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I. Introduction

The 1989 Article IV consultation discussions with Lesotho were held
in Maseru during October 25-November 10, 1989. 1/ The last Article IV
consultation with Lesothe was concluded on February 8, 1989 and the
second annual arrangement under the structural adjustment facility (SAF)
was approved by the Executive Board on June 6, 1989.

Lesotho continues to avail itself of the transitional arrangements
of Article X1V, Lesotho's potential access under the SAF is 3DR 10.57
million (70 percent of quota), of which the equivalent of SDR 3.02 mil-
lion under the first arrangement was disbursed in July 1988, and an
amount of SDR 4,53 million under the second arrangement, in June 1989,
Lesotho has received loans from the Trust Fund. As of November 30,
1989, the IDA had approved 19 project-related credits amounting to
US$158 million., Appendix I contains tables on structural and quantita-
tive benchmarks under the SAF-supported program. Appendix II presents a
detailed description of the medium-term projections. Summaries of
Lesotho's relations with the Fund and World Bank Group are provided in
Appendices III and IV, respectively. In addition, statistical issues
are presented in Appendix V, and social and demographic indicators, in
Appendix VI.

1/ The representatives for Lesotho included members of a subcommittee
of Ministers (chaired by Dr. M. Sefali, Minister of Economic Planning
and Development), concerned with monitoring the program under the SAF,
the Principal Secretary, Ministry of Finance, Mr. L.A. Thoahlane, the
Governor of the Central Bank, Dr. A.M. Maruping, and other senior
officials of ministries and institutions concerned with economic and
financial policies. The staff representatives were Messrs.

C.V. Callender (head), A. Abdi, W.J. Byrne, J. Nnanna (all AFR),
Ms. S.J, Fennell (TRE), and Ms, D, Heflin (secretary-AFR).



1I. Background and Recent Economic Developments

Lesotho has very close economic ties with South Africa and is a
member of the Southern African Customs Union (SACU), 1/ from which it

derives more than one half of government revenues, and the Common
Monetarv Area (EMA]- 2! The economy ig also hnnui]}r denendent on
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remittances from Basotho workers employed in South African mines. The
recent agreement with South Africa to exploit Lesotho's surplus water
for export to South Africa should provide an important additional source
of income and employment for the Lesotho economy.

After several years of slow economic growth, rapidly rising fiscal
deficits, and a substantial deterioration in the external current
account and the overall balance of payments (Table 1 and Chart 1), 3/
the Government of Lesotho adopted an economic adjustment and restruc-
turing program supported by an arrangement under the SAF covering the
period 1988/89-1990/91.

Performance under the first annual arrangement (1988/89) was poor,
with considerable slippages from the quantitative and structural bench-
marks (Appendix I, Tables 1 and 2). Developments in the financial and
external sectors were particularly disappointing. The budgetary
deficit, reflecting both higher-than-programmed current and capital
expenditure, was 9.7 percent of GNP, nearly 1 percentage point lower
than the previous year but 3.8 percentage points higher than programmed;
spending on salaries and wages and on other goods and services exceeded
the program target by large amounts, while outlays on repair and rehabi-
litation of roads damaged by floods and the purchase of aircraft and
embassy offices abroad were largely responsible for the higher-than-
programmed capital expenditure. The benchmarks on net credit to Govern-
ment and total domestic credit were exceeded by wide margins. The rate
of inflation (as measured by the consumer price index), reflecting
domestic financial policies and price developments in South Africa,
remained at about 12 percent compared with a program target of 10 per-
cent. In addition, the external current account deficit reached
6.4 percent of GNP compared with the program target of 3.8 percent; the

1/ The other members of the Customs Union are Botswana, South Africa,
and Swaziland.

2/ The other members of the CMA are South Africa and Swaziland. The
CMA allows free movement of capital between Lhe member countries, and
under this monetdary arrangement, the currency o¢f Lesotho, the loti, is
pegged at parity to the South African rand. Certain amendments to the
Trilateral and Bilateral Monetary Agreements between Lesotho and
Swaziland and South Africa have been ratified to eliminate the exchange
restrictions arising in the case of Lesotho from the limitations on
South Africa’s ability to obtain conversion of certain holdings of
Lesotho's currency in the circumstances specified in the agreements.

3/ More detailed descriptions of recent economic developments in
Lesotho are contained in SM/89/5 and EBS/89/92.



Table 1. Lesotho:
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Seleocted Economic and Financial Tndicatnars, 19R4/R5-19R9/9n

