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• Real GDP growth in 2017 was estimated at 3.1%, up from 
2.4% in 2016, and broad-based. All sectors of the econ-
omy registered expansion. The outlook is modest, with 
growth projected at 2% in 2018 and 2.3% in 2019, mainly 
driven by enhanced construction activities under Phase 
II of the Lesotho Highlands Water Project (LHWP) and 
robust growth in construction.

• The growth experienced in recent years has not been suf-
ficiently inclusive. As a result, vulnerability has increased. 
Over 29.5% of the population live in poverty. There is a 
need for more inclusive development programmes.

• In spite of infrastructure investments in the last decade, 
Lesotho’s infrastructure remains the least developed in 
the Southern Africa Customs Union (SACU). Infrastruc-
ture financing is a critical challenge for the country in the 
medium term.

 
OVERVIEW

Lesotho’s economic outlook remains modest. Real GDP growth 
is projected to slow to 2% in 2018, from 3.1% in 2017. The outlook 
is largely premised on enhanced construction activities under 
Phase II of the Lesotho Highlands Water Project (LHWP). Oppor-
tunities include the potential to diversify into the South African 
market, increased trade facilitated by United States tax cuts, and 
improving access to credit and financial services in the context 
of financial sector reforms. Being an open economy, Lesotho 
should take advantage of global trade to increase its exports. 

This implies increasing export competitiveness by reducing 
costs linked to poor infrastructure, and implementing fiscal 
and structural reforms. Key risks to Lesotho’s outlook include 
uncertainty about South Africa’s growth prospects, which may 
reduce export demand. In 2017, Lesotho’s economy built on the 
growth momentum of the previous year and was supported by 
mining and by agricultural production, galvanized in 2016 by a 
rise in commodity prices.

Unemployment, the poverty rate and inequality have continued 
to rise, mainly owing to Lesotho’s less inclusive approach to 
growth in the last five years. As a result, the proportion of vulner-
able people has continued to increase; 29.5% of the population 
live in poverty. Also worrying is the spatial dimension of poverty. 
61.2% of the rural population live below the poverty line com-
pared to 39.6% of the urban population. Lesotho’s Gini coeffi-
cient of 0.542 shows that income inequality remains a key chal-
lenge. Equally problematic in a politically sensitive environment 
is youth unemployment (40%). Increasing youth unemployment 
is largely due to two mutually reinforcing factors: the country’s 
large youth population, and poor growth in the demand side 
of the labour market. The goal of a private sector-led economy 
remains thwarted by constraints on the private sector. Inadequate 
and poor quality infrastructure, limited access to credit, and lack 
of inclusive institutions impose serious constraints on growth. 
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RECENT DEVELOPMENTS  
AND PROSPECTS 

Lesotho’s GDP grew by an estimated 3.1% in 2017, 0.7% more 
than in 2016 (2.4%). Growth in 2017 was broad-based. All sec-
tors of the economy, including industry, tertiary, and agriculture, 
experienced expansion. Output in the industry sector grew 
robustly in 2017, underpinned by buoyant growth in the man-
ufacturing sub-sector and recovery in construction as well as 
mining (production at Liqhobong mine rebounded). Two points 
are worth noting in relation to industry. First, activity in the man-
ufacturing sub-sector benefited from the depreciating exchange 
rate and new entrants in the industry from Swaziland after its 
removal from the African Growth and Opportunity Act (AGOA) in 
January 2015. Second, notwithstanding its important role, the 
mining sector has remained highly mechanized and has created 
limited employment. In the medium term, the industry sector is 
expected to benefit from the activities of Phase II of the LHWP.

Growth in the services sector was driven by wholesale and retail, 
accommodation and food services, financial and insurance ser-
vices, information and communication, as well as professional, 
scientific and technical activities. The services sector has been 
the main vehicle for growth in the country for the last decade, 
having benefited from reforms and innovations in the financial 
sector and remittances spent on consumption. Agriculture 
remains an important sector because it provides employment 
to 40.1% of the population (63.2% of whom are young adults). It 
recorded positive growth, mainly owing to the rebound of crop 
production following improved weather conditions, supported 
by a moderate rise in commodity prices that began in 2016. A 
steady increase in fishing and aquaculture will remain important.

GDP growth is projected to moderate to 2% in 2018 and 2.3% 
in 2019. Growth will be driven mainly by enhanced construction 

1. Services include wholesale and retail trade, repair of vehicles, household goods, restaurants and hotels; transport, storage and communication; finance, real estate and 
business services; public administration and defence; and other services. Industry includes mining; manufacturing; electricity, gas and water; and construction. 

activities under Phase II of the LHWP, and robust growth in 
construction activities. However, there are both opportunities 
and risks. The opportunities arise from the potential to diversify 
towards the neighbouring South African market, the boost to 
construction during the second phase of the LHWP, and boom-
ing wholesale and retail activities. Real GDP growth is expected 
to benefit from strong growth prospects in mining as produc-
tion at Liqhobong starts and full production at Lets’eng and Kao 
mines is achieved. Other positive factors include the enhance-
ment of internet services, and the implementation of reforms 
under the financial sector development strategy, particularly 
reforms to improve financial inclusion and access to credit. 
Increased primary incomes and increased export demand are 
projected to make up for a decline in foreign direct investment 
(FDI) after completion of the Liqhobong mining plant.

