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EXECUTIVE SUMMARY
The paper proposes a new Country Strategy Paper (CSP) for the Kingdom of Lesotho for
the period 2013-2017. The new CSP is aligned with the Government’s development agenda and
the African Development Bank’s new Long Term Strategy (LTS) 2013-2022. Following
extensive consultations with the Government and various stakeholders, the CSP will guide the
Bank’s support to implementation of the priorities articulated in the Government’s National
Strategic Development Plan (NSDP) 2012/13-2016/17. The CSP focuses on the catalytic role the
Bank can play to support the country in realizing its development goals.
Lesotho is one of the smallest countries in Africa in terms of both geographical size and
population. It covers an area of around 30,355 square kilometers with a population estimated at
2.2 million. The country has a unique geographical location; it is entirely surrounded by South
Africa. The Government has limited discretion on key policy issues because of its membership
of the rand Common Monetary Area (CMA) and the Southern African Customs Union (SACU).
The country is heavily dependent on South Africa for its imports and the United States for its
textile exports. Lesotho’s economic growth has slowed down, reflecting mainly the lingering
impact of the global economic crisis. The crisis exposed Lesotho’s vulnerabilities and points to
the need to accelerate progress in laying the foundations for economic competitiveness and
export diversification, and promoting rapid and broad based growth to reduce poverty.
The new CSP coincides with the launching of the NSDP, which places renewed emphasis on
addressing the challenges of promoting high, sustained and inclusive growth to reduce
poverty and achieve the Millennium Development Goals (MDGs). The Government has set
the objective of creating 50,000 new jobs by the end of the NSDP period in 2016/17. To achieve
the employment target, the Government intends to increase private sector participation by
significantly reducing barriers to private investment and private sector development.
The NSDP is an ambitious development plan that will require massive human and financial
resources. Achieving the goals and targets of the NSDP will be a huge task considering the
challenges facing the country and particularly in light of the dimmed prospects still facing the
global economy and its weak institutional capacity. The multiplicity of needs and the limited
resources call for action on several fronts, including strengthening the Government’s institutional
capacity and resource mobilization, but also for prioritization. Based on the assessment of
Lesotho’s development challenges, its strategic priorities and the Bank’s comparative
advantage, the new CSP will support the country’s development agenda by focusing on two
pillars: (i) infrastructure development (aimed at creating pre-conditions for private sector
development); and, (ii) institutional capacity building (aimed at improving governance and
accountability). The core operating priorities of the ADB’s new LTS anchor the key pillars of the
CSP, which are aligned to the key pillars of the NSDP.
The opening of the Bank’s Southern Africa Resource Center (SARC) in January 2012 has
led to improved partner coordination, and this will continue to be emphasized during the
CSP period. The SARC’s close proximity to Lesotho will ensure closer collaboration between
the Bank and the Government during the CSP period.
The Boards of Directors are invited to consider and approve the proposed CSP for the
Kingdom of Lesotho for the period 2013-2017.
i

I.

INTRODUCTION

1.
This paper proposes a new country strategy for the Kingdom of Lesotho covering
the period 2013-2017. The CSP is proposed for the Board of Directors’ approval after the
conclusion of the 2008-2012 strategy (ADB/BD/WP/2008/184-ADF/BD/WD/2008/140). The
previous strategy focused on improving governance, and expanding infrastructure and human
resource development with an emphasis on technical and vocational education and training. The
new CSP, which has been prepared following extensive consultations with the Government and
various stakeholders, has been aligned with the Government’s development agenda and is
anchored by the core operating priorities of the Bank’s new LTS 2013-2022.
2.
The CSP will guide the Bank’s support for the implementation of the country’s
priorities as articulated in the Government’s NSDP 2012/13-2016/17. The NSDP emphasizes
the promotion of sustainable and inclusive growth to reduce poverty and inequality and achieve
the MDGs. Achieving sustainable and inclusive growth has been a challenge in recent years
owing to the lingering adverse impact of the global economic downturn on the Lesotho
economy. Sharp reductions in revenue from the SACU have also given greater impetus to efforts
aimed at diversifying the economy. Together these elements call for the Bank’s continued
support of Lesotho’s development objectives to enable the country achieve high, inclusive and
sustainable growth.
II.

COUNTRY CONTEXT AND PROSPECTS

2.1

Political Context

3.
Lesotho is a constitutional monarchy, with the King as the head of state, and is
governed by a senate and a national assembly. Executive powers are vested in an elected
prime minister. Lesotho political landscape has been dominated by two major parties; the
Basotho National Party (BNP), which ruled the country from 1966 until 1986; and the
Basutoland Congress Party (BCP), which governed the country from 1993 until a breakaway
faction, the Lesotho Congress for Democracy (LCD), won the 1998 elections. A few months
before the May 2012 general elections, the then prime minister broke away from the LCD to
form the Democratic Congress.
4.
Five parties - the All Basotho Convention, the LCD, the BNP, and two other
smaller parties - formed a coalition Government following the May 2012 general elections.
The change of Government has not led to changes in economic policy. The new Government has
embraced the NSDP and key economic policies are unlikely to change. Monetary policy will
continue to follow South Africa due to Lesotho’s membership of the Common Monetary Area
(CMA) and the consequent peg of the Lesotho loti to the South African rand. In addition,
external trade policy will still be influenced by SACU. However, the country has a history of
shifting alliances in the political landscape. Thus, a key risk going forward is the extent to which
the coalition Government will remain united.
2.2

Economic Context

5.
Over the past three decades, the structure of Lesotho’s economy has changed
significantly. Agriculture, which is the backbone of the rural economy and the sector that
employs most of the poor, has been stagnant since the early 1990s due to unpredictable climatic
1

conditions, including erratic rains and persistent droughts. The contribution of agriculture to
gross domestic product (GDP) has been declining. It shrunk from 20 percent in 1983 to nearly 14
percent by 1999 and to 7 percent in 2011 (Figure 1). The poor performance of the agriculture
sector has compounded the country's already tenuous food security situation.
Figure 1. Sectoral Contribution to GDP
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Services
54,2

Manufacturi
ng
10,4

Mining &
Quarrying
0,1

Services
52,4

Manufacturi
ng
15,7

Agriculture
13,6

Mining &
Quarrying
4,5

Agriculture
7,1

Source: Central Bank of Lesotho

6.
Manufacturing, driven mainly by the textile and apparel industry, has been the
main engine of growth and job creation over the past decade. Its contribution to GDP rose
from 10.4 percent in 1999 to nearly 16 percent in 2011 (Figure 1). Rapid growth in textile and
apparel was boosted by the inclusion of Lesotho by the United States of America (USA) as a
beneficiary of the African Growth and Opportunity Act (AGOA) in 2000. However, the industry
has experienced some challenges in recent years due to increased competition from Asian
producers in the USA market following the cessation of quotas under the Multi Fibre
Arrangement. In addition, investors are still concerned about Lesotho’s continued duty free
access to the USA market under AGOA despite the recent extension of its expiration to 2015.
7.
Mining activities have increased from contributing only 0.1 percent of GDP in 1999 to
about 4.5 percent in 2011 (Figure 1). The rapid growth reflects the opening of new diamond
mines. However, mining’s capital-intensive nature and weak linkages with the other economic
sectors has limited its impact on job creation. Lesotho will therefore need to put in place stronger
policies and strategies for managing its available mineral resources and promoting value addition of
mining products in order to make growth more inclusive and increase the resilience of the country’s
medium-term growth prospects.
2.3

Recent Economic Developments

8.
Economic growth has been strong despite severe floods that set back agriculture
production and economic diversification. GDP growth averaged 4.8 percent during 2006-2008,
but slowed to 4.2 percent during 2009-2011, reflecting mainly the impact of the global economic
crisis on the Lesotho economy (Figure 2(a)). This translated into lower demand for Lesotho’s textile
exports to the USA. In addition, adverse climatic conditions, particularly the severe floods of 2010
and 2011 negatively affected GDP. Driven mainly by the mining and construction sectors, GDP
growth was projected to remain at 4.3 percent in 2012.