Filscal years 1984/85 1985/86 1986/87 1987/BR 1988 /R0 1984 /90
(April/March) Prel. Prog. L/ Zgt. Prog. 1/ Pral.
- - Fer.
(Annual percentage changes, unlass atherwise indfcated)
National income and prices
GDP at constant prices J.6 2.6 2.1 .4 1.5 9.4 A3 5.8
GNP at constant prices 0.8 =3.6 1.5 5.3 1.3 5.6 2.6 4.5
GDP deflatur 11.6 15-1 12.0 12.4 9.0 17.9 15.9 15.1
Consumer price index 11.1 15.2 15.5 12.1 10.0 12.1 ih.N 14.7
External sector {on the basis
of SDRs)
Exports, f.o.b. -14.8 ~15.6 4.0 1.4 13.4 7.0 15.4 11.4
laports, f.c.b. -16.2 =21.0 -1.2 24.1 5.5 .2 20,4 1. A/
Workers' remittances -20.0 -24.9 11.8 15.1 5.1 -1.2 0.7 9.1
Real effeccive exchange rate -1.3 -1.5 -2.9 -2.5 .- -t.0 -
Nominal effective exchange rate -1.1 -1.7 -0.9 -- . 0.k . .
Government finances
Revenue (excluding grants)} 271.9 13.4 11.2 9.2 18.4 23.n 1.4 255
0f which: SACD (37.9) 6.1 (-9.9) (B.4) (22.7%Y (22.7) (16.7) {15.43
Revenue (including grants) 30.9 9.3 17.5 3.2 22.3 30.0 11.9 6.4
Toral expenditure 2/ 23.5% 21.7 20.2 21.1 5.2 24.1 h.n 1.2
{Change am a percentage of opening hroad money?
Money and credtt
Muney and quasi-money (M2) 8.2 1.5 11.14 17.8 16.4 21.9 2.0 13 2
Net foreign assets 322 5.6 -8.1 -3.4 5.4 -1.9 7.8 5.k
Domeatic credlt -2.4 18.9 15.7 8.1 11.0 12.R 14.2 5.1
Guvornment -4.5 11.3 16.3 19.7 5.1 20.R 4.3 n.
Private 3/ 6.1 1.6 -0.6 8.4 5.A 12.0 L) 4.7
Other items {net) -11.7 -4.2 3.5 -h.8 - 1.3 - -~
Velocity (GNP relattive to M2) 4.0 3.7 3.8 1.9 3.4 4.0 1.5 1.7
(In percent of GNP, unless otherwise Indicated}
Central Government
Revenue and grants 24.2 23.5 23.6 20.% 24.6 21.6 25.% 22.R
Expenditure and net lending 26.1 29.8 30.5 1.0 30.6 31.2 29.49 26.7
Overall surplus/deflicit (=) 4/ -1.9 ~6.2 ~6.9 ~10.6 -5.9 -9.7 -4.4 -31.9
Domestic bank financing - -2.0 2.8 4.1 4.7 1.4 4.9 1.1 0.4
Forelign financing 2.1 2.8 2.9 4.5 1.7 3.8 3.0 1.n
External current account surplua or
deflcit (-} 5/ -3.3 -2.6 -, -7.1 ~1.R -6.4 3.7 =44
External debt &/ 29.2 32.4 3l.2 34.5 34.1 6.8 19.7 1R
Debt servlce ratlo (in percent of
exports of goods and mervices) 6.5 6.2 3. 3.5 3.5 5.0 5.1 5.0
Prime {nterest rate 7/ 22.0 14.0 11.0 11.0 . 9.0 Ve
Minisum savings deposir rate R 12.0 1.0 k.0 k.0 11.5 ces -
(In millions of SDRs)
Overall balance of payments
surplus or deficit (~) 8/ 5.7 8.5 -9.9 ~11.9 5.1 -10.7 3.6 10.7
Net official reserves (1ﬂ“beeku
of fmports, f.0.b.) 9/ 7.6 10.2 8.2 5.5 6.6 4.1 5.4 5.4
Net Lorelgn assets of banking
system 105.5 90.5% 73.4 60.4 0.6 49.1 56.8 £%.7

Sources:

1/ The programmed indicators {n percent of GNP reflect

revislons.
2/ lncluding net lending.
3/ Including statutory bodles.
4/ 1ncluding grants.

5/ Including cfficial unrequlted transfers.

b/ Central Govarnment only.
i/ End of perfod.

B/ Excluding SAF purchases In 1988/89 and 1989/%0.

3/ Excluding LHWP lmporte.

Data provided by the Lesotho authoritles; and stafi esatimates.

the national accnunts data prinr

to the recent



overall balance of payments recorded a deficit of about SDR 1l million;
and net foreign assets fell to the equivalent of 4.1 weeks of imports
tnstead of increasing to the equivalent of 6.6 weeks as had been
envisaged. Moreover, the benchmark on nonconcessional borrowing was not
observed, and the debt service ratio rose from 3.5 percent of exports of
goods and services in 1987/88 to 5.0 percent in 1988/89.

However, Lhere were some positive aspects to Lesotho's perform-
ance. Real GDP growth of 9.4 percent (GNP growth of 5.6 percent) was
considerably stronger than envisaped. Despite some delays, several of
the structural benchmarks were observed; the export financing scheme was
introduced, a number of revenue measures were successfully implemented,
and the public investment program for the period 1988/89-1990/91 was
completed., Moreover, late in fiscal year 1988/89 the Government began
to put in place mechanisms for controlling expenditure.

I1T. Report on the Discussions

1. The 1989/90 program

During the discussions on the 1988 Article IV consultation and the
request for the second annual arrangement under the SAF, Executive
Directors expressed deep disappointment with the slippages under the
first-year program, They noted with regret that the authorities had not
demonstrated sufficient control in the fiscal area and indicated that a
fundamental reorientation of fiscal policy was required. In this
context, they stressed the need for the establishment of effective
monitoring and control mechanisms, Directors emphasized the importance
of economic diversification and welcomed the planned land leasing
reforms, the establishment of grazing associations, and the introduction
of grazing fees to help ensure more efficient land use. Directors
indicated that every effort should be made to accelerate adjustment and
that performance under the program would have to be monitored very
closely.

In light of these comments, and as a result of developments related
to the Lesotho Highlands Water Project (LHWP), the adjustment path
envisaged in the original program was reassessed and revised at the time
of negotiations on the second annual arrangement. The objectives of the
second annual program include real GDP growth of maore than 6 percent;
reduction in the overall fiscal deficit from 10.9 percent of GNP to
4.4 percent} containment of the annual rate of inflation to about
16 percent; and an increase in net official reserves to the equivalent
of 5.4 weeks of imports. To achieve these goals the Government under-
took to implement measures to increase agricultural and manufacturing
productivity and output; introduce several revenue-ralsing measures
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while curtailing the growth of budgetary expenditure; 1/ and continue
ite policies to increase exports and promote import substitution,
Appropriate limits were placed on credit expansion and nonconcessional
borrowing and structural benchmarks were expanded to include budgetary
management and parastatal monitoring.

To demonstrate their commitment to the program, the authorities
took a number of actions prior to the Executive Board's consideration of
the request for the second annual arrangement, namely, removal of the
company tax exemption that had been extended to parastatals;
retrenchment of 150 daily paid workers as part of the overall retrench-
ment program to be implemented in 1989/90; enactment of the annual
budget appropriations for 1989/90; institution of an expenditure
monitoring and control system; and appointment of a Board of Trustees
for the Miners' Deferred Pay Fund (MDPF).