Risks to domestic growth remain elevated. Despite increased 
demand for textiles and clothing in South Africa, export demand 
could be negatively affected by the uncertainties surrounding 
South Africa’s own growth prospects, including the effects of 
adverse weather conditions. This may constrain Lesotho’s GDP 
growth. Uncertainty about South Africa’s growth prospects has 
depressed net incomes from abroad, notably remittances from 
Basotho working in South Africa. Additionally, carry over-effects 
from recent political events and disagreements that may arise 
in the coalition Government could weaken the implementation 
of economic policies and threaten private investment in the 
medium term.

Between 2011 and 2016, services and industry continued to 
dominate.1 Services contributed 59.5% of GDP in 2011 but 
its share had slightly declined to 57.3% by 2016, affected by 
reduced wholesale and retail activities. Industry has consistently 
occupied the second position. Notwithstanding periodic uncer-
tainties regarding access to African Growth and Opportunity Act 

TABLE 1. Macroeconomic indicators

 2016 2017(e) 2018(p) 2019(p)

Real GDP growth 2.4 3.1 2.0 2.3

Real GDP per capita growth 0.1 0.9 -0.2 0.2

CPI inflation 6.4 6.6 6.1 6.1

Budget balance (% of GDP) -1.0 -6.3 -5.3 -4.0

Current account (% of GDP) -6.3 -7.2 -6.2 -6.8

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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(AGOA) trade preferences, industry’s share of GDP increased 
from 34.8% in 2011 to 36.9% in 2016, driven by expansion in 
manufacturing (17.4% of GDP). Manufacturing, specifically the 
textile, apparel and footwear industry, remains Lesotho’s largest 
formal private sector employer. It provides employment to over 
46 500 workers, and its activities have multiplier effects on small 
scale packaging, road freight transport, and water, electrical, 
and telecommunications services. Wages in the manufacturing 
sector are estimated to be over USD 50 million annually, under-
lining its importance to the economy.

Although it is the largest employer, agriculture’s contribution to 
GDP remained small at less than 6%. Agriculture has contin-
ued to be impeded by unfavourable weather conditions, crop 
and animal diseases, and lack of inputs. It remains important to 
strengthen the link between higher value services and industry 
while orienting agriculture towards higher value jobs.

In view of the foregoing, measures that enhance the quality of 
services (including the removal of impediments to information, 
communications and technology) are likely to contribute to eco-
nomic growth. Given agriculture’s role in the provision of wage 
goods (basic foods) for private consumption, and its support to 
wage goods’ industries, it remains a priority to provide agricul-
ture with the infrastructure it needs. It is also critical to address 
domestic credit constraints, which have forced many firms, 

including many in manufacturing, to use their internally gener-
ated capital to fund investment.

MACROECONOMIC POLICY

Fiscal policy 
The Government’s fiscal stance is expected to become less 
expansionary in 2018. The fiscal balance is projected to register 
a deficit of 4.2% of GDP in 2018, down from an estimated deficit 
of 5.3% in 2017. To prevent the fiscal deficit from worsening in 
2018, it is proposed to increase revenue by reducing spending 
and raising rates on value added tax, income tax, and corpora-
tion taxes. Notwithstanding these measures, the economy will 
continue to confront structural challenges. It is over-dependent 
on revenues from the Southern African Customs Union (SACU), 
and has high recurrent expenditures, dominated by wage and 
salary payments. SACU revenues. which traditionally financed 
close to 42% of the national budget (equivalent to 20% of 
GDP), are estimated to have raised less than 15% of GDP in 
2018, which forced the Government to make difficult decisions 
on spending and introduce innovative measures to enhance 
domestic revenue. Compensation of employees (largely wages 
and salaries) absorbed on average 17% of GDP in 2014-2016, 
a proportion that is among the highest in the world. The Gov-
ernment is committed to reducing its wage bill by eliminating 

TABLE 2. GDP by sector (percentage of GDP)

2011 2016

Agriculture, forestry, fishing and hunting
of which fishing

5.7

0.0

5.8

0.1

Mining and quarrying 
of which oil

9.1

–

9.2

–

Manufacturing 13.3 17.4

Electricity, gas and water 6.0 5.5

Construction 6.4 4.8

Wholesale and retail trade; repair of vehicles; household goods; restaurants and hotels
of which restaurants and hotels

13.4

1.7

12.7

1.1

Transport, storage and communication 6.1 6.1

Finance, real estate and business services 13.6 14.4

Public administration and defence, security 13.1 11.9

Other services 13.4 12.3

Gross domestic product at basic prices / factor cost 100.0 100.0

Source. Data from domestic authorities.
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ghost workers, freezing new positions, and hiring only for critical 
posts. Donor disbursements (both grants and loans) to finance 
the capital budget also fell in 2017 (compared to 2016), in part 
reflecting the economy’s structural inability to absorb resources. 