2

9.
Inflation was on a downward trend since 2008 but increased in 2011. Lesotho’s inflation
closely tracks that of South Africa (Figure 2(b)) because of the LSL’s peg to the ZAR and the strong
trade ties between the two countries. Driven by higher fuel prices and agricultural shortages
following months of floods, inflation accelerated to an average of 5 percent in 2011 from an average
of 3.3 percent in 2010. It reached 5.8 percent in September 2012. The authorities expect inflation to
remain within manageable levels in the medium term although the rising global food and fuel prices
could exert inflationary pressures in the immediate future.
10.
The fiscal position has weakened since 2009. The fiscal deficit widened to 10.5 percent
of GDP in 2011 from 5 percent in 2010 due to increased recurrent expenditure and the high costs
of rehabilitation of flood-damaged infrastructure (Figures 2(c) and 2(d)). A modest surplus was
expected in 2012 reflecting strong revenue performance (including windfall SACU revenues)
and efforts to contain spending. Greater fiscal consolidation efforts are needed through enhanced
tax collection and improved spending prioritization, while ongoing public financial management
(PFM) reforms need to be kept on track to ensure spending effectiveness. The country is rated
moderate risk of debt distress over the medium term. Total debt reached
39 percent of GDP at the end of 2011 (Figure 2(e)). Macroeconomic stability hinges on prudent
fiscal policies and efforts currently being pursued to further improve public debt management.
11.
Lesotho’s external position has deteriorated due to high commodity import prices
and a decline in SACU receipts. The current account deficit averaged over 15 percent of GDP
in 2010 and 2011 (Figure 2(f)), the highest deficit recorded since 2002, reflecting the impact of
weakened global demand for Lesotho’s exports as well as a drop in SACU revenue receipts.
Imports remained high due to increased reconstruction and emergency food imports necessitated
by the loss of crops caused by flooding. Lesotho’s gross reserves have continued to decline since
2009 and stood at three months of imports in June 2012. Lesotho will need to continue to
accumulate international reserves to reduce external vulnerability and to support the peg of the
LSL to the ZAR.
12.
Lesotho’s growth prospects for the medium term look promising, but there are
significant downward risks given global economic uncertainties. Moderate economic growth
is expected in 2013 due to the deteriorating prospects for the global economy. However, growth
is projected to improve in the medium term, reflecting the expansion of mining activities and the
implementation of major infrastructure projects (such as the Metolong Dam). Medium-term
growth prospects depend crucially on ongoing reforms to improve the business environment and
efforts to upgrade physical infrastructure to support sustained economic growth and
diversification. Inflation is expected to remain in the single digits, and external accounts should
improve with increased mining activity and the extension of the preferential USA market access
under AGOA. Over the medium term, macroeconomic stability hinges on prudent fiscal policies
and efforts being pursued to improve public debt management. Downside risks to this outlook
include lower SACU revenues relative to the pre-crisis period, weather related shocks, reduced
migrant remittances from mineworkers (due to reduced demand for migrant workers in South
Africa) and weak global demand for Lesotho’s exports, especially diamonds and textiles,
resulting from global economic uncertainties.
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Figure 2. Lesotho Selected Economic Indicators
b. Annual Inflation
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2.4

Governance

13.
Lesotho has been implementing key economic and financial governance reforms in
recent years. The country was ranked ninth out of 53 African countries (behind Botswana,
South Africa and Namibia among the SACU countries) in the 2012 Ibrahim Index of African
Governance (Figure 3). The report ranked Lesotho 8th in Safety and Rule of Law, 11th in
Participation and Human Rights and 12th in Sustainable Economic Opportunity. Lesotho,
however, performed poorly in Human Development (ranking 21).
Figure 3. 2012 Ibrahim Index of African Governance
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14.
Public Financial Management (PFM): Steady progress has been made in PFM reforms,
but challenges remain, including problems with the functionality of the Integrated Financial
Management Information System (IFMIS) (see Annex VIII). The Government rolled out the
IFMIS in April 2009 to improve accountability and transparency in PFM. It further enacted the
Public Financial Management and Accountability Act of 2011, which aims to improve the PFM
legal framework including the procurement system. Planning and transparency in budgeting has
improved through the adoption of the Medium Term Expenditure Framework (MTEF), Budget
Framework Papers and the Medium Term Fiscal Framework. Despite the progress, the draft
2012 Public Expenditure and Financial Accountability (PEFA) assessment of PFM reported that
long-standing weaknesses identified in the previous assessment, particularly those related to
budgeting, accounting, recording and auditing, have not been addressed. Human resource
capacity challenges, coupled with hardware and software complications, associated with IFMIS
continue to affect timely production of Government accounts. There is a three-year backlog in
the production of consolidated financial statements. The Bank and development partners will
continue working with the Government to address these challenges.
15.
Public Procurement: With the support of the development partners, the Government has
implemented reforms to strengthen the public procurement system. This has resulted in the
revision of the Procurement Legal and Regulatory Framework, the production of the
procurement manual, and the creation of the Procurement Policy and Advisory Division and the
procurement units in the procuring entities. Procurement risk assessment conducted during the
CSP consultation mission has highlighted lack of capacity in procurement units and shortfalls in
the procurement system and internal controls (see Annex IX). The absence of national standard
bidding documents to facilitate implementation of the National Procurement Regulations of 2007
and failure to publish independent procurement audits, award of the contracts and procurement
5

plans are some of the issues that need to be addressed. The Bank will work closely with the
authorities and development partners to address the shortcomings in procurement.
2.5

Business Environment and Competitiveness

16.
Lesotho continues to rank low in important indicators of private sector
development. The Government acknowledges that an uncompetitive business environment is
one of the most binding constraints to private sector development. Competitiveness rankings and
other investment climate diagnostics indicate that there are persistent major constraints to private
sector growth. These challenges include inadequate infrastructure, cumbersome business
procedures, poor customs administration, insufficient access of small and medium-sized
enterprises to finance, high energy costs, lack of equitable and effective regulation and
enforcement, lack of capacity in Government to implement reforms, as well as skills gaps in
certain economic sectors. Lesotho is ranked 136 out of 185 countries in the 2013 World Bank
Doing Business Report (from 143 in 2012), and 137 out of 144 countries in the 2012 Global
Competitiveness Report. The country is lagging behind its neighbor (South Africa) and
competitors for the textile market in the USA market (Vietnam) and countries competing for the
top end of the textile market (Mauritius and Sri Lanka) (Figure 4).
Figure 4. Global Competitiveness Index and Doing Business Ranking in Selected Countries
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17.
The authorities remain committed to improving the business climate and to support
private sector-led growth and economic diversification. Recent structural reforms undertaken
by the authorities include the enactment of the new Companies Act 2011 in June 2012, the
implementation of a new business plan for the One-Stop Business Facilitation Center, and the
finalization of the Industrial Licensing Bill. These and other reforms are important for
investment and job creation. However, skills shortage is still a serious problem. Investment in
skills development should continue to receive high priority. Labor productivity remains an
integral driver of Lesotho’s long-term growth, and will grow in importance as the economy
diversifies and moves up the agricultural, manufacturing, mining and service sectors value
chains.

6

2.6

Trade and Regional Integration

18.
Lesotho’s membership of the Southern African Development Community (SADC),
CMA and SACU, and associated trade agreements, provides opportunity to address
constraints imposed by a small domestic market and for diversifying the country’s export
markets. Lesotho has yet to gain significantly from regional cooperation. Even though Lesotho
is a signatory to the SADC free trade area and SACU, other than South Africa (which is the main
source of its imports), there is little or no trade between Lesotho and the rest of the SADC or
SACU countries.
19.
Lesotho’s trade is dominated by export of textile and clothing to the USA (Box 1) and
imports from South Africa. Regional integration will play a critical role in Lesotho’s long-term
development. The SADC region provides an opportunity to create new markets. Lesotho should
therefore take initiatives to foster regional economic integration to maximize the advantages of
its location.
Box 1. Lesotho’s Clothing and Textile Industry
The textile and clothing industry has played a crucial role in Lesotho’s economic development. Its growth was
stimulated in the 1990s by investment mainly from Taiwanese companies, which moved to Lesotho to take
advantage of duty-free access of clothing originating in Africa, Caribbean and Pacific (ACP) countries to the
EU under the ACP-EU agreement. It was substantially boosted following the designation of Lesotho by the
USA as one of AGOA eligible countries. Taking advantage of this opportunity, Lesotho’s textile and clothing
industry achieved very rapid growth and the country became the largest single exporter of textile and clothing
to the USA in sub-Saharan Africa. However, following the elimination of the quotas with the phasing out of
the Multi-Fiber Agreement (MFA), Lesotho began to face fierce competition from low cost and more efficient
producers from China and the Far East. Even though the MFA expired in 2005, the impact started to be felt in
2008. The drop in Lesotho’s textile and clothing exports to the USA was exacerbated by the onset of the
global economic crisis and investor concern regarding Lesotho’s duty free access to the USA under AGOA
beyond 2012, before it was extended to 2015. Exports reached a seven-year low in 2009.
Following the relocation of a number of South African clothing firms to Lesotho, which has been driven
mainly by labor market conditions in South African and duty-free market access to supply retailers in the
South African market, exports to South Africa have been gradually increasing since 2006. According to the
Lesotho National Development Corporation, more firms from South African would like to open plants in
Lesotho but they are constrained by lack of factory shells and serviced manufacturing sites.