Against this background, the discussions focused on overall
economic and financial developments and prospects for 1989/90 and the
medium term in the context of the policies and targets of the policy
framework paper (PFP) and the arrangement under the structural adjust-
ment facility,

2. Policies and prospects for 1989/90

a. Financial policies

The Lesotho representatives regretted that they had not been able
to reduce the lag in reporting of data on the execution of the budget to
B1x weeks as had been envisaged in the program., This was due mainly Lo
delays in recording expenditures, lack of coordination among the various
data processing units, and shortage of trained staff. However, the data
for the first half of the fiscal year, although incomplete, provided a
good indication of fiscal developments, and it appeared that the fiscal
situation would improve dramatically in 1989/90. The overall budgetary
deficit (including grants) is estimated at M 87 million (3.9 percent of
CNP), compared with a program target of M 91 million (4.4 percent of
GNP) and an outcome of 9.7 percent of GNP in the previous year
(Table 2). The improvement in the deficit was due mainly to lower-than-
programmed expenditure. Revenue and grants are estimated at M 511 mil-
lion, 26 percent higher than the previous year, but slightly lower than
the program estimates. Although current expenditure is estimated to be
5 percent less than the programmed amount, total expenditure and net
lending is expected Lo be only 2 percent lower than the target, owing to
higher-than-programmed capital expenditure {(Chart 2).

1/ Fiscal measures to be implemented during the course of the program
included the extension of the sales tax to public utilities and the
restraint of the growth of real expenditure on personnel.



Table 2. Lesutho: Summacy of Centril Government Operatlons, 19R4/R5-1989/90

1984/R5 1985/86 198h/87 19R7/R8 1788/R0 19R9/9n
Prog. 17 Est. Prog. 17 Prof.

(In millions of maloti)

Revenue and grants 234.4 256.3 jnl.z2 3l0.7 384.8 404.0 518.5 510.6
Revenue 217.3 246.5 274.1 299.4 356.8 368.5 477.4 4RA.N
Customs (151.5) (161.1} (145.2) (157.4) (193.2) (193.2) (2p4.4) (2R3.A)
Other revenue (65.8) (85.4) (128.9) (142.0) (16%1.5) (175.3) (213.9) (202.4)
Grants 17.1 9.8 27.1 11.13 28.0 35.4 40.9 YN

Expenditure and net

lending 253.4 323.6 3189.0 471.2 477.6 584.9 £09.0 597.9
Curtent expenditure 16l.4 222.7 275.9 302.9 R 384.0 424.R 405.72
Salaries (77.8) (106.1) (112.9) (117.2) (136.0) (170.0) (180.0) (17A.8)
Interest (17.5)  {20.7)  (28.4)  {29.9) {36.5) (4I.L)  (R9.4)  [R5.4)
other (66.1)  (95.9) (134.6) (155.8) (146.0) (170.A) (175.5) (1A3.0)
Capital expenditure
and net lending 92.0 100.9 113.1 168.3 161.0 200.9 184.7 192.7
Surplus/Deficit {(-) -19.0 -67.3 -87.8 -160.5 ~92.8 -180.9 -90.5 -87.13
Financing 19.0 67.3 87.8 160.5 92.8 1RO .9 90.5 R7.3
Foreign 20.0 jo.o 36.7 70.3 58.9 71.2 61.9 RS.1
Borruwing (37.4)  (59.2)  (56.5)  (92.7) (7R.2) (l0A.2)  (9R.1Y (171.2)
Amortization (17.4)  (29.2 (19.8)  (22.4) (19.3) (35.0) (3A.2) (I.1)
Domestic -1.0 37.3 51.1 90.2 13.9 109.7 2R.A T2
Bank (-19.1) (30.1) (52.7) (70.8) (21.7) (91.9) 22.6) (14.9)
Other (1R.1) £7.2)  (-1.B)  (19.4)  (12.2) (17.R) (6.0) (~17.7)

{In percent of GNP)

Memorandum items:

Revenue and graots 4.0 23.6 23.6 20.5 24.6 21.h 25.5 22.8
Expenditure and

net lending 26.0 29.8 30.5 il.o 310.6 11.2 29.9 2R.7
Surplus/Deficit (-) -1.9 -6.2 -6.9 -10.6 -5.9 -9.7 -4.,4 -1.q

(Annual percentage change)

Revenue and grants 30.9 9.1 17.5 3.2 23.8 10.0 28.3 2h.4
Of which: SACU (37.9) (6.7 (-9.9) (B.4} (22.7) (22.7) (16.9) {(1h.4Y
other (9.7) (29.8) (50.9) (10.2) (15.1) (23.5) (22.0) (15.5)
Expenditure and
net lending 23.5 21.7 20.2 21.1 5.2 24.1 4.1 2.2
Current expenditure 14.1 38.0 21.9 9.8 6.0 26.R 10.h .5
0f which: salaries (17.2) (36.4) (h.4) (3.8) (13.9) (45. 1Y (5.9) (4.1)

Capital expenditure
and net lendlng 44.7 9.7 12.1 48.8 3.7 19.4 -3.1 4.1

Sources: Data provided by the Lesotho authorities: and staff estimates.

1/ The programmed indicators in percent of GNP reflect the national accounts prior tn the
recent revisions. The comparable ratios for 19B8/R9 and 1989/90, respectively, acrording to
the revised national accounts are as follows: revenue and grants: 20.5, 23.1: expenditure
and net lending: 25.5, 27.2; surplus/deficit (-): -5.0, -4.0.
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Commenting on tiscal developments, the Lesotho representatives said
that the improved revenue performance partly reflected higher customs
revenues, but it also stemmed from significant increases in sales tax
receipts owing to higher tax rates and in "other" revenues resulting
from the new revenue measures introduced early in the fiscal year. They
acknowledged that revenue performance would have been better if some of
the measures, such as the extension of the company tax to parastatals,
and the increase in tax rates on tobacco and alcohol, had been imple-
mented earlier in the fiscal year. The Lesotho representatives informed
the staff that further work was being undertaken on the reduction of the
number of bands for individual incomes with a view to simplifying the
personal income tax structure, but they regretied that negotiations
regarding the extension of the income tax to Basotho miners in
South Africa had stalled.