Notwithstanding budgetary constraints, allocations to social 
sectors in the 2018/19 budget increased by 1.4%. In particu-
lar, health, education, and social services benefited. Alloca-
tions rose to education and training (by 13.2%), health and 
social welfare (15.7%), water (5%), public works and transport 
(5.6%), finance and development planning (12.9%), and energy 
and meteorology (1.3%). In the face of dwindling international 
reserves, the Government’s ability to finance the deficit by 
drawing down Government deposits remains limited. Interna-
tional reserves are required to sustain parity between the Leso-
tho loti (LSL) and South African rand. In this respect, domestic 
financing of the deficit through sale of securities (largely bonds) 
remains prominent and underlines the urgent need to develop 
and deepen domestic financial markets. 

Monetary policy 
Being a member of the Common Monetary Area (CMA), Leso-
tho is required to harmonize its monetary and exchange rate 
policies with those of the South African Reserve Bank (SARB). 
The loti is pegged to the South African rand, a floating cur-
rency that is also legal tender in Lesotho. To defend the loti/
rand peg, the Government of Lesotho has managed to hold 
adequate levels of international reserves, usually an average of 
5-6 months of imports. However, since 2016 the country’s inter-
national reserves have fallen to 4.2 months of import cover and 
they are expected to fall further to below 3.5 months in the next 

three years. This decline is a cause for concern becauses in 
the medium term it puts loti and rand parity at risk. The Central 
Bank of Lesotho (CBL) uses the Repo rate as its main instru-
ment of monetary policy, although the rate has been closely 
aligned to South Africa’s Repo rate to prevent volatile capital 
flows. However, in December 2015, the CBL introduced a bank 
rate, which was meant to serve as a reference rate and an 
anchor to other domestic interest rates. The policy rate assists 
the Central Bank to attain its ultimate objective of price stability. 
It complements other monetary instruments, namely, treasury 
bills and the required reserve ratio. However, owing largely to 
private sector credit expansion, money supply broadly defined 
increased in 2017 and a further increase is expected in 2018. 

Annual inflation was below 6% in 2013-2015, declining from 
5.1% in 2013 to 4.3% in 2015. However, inflation rose sharply to 
6.4% in 2016 and 6.6% in 2017, owing to the effects of El Nino 
weather conditions, lower agricultural production, and a rise in 
food prices. The outlook is positive: the inflation rate is projected 
to drop to below 6.3% in 2018, following a fall in the cost of 
food. Real interest rates averaged 3.6% during 2013-2016, but 
the interest spread was high (8.4%), reflecting structural lack of 
competition in the banking sector. 

Economic co-operation, regional integration  
and trade 
In 2017, Lesotho’s current account was estimated at 7.2% of 
GDP; it is projected to be 6.2% in 2018. In 2017, the current 
account was largely supported by increases in primary income, 
and secondary income including SACU. The growth in pri-
mary incomes in part reflected rising remittances from Basotho 

TABLE 3. Public finances (percentage of GDP)

2000/09 2013/14 2014/15 2015/16 2016/17(e) 2017/18(p) 2018/19(p)

Total revenue and grants (a)
Tax revenue

Grants

62.8

53.6

3.4

52.3

44.1

4.1

49.8

43.8

1.7

47.2

40.0

2.9

40.9

32.6

2.5

37.8

30.6

2.3

38.0

30.8

2.3

Total expenditure and net lending (a)
Current expenditure

Excluding interest

Wages and salaries

Interest 

Capital expenditure

45.1

38.0

37.1

14.8

0.9

7.1

54.0

41.0

40.3

18.1

0.7

13.0

49.5

39.5

38.9

17.0

0.6

10.0

48.2

37.1

36.3

16.7

0.8

11.1

47.3

37.6

36.9

16.9

0.7

9.7

43.0

33.9

33.1

14.7

0.8

9.1

42.0

33.1

32.2

14.4

0.9

9.0

Primary balance 18.6 -1.0 0.9 -0.2 -5.6 -4.4 -3.2

Overall balance 17.7 -1.7 0.3 -1.0 -6.3 -5.3 -4.0

(a) Only major items are reported.

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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workers resident in South Africa, as well as investment earnings 
largely in South Africa.2 In 2018, the current account is expected 
to be financed mainly by a drawdown on foreign reserves, which 
will further constrain the country’s ability to respond to external 
shocks. Gross international reserves are projected to drop to 
below three months of import cover (compared to 3.4 months 
of import cover in 2017 and 4.2 months in 2016). In terms of 
trade destinations, Lesotho’s imports and exports are both 
heavily concentrated on South Africa, which makes the country 
susceptible to external shocks from that country. Imports from 
South Africa account for 84.1% of all imports while Lesotho’s 
main export trading partners are South Africa (56.4%) and the 
United States (35.4%), underlining the role of AGOA. Together, 
these two markets account for 91.8% of all exports. 