7

20.
Regional integration is particularly important to Lesotho given the country’s small
population and economy and its dependency on its giant neighbor, South Africa. Lesotho’s
central location within South Africa gives the country unimpeded access to the range of South
Africa’s expertise, advanced technology, developed infrastructures, relatively sophisticated
intermediate inputs and goods markets, capital and financial markets, and investment resources.
There are, therefore, numerous opportunities for integrating Lesotho into the main economic
centers of South Africa. To fully take advantage of such opportunities, Lesotho is currently
pursuing a number of initiatives, including the establishment of a dry port, access roads to border
posts and modern one-stop border facilities, as well as engagement with South Africa to improve
handling of transit cargo and policy coordination. The Bank will continue to engage both the
Governments of Lesotho and South Africa on the possibility of investing in operations that have
a strong regional dimension. Lessons will be drawn from the Lesotho Highlands Water Project,
which is one of the few successfully implemented water management projects in the world.
The project makes use of the comparative advantages of Lesotho and South Africa to the
mutual benefit of both countries, with South Africa receiving much needed water and
Lesotho receiving revenues from water export and hydropower.
2.7

Poverty, Social Inclusion and Equity

21.
Although Lesotho’s per capita income has increased, poverty and inequality are still
recurring challenges. The percentage of the population living below US$1.25 per day has
dropped from 48 percent in 1995 to 43 percent in 2010. However, inequality (Gini coefficient of
0.66) and unemployment (24 percent) remain high. Lesotho’s Human Development Index has
fallen steadily from 134 out of 174 countries in 1995 to 160 out of 187 countries in 2011. Poor
agricultural performance has left close to a quarter of the population vulnerable to food
insecurity. The vulnerability of many rural households is compounded by falling remittances
from over 50 percent of GDP in 2000 to about 25 percent in 2011 due to declining opportunities
for low-skilled Basotho, particularly mineworkers, in South Africa. Consequently, the majority
of rural households have increasingly become reliant on the unpredictable agricultural output for
their livelihood given that migrant remittances form an important source of their income. The
country’s persistent food crisis and high HIV prevalence have contributed to deteriorating social
indicators, especially child and maternal mortality and, consequently, life expectancy. The
attainment of most of the MDG targets remains a major challenge despite Lesotho being on
course to meet the goals of achieving universal primary education and promoting gender
equality. Sustained high and inclusive economic growth will be the overarching response to these
challenges.
2.8

Gender

22.
Lesotho is one of the few countries with a reverse gender gap in favor of women,
especially in terms of literacy rates and professional employment. Lesotho has also made
strides towards promoting gender equality, and the country is ranked 14 out of 135 countries (the
highest among African countries) for women’s equality in the 2012 Global Gender Gap Report.
One explanation that keeps being repeated when the gender issue is probed relates to Lesotho’s
recent past. Historically, large numbers of men from Lesotho crossed the border to work in South
Africa’s mines, forcing women to step into their shoes and take up school places and jobs.
Following retrenchment by the mines, many of the men (mostly unskilled) returned home to face
a more female-focused world.
8

23.
Despite success for women in terms of gender equality, there are still a number of
challenges confronting them. They risk being confined to the sidelines, as men who
traditionally worked in the mines across the border look for work back in Lesotho. In addition,
discriminatory institutions and structures, coupled with ideology and social norms, continue to
limit women’s progress in the country. Participation and representation of women remain low in
the political and economic spheres despite the gains they have made in education. Although there
has been an increase in the proportion of economically active women, their earned income is
much less than that of men, and they continue to have low access to property ownership,
financial credit and political power. Despite an improved policy environment, including the
adoption of the Legal Capacity of Married Persons Act of 2006 that abolished the law that
classified women as minors and placed them under the perpetual custody and protection of men,
concerted efforts are required to improve this situation.
24.
Government’s strategies for promoting and mainstreaming gender equality are
discussed in the NSDP. They include strengthening institutional, policy and legislative
frameworks, enhancing economic empowerment of Basotho men through targeted vocational
and entrepreneurship and business training, increasing legal frameworks that promote gender
equality and developing guidelines to facilitate the implementation of the guidelines. The Bank
will support Government efforts to promote gender equality including knowledge management.
2.9

Environment and Climate Change

25.
Overgrazing, erosion and degradation of land due to floods and drought, and
climate change pose serious threats. The depletion of natural resources has deepened poverty
in rural areas, contributing to significant rural–urban migration. Ploughing on steep slopes and
marginal lands, overgrazing of rangelands, increased use of biomass as the main source of
energy, and increased frequency of droughts and floods have been the main causes of
environmental degradation. In addition, the country has inadequate infrastructure and systems to
prevent pollution caused by solid and hazardous waste. Lesotho has no specific climate change
strategy or policy in place. Studies to inform the development of the strategy and policy have
shown that the country has limited capacity to adapt to climate change and implement programs
due to lack of human capacity. This has also resulted in the Government's failure to fully
implement the National Adaptation Program of Action on Climate Change. In the same vein,
there has been limited periodic evaluation and monitoring of environmental programs and
activities.
III.

STRATEGIC OPTIONS

3.1

Country Strategic Framework

26.
Lesotho’s development strategy is outlined in the NSDP which covers the period
2012/13 - 2016/17. The NSDP, which is the implementation strategy for the National Vision
2020, has six strategic pillars: (i) Pursue inclusive growth; (ii) Develop key infrastructure; (iii)
Enhance the skills base, technology adoption and foundation for innovation; (iv) Improve health,
combat HIV and AIDS and reduce vulnerability; (v) Reverse environmental degradation and
adapt to climate change; and, (vi) Promote peace and democratic governance, and build effective
institutions.
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27.
The NSDP has identified agriculture, manufacturing, tourism and improving the
investment climate as the growth drivers. It calls for structural reforms to improve the
investment climate and enhance the efficiency and effectiveness of the public sector. The
Government has set an ambitious target of creating at least 50,000 jobs by the end of the NSDP
period. Implementation of the NSDP will be a key challenge. It will require structural reforms,
strengthening the Government’s institutional capacity and large financial resources. The
multiplicity of needs and the limited resources call for prioritization.
3.2

Challenges and Weaknesses

28.
Lesotho's opportunities to sustain growth will depend on its ability to develop new
sources of growth over the medium and long term. It would need to shift its development
strategy from reliance on the public sector to reliance on the private sector as the main driver of
economic growth. The NSDP acknowledges the important role the private sector will play to
achieve the country’s vision. To do so, Lesotho needs to address a number of challenges
including skills shortage and infrastructure; it also needs to reduce the cost of financing and
create other sources of revenue to reduce reliance on SACU revenue. In addition, the country is
susceptible to natural disasters, which can have a negative impact on food security and economic
growth.


Infrastructure: Poor quality infrastructure services is a serious problem for the private
sector in Lesotho. In particular, the absence of good roads prevents access to the mountain
areas with tourism potential. It also prevents the rural population from accessing markets,
schools and health facilities. Lesotho is also increasingly experiencing sporadic power
outages and load shedding, especially in winter due to rapidly declining surplus capacity
within the Southern African Power Pool, where it imports nearly half of its electricity supply
needs. Public infrastructure needs to be further developed to improve the efficiency of the
road, rail and energy sectors and harness the country’s water resources for human, industrial
and irrigation needs.



Cost of financing: Lesotho’s financial sector is small and concentrated. Three South African
banks dominate the banking sector, and the non-banking financial sector is very small.
Commercial banks provide little credit facilities to small and medium enterprises.



Natural disasters: Lesotho’s highlands constitute two-thirds of the country’s territory.
Because of the rugged mountain terrain and abundance of water, Lesotho is prone to natural
disasters such as rockslides and floods, as was the case in 2010 and 2011.



Declining SACU revenue: In recent years, SACU revenues, which have contributed
between 30 and 60 percent of Lesotho’s Government revenue, have been gradually declining;
this has had an adverse impact on the country’s fiscal position. The Government
acknowledges the risk of continuing to treat SACU revenues (which have also become
unpredictable) as an anchor for expenditure planning.



Limited human capacity and skills: Lesotho has been losing its skilled technical and
managerial human resources to South Africa. There are also concerns about the quality of the
education provided. Consequently, low productivity; lack of entrepreneurial, technical and
managerial skills; and a general mismatch between the supply and demand for skills hamper
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the competitiveness of the economy and frustrate diversification efforts. In addition, the high
prevalence of HIV/AIDS has resulted in low productivity, worsening the already limited
quality of technical skills.
3.3

Strengths and Opportunities

29.
For the NSDP to achieve the desired goal of reducing poverty and sustained economic
growth, the country should fully exploit its potential, including its access to Africa’s largest
economy; and it should develop new sources of growth over the medium and long term.


Value Chains: Potential exists for developing value chains in livestock and textiles (see Box
3), as well as in mining and beneficiation of diamonds. Agriculture’s growth potential has not
been fully exploited mainly due to low connectivity of agrarian economies and low levels of
value addition. On the other hand, beneficiation of diamonds is restricted by inadequate skills
and infrastructure bottlenecks.
Box 3. Summary of Studies on Value Chains
To inform the preparation of the CSP, the Bank undertook analytical work on livestock and textile value chains to identify
opportunities to private sector development.
Livestock Value Chains
The study on livestock value chains showed that although the contribution of agriculture to GDP declined to 7.1 percent in 2011,
over 70 percent of Lesotho’s population live in rural areas and still depends on the sector for its livelihood. Livestock production, in
particular, is the dominant sub-sector of the agriculture sector. Its contribution to agricultural GDP rose from 51 percent in 1999 to
61 percent in 2008. There is, therefore, scope for promoting private sector participation in the livestock sector to contribute
significantly to Lesotho’s economic growth and poverty reduction.
The study found that wool and mohair value chains are relatively well developed and that considerable potential exists for improving
the value chains even further. Lesotho produces 14 percent of the world’s mohair. The wool and mohair value chain has remained
stable since the 1970s. The trade has considerable connection with South Africa’s value chain. Challenges are mostly due to
diseases, poor animal husbandry and poor extension on wool and mohair shearing and classing. The country can take advantage of
its existing trade connections with South Africa to enhance its wool and mohair value chains.
The study identified potential for the development of hides and skins value chains. Unlike wool and mohair, the hides and skins
value chain is underdeveloped. Most of the hides and skins are wasted while the marketable hides and skins are exported to South
Africa. Rural artisans use some of the hides and skins for bedding rugs and animal harnesses. The main challenges with hides and
skins include lack of awareness of the importance of hides and skins among farmers. With improved awareness of the value of hides
and skins there is potential to develop the hides and skins value chains.
Textile Value Chains
The clothing sector plays a crucial role in Lesotho’s economy, accounting for 60 percent of total exports and employing 80 percent
of Lesotho’s manufacturing workforce. The future of Lesotho’s clothing industry lies mainly in the South African owned end market
of the industry. It is growing rapidly as firms re-locate from South Africa. The end market is very proximate and favours firms that
are flexible and able to take advantage of short lead times. The cost comparators are wage rates and inflexible labor market
conditions inside South Africa. Upgrading opportunities are favorable, as the firms are keen to employ local lower/higher
management staff, and head offices are open to shifting more functions from South Africa to Lesotho. However, the lack of
available local human resource capacity is a constraint.
The Lesotho clothing sector has provided an entry point into industrial production and exports and has created formal employment
opportunities that have contributed to Lesotho’s development process. However, upgrading and linkages to the local economy have
been limited. Actual upgrading and, more importantly, potential upgrading prospects are substantially larger for South African firms.
Whether Lesotho based firms actually take advantage of this potential is the challenge facing the Lesotho industry and Government.
Unless a strategic set of interventions is developed, the benefits of the clothing industry will be limited to its direct employment
creation, rather than its ability to generate upgrading, skills and local and regional linkages that support the industrialization of
Lesotho’s economy on a broader front.
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Access to developed infrastructure and the regional market: Lesotho has an opportunity
to exploit its unique location within South Africa (Africa’s largest economy). It should
leverage South Africa’s modern transport infrastructure, advanced technology and
investment resources to tailor its own advantage. All these elements make the country
attractive to regional and global investors seeking access to regional markets and the South
African market in particular.



Tourism: Lesotho has high tourism potential. It emanates from the country’s picturesque
landscape and snow-covered mountain slopes during winter, which is ideal for camping and
skiing activities. This is complemented by the country’s close proximity to South Africa,
which has an extensive network of tour operators. Tourism’s potential for propelling
economic growth and generating employment can further be exploited if the underdeveloped
infrastructure, limited entrepreneurship and capacity, and lack of effective marketing are
addressed.



Mining: Mining activities, particularly diamond mining industry, have experienced strong
growth over the last decade and have the potential for further expansion. Mining’s capitalintensive nature and weak linkages with other sectors, as well as lack of beneficiation, has
limited its impact on employment. To maximize the benefits from mining, the Government
should address issues related to value-addition, skills developments and infrastructure
(especially energy).

3.4

Aid Coordination

30.
Donor development strategies in Lesotho are generally aligned with the
Government’s priorities. Fifteen development partner agencies are active in Lesotho. Donor
coordination, alignment and harmonization have improved since the formation of Development
Partners Consultative Forum (DPCF) in 2005. The United Nations Development Programme
coordinates the DPCF and it comprises all the donors including UN agencies, the Millennium
Challenge Account and the United States Agency for International Development (USAID). The
forum seeks to improve aid coordination, promote harmonization and support the Government in
ownership of development processes as envisaged in the Paris Declaration and Accra Agenda of
Action (Annex VII provides a list of development partners and their areas of support).
31.
The Bank is a member of the Budget Support Group together with the European
Union (EU) and the World Bank. Since 2006, the Budget Support Group has adopted a
common assessment framework for budget support program. However, there are no harmonized
procedures on disbursement with each donor applying its own guidelines and procedures.
Projects are implemented as activities of the respective line ministry by Government-appointed
staff and state agencies. While the budget support operation by the Bank was channeled through
the country system, most of the Bank’s projects do not fully utilize country financial
management and procurement systems in project implementation. Through the SARC, the Bank
will continue to explore the use of country systems in procurement and financial management
and collaborate with other donors as well as the Government to strengthen country systems in
line with the Paris Declaration and Accra Agenda for Action. Since the establishment of the
SARC in January 2012, the Bank’s participation is donor coordination and thematic group
meetings in Lesotho has improved significantly.
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3.5

Bank Group Positioning in Lesotho

32.
Bank Strategy: The Bank Group strategy for Lesotho for the period 2008-2012 focused
on improving governance, and expanding infrastructure and human resource development with
emphasis on technical and vocational education and training.
33.
Bank Portfolio: The Bank’s ongoing portfolio in Lesotho comprised three public sector
operations (in power, water and education) with a total commitment of UA 19.9 million. The
portfolio was funded from African Development Fund (ADF) resources (comprising 80 percent
loans and 18 percent grants) and the African Water Facility (2 percent).
34.
Performance of Bank Group Portfolio: The achievement of the CSP's outputs has been
generally satisfactory. The overall performance of Bank portfolio in Lesotho was rated
satisfactory with a rating of 2.23 (on a scale of 0 to 3), the same rating as in the 2009 Country
performance Review (CPPR), but an improvement on the rating of 1.97 in 2007. As at 31
December 2012, the disbursement rate for ongoing projects was 75.4 percent (28.4 percentage
points higher than in 2009). The improved rating was attributed to project staff’s better
understanding of the Bank rules and procedures, particularly procurement and disbursement
related issues. However, a number of implementation problems were experienced. These
included delays in fulfillment of loan/grant conditions, and delays in responding to the
Government’s requests for “no objections” or general questions on the projects.
3.6

Lessons from Past Strategy

35.
The CPPR provided important lessons that have informed the design of the new
CSP. These include issues affecting harmonization of procedures, the assessment of the
Government’s implementation capacity, knowledge of Bank rules and procedures,
implementation delays, and monitoring and evaluation (see Box 2). Annex VI provides a
summary of the CSP Completion Report.
Box 2. Lessons from CSP Completion Report and CPPR
 Harmonisation: To make the needed impact in the selected areas of intervention, the Bank should enhance
efforts to harmonize procedures and deepen coordination with other donors operating in Lesotho.
 Institutional capacity: Project institutional capacity issues should be adequately dealt with in the design of
future operations given the negative impact they have had on project implementation especially in the early
phases. The Bank should also collaborate closely with other development partners to address weaknesses in
the PFM environment to pave the way for increased use of country systems in future lending activities. The
establishment of SARC will ensure increased field support and provision of timely support in case of
slippages.
 Staffing: Key project management unit (PMU) staff should be identified at project appraisal stage and, where
feasible, become involved in the appraisal missions and review processes. The Bank should also ensure that
the PMU staff are involved in the training provided during launching missions;
 Implementation delays: To avoid implementation delays, Government commitment and confirmation of the
availability of counterpart funding should be undertaken during the project appraisal.
 Monitoring and evaluation: Ensure that the Result Framework for project design and monitoring is used for
all projects with quantifiable performance indicators. For example, there is also need for clear baseline data for
the output and outcome indicators in the Logical Framework. The Bank should also work closely with the
Government to strengthen the capacity of line ministries and the Ministry of Finance to monitor and report on
project implementation.
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36.
Overall, Lesotho’s capacity to implement Bank projects remains weak. Despite
notable achievements, there are still several constraints on portfolio management, including
frequent transfer of project staff, inadequate staffing and incentives for project implementation,
poor procurement management, and weak monitoring and evaluation by the Government. The
major challenge is to sustain the improvements achieved so far and minimize projects at risk in
the portfolio. With the opening of the SARC, the Bank will further strengthen its portfolio
management strategy by: (i) intensifying engagement with the Government; (ii) strengthening
the capacity of both Government and Bank staff; and, (iii) improving monitoring systems.
IV.

BANK GROUP STRATEGY FOR LESOTHO

4.1

Rationale for Bank Group Intervention

37.
The CSP seeks to support Lesotho in achieving broad-based and sustainable growth
by supporting efforts to address the challenges confronting the economy. The global
economic crisis exposed Lesotho’s economic vulnerabilities and points to the need to accelerate
progress in laying the foundations for economic competitiveness and export diversification to
promote inclusive growth to reduce poverty. The Government acknowledges that high inequality
and slow employment have contributed to making growth less inclusive. Policy reforms and
action in several core areas such as infrastructure, agriculture development, skills development,
and private sector development will be required. Lesotho’s transformation path is likely to be a
challenging one, particularly in light of changes in the external environment following the global
economic crisis, and its weak institutional capacity.
38.
The Bank’s new LTS, which strives to support the twin objectives of inclusive
growth and transitioning to green growth, is consistent with the goals of the NSDP, which
are sustained poverty reduction and sustained economic growth. The Bank intends to
support the Government in achieving NSDP goals by aligning the key pillars of the CSP (which
are anchored by the core operational priorities of the new LTS) to the key pillars of the NSDP
(supporting high, shared and employment creating growth, developing priority infrastructure and
skills, reversing environmental degradation and adapting to climate change, promoting
governance, and building effective institutions). Two out of the five core operational priorities of
the new LTS - infrastructure development, and governance and accountability - form the
strategic pillars of the new CSP.
4.2

Pillars for Bank Group Support

39.
Based on the assessment of Lesotho’s development challenges, the country’s strategic
priorities, the Bank’s comparative advantage, and available resources, the new CSP for the
Kingdom of Lesotho will support the country's development agenda by promoting two pillars: (i)
infrastructure development; and, (ii) institutional capacity building. The new CSP ensures
continuity through its focus on developing key infrastructure and strengthening Government
institutions to ensure better management of public resources. It also remains selective and takes
into account the results of the consultation with stakeholders.
40.
Pillar I: Infrastructure Development. This pillar aims at strengthening the
competitiveness and growth of the Lesotho economy by alleviating infrastructure constraints to
private sector development. It will create the necessary conditions for private sector development
including creating opportunities for rural entrepreneurs. The Bank interventions will be designed
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with the objectives of contributing towards achieving inclusive and transitioning to green
growth, through the promotion of clean energy and conservation of water resources.


The Bank will provide support to strengthen energy security and increase the availability of
energy. While promoting Lesotho’s green agenda, the intervention will lead to a reduction
in the country’s reliance on energy imports. It will also help to consolidate the achievements
of the Bank’s ongoing energy project.



The Bank will support the Government to achieve full coverage with water and sanitation.
Support to the program will contribute towards increasing access in both water supply and
sanitation to rural areas in the highlands and some urban centers in the lowlands areas. Bank
support will also promote sustainable water resource management practices. The Bank’s
support to water conservation infrastructure projects such as the Lesotho Highlands Water
Project will contribute to building resilience to the climate change and variability by
providing a stable water source. Additionally, it will result in foreign exchange earnings
from exported water and excess power and improved water use efficiency.

41.
Pillar II: Institutional Capacity Building. To enhance the efficiency and effectiveness
of the public sector, the Bank will collaborate with other development partners to support
consolidation and improvement of reforms in public finance management such as improving the
functionality of the IFMIS and staff training. The first part of Bank support in 2013 is aimed at
assisting Lesotho to address its fiduciary shortcomings (highlighted in section 2.4) through
capacity building and reforms. Based on the foundation laid by this assistance, the Bank may in
2015 or later consider a policy-based operation for the country. The country’s needs in this
regard will, however, be assessed in the context of this CSP medium-term review. Bank support
will also include the establishment of a modern core e-Government broadband network to
strengthen institutions and build capacity to enhance service delivery. Bank assistance will
complement the technical assistance on e-Governance provided by the Republic of Korea.
4.3

Deliverables and Targets

Infrastructure Development
The support to be provided in the energy sector will help to solve Lesotho’s energy
constraints through the provision of safe, secure and efficient power infrastructure (see
Box 4). The expected outcomes will be (i) an enhanced quality and efficiency in the delivery of
energy supply; (ii) elimination of load shedding and power outages; and, (iii) an environmentally
sustainable energy system. The Bank will also help to improve the energy sector’s legal and
regulatory framework to facilitate private sector participation.
42.

43.
Bank support to the water sector, which is susceptible to the adverse effects of
climate change, is aimed at addressing severe water shortage in the lowland regions of
Lesotho. The expected results of this Bank support include: (i) increased access to safe water;
(ii) increased access to sanitation; (iii) improved institutional capacity for water resources
management; and, (iv) improved sustainable water resource management practices.
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Box 4. Kobong Power Project
Lesotho has very large and unexploited hydropower potential. Given that Southern Africa has a net power
deficit, the country has significant potential to export electricity, particularly to South Africa. However, that
potential remains largely untapped, and Lesotho is a net importer of electricity from South Africa. It experiences
significant electricity shortages during the dry winter months. The unreliable and inadequate power supply is the
most severe infrastructure constraint on business development. There has been insufficient investment in
generation, transmission, and distribution and private investors.
The Lesotho Highlands Development Authority, a joint institution between Lesotho and Republic of South
Africa, is in the process of designing the Lesotho Highlands Water Project Phase II, which will come into
operation in early 2022. The joint treaty for the development of this Phase II was signed on 11 August 2011. The
Government of Lesotho, in a parallel effort, is in the process of undertaking feasibility studies for the
development of the Kobong 1,000 MW Pump Storage Scheme, which is complementary to the water project in
that it will use the same water proposed for damming and export to South Africa. The primarily objective of the
Kobong project is to sell 80 percent of the generated power to South Africa (through a Power Purchase
Agreement with Eskom) and the SADC region, while the remaining 20 percent is expected to be consumed
locally.
The final feasibility studies will be available in 2013, upon which a decision will be reached between the
Governments of Lesotho and South Africa on whether the project can go ahead. In the scoping and designing of
the Phase II water programs, South Africa views the program primarily as a Water Transfer Project to supply it
with drinking water. The generation of power is a priority for Lesotho, is secondary to the program from South
Africa’s perspective. In terms of the treaty arrangements, the South Africa takes responsibility for the capital and
operational costs associated with the Water Transfer Program, estimated at R8.5bn. Thus, Lesotho will have to
fund the energy component of the project.
The Bank is in discussion with the Lesotho authorities on the power aspect of the project and will encourage and
facilitate inter-Governmental dialogue on the matter. Depending on how the proposed project pans out, the
envisaged Bank financial support could be in the form of an enclave project, a PPP, or a multinational project.
The Bank’s possible involvement in the proposed project will be reviewed in the context of the CSP mid-term
review. Bank’s support in this regard would support clean energy development, cross-border transmission, and
energy efficiency improvement.

Institutional Capacity Building
44.
The Bank will support consolidation and improvement of reforms in PFM. The Bank
will support capacity building in PFM, and oversight institutions including accounting system,
procurement system, audit services, budget preparation and management, and anti-corruption
(awareness and enforcement). It will also provide support aimed at supporting linkages of
various ministries through the provision of a robust platform for communications between the
central and local governments.
45.
The interventions will create a transparent and competitive procurement system,
align expenditures to the budget, improve financial management and audit, as well as
develop efficient oversight system. With respect to the fight against corruption, capacity
building to the Directorate on Corruption and Economic Offences (DCEO) will be considered
with the aim of improving coverage, efficiency and awareness. This will contribute to improved
service delivery.
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Cross Cutting Issues
46.
Improving the Business Environment: The NSDP has targeted the private sector as the
engine for growth. It has identified improved productivity and an investment climate as
important pre-conditions for private sector development. The improvements will be achieved
through supporting reforms and expanded access to finance through lines of credit to facilitate
private sector development and economic diversification. Bank intervention will support efforts
to reduce the cost of doing business, and increase productivity and competitiveness to enable the
private sector to create jobs and diversify the industrial base.
47.
Given the untapped potential for public–private partnerships (PPPs) in many
sectors, particularly in energy, the Bank will support the development of the necessary
legal and institutional regimes, while concurrently improving the Government's technical
capacity. The Bank recognizes the need for greater collaboration between sector reform
programs and private sector development work.
48.
Gender: The Bank will target gender equality at all stages of CSP support by: (i)
mainstreaming the participation of women and the socially excluded in business; (ii) collecting,
analyzing, and reporting more systematically on gender-disaggregated data in sectors of Bank
engagement; (iii) raising gender awareness and building capacity in key executing and
implementing agencies for gender mainstreaming; and, (iv) coordinating with other partners on
gender issues.
49.
Knowledge Solutions: The CSP will be underpinned by analytical and advisory
activities (AAA) and technical assistance to fill critical gaps in policy formulation to
complement lending operations. The Bank’s sector departments will also provide demand driven
advisory services. The economic sector work (ESW) pipeline includes strategies for transforming
the economy and the impact of remittances.
4.4

Indicative Lending and Non-Lending Operations

50.
In line with the CSP’s strategic areas of focus, the indicative lending and non-lending
operations listed in Table 1 are proposed for financing during the CSP period 2013-2017.
Table 1. Indicative Lending and Non-Lending Operations
Operations

Institutional Support
Water Supply and Sanitation
Energy
Program-Based Lending
Subtotal

2013
2014
UA
UA
million
million
Lending Program
7.60
9.02
8.00

16.62
8.00
Non-Lending Program
Strategies for transforming the economy
0.10
The impact of migration and remittances on Lesotho
Sub total
0.00
0.10
Total
16.62
8.10
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2015
UA
million

8.00
8.00

0.10
0.10
8.10

2016
UA
million

Department

OSGE/OITC
OWAS
ONEC
OSGE

SARC
SARC

51.
The Bank’s engagement in Lesotho is demand driven. The design of the CSP has
followed three guiding principles: (i) partnership and alignment with Government strategic
priorities; (ii) core operating priorities of the LTS and the Bank’s comparative advantage; and,
(iii) selectivity and leveraging of resources for greater impact. All Bank lending and non-lending
operations will go through selectivity filters such as relevance to poverty and governance;
priority for the country; operational feasibility; the Bank’s comparative advantage and
opportunity for partnerships; and, relevance to the Bank’s operational priorities.
4.5

Indicative Resource Parameters

52.
ADF Resources: Since the CSP covers a five-year period, it will elaborate the next
strategy for Bank Group operations in Lesotho under ADF-XII, ADF-XIII (2014-2016) and the
first year of ADF-XIV (2017) programming cycles. For ADF-XII, Lesotho’s indicative resource,
allocation is currently estimated at UA 15.56 million, of which UA 6.93 million is provided on a
grant basis. ADF-XIII and XIV resource allocations and resources of the ADF regional envelope
will supplement this allocation. These resources will be used as a catalyst for mobilizing
additional resources and building effective collaboration with other development partners.
53.
ADB Resources: The strategy assumes an annual resource envelope of about UA 20
million from lending from the Bank’s private sector window. This is based on the current annual
sustainable lending limit for Lesotho.
54.
Trust Funds, Grants and Enclave Projects: The Bank will seek additional financing
through trust funds, grants, and explore possible funding through the Bank’s enclave projects.
The Bank will also support the Government in gaining access to concessionary resources being
made available for greenhouse gas mitigation in the energy, transport, and land use sectors at the
global level (e.g., the Clean Technology Fund).
4.6

Monitoring and Evaluation

55.
The Bank strategy has been prepared based on the results framework designed to
focus Bank assistance on the delivery of results. The CSP results framework includes expected
impacts, outcomes and outputs of the planned interventions, and indicators that can be monitored to
measure progress (Annex I). The results framework will serve as a management tool for the Bank
and the Government in several respects: (i) progress made in achieving outcomes will be carefully
monitored each year through the project supervision missions and annual portfolio reviews; (ii)
individual project and program interventions will be designed to contribute to CSP outcomes; and,
(iii) the success of the CSP will be tracked and evaluated. A flexible approach will be adopted to
incorporate any feedback received during the course of CSP implementation. While Lesotho’s
national statistics system regularly produces statistical information, limited technical skills and
budget constraints are key challenges affecting the quality of statistical data and operationalization
of the National Monitoring and Evaluation System, which is critical for monitoring the
implementation of the NSDP and the CSP. The Bank will continue to provide capacity building
support to the Bureau of Statistics, including through the Statistical Capacity Building Program
Phase III to strengthen its monitoring capacity.
4.7

Potential Risks and Mitigation Measures

56.
Four major risks that could hamper the implementation of the proposed strategy and
mitigations measures have been identified.
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Implementation capacity and weak institutions: The Government’s limited capacity and
weak institutions, including fiduciary risks related to weak PFM systems occasioned by weak
institutional capacity across Government agencies, present a big risk to CSP implementation.
The Bank will work with the Government and other development partners to improve PFM
systems. In addition, the Bank will align the CSP program with Government priorities and
avoid overwhelming the Government. The opening of SARC will strengthen Bank’s support
to project implementation and supervision, and increase the frequency of supervision.



Political uncertainties and lack of consensus: A split in the coalition Government may lead
to collapse of the Government and formation of a new Government with new priorities. In
developing the CSP, the Bank has held wider consultation with all the relevant stakeholders
to ensure the necessary buy-in for the process. The presence of SARC in the region will
ensure close monitoring of developments and provide early warning signals of possible
shifting Government priorities.



Disaster risks: Lesotho is prone to a range of natural disasters associated with climate
change, which affect food production. Such a risk might divert the country’s resources meant
for supporting the strategy. Should there be such emergencies, the Bank will engage the
Government in cooperation with other development partners to ensure that emergency
assistance is timely provided.



Depressed global demand and narrow revenue base: Depressed global economy and its
impact on the South African economy could result in reduced SACU revenue. A sharp
decline in SACU revenues will affect the macroeconomic framework and the capacity of the
Government to carry out its development agenda. The Bank will assist the Government
develop a strategy for resource mobilization.

4.8

Country Dialogue Issues

57.
The dialogue with the Government during the CSP implementation will focus on five issues:
(i) effective utilization and leveraging of the ADF resources including exploring the possibilities of
more co-financing and private sector financing through PPPs; (ii) improving the quality of statistics
for monitoring purposes; (iii) measures to improve institutional capacity in PFM; (iv) reforms to
improve the business environment; and, (v) improving domestic revenue mobilization. In addition,
the Bank will encourage and facilitate inter-Governmental dialogue between Lesotho and South
Africa on multinational projects in order to enhance Lesotho’s potential for accessing resources
from the regional operations envelope and enclave projects.
V.

CONCLUSION AND RECOMMENDATION

5.1

Conclusion

58.
Reducing poverty and eliminating the vulnerabilities of large sections of the Lesotho
population remain key challenges facing the country. The pillars of the CSP have been
selected in consultation with the Government to support its inclusive growth agenda as outlined
in the NSDP. The Bank will play a catalytic role to support Lesotho’s development aspirations.
5.2

Recommendation

59.
The Boards of Directors are invited to consider and approve the proposed CSP for the
Kingdom of Lesotho for the period 2013-2017.
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ANNEX I. COUNTRY STRATEGY RESULTS FRAMEWORK
Country Development Goals
1. Achieve an average GDP growth rate of 5 percent per year up to 2016.
2. Create an additional 50,000 jobs by 2016.
3. Reduce population living below poverty line from 25 percent in 2011 to 18 percent in 2016.
4. Increase life expectancy from 49 years in 2011 to 54 years by 2016.
Government
Constraints hindering
Final Outcomes
Final Outputs
Sector Objectives
achievement of desired
(by 2017)
(by 2017)
outcomes

Mid-Term Outcomes
(by 2015)

Mid Term
Outputs
(by 2015)

Bank Group
Interventions
during CSP period

PILLAR 1: REMOVING INFRASTRUCTURE BOTTLENECKS TO ENHANCE COMPETITIVENESS AND GROWTH
Energy
Provide priority
infrastructure
Provide safe,
secure and efficient
power
infrastructure

Provide safe water
and sanitation
services

Improved service
delivery

Inadequate and high cost of
power infrastructure and
sporadic power outages

Enhanced quality and
efficiency in the delivery
of energy supply

Increase clean energy
generation capacity to
240 MW by 2017

Fragmented and inadequate
regulatory and institutional
framework and limited
participation by the private
sector

Load shedding and power
outrages reduced by 75%

Increased access to
electricity to 41% in
2017.

Severe water access in
lowlands

 Lack of capacity in
Government to implement
 Lack of political will to
implement
 Lack of donor support

Increase in the
number of customers

Load shedding and
power
outrages
reduced by 25%

Ongoing:
Lesotho
Electricity
Supply Project

Facilities in place for
additional 100,000
people

Proposed
Water supply
and sanitation
project

Improvements in the
functionality and
reliability of IFMIS

Proposed:
Institutional
Support

Timely production of
financial statements
and audited reports
PFM Action Plan
being implemented
Revised Audit Act
tabled before
Parliament

I

Proposed:
Energy Project

connected

An environmentally
sustainable energy
system
Water Supply and Sanitation
75% coverage for water
Water and sanitation 70% coverage for
65% coverage for
facilities put in place for water
sanitation
additional
250,000 55% coverage for
people
sanitation
PILLAR 2: INSTITUTIONAL CAPACITY BUIDLING
Public Finance Management and e-Government
Improved monitoring and
IFMIS fully operational
Notable
evaluation of public
and reliable
improvements in
finances
budget creditability,
Institutional support
internal control,
Strengthened external
project completed by
accounting, reporting
oversight process
2017
and external auditing
Revised Audit Act
passed by Parliament
and operational

Improved legal and
regulatory framework

Uncompetitive procurement

Efficient and professional
procurement systems that
ensure transparency,
equity and economic in
Government procurement

Revised Procurement
Act being implemented
National standard
bidding documents
published and
disseminated

Integrity and
transparency, as well
as institutional
capacity of public
procurement systems,
are being
strengthened

Operational &
institutional capacity of
PPAD area strengthened

Unreliable and insecure
national e-Government
infrastructure

Creating the
conditions for
accelerated
private
development,
economic
diversification
and poverty
reduction

Inadequate business climate;
Limited access to credit;

Faster, secure & reliable
communications links
between ministries, key
agencies, data centers &
selected local
governments

200 professionals
trained in various ICT
areas
Improving Business Environment
Improved business
Single overarching
enabling environment
Investment Policy
adopted

Rising utility cost;
Limited connectivity;
Trade facilitation
bottlenecks;

More conducive
environment for PPP

One-Stop Business
Facilitation Center
(OBFC) strategy fully
implemented
PPP legal framework
finalized

Very low skills level and
inadequate skilled human
resources

II

Public Procurement
Regulations amended
Capacity building and
institutional
strengthening of
PPAD underway
National standard
bidding documents
adopted

Realization of the
independent annual
procurement audit
Effective independent
complaints and appeal
review mechanisms
operational
Linkage of 12
ministries, 2 data
centers, 4 agencies and
5 local governments by
fiber/wireless
broadband network

Revised Procurement
Act adopted

Appointments and
commissioning of the
Procurement Tribunal

Core e-Government
network being
strengthened

Master Plan for
national e-Government
infrastructure
backbone developed
Strengthening of
Lesotho Polytechnic
Institute ICT Training
Project underway

Sustained
improvements in
indicators of
competitiveness &
business environment
Increased growth rate
of the non-textile
sector
Increased investment
in infrastructure
through PPPs

Preparation of
Investment Policy
underway
Legal standing &
structure of OBFC
reviewed
Development of
regulatory
framework for PPP
underway

Proposed:
Policy-Based
Operation

ANNEX II. SELECTED ECONOMIC AND SOCIAL INDICATORS
Indicators

Real GDP Growth Rate
Real per Capita GDP Growth Rate
Inflation (CPI)
Exchange Rate (Annual Average)
Total Revenue and Grants
Total Expenditure
Overall Deficit (-) / Surplus (+)
Current Account Balance
Gross reserves
Total Debt
Indicators
Population
Employment to population ratio
Poverty headcount ratio at $1,25 a day (PPP)
Maternal mortality ratio
Total enrolment, primary
Proportion of seats held by women in parliaments
Prevalence of HIV, total
Indicators
CO2 emissions
Improved sanitation facilities
Improved water source

Unit

Actual

2008
2009
Economic Indicators
Percent
4.7
3.6
Percent
4.0
2.8
Percent
10.7
5.9
LC/US$
8.3
8.5
percent GDP
64.9
62.8
percent GDP
56.3
66.7
percent GDP
8.6
-3.9
percent GDP
10.3
-3.4
months of imports
6.3
5.3
percent GDP
55.0
40.1
Social Indicator
Unit
19901
Million
1.6
15+, percent of total
48.3
percent of population
56.4
national estimate, per 100,000 live births
370.0
percent net
70.6
Percent
…
percent pop (15-49)
...
Environment and Climate Change Indicators
Unit
19901
kg per PPP $ of GDP
0.3
percent of population with access
8.0
percent of population with access
52.0

2010

2011

2012

2013

2014

5.7
5.0
3.4
7.3
52.5
57.5
-5.0
-15.1
3.9
37.1

4.2
3.5
5.6
7.3
51.6
62.1
-10.5
-16.6
3.0
39.2

5.2
4.4
5.2
…
65.5
65.3
0.2
-11.2
3.5
42.2

2.2
1.4
4.6
…
58.6
57.8
0.7
-15.4
4.0
45.0

5.9
5.1
4.6
…
51.9
49.7
2.2
-5.8
4.3
41.7

Source: Bank of Lesotho, ADB Statistics Department, IMF: WEO, April 2012 and International Financial Statistics, April 2012; United
Nations, OECD, Reporting System Division.
Notes: …
Data Not Available
1
Latest year available in the period 1990-95; 2 Latest year available in the period 2000-04; 3 Latest year
available in the period 2005-11

III

Projection

20002
1.9
55.8
43.4
762.0
73.9
12.0
29.3

20113
1.9
54.1
…
530.0
73.4
25.0
23.2

20002
0.2
37.0
79.0

20113
0.2
29.0
85.0

ANNEX III. COUNTRY PORTFOLIO IMPROVEMENT PLAN
Issues

Measurable
Indicators
Framework

Action Required

Responsible

Timeframe

Project Management and Effectiveness

Insufficient institutional capacity in
Project Management Units and
Government

Take steps to minimize this risk by pursuing
initiatives to improve the incentive structure for
attracting and retaining high caliber personnel in the
public service within the framework of the Public
Sector Improvement Reform Programme

High turnover of project staff

Ensure stability of task managers to avoid disruption
in project implementation

Delays in project implementation

Supervision of projects at least twice a year and
closer monitoring of implementation of agreed
actions

Increased number of
staff retained

Measured stability
in project
management
Projects are
completed
within the planned
schedule

Government

Continuous

Bank

Continuous

Bank and
Government

Continuous

Bank and
Government

Continuous

Fiduciary Management (procurement, disbursement and audit)

Limited Knowledge of Bank rules and
procedures

Organize periodic fiduciary clinics for PMU staff

Smooth
procurement
processes;
disbursement
requests and audit
reports are
submitted on time
and in the right
format

Delays in procurement

Respond promptly to requests
for non-objection

Real time responses

Bank

continuous

Limited use of Country Systems

Implement the PFM
Action Plan

Smooth
implementation
of the Action Plan

Bank and
Government

Continuous

IV

ANNEX IV. BANK GROUP PORTFOLIO 2008 - 2012
Bank Group Portfolio in Lesotho

Sector

Project Name

Approval
Date

Effective
Date

Closing Date

Approved
Amount

Disbursement
Rate (percent)

Age
(years since
approval)

Water

RWSS
Strategic
Investment
Plan

11-May-07
(grant)

19-Nov-08

31-Dec-12

0.332

70.78

5.4

04-Feb-09
(loan)

13-May-09

8.9

83.59

Energy

Electricity
Supply
Project

04-Feb-09
(grant)

13-Sep-09

2.1

99.52

04-Apr-07
(loan)

10-Jan-08

1.57

54.14

Education

Education
Quality
Enhancement
Project

31-Dec-13

3.7

31-Dec-13
04-Apr-07
(grant)

5.5

10-Jan-08

Total / Average Age

Satisfactory
Highly Satisfactory

V

7

62.85

19.903

75.44

4.8

Implementation
Progress

Development
Outcome
Indicator

ANNEX V. PORTFOLIO MONITORING AND PERFORMANCE INDICATORS OF RATED PROJECTS
Portfolio Monitoring and Performance Indicators of Rated Projects
Project

Project
Implementation

Procurement
Performance

Financial
Performance

Activities and
works

Impact on
Development

IP

DO

PFI Status

RWSS Strategic
Investment
Plan

Non PP / Non
PPP

Electricity Supply
Project

Non PP /
Non PPP

Education Quality
Enhancement
Project

Non PP/ non
PPP

Note: PP: Problematic Project; PPP = Potentially Problematic Project; IP = Implementation Performance; DO = Development Outcome; PFI = Project Performance Indicators

Satisfactory
Highly Satisfactory

VI

Key Performance Indicators of ongoing projects as of 30 September 2012
Lesotho
6.63
3
72
nil
1.5
nil
nil
nil
nil
nil

Average size of projects (UA million)
No. active operations
Average disbursement rate (percent)
No. of ageing projects
Average Supervision Rate
Cancellable projects
Slow disbursing projects
Projects not supervised for more than 6 months
Projects at Risk
Projects experiencing signature effectiveness and first disbursement delays

VII

Bank wide
33.32
749
39.4
35
1.2
214
70
55
98
30

ANNEX VI. SUMMARY OF THE 2008 – 2012 CSP COMPLETION REPORT
CSP Priorities

Validity of Strategic Focus

Resource Allocation

Lessons from Strategy and
Interventions

Pillar I - Improving Transparency and Accountability and Use of Public Resources
Governance
Improved monitoring and evaluation of Government finances
and service delivery;
Ensure that the necessary
procurement and PFM legal
Planning, budgeting and spending responsive to the PRS;
framework are in place before the
The support is aligned to the
approval of future budget
Government's MediumImproved PFM legal framework implemented;
support programs for the country;
Term Expenditure
Framework
A functional and decentralized (as required) internal audit
UA 6.38 million was
Conduct a needs assessment of the
which aimed to improve
system capable of monitoring compliance with PFM & A Act;
approved in 2009 for the
procurement and PFM system to
fiscal discipline, targeting
Poverty Reduction
determine the type of external
of resource allocations,
Improvement of the auditing of public accounts to enhance
Support Program
institutional / capacity building
operational cost efficiency
fiscal transparency and accountability;
support that the Government
and to promote greater
requires;
certainty over resource
More efficient and professional procurement systems ensure
flows
transparency, equity and economic efficiency in Government
Bank to provide capacity building
procurement ;
support to Government’s PFM and
procurement system
Reduction in corruption within the public sector
Pillar II - Promoting Economic Growth and Diversification
Infrastructure (Energy)
This is in line with the
country’s strategy to invest
UA 11 million for the
Project is ongoing, but has so far,
in developing and
Electricity Supply Project.
provided access to xx regions. More
Increase access to electricity from 15% in 2008 to 25% in 2015
maintaining good physical
(UA 8.9 million loan and
assistance expected from
infrastructure including
UA 2.1 million grant)
the Bank.
Energy which is seen as an
important growth driver
Education
This in line with
UA 8.57 million for the
Government’s efforts
Need to provide backstopping and
Education Quality
Adopting and improving training to produce workers with
to ensure universal literacy
capacity building (procurement and
Enhancement Project. (UA
marketable skills
and numeracy by
financial management) to the
1.57 million loan and UA 7
strengthening the foundation
implementation team.
million grant)
for skills development

VIII

+

European Commission

+
+

+

Governance

+

Public Private
Partnership
(PPP)
Trade

+

Transport

Energy Sector

Food Security
Development

Agriculture

Other Health
+

+

+
+

+

+

+

+

PEPFAR(US)
Global Fund
GTZ
Irish Aid
IFAD
Government of Japan
Republic of South Africa

Health
(HIV/AIDS)

Education
+

Water Sector

+

African Development Bank
DFID

Budget
Support and
PFM
Investment
Climate

Capacity
building and
Institution
Support

ANNEX VII. MATRIX OF DONOR ACTIVITIES AND ENGAGEMENT

+
+
+

+

+
+

+
+
+
+

IFAD/IFC

+

+

UN
World Bank

+

+

+

+

+

+
+

Source: GoL, ADB and other Donor Partners

IX

+

+
+

+

+
+

ANNEX VIII. PUBLIC FINANCIAL MANAGEMENT SYSTEMS
As part of the preparation of the Bank’s Country Strategy Paper for Lesotho for the period 20132017, the Bank’s Procurement and Fiduciary Services Department (ORPF) conducted an
evaluation of the fiduciary framework and risks in Lesotho, in line with the Bank’s Fiduciary
Risk Management Framework for Policy Based Operations (May 2011). This assessment was
based on the latest diagnostics such as the 2009 and 2012 Public Expenditure and Financial
Accountability (PEFA) assessments, Public Financial Management and Accountability Act 2011,
and interviews with key public finance management institutions (Ministry of Finance, Ministry
of Planning, the Accountant General and the Office of the Auditor General). The progress of
implementation of the on-going PFM reform programs also formed the basis for analyzing
Lesotho public financial management system.
Overview of Fiduciary Risks and Mitigation
Public Financial Management: The Government of Lesotho has continued on Public Financial
Management (PFM) reforms since 2005 with support from development partners aimed at
improving various aspects of the country’s PFM system. Although reviews of the reforms has
revealed progress has been made in a number of areas, including deepening of the MTEF,
drafting of the Public Financial Management and Accountability Bill, launching of the Integrated
Financial Management Information System (IFMIS), preparation of outstanding public accounts
up to 2007/08, auditing of public accounts and adoption of new procurement regulations.
However, in spite of this progress, periodic reviews and indicator scores in the 2012 PEFA report
have revealed that most of the weaknesses identified in the previous assessment (2009) still
remain. The 2012 PEFA notes that even though public debt is efficiently managed and records
are up-to-date, reliable and reconciled, there is widespread failure to undertake bank
reconciliations and to clear suspense accounts and advances due to problems associated with the
operation of IFMIS and its interfaces with other databases. There is a three-year backlog
(2008/09 to 2010/2011) in the production of consolidated financial statements and delays in their
submission on a timely basis over the years. There is a critical capacity constraint within the
Accountant-General’s office that needs to be addressed, among others.
Development partners have agreed to a Performance Assessment Framework (PAF) 20112013 (reviewed quarterly) to measure progress in growth and macro-economic
performance, improvements in PFM and governance, and enhancements in human
development and social protection. In addition, there is a PFM Improvement Reform Steering
Committee (PFM-IRSC) tasked to determine the priorities for future PFM reform activities in the
light of findings from PFM performance assessments. On-going and future reform efforts should
therefore continue to focus on the remaining weaknesses in all aspects of PFM including
improving budget credibility, internal control, procurement, accounting, reporting and external
auditing and scrutiny.
Overall, the fiduciary risk is deemed substantial. The PFM environment in Lesotho therefore
requires continued support from DPs, including the Bank. Public investment projects/programs
and Policy-Based Operations would use existing implementation systems and procedures to the
maximum extent possible. However, appropriate financial management arrangements and
institutional support program would be developed towards improving PFM weaknesses to help
mitigate fiduciary risk identified.
X

ANNEX IX. LESOTHO PUBLIC PROCUREMENT
Public Procurement Legal Framework: The Country National Competitive Bidding
Procedures Report (NCB Assessment) for Lesotho was conducted by the Bank in 2011. The
NCB Assessment noted the considerable progress made in adopting a modern legislation to
regulate public procurement. This has resulted mainly in the revision of the Procurement legal
and regulatory framework, the provision of the procurement manual, as well as the creation of
the Procurement Policy and Advisory Division (PPAD) and the Procurement Units (PU) in the
procuring entities. Despite these positive and significant developments, there are still essential
procurement areas that need to be strengthened including: (i) the absence of national standard
bidding documents (SBDs) to facilitate the implementation of the National Procurement
Regulations of 2007; (ii) the creation of effective independent complaints mechanism and
appeal review tools; (iii) the need to strengthen internal controls and post review of national
procurement procedures; (iv) the absence of the publication of independent procurement audits,
award of the contracts and procurement plans; (v) the prohibition of the “Cost Matching
Scheme” (a procedure which allows a local bidder to be awarded a contract at the price of a
winning foreigner bidder); and, (vi) the aspects related to the eligibility of parastatals.
Procurement Regulatory Function: The Procurement Policy and Advisory Division (PPAD) is
mandated to monitor public procurement proceedings regularly and to deal with any identified
irregularities. The Regulations provide for establishment of evaluation committees and Bid Panel
for approving proposed contract awards. The Regulations also allow the PPAD to establish an
“Independent Appeals Panel” to review its decision and provide an opinion. Furthermore,
procurement activities are subjected to regular internal and external auditing. The internal control
mechanisms are essentially in place, but there is no assessment report to indicate how efficiently
the PPAD, the PUs and auditors carry out their respective functions.
Procurement dispute and complaints mechanisms: The Procurement Regulations provide for
a first level for any complaints against a procurement decision to be lodged with the procurement
unit of the relevant ministry and a second level of appeal to the PPAD if the complainant is not
satisfied with outcome. The PPAD has received some complains and, in some instances,
requested a re-bidding of the process. To further strengthen the appeals process, the 2011 PFMA
provides for the establishment of a Procurement Tribunal of six independent members to be
appointed by the Minister of Finance to hear appeals against decisions of the Advisory Division.
However, the tribunal is yet to be established although its membership has been submitted to
Cabinet for approval by the Minister of Finance. There is a need for government to expedite
action on this to further enhance the procurement process.
Controls, anti-corruption and sanctions mechanisms: The 2012 draft PEFA notes that,
although no statistics are available on the percentage of procurement conducted through open
tendering, it appears that the requirements for open tendering are not always observed due to
ignorance of the requirements, flouting of requirements. The Office of Auditor General’s
November 2010 performance audit report on Ministry of Health and Social Welfare noted that
some procurement activities bypassed the procurement unit and were instead carried out directly
by line managers, which is partly a reflection of ignorance of procurement procedures including
the existence of the 2007 Regulations. There is, therefore, need for procurement institutional
assistance to Procurement Entities (PEs) in Lesotho.
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