratio (in percent) 1778 1727 1983 1879 1905 1914 1912 209.5 2179
PV of public sector debt-to-revenue ratio (in percent) 264.0 2390 2623 2455 2453 2469 2468 269.2 2728
ofwexternal 3/ .o le6l 1516 1695 1562 1515 1479 1443 1435 1322
Debt service-to-revenue and grants ratio (in percent) 4/ 109 127 118 150 160 163 165 172 173 174 180
Debt service-to-revenue ratio (in percent) 4/ 183 19.6 175 207 201 212 212 2 N3 n3 ns
Primary deficit that stabilizes the debt-to-GDP ratio 37 49 8.1 72013 35 09 10 10 08 10
Key maci ic and fiscal P
Real GDP growth (in percent) 32 53 6.0 79 68 A3 075 130 49 49 50 94 52 55 53
Average nominal interest rate on forex debt (in percent) 08 05 04 12 0.6 0707 07 07 08 08 07 09 09" 09
Average real interest rate on domestic debt (in percent) -1.1 S -15 -18 38 63 109 10 14 13 109" 103 102 69" 92
Real exchange rate depreciation (in percent, + indicates depreciation) 180 6.6 97 0.8 8.8 47
Inflation rate (GDP deflator, in percent) 8.6 179 179 111 6.6 106 45 53 44 46 48 51 48 47 47
Growth of real primary spending (deflated by GDP deflator, in percent) 0.1 02 0.1 0.1 02 0000 02 0l 01 0l 00 01 01 0.1
Grant element of new external borrowing (in percent) 405 381 404 397 393 389 395 370 354

Sources: Country authorities; and staff estimates and projections.

1/[Indicate coverage of public sector, e.g, general government or nonfinancial public sector. Also whether net or gross debt is used.]

2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.
3/ Revenues excluding grants.

4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.

5/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.



Table 4.Sierra Leone: Sensitivity Analysis for Key Indicators of Public Debt 2012-2032

Projections

2012 2013 2014 2015 2016 2017 2022 2032

Baseline

A. Alternative scenarios

PV of Debt-to-GDP Ratio
26 26 24 25

Al. Real GDP growth and primary balance are at historical averages 26 24 22 20
A2. Primary balance is unchanged from 2012 26 25 23 24
A3. Permanently lower GDP growth 1/ 26 26 25 26

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 26 28 30 32
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 26 29 30 30
B3. Combination of B1-B2 using one half standard deviation shocks 26 27 28 30
B4. One-time 30 percent real depreciation in 2013 26 32 30 30
BS5. 10 percent of GDP increase in other debt-creating flows in 2013 26 32 30 30

Baseline

A. Alternative scenarios

PV of Debt-to-Revenue Ratio 2/

173 198 188 191

Al. Real GDP growth and primary balance are at historical averages 173 185 169 154
A2. Primary balance is unchanged from 2012 173 196 182 181
A3. Permanently lower GDP growth 1/ 173 201 194 200
B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 173 211 225 237
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 173 222 232 233
B3. Combination of B1-B2 using one half standard deviation shocks 173 208 213 221
B4. One-time 30 percent real depreciation in 2013 173 250 231 229
BS5. 10 percent of GDP increase in other debt-creating flows in 2013 173 246 231 232

Baseline

A. Alternative scenarios

Debt Service-to-Revenue Ratio 2/

Al. Real GDP growth and primary balance are at historical averages 15 16 17 16
A2. Primary balance is unchanged from 2012 15 16 16 16
A3. Permanently lower GDP growth 1/ 15 16 17 17
B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2013-2014 15 17 19 19
B2. Primary balance is at historical average minus one standard deviations in 2013-2014 15 16 17 17
B3. Combination of B1-B2 using one half standard deviation shocks 15 16 18 18
B4. One-time 30 percent real depreciation in 2013 15 17 19 19
BS5. 10 percent of GDP increase in other debt-creating flows in 2013 15 16 17 18

26

19
24
28

34
31
31
30
31

191

140
178
206

245
232
226
225
230

16
17
18

20
18
19
20
18

26

17
24
29

36
31
32
30
31

191

126
174
211

252
229
230
221
228

16
17
18

20
18
19
20
18

30

11
25
40

46
35
40
33
34

210

83
177
268

306
240
270
229
240

21
18
19

18

34

28
66

59
37
49
36
37

218

30
181
395

363
234
307
230
233

18

16
25

25
19
22
21
19

Sources: Country authorities; and staff estimates and projections.
1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.
2/ Revenues are defined inclusive of grants.