Lesotho is a member of SACU, the CMA and the Southern Afri-
can Development Community (SADC). As a member of SADC, 
Lesotho’s regional activities are guided by SADC’s regional 
indicative development plan, which aims to deepen integration, 
accelerate poverty eradication, and attain other economic and 
development goals. Lesotho is also part of two continental ini-
tiatives: the New Partnership for Africa’s Development (NEPAD) 
and the African Union. In addition, Lesotho participates in tri-
partite co-operation between SADC, the East African Commu-
nity (EAC), and the Common Market for Eastern and Southern 
Africa (COMESA). Lesotho has benefited from the sale of water 
to South Africa under the transboundary LHWP I. Advance 
activities for Phase II of LHWP are set to commence in 2018. 
Additionally, Lesotho has benefited from a customs moderni-
zation programme supported by South Africa which seeks to 
facilitate regional trade and reduce the time that goods are held  
up at borders. 

2. Net primary income refers to receipts and payments of employee compensation paid to nonresident workers, and investment income (receipts and payments on 
direct investment, portfolio investment, other investments, and receipts on reserve assets). 

Debt policy 
Lesotho’s total public debt increased to 41.3% of GDP in 2015, 
but has dropped below 36% since 2016. The country’s exter-
nal debt indicators remain within sustainability thresholds in the 
medium term, and in 2017 Lesotho was classified as a country 
at low risk of debt distress. External debt accounts for more 
than 84% of Lesotho’s public debt and consequently trends in 
public debt largely mirror trends in external debt. A small pro-
portion (16%) is composed of public domestic debt. Domes-
tic public debt largely comprises treasury bills and treasury 
bonds (4.6% of GDP). Treasury bills and bonds, however, have 
been used to finance fiscal deficits and capital market devel-
opment. Domestic debt is 54% of short term debt and 46% 
of long term debt. Over 90% of domestic debt is held by com-
mercial banks, which risks crowding out private sector financ-
ing. The lower public debt ratios observed in 2016-2017 can 
mainly be attributed to the effects of rebasing GDP. The joint 
IMF/World Bank Debt Sustainability Analysis (DSA) undertaken 
in 2017 concluded that Lesotho‘s risk of external debt distress 
is low, an improvement on the moderate risk that was reported 
in previous assessments. The fall in risk is largely due to the 
GDP rebasing mentioned above, GDP growth, and revisions 
to the new borrowing requirements which exclude borrowing 
requirements associated with phase II of the LHWP. In terms of 
debt dynamics, all external debt sustainability indicators remain 
below corresponding thresholds in the baseline scenario. How-
ever, Lesotho’s external debt is highly susceptible to exchange 
rate depreciation or a decline in export revenue. Either would 
pose a risk to the country’s debt sustainability. 

TABLE 4. Current account (percentage of GDP)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Trade balance
Export of goods (f.o.b)

Import of goods (f.o.b)

-42.7

34.9

77.6

-37.8

34.6

72.3

-34.5

42.4

76.9

-32.8

40.8

73.6

-34.9

38.9

73.8

-30.0

37.7

67.7

-27.5

36.7

64.2

Services -18.4 -12.4 -11.5 -11.0 -10.4 -12.6 -13.3

Factor income 27.5 12.7 13.4 13.5 13.8 14.2 13.5

Current transfers 35.0 32.3 27.8 24.0 24.2 22.3 20.5

Current account balance 1.5 -5.2 -4.8 -6.3 -7.2 -6.2 -6.8

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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ECONOMIC AND POLITICAL 
GOVERNANCE

Private sector 
Lesotho’s private sector remains small. It contributes only 
about 20% to the country’s GDP but is gradually expanding as 
a result of the Government’s private sector development initia-
tives. These include reform of the financial sector reflected in the 
Financial Sector Development Strategy (FSDS), 2010 implemen-
tation of the land act, and Government strategic investments. 
Under the new private sector growth model and the World 
Bank’s country partnership framework (CPF), Lesotho seeks 
to improve the efficiency and effectiveness of the public sector 
and promote high quality job creation in the private sector. To 
achieve these goals, the country’s reform programme needs to 
be implemented actively. In sectors where legal and regulatory 
reforms have been effected, private sector participation has 
increased. An example is provided by the telecommunications 
sub-sector. After the State-owned utility was privatized and an 
autonomous regulatory body established with statutory powers 
to regulate the industry, a private consortium entered the market 
and energized Lesotho’s mobile money business. The private 
sector has also benefited from increased Internet coverage after 
the construction of 3G and 4G sites. Private sector participation 
has also grown in the electricity, water and transportation sec-
tors, albeit slowly because reform has lagged. Lesotho ranked 
100 out 190 countries in the 2017 World Bank Ease of Doing 
Business Report with an overall score of 60.4 (maximum 100). 
Key issues that were identified related to ‘dealing with construc-
tion permits’, ‘getting electricity’, ‘starting a business’ and ‘reg-
istering property’. In the World Economic Forum’s 2017 Global 
Competitiveness Report, Lesotho was ranked 131 out of 137 
countries. Its overall score of 3.2 (maximum 7) was the lowest 
since 2013. The main weaknesses identified were in ‘financial 
market development’, ‘market size’, ‘technological readiness’, 
and ‘infrastructure’. The authorities are committed to promot-
ing private investment and attracting FDI. The policy instrument 
guiding FDI is the updated Companies Act of 2011, supported 
by sector-specific legislation that covers mining, tourism, and 
the industrial sector (with a focus on textile manufacturing). The 
agricultural sector has been subject to some structural reforms. 
These have removed price subsidies and import controls on 
maize and wheat, allowing markets to determine price. 

Financial sector 
Lesotho’s banking system is well capitalized, liquid and profit-
able. However, access to credit remains a key constraint. The 
country’s financial sector is dominated by four commercial 

3. The Basel Anti-Money Laundering (AML) Index has been published by the Basel Institute on Governance since 2012. To date, the Index remains the only index 
issued by an independent, not-for-profit organisation that ranks countries by risk in relation to money laundering and terrorist financing. AML 2017 covers 126 countries.

banks (three of which are subsidiaries of South African Banks) 
that have a total asset base of 47.3% of GDP. The three South 
African subsidiaries control 90% of the assets and deposits; the 
remainder are held by Lesotho Post Bank, which is Government 
owned and primarily serves rural areas. 

According to the 2016 World Bank Enterprise Survey, access to 
credit is one of the main constraints to private sector expansion 
in Lesotho. High risk premiums also constrain credit and reduce 
household financial inclusion. Despite the proliferation of mobile 
telephones, banking services, and use of mobile money, gaps in 
banking infrastructure continue to hinder public access to finan-
cial services. There are relatively few branches and automatic 
teller machines (ATMs); between 2013 and 2017, the banking 
infrastructure expanded its services by just two branches and 
39 ATMs. This problem also has a spatial dimension: 36% of 
urban dwellers possess a bank account compared to just 20% 
of rural people. Only 8% of the poorest 40% of the population 
have access to bank accounts, only 24% of households live 
within 30 minutes of an ATM, and 55% of the population must 
travel for an hour to reach the nearest bank. 

It will be critical to reduce credit constraints, while accelerating 
the implementation of Lesotho’s 2014 financial sector devel-
opment strategy and enhancing the authorities’ capacity to 
supervise the banks and coordinate cross border supervision. 
Additionally, the authorities should be able to reduce the risk 
premium and expand access to domestic credit by broaden-
ing use of the new credit reference bureau, strengthening com-
mercial courts, and establishing a collateral registry. These 
measures complement efforts to develop the private sector 
and should improve the inclusiveness of the financial sector. 
With respect to money laundering, according to the Basel Anti-
Money Laundering (AML) index, Lesotho is among the 24 coun-
tries most at risk, with a score of 7.15.3 This underlines the need 
to accelerate structural reform to combat corruption, increase 
transparency, observe financial standards and transparency, 
observe the AML-Basel framework, and strengthen political 
rights and the rule of law. 

Public sector management, institutions  
and reforms 
The implementation of reforms to improve public sector man-
agement, including the management of key accountability insti-
tutions, has been slow. This was confirmed by the latest Public 
Expenditure and Financial Accountability Assessment (PEFA), 
completed in 2016. The African Development Bank’s Fiduciary 
Risk Assessment conducted in 2017 concurred with the PEFA 
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report in concluding that Lesotho’s overall fiduciary risk remains 
substantial because reform of public financial management 
has lagged behind expectations. Particular concerns raised 
included expenditure deviations from the budget approved by 
Parliament, non-transparent and partial budget information that 
made it hard to track expenditure, failure (for lack of tools) to 
implement policy-based multi-year budgeting, and deficient 
controls over procurement and tendering. 

Despite the slow progress, improvements can be reported. 
The include installation of an integrated financial management 
information system (IFMIS) and elimination of a backlog of Gov-
ernment audits. Underlying these efforts is the Government’s 
commitment to public financial management (PFM) reform in 
support of long-term sustainable development. The PFM reform 
agenda runs concurrently with and promotes the goals of the 
National Strategic Development Plan (NSDP) and Vision 2020. 
Among the programmes being implemented are audits of the 
electronic funds transfer (EFT) and ICT systems. However, chal-
lenges remain, such as the need for a coherent ICT function in 
the Ministry of Finance. 

Sound local Government is critical for the country’s develop-
ment. To enable the Ministry of Finance to strengthen its policy 
stance on fiscal decentralisation, the Minister of Local Govern-
ment and Chieftainship affairs has been tasked to draw up a plan 
to implement a new decentralisation policy, devolving power 
from central Government. The monitoring and evaluation of 
State-owned enterprises (SOEs) is progressing, and it is planned 
to assess their performance against their strategic objectives 
and the Government’s fiscal exposure to contingent liabilities.

Natural resource management  
and the environment
Climate change and natural resource management are critical 
to increasing productivity in all sectors, and also to the gen-
eral well-being of Lesotho’s people. In the last three years 
(2015-2017), Lesotho, along with the rest of the Southern 
Africa region, experienced a drought induced by El Niño that 
had a massive adverse impact on crop production and food 
security. The country’s heavy reliance on wood and biomass, 
poor agricultural practices, livestock overgrazing, and poor land 
management practices have caused sediment to obstruct river 
ecosystems, and exacerbated air and water pollution. Leso-
tho remains susceptible to climate change and environmental 
hazards such as floods and droughts. In 2016, for instance, 
a vulnerability assessment report estimated that, to meet the 
country’s humanitarian crisis, 50 799 metric tonnes of food (or 
aid to the value of nearly USD 33 million) would be required. 

To sustainably deal with climate change issues, the authori-
ties have developed a database covering the entire territory of 
Lesotho using multi-spectral image fusion. The Government 
has also developed a number of complementary projects that 
focus on the environment, natural resource management and 
climate change adaptation. One, a data project, brings users 
and generators of spatial data on one platform to facilitate 
analysis of land cover. This has made possible the generation 
of land cover maps that provide baseline data for sustainable 
land and broader natural resource management interventions. 
Lesotho has adopted natural resource and sustainable land 
management practices through several sector-specific policies. 
Initiatives in the energy sector, for example, focus on increasing 
energy access in remote areas by developing off-grid energy 
and energy trading centres led by the private sector.

Political context 
Lesotho’s general elections since 2012 have been considered 
free and fair, although the political situation has proved chal-
lenging. Between 2012 and 2017, the country had three coalition 
Governments. The May 2012 elections were hailed as one of the 
best organized since democracy returned in 1993. The results 
were not disputed and for the first time there was no outright 
winner. This led to the formation of a first coalition Government, 
led by the Prime Minister and leader of the All Basotho Conven-
tion (ABC). The coalition allied the ABC with the Lesotho Demo-
cratic Congress (LDC), and four other parties. On 19 June 2014, 
after political disagreements in the coalition threatened to trigger 
a vote of no confidence, the Prime Minister suspended Parlia-
ment, a decision sanctioned by King Letsie III, and subsequently 
fled to South Africa following what was described by some as 
an attempted coup on 30 August. The Deputy Prime Minister 
and leader of the LDC then assumed responsibility for the Gov-
ernment. After negotiations brokered by SADC to resolve the 
political impasse, new elections were held in February 2015, 
which returned P. Mosisile as leader of the second coalition 
Government. Within two years, this coalition too experienced 
political and security challenges that culminated in a successful 
vote of no confidence in the Prime Minister. A third general elec-
tion took place in June 2017, which produced no overall majority 
and a new coalition Government was formed. Political disagree-
ments in the coalition remain a key threat to the country’s overall 
stability. A SADC contingent was deployed in September 2017 
to help stabilize security. In February 2018, the African Union 
and SADC jointly assessed its impact and found that, despite 
logistical challenges, it has acted as a stabilizing influence. The 
security situation has been relatively calm and working rela-
tions between the various security agencies have improved. 
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SOCIAL CONTEXT AND  
HUMAN DEVELOPMENT

Building human resources 
Lesotho’s score on the UNDP’s Human Development Index 
(HDI) in 2016 was comparatively low (0.495), placing it 160 of 
188 countries. While Lesotho’s overall score matched the aver-
age of the low HDI group, it was below the average (0.523) for 
Sub-Saharan Africa (SSA). Lesotho’s HDI improved annually 
by 0.04% on average between 1990 and 2016, which is con-
sidered slow compared to the average annual improvement of 
the low HDI group (1.4%). The country’s HDI is highly sensitive 
to widening inequality. When the HDI index is adjusted for ine-
quality, it drops sharply from 0.495 to 0.339, a fall of 31.9%. 
Other factors underlying the HDI include life expectancy at birth, 
which decreased by 9.3 years between 1990 and 2016 at a time 
when mean years of schooling and expected years of school-
ing increased by 1.7 and 1.1 years. Between 1990 and 2016, 
the mean number of years of schooling rose progressively from 
4.4 to 6.1; similar progress was recorded for expected years of 
schooling to 2012 (minimum 9.6; maximum 11.1), but there was 
then a decline, to 10.7 expected years of schooling in 2016.

Lesotho’s poor life expectancy at birth largely reflects the impact 
of high HIV/AIDS prevalence (23%) and other health challenges. 
Progress on the education components of HDI is mainly due 
to an improved education policy, which is underpinned by 
participatory approaches, service delivery, and good govern-
ance. Education has equally benefited from the gender and 
universal primary education policies implemented since 2005. 
Other positive interventions include the introduction of a school 
meals programme. The Government provides school meals to 
two-thirds of the schools in the country, while the World Food 
Programme (WFP) covers the remaining one-third; WFP’s pro-
gramme focuses exclusively on children living in remote moun-
tainous regions. Despite these interventions, there is concern 
that the authorities have focused on increasing school enrol-
ment but neglected the quality of schooling. This concern, and 
the country’s skills mismatch, are being addressed by a review 
of the school curriculum, raising expenditure on school materi-
als, and engaging employers in curriculum planning. In 2018/19 
the Government spent over 13.5% of its budget on education 
and training.

Poverty reduction, social protection and labour 
Poverty and income inequality in Lesotho remain closely linked, 
and both particularly affect the rural population. The percent-
age of the population falling below the national poverty line has 
increased slightly over time, from 28.9% in 2002 to 29.5% in 

4. Like the Gini coefficient for wealth distribution, the Gini coeffient for edcation is computed using the Education Lorenz Curve approach, with the cumulative percent-
age of schooling ears on the vertical axis and the cumulative percentage of the population on the horizontal axis.

2016. Over the same period, the share of the rural population 
living below the national poverty line increased from 60.5% in 
2004 to 61.2% in 2016. By contrast, urban poverty declined 
from 41.5% in 2004 to 39.6% in 2016. These figures confirm 
that the poor are less able to participate in opportunities created 
by economic growth, constraining their income growth. Poverty 
has been compounded by drought and climate change, and by 
other factors including food insecurity, malnutrition, unemploy-
ment, HIV/AIDS, and the loss of jobs by Basotho returning from 
South African mines.

Despite rising per capita incomes in recent decades, and the 
subsequent classification of Lesotho as a lower middle income 
country, growing inequality remains a pressing issue for the 
country. There are increasing concerns that the benefits of 
Lesotho’s growth have not been equally shared. High and 
increasing inequality in wealth distribution is evident from the 
Gini coefficient (0.515 in 2002, 0.542 in 2016, where 0 equals 
perfect equality and 1 equals perfect inequality). Persistent and 
growing inequalities are evident in access to education, health, 
water and sanitation, electricity, and financial services. The Gini 
coefficient for education stood at 0.3804 (2016), again showing 
that education is not equitably available to all the population, 
skewing access to opportunities and earnings. Access to other 
services is also biased in favour of urban areas, to the disad-
vantage of rural areas in which over 60% of the population live. 
With respect to water and sanitation, over 37.3% of the urban 
population had access to improved sanitation facilities in 2016 
compared to 27.6% of rural people. 46.9% of the urban popu-
lation had access to electricity, compared to just 10.2% of rural 
people. As noted earlier, urban households also have better 
access to financial services. 

To address poverty and inequality, Lesotho has established a 
large social protection programme, designed to increase the 
resilience of children, the disabled and the very poor. The share 
of social transfers (including student grants) as a proportion of 
GDP remained at 5% (13.4% of the budget) in 2017, reflecting 
the importance the authorities attach to supporting margin-
alized groups. The allocation and delivery of social protection 
assistance is guided the National Information System for Social 
Assistance (NISSA).

Rising youth unemployment remains a major problem that 
threatens to undermine past gains. Youth unemployment (age 
15-24) stood at 40% in 2016. Increasing youth unemployment is 
largely the effect of two mutually reinforcing factors: the coun-
try’s large youth population, and poor demand for employment. 
In particular, because supply outstrips demand in the labour 
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market, left a significant percentage of young adults are unem-
ployed. Addressing this challenge will require the Government to 
reinvigorate sectors that absorb high amounts of labour, includ-
ing agriculture, which is currently in steady decline. The high 
growth but capital intensive extractive mining sector can gener-
ate resources that could be used to raise skills and invest in infra-
structure to support overall growth. With growth, sectors that 
are less capital intensive could offer work to more young adults.

Gender equality 
Lesotho has made significant progress towards reducing 
gender inequality in the last decade. The gender inequal-
ity gap closed at a rate of 0.3% annually between 2005 and 
2015. Lesotho remains a low gender gap country; the World 
Economic Forum’s Global Competitiveness Report for 2017 
ranked Lesotho 73 (out of 144 countries) with a score of 0.695 
(maximum 1). It is one of two countries in Sub-Saharan Africa 
to have fully closed gender gaps in educational attainment. The 
proportion of seats held by women in Parliament had increased 
from 11.7% in 2000 to 23% in 2017. With respect to HDI criteria, 
women are doing better than men in terms of life expectancy at 
birth, mean years of schooling and expected years of schooling, 
but not GDP per capita. This is largely explained by the fact that 
fewer women are active in the labour force (59.2% compared to 
73.9% of men). The challenge facing Lesotho is to address the 
lower enrolment rates of boys compared to girls in secondary 
and tertiary education. More boys than girls drop out of school, 
mainly because they outmigrate to South Africa in search of 
better wage earning opportunities and are expected to do 
household chores (looking after cattle). About 300 000 children 
drop out of school; the primary school dropout rate is about 
32.6% and mainly affects boys. These concerns are addressed 
in the 2015-2025 gender and development policy strategy. 

THEMATIC ANALYSIS: 
INFRASTRUCTURE FINANCING 

Overview of current infrastructure 
Despite improvements in the last decade, Lesotho’s infrastruc-
ture (transportation and electricity generation) remains the least 
developed in the SACU region. Infrastructure improvement has 
been insufficient to compensate for its deterioration. The quality 
of the overall infrastructure, and its components (paved roads, 
airports, electricity supply) remains low compared to other 
countries in SACU.5 The quality of infrastructure has a direct 
effect on investment, on the efficiency of productive sectors, 
and on social development (in terms of easy access to health 
and education services). Infrastructure development, and road 

5. 2017 Global Competitiveness Report and Lesotho country diagnostic study conducted by AfDB staff in 2017. The study compared Lesotho with three other SACU 
contries: Namibia, Botswana and South Africa.

transport in particular, plays a critical role in reducing input 
costs by connecting supply chain networks to production cen-
tres and distribution hubs inside and outside the country. Infra-
structure in Lesotho has shrunk, and its contribution to GDP 
has dropped since 2014, from 14.4% to 12.9% of GDP in 2016. 
The quality of Lesotho’s overall infrastructure is ranked 120 out 
of 138 countries. In terms of overall infrastructure, the 2017-2018 
Global Competitiveness Report gave Lesotho’s the lowest over-
all score in the SACU region (2.7, maximum 7). For the quality 
of road transport infrastructure, it scored 1.1 (ranked 137 of 137 
countries), for the quality of electricity 2.9 (117), and for fixed 
telephone lines 1.9 (110).

Finance landscape
Lesotho’s Vision 2020 and the interim national strategic devel-
opment plan recognize the multiplier effects of infrastructure 
financing. The country’s competitiveness depends on good 
quality infrastructure, which can play a crucial role in stimulat-
ing growth in agriculture, manufacturing, tourism and mining. 
The combined capital budget for 2018/19 for public works and 
transport, communications, science and technology, and water 
affairs is 1 905.4 million rand, which is equivalent to 32.3% of 
the total capital budget (4.78% of GDP). As a percentage of the 
total capital budget, the projected budget allocations for the 
aforesaid infrastructure areas have experienced a decline of 
5.3% compared to 2017/18. The total capital budget amounted 
to 14.8% of GDP in 2018/19 and 2017/18, which unfavoura-
bly compares with 15.3% of GDP in 2016/17. The share of the 
capital budget is projected to drop further to 14.6% of GDP 
in 2019/20. In terms of sources of capital financing, the bulk 
(62.4%) derives from the Government and the rest from external, 
largely multilateral development institutions. Projecting forward, 
external financing is expected to decline, putting further strain 
on Government finances. 

Challenges
Infrastructure investment financing is a critical challenge for 
the country, given the strain on Government resources. Inad-
equate and poor quality infrastructure, remain key constraints 
on economic growth. Lesotho obtains energy from electricity, 
solar, wind, and biomass. Electricity generation is estimated 
at 72 MW, far lower than the country’s total net electric-
ity consumption. The deficit is met by ESKOM under a 2009 
agreement with South Africa. In terms of structure, Lesotho’s 
electricity industry is dominated by two State-owned entities: 
the Lesotho Electricity Company and the Lesotho Highland 
Development Authority. Lesotho has the potential to gener-
ate 450 MW from hydropower and could also generate wind 
energy in excess of 100 MW. Lesotho’s energy use, however, is 
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characterized by heavy dependence on biomass fuels to meet 
the growing energy demands of the rural population. Approved 
electricity tariffs range from Loti 0.24/kWh for industrial use 
to 1.51/kWh for general purpose use (considered too high for 
households). Over 35% of the population is connected to the 
main grid. However, access is imbalanced, since 46.9% of the 
urban population, but just 10.2% of the rural population, have 
access to electricity. The overall quality of electricity infrastruc-
ture is ranked as poor. 

Lesotho’s transport infrastructure plays an important role in 
connecting production areas and markets and facilitating trade 
with other countries. Despite this, the transport sector remains 
small, at below 4% of GDP, and its quality is rated poor. The 
country’s has 7 438 km of roads, of which an estimated 16.4% 
are paved; 50.1% are gravel roads, the rest are earth. Key issues 
in the sector include the inadequate and poor quality of road 
transport which particularly affects the access of remoter areas 
to urban markets; and inadequate competition in the transport 
sector, due to over regulation which largely protects Govern-
ment interests in the sector. 

Lesotho has one international airport and 24 airstrips, of which 
16 are operational. It has no national airline and relies on Air-
link which is operated by South African Airways. Lesotho’s air 
infrastructure (in terms of available airline seat kilometres) is 
ranked 135 out of 137 countries by (World Economic Forum’s 
2017 Global Competitiveness Report). Rail transport infrastruc-
ture is limited to 2.5 km of railway between Maseru station and 
the border at Maseru bridge. Although the railway is owned by 
the Government, it is leased, operated and maintained by the 
South African Railway Company. Water transport is operated by 
both private and public companies and includes 39 inland river 
crossings. An estimated 44 Government-operated ferry boats 
serve these crossings which are located in mountainous areas. 

ICT has played some role in supporting growth but Lesotho suf-
fers from many ICT internet infrastructure gaps relative to SACU 
comparators. In terms of the quantity and quality of ICT skills, 
the level of training, and the education and skills of tomorrow’s 
workforce, Lesotho lags behind other SACU countries. The low 
speeds and high cost of the country’s ICT infrastructure con-
tinue to constrain access and growth. 