With regard to expenditure, the Lesotho authorities said that the
expenditure control measures introduced late in 1988/89 and strengthened
during the current fiscal year had begun to yield results (Table 3}. In
particular, the policy of granting only within—-grade merit increases,
the restraint in recruitment, the laying off of some daily paid workers,
and the introduction of an early retirement scheme had slowed the growth
in salaries and wages, while improved controls at the disbursement stage
had helped to curtail the growth in expenditure on other goods and
services. Consequently, recurrent expenditure was expected to fall
below the budgetary target. Capital expenditure and net lending, on the
other hand, was likely to exceed the target by nearly 5 percent, mainly
on account of the purchase of two military cargo transport aircraft,
which had not been budgeted for, but also on account of faster-than-
envisaged implementation of hospital and irrigation projects.

The staff representatives welcomed both the improvements in the
process and procedures of budgetary preparation and the measures the
authorities had taken to increase revenues and restrain expenditure,
They emphasized, however, that in order to achieve the revenue outcome,
collection procedures must be strengthened, dividends from parastatals
should be collected promptly, reimbursable expenditure on account of
foreign-financed projects should be claimed on time, and advance pay-
ments of taxes had to be secured from the parastatals. Moreover, the
lag in the provision of data on budgetary operations needed to be
reduced and rLhe mechanisms for monitoring and controlling expenditure,
especially at the commitment stage, needed to be expanded and further
strengthened. The staff representatives also stressed that expenditure
on unbudgeted items, especially for less productive purposes, should be
eliminated, since these expenditures tended to increase the budget
deficit and generally made economic and financial management more
difficult. They further pointed out the need to update the public
sector lnvestment program, establigh priorities for investment projects,
and accelerate the establishment of the parastatal monitoring unit,

With respect to the financing of the overall budgetary deficit, the
staff representatives observed that, based on preliminary indications,



Table 3. Lesotho: Analysis of Fiscal Adjustment in 1989/90 1/

{In percent of GNP)

Prog. Proi.
1. Total increase in revenue and grants 1.6 1.3
Increase associated with revenue-~raising
measures (0.1) (-0.2)
Growth in SACU revenues (1.5) {(1.9)
2. Total reduction in expenditure and pet
lending 4.0 4.5
Decrease attributable teo expenditure-
reducing measures {1.5) (4.3)
Decrease attributable to non-
recurring expenditures {2.5) (0.2)
3. Reduction in overall budget deficit (1+2) 5.6 5.8

Sources: Table 2; and staff estimates.

1/ Usiag actual outcome for 1988/89 and revised GNP figures.



about 97 percent of the deficit would be financed by external borrowing,
which exceeded the program amount by about M 23 million. Some of the
additional external borrowing had financed the unbudgeted capital expen-—
diture. They pointed out that, under the program, this unexpectedly
high level of foreign borrowing would require both a reduction in
government borrowing from the banking system and an increase in the
foreign reserve target by the amount of foreign borrowing in excess of
the programmed level. The Lesotho representatives replied that taking
into account the amount falling due to nonbank domestic creditors, the
Covernment felt that the amount of credit repayment to the banking
system would be limited.

With regard to monetary and credit developments, the staff
representatives commended the Lesotho authorities for shifting credit
away from household consumption toward productive enterprises while
remaining within the quarterly credit ceilings for June and September
1989, Total domestic credit and broad money had expanded on an
annualized basis by abort 6 and 13 percent, respectively, between March
and September 1989 (Table 4). At the same time, they stressed the need
to encourage the development of more creditworthy projects in order to
channel some of the existing surplus liquidity in the commercial
banks 1/ into productive investment. The staff representatives noted
that, while the Government had recently changed interest rates in
response to movements in South African rates (Chart 3), interest rates
on deposits were still slightly negative in real terms, and should be
made positive, 2/ particularly in view of the continuing loss of
migrants' remittances to South Africa. They also urged the authorities
to explore the possibili.y of developing new financial instruments and
improving financial intermediation.

In response, the Lesotho representatives argued that because of
institutional and other socio-economic factors higher interest rates
were unlikely to have a significant effect on the mobilization of either
foreign or domestic savings in Lesotho, particularly in the present
environment of surplus liquidity in the banking system. With respect
specifically to miners' remittances, the Lesotho representatives
observed that, in addition to higher interest rates, the financial
institution operated in South Africa by The Employment Bureau of Africa
(TEBA) offered the Basotho miners more convenient deposit and withdrawal
facilities than those provided by financial institutions in Lesotho.

The staff representatives pointed out that this only strengthened the
case for higher interest rates. Regarding the development of financial

1/ Liquidity ratio is defined as liquid assets as percentage of
deposits. Comparable ratios for the past five years are as follows:
September 1985: B85.2 percent; September 1986: 86.1 percent; September
1987: 91.9 percent; September 1988: 80.9 percent; September 1989:
79.3 percent.

2/ The Central Bank of Lesotho sets the minimum rate on savings
deposits.
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Table 4. Leaotho: Monetary Survey, 1984-89
1984 1685 1986 1987 1988 198¢
March March June Sept .
(In millions of malotl)

Foreign assets (net) 126.3 199.1 216.9 190.6 17R.2 163.2 171.4 2t9.5
Central Bank 65.1 94,7 140.7 126.4 10R.,7 96.2 95.5% 123.5
Commercial banks 59.3 102.5 73.0 6l.2 6.0 h2.1 THa 93.3
Rand with banks 1.9 1.9 3.2 2.8 3.5 5.9 4. R 2.7

Dumestic credit 127.7 122.3 172.7 223.4 324.5 463 .4 460.h 476 A
Claims on

Government (net) 64.8 45.6 75.7 128.4 199,2 287.3 281.0 90,0
Central Bank (6.4) (1.7 (7.7) (31.7) (134.9) (157.9) (139.2) (l140.4)
Commercial banks (58:4) (43.9) (68.0) (96.7) (64,3) (129.4) (l4a1.RY (149.6)

Claims on rest
of economy 62.9 6.7 97.0 95.0 125.3 176.1 179.6 18A.H
Private sector (49.1) (64.17) (85.6) (B5.0) (113.0) (147.1) {152.0) (lAO0.RAY
Statuatory bodles {(13.8) (11.9) (11.4) (10.0) (12.0) (29.0) (27.6) (26.0)

Money and quas{-money 225.4 266.5 323.5 359.4 423.4 516.2 534.3 550.1
Narrow money 88.5 106.5 135.8 162.4 174 .4 233.p 243,17 254 .8

Malot! with public (23.2) {(24.9) {28.9) (33.0) (34.3) (63.1) (45.5) {51.9

Demand and call
deposits {65.3) (8l.6) (106.9) (129.4) (140.1} (190.9) {198.2) (202.7)
0f which: MDPF lj [5.9] [6.5] [7.0] [5-9] [7.3] 17.2] [7.7]) [R.0]
Quasi-money 137.0 160.0 1R7.7 197.0 249.0 2R2.A 29N.h 295.5

Time deposits (710.0) (78.8) (88.2) (77.8) (106.9) (108.2) (112.8) (tV4.4)

0f which: MDPF ij [53.1] [58.4) [63.4] [53.1]} {65.8] [64.A] [A9.3] [7t.7]
Savings
Other ltems (net) 28.6 54.9 66.0 54 .6 79.2 11n.2 97.6 14A.N
{Annual percentage change)}
Memorandum items:
Broad money 12.4 18.2 21.4 11.1 17.8 21.9 6.7 3! 11.4
Total domestic credit 2.7 -4.2 41.2 29,4 45.3 42.R 26.9 Ej 23.0
Credit to Government (net) -12.7 -29.6 66.0 69.6 55.1 442 31.8 2/ 27.8
Credit to private sector
and statutory bodies 26.1 21.9 26.5 -1 31.9 40.59 20.0 2/ 1R,
(Changes as a percentage of opening broad money)

Net foreign assets 19.3 32.1 6.6 -8.1 -1.4 3.5 -4.5 EI 4.9

Total dumestlc credlt 1.7 ~2.4 18.9 15.7 28,1 32.8 21.3 2/ 19.n

Credi{t to Government (net) -4.8 -8.5 1.3 16.3 19.7 20.8 4.8 2 13.0

Source: Data provided by the

1/ Miners' Deferred Pay Fund.

2/ June 1988-June 1989.

3/ Sept. 198B-Sepr. 1989

Central Bank of Lesontho.
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instruments, the Lesotho representatives remarked that the limit on
Government borrowing constrained the development of government financial
instruments but there was scope for the development of bonds issued by
some of Lhe parastatal enterprises. However, they were awaiting the
World Bank's Financial Sector Report on Lesotho before proceeding
further.

b. The external sector

Based on preliminary data for the first half of the fiscal year
1989/90, the external current account deficit is estimated to narrow to
4.4 percent of GNP during 1989/90 (Table 1). Exports are estimated to
rise by 13 percent in SDR terms, of which 7.5 percent would constitute
an increase in volume (Table 5). Imports (exclusive of LHWP) are
estimated to increase by 22 percent, owing mainly to higher imports of
raw materials and food, LHWP imports are estimated to increase more
than fourfold. Workers' remittances are estimated to rise by 18 per-
cent, reflecting an increase of a similar magnitude in the average wage,
while official unrequited transfers are estimated to rise sharply in
line with higher levels of budgetary and other grants. Even with a
significant increase in net capital inflows, the overall balance of
payments surplus would only be SDR 10,7 million, and after rhe SAF
disbursement is taken into account, additional financing of some
SDR 8 million would still be required to attain the reserve target
equivalent to 5.4 weeks of imports.

The Lesotho representatives sald that the Government's policies teo
diversify exports and increase import substitution were already having a
positive effect; manufactured exports, particularly of textiles, had
increased substantially, and foreign investment had continued to expand
(this is partly reflected in the increase in investment through the
financial rand). They explained that the export financing scheme, which
had been in operation for a year, had contributed to this growth in
investment and exports, and would be expanded. Moreover, agricultural
production and exports were expected Lo increase as a result of the
recent introduction of a revolving fund, financed by the United Nations
Capital Development Fund (UNCDF), to provide short- and long-term credit
to farmers through the Lesotho Agricultural Development Bank (LADB) and
the commercial banks. Nonetheless, it was unlikely that the significant
rise in foreign reserves that had occurred in the first half of 1989/9Q

(M 27 million) would continue in the
seasonal imports associated with the
exchange would be needed for imports
domestic production. 1/ The Lesotho
that they were seeking food aid from

need to use additional tforeign exchange for imports of tfood grains.

second half. In addition to higher
holiday season, additiocnal foreign
of food grains to supplement
representatives indicated, however,
donors, which would alleviate the
The

staff representatives urged the authorities to monitor foreign reserve

1/ See Section 2c below.
affected by unfavorable weather.

Production of maize and wheat was adversely
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Table 5. lesotho: Balance of Payments, 1984/85-1989/90

1984/85 1985/86 1986/87 1987/88 1988/89 1989/90

Prel. Prog. 1/ FEst.

(In millions of SDRs)

Current. account 6.3 -12.1 -0.8 -40.5 -37.8 -21.0 -28.5
Gouds and services halance -93.2 -79.9 =54.4 -90.6 -107.4 -203.2 ~205.8
Exports, f.o.b. 5.4 21.4 28.7 37.8 51.8 48.6 53.7
Imports, f.o.b. -398.2 -308.1 -304.5 -377.8 —-405.2 ~486.7 -533.3

Of which: LHWP (-=) (--) (--) (=) (-26.9) (-101.3) (-107.2)
Workers' remlttances 283.4 216.6 241.6 178.0 274.6 250.2 299.7
Other services {net) -17.2 -16.1 -18.5 ~24.1 -23.0 -17.7 -23.7
Investment income (net) 8.4 6.3 -1.7 4.5 -5.6 -4,5 =1.2
Unrequited transfers (net) 99.5 67.8 53.6 0.1 69.6 182.2 177.3
Of ficial 96.5 65.7 52.6 49.0 .7 60.9 45.h
Private 3.0 2.1 1.0 1.0 2.4 0.7 2.A
LIWP — - - — 32.4 120.6 129.1
Long—term capital (net) 19.4 22.2 23.9 35.8 28.2 28.2 35.0
Ofticlal (net) 15.8 17.1 16.6 26.4 18.8 12.8 24.9
Private foreign investment 3.7 5.2 7.4 9.5 9.4 10.6 10.1
Other official 2/ -0.1 0.1 -0.1 -0.1 — 0.2 -
LHWP — - - — — 4.9 --
Short-term capital (net) -26.0 12.0 4.7 -2.1 0.8 — -2.7
SDR allocations — - - — - - —
Errors and omissions 3/ 6.0 -13.6 ~37.7 ~5.1 -1.9 -3.A 6.9
Overall surplus/deficit 5.7 8.5 -9.9 -11.9 -10.7 3.6 10,7
SAF purchases - - - _ 3.0 4.5 4.5
Finincing required - - - - - - a.1
Change in rescrves (increase =) ~5.7 -8.5 9.9 11.9 7.7 8.1 -23.3

(In percent of P, unless otherwise indicated)

Memurandum items:

Current account 2.5 -2.6 -0.2 -7.1 6.4 -3.7 -4.4
Net official reserves (woecks of imports) 7.6 10.1 8.2 5.6 4.1 5.4 5.4
Cuomversion factor (SDR/loti) 0.6020 0.4262 0.3806 0.3738 0.3132 0.2R10 0.2R97
Import volume (percent change) -0.1 -6.4 -3.3 11.4 2.9 -1.6 6.6
Export volume (percent change) 0.1 0.1 27.8 18.9 40.0 12.5 7.5
Debt service ratio {percent of poods and

services) 6.5 6.2 3.7 3.5 5.0 5.3 5.0

Sources: Central Bank of Lesotho; and staff estimates.

1/ From EBS/89/92.
2/ Subscriptions to intemational institutions by the Lesotho Govermment.
3/ Including valuation ad justments.
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developments closely in the coming months and, if necessary, to tighten
credit and raise interest rates with a view to curbing aggregate demand
while also attracting a larger amount of migrants' remittances and
short-term capital.

The Lesotho authorities raised the issue of the appropriateness of
the existing exchange regime. They said that although the recent
depreciation of the loti-rand 1/ had generated a higher rate of
intlation in Lesotho and had contributed to an increase in debt service
payments, the positive aspects of the arrangement outweighted its
disadvantages. Given Lesotho's geographic location inside South Africa,
and its participation in the customs union (SACU) and the common
monetary arrangements, the real effective depreciation of the loti-rand
had improved the competitiveness of Lesotho's exports, which had become
necessary as a result of the recent increases in minimum wages in
Lesotho. Moreover, Lesotho had continued to benefit from sizable
inflows of direct foreign investment and migrants' remittances. The
staff representatives said that, in the circumstances, the issue
deserved careful study before any changes were contemplated in the
current arrangements.

The staff representatives also stressed that although the ratio of
debt service payments to exports of goods and services was estimated to
remain stable at about 5 percent in 1989/90, there was no room for
complacency, since the debt service ratio had to be considered in the
context of the weakness and vulnerability of Lesotho's balance of pay-
ments. They therefore urged the authorities to improve the compilation
of data and management of external debt and to continue to rely on
concessional loans and eschew commercial loans.

The Lesotho authorities said that the amendments to the Trilateral
and Bilateral Monetary Agreements between Lesotho, Swaziland, and
South Africa to remove tne exchange restrictions had been ratified, and
that Lesotho's exchange system was free of exchange restrictions.

c. Production, prices, and employment

Preliminary indications based on data for the first half of the
fiscal year are that real GDP growth would amount to 5.5 percent in
1989/90, compared with 6.3 percent envisaged in the program and 9.4 per-
cent in 1988/89. Significant increases are expected in the construction
and manufacturing gectors, but output in the agricultural sector is
expected to fall as a result of unfavorable weather. Gross investment,
mainly paralleling an increase in activity associated with the LHWP, is
estimated to rise sharply from 30 percent of GNP in 1988/89 to 44 per-
cent in 1989/90. The rate of inflation (as measured by the consumer

1/ Over the eighteen months through end-September 1989 the loti
depreciated by 19 percent against the SDR, and 25 percent against the
U.S. dollar (Chart 4).
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price index), largely reflecting price developments in South Africa, is
estimated to accelerate from 12.3 percent in 1988/89 to l4.2 percent in
1989/90.

The authorities are continuing their efforts to increase and
diversify agricultural and livestock production, They indicated that
extensive use of irrigation had boosted production and that with the
help of the UNCDF-financed project they intended to expand the area
under irrigation by about 70,000 acres over the next five years.
Moreover, the establishment of a freeze-drying plant had improved the
commercialization of vegetables, and they expected to export vegetables
to Europe. Regarding range land management and the introduction of
grazing fees, the Lesotho representatives said that four grazing
associations (representing about 30 percent of livestock holders) had
already been established, and that within these established associations
a system of grazing fees was being implemented. However, the process of
extending the system on a nationwide basis was taking longer than
anticipated because of resistance from some groups of livestock
owners. In the meantime, the Government was continuing to explore other
avenues to improve range management, including the establishment of
capacity guidelines and the issuance of permits for use of the grazing
range, and the culling of herds with a view to improving the quality of
livestock. The Lesotho representatives explained that land reform was
progressing slowly; the commission's report on changes in the Land Act
of 1979 had been translated into Sesotho and was being distributed to
Principal Chiefs and Development Councils in order to obtain wide
approval and support for its implementation. The current system of
contract farming involving lease arrangements for three years to five
between the trustee of the land and the farmer was being expanded, but
the authorities acknowledged that the leasing arrangements did not
address the problem of providing farmers with collateral that could be
used to raise loans from commercial sources, and indicated that they
were still trying to resolve the problem.

Commenting on investment, the Lesotho representatives said that
foreign investment in the manufacturing sector, particularly for textile
production, had continued to increase. Most of this investment had come
from South African and Asian firms, and production was destined mainly
for the European and North American markets. However, there was a great
need for venture capital to enable domestic entrepreneurs to participate
in new enterprises. The Lesotho authorities were currently reviewing
the entire package of investment incentives, including tax holidays, the
differential company tax rate for manufacturing enterprises, and the
establishment of an investment promotion unit, but were awaiting the
World Bank's recommendations before making final decisions.

Prices for most products in Lesotho continued to be market
determined. Producer prices for the five main agricultural crops were
currently based on producer prices for South Africa, plus the cost of
transport between the South African border and Maseru, and a margin for
Co-op Lesotho's handling and marketing costs. The consumer price index
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CHART 4
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increased by 3.3 percent in the first three months of 1989/90, and, for
the year as a whole, was expected to be 2 percentage points higher than
the previous year (Table 1).

The Lesotho representatives acknowledged that the employment
situation in Lesotho gave cause for concern. A large number of Basotho
were currently working in South African mines, and there were few
employment opportunities in Lesotho for the large number of new entrants
to the labor market. The number of Basotho employed in the gold mines
had declined slightly during the past year owing to the closure of older
mines that ceased to be profitable, but the number of such workers was
expected to remain stable in the medium term., Therefore, the Govern-
ment, with the assistance of several donor agencies, was trying Lo
expand employment opportunities in Lesotho, particularly in the rural
sector, through the provision of more credit to the rural sector,
expansion of training programs to improve skills, and strengthening of
the marketing and CLransportatLion systems. Moreover, the Lesotho
authorities expected that the implementation of the LHWP would generate
employment in the construction sector as well as in ancillary industries
providing goods and services for the project.

d. Social dimensions of adjustment

The Lesotho authorities recognized the need to protect the
vulnerable groups within the economy and had already begun taking
measures in that regard. To this end, the sales tax exempted basic food
and other items (including cereals, fruits, vegetables, eggs, milk,
schoolbooks, locally manufactured medicines, and agricultural imple-
ments} that weigh heavily in the budgets of the poor. Moreover, in
order to protect the poor from higher charges, the recent extension of
the sales tax to public utilities did not include water. In addition,
the individual income tax was levied largely on the urban wage and
salaried sector and had little impact on the rural areas, where a large
proportion of the population is considered to fall below the poverty
line.

The Lesovtho representatives noted that the adverse transitional
impact of the structural adjustment program had been felt mainly by a
relatively small number of civil servants who had been laid off and had
not yet found alternative employment. In addition, the budgetary
restraint on salaries had prompted nurses and physicians to leave
Lesotho for higher paying jobs in the Republic of South Africa, while
the reduction in the number of vehicles had limited the availability of
health services, particularly in rural areas, The Lesotho representa-
tives emphasized, however, that the structural adjustment measures were
being complemented by reforms in the social sectors. The Government,
with assistance from donors, was placing emphasis on the improvement of
health and education services; projects in the education and health
sectors focused on improving basic education and technical skills by
providing more resources for primary education, teacher training and
technical schools; expanding maternal and child health care; upgrading
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clinics; and introducing family planning to the health delivery

system. The CGovermment, with technical assistance from the World Bank,
was also trying to alleviate malnutrition, which is prevalent among the
rural dwellers.

e. Environmental protection

The Lesotho representatives explained that in order to mitigate any
potential adverse socioeconomic and environmental impact of the LHWP,
the Covernment, with donor support, was preparing a comprehensive
program, involving compensation for households that would be deprived of
grazing or arable land as a result of the project, pravision of training
and employment opportunities for those affected, and protection of the
environment. More broadly, the Government had recently adopted an
Environmental Action Plan, aimed at improving agricultural production
through the conservation of the country's environment.

2. Medium-term prospects

Lesotho's economic prospects are likely to improve over the medium
term. This would depend, however, on the Government's adherence to the
policies indicated in the PFP and the SAF-supported adjustment program,
the implementation of the LHWP as scheduled, and no adverse geopolitical
developments in southern Africa.

The medium-term scenario, including the key assumptions, is
described in Appendix 1I. This scenario assumes the effective and
timely implementation of the policies described above. Under these
assumptions, real GDP is projected to grow at an average rate of
5.6 percent (real GNP, 3.4 percent) over the five-year period 1990/91 to
1994/95. Both savings and investment as a percentage of GNP are
projected to rise, with Government savings registering a marked
increase; the fiscal situation is projected to improve significantly,
changing from a budgetary deficit of 3.9 percent of GNP in 1989/90 to a
small surplus in 1991/92 and then to a small deficit by 1994/95,
reflecting mainly fluctuations in SACU receipts; the external current
account, which is dominated by the evolution of LHWP operations,
including receipts of advance royalties, is projected Lo register a
amaller deficit earlier in the period, moving from 6.4 percent of GNP in
1988/89 to 2.4 percent in 1991/92, but the deficit would then increase
to 8.1 percent in 1994/1995 as payments for imports associated with the
hydroelectric rise sharply; the overall balance of payments will
register cumulative surpluses and thereby permit the foreign reserve
position to improve, but not enough to attain the targeted 12 weeks of
import cover. 1/ To achieve this, additional external financing will be
required. Lesotho's external debt service ratio is projected not to
exceed 5.2 percent of exports of goods and services throughout the
program period.

1/ Import cover calculations are exclusive of LHWP imports.



GCiven the dependence of the Lesotho economy on mine workers'
remittances, a sensitivily analysis was undertaken to assess the direct
impact ot a decline in the number of Basotho workers employed in the
South African mining industry and the associated fall in remittances.
Because of lower imports, SACU receipts are projected to be less than in
the baseline scenario, while lower receipts from sales taxes and income
taxes will reduce other revenue below the level of the baseline
scenario. Under these assumptions, real GDP would grow more slowly, the
budget deficit would continue at a high level, the external current
account deficit would widen, larger financing paps would emerge, and
stronger adjustment measures would be required.

In discussing the medium-term prospects with the authorities, the
staff representalives stressed that rLhe revised projecrions were
tentative and that they assumed timely and effective implementation of
policies indicated in the PFP/SAF, implementation of the LHWP as
scheduled, and except where explicitly stated in the sensitivity
analysis, no exogencus shocks. They pointed out that even with
favorable conditions, the next few years will be difficult because of
the budgetary constraints and balance of payments pressures. The
authorities agreed with the broad thrust of the staff's assessment of
Lesotho's medium-term prospects and assured the staff that they would
continue the policies indicated in the PFP and would be prepared to take
additional adjustment measures should the need arise. In this context,
the authorities said that they intended to continue with a Fund-
supported program but would inform the staff later whether they would
request a third-year arrangement under the SAF or arrangements under the
enhanced structural adjustment facility (ESAF).

IV. Staft Appraisal

After several years of slow economic growth, rapidly increasing
fiscal deficits, and a substantial deterioration in the external current
account and the overall balance of payments, the Government embarked
upon a financial program in 1988 that was supported by arrangements
under the structural adjustment facility, and was designed to accelerate
economic growth and reduce internal and external imbalances. In the
context of a PFP and SAF arrangements covering the period 1988/89-
1390/91, the Lesotho CGovernment began implementing measures to boost
agricultural and manufacturing productivity and output, and increase
revenues while curtailing the growth in expenditure, expanding exports,
and promoting import substitution. Performance under the first annual
program was unsatisfactory and several of the benchmarks were
breached. Consequently, and in order to reflect the impact of the LHWP
in the program, during the second annual program the adjustment path of
the program was revised and policies were modified to enable the
Government LO attain its economic and financial goals.

On the basis of preliminary data for the first half of the fiscal
year 1989/90, it appears that in the second annual program there has



been significant improvement in most areas over Lesotho's performance in
the first year. Output in the manufacturing and construction sectors is
expected to increase significantly but agricultural output is estimated
to fall as a result of unfavorable weather. As a result, real GDP
growth would amount to 5.5 percent in 1989/90 compared with 9.4 percent
in 1988/89 and a program target of 6.3 percent. Improvements in
marketing, crop diversification, and greater commercialization have
benefited the agricultural sector while increased foreign investment,
particularly in textiles, has been mainly responsible for the increase
in manufacturing output. However, progress on land reform has been slow
and the issue of providing leasehold titles and more appropriate col-
lateral for commercial banks will need to be resolved. Moreover,
further gains in livestock development will depend on how assiduously
the authorities pursue more efficient range management practices and
improvements in the quality of livestock.

The fiscal situation has improved considerably over the previous
year. The Central Government's budgetary deficit is likely to be
contained within the program target of 4.4 percent of GNP. Revenue and
grants, though somewhat lower than the program estimates, are consider—
ably higher than the previous year, and total expenditure and net lend-
ing is estimated to be only slightly higher than the previous year and
2 percent below the program target. Much of this enhanced performance
is due to the revenue-raising and expenditure control measures imple-
mented by the Government in 1989/90. Nonetheless, there is scope for
further improvement. Revenue collection procedures need to be
strengthened, and the streamlining of the personal income tax and the
prompt recovery of reimbursable expenditure on account of foreign-
financed projects should be pursued more vigorously. On the expenditure
side, unbudgeted expenditures remain a serious problem; they complicate
the task of efficient economic and financial management, and the Covern-—
ment should intensify its efforts to eliminate them. In addition, the
monitoring and expenditure control mechanisms need to be expanded and
reinforced, and any potential acceleration of expenditure in the final
quarter of the fiscal year should be checked. Moreover, the Government
should accelerate its work in updating the public investment program,
including the establishment of appropriate priorities among investment
projects, and further integration of the current and capital budgets.

The authorities are to be commended for shifting credit away from
consumption and toward the productive sector and for raising interest
rates in response to developments in South Africa. Nonetheless, in view
of the need to attract a larger amount of migrant remittances, the
authorities should consider raising interest rates further. Moreover,
should the foreign reserve position deteriorate, the Government would
need to act quickly to tighten credit., These policies should be
considered in the broader context of channeling some of the commercial
banks' surplus liquidity into productive investment, and the need to
create financial instruments and improve financial intermediation. In
this connection, the financial sector study being prepared by the
World Bank is particularly welcome.



Developments in the external sector are encouraging. Both the
external current account and the overall balance of payments are
expected to show significant improvements over the previous year. The
external current account deficit is estimated to narrow from 6.4 percent
of GNP in 1988/89 to 4.4 percent in 1989/90 while the overall balance of
payments is expected to register a surplus of SDR 10.7 million compared
with a deficit of similar magnitude in 1988/89. 1In addition, the ratio
of external debt to exports of goods and services is estimated to remain
at the previous year's level. The Government's ongoing policies to
increase exporis and promeie import substitution, and to increase direct
foreign investment in the country, as well as the limit placed on non-
concessional borrowing, should help over time to improve Lesotho's
external current account and the overall balance of payments, and
strengthen external reserves. Nevertheless, the foreign exchange
pituation remains precarious in the short run, and policies should be
directed toward raising foreign exchange reserves to a more comfortable
level. To this end, the Government should continue its efforts to
attract foreign investment but eschew nonconcessional external borrowing
or other arrangements that would weaken the country's debt servicing
capacity and adversely affect the balance of payments, In this context,
the authorities should strengthen their efforts to improve the
compiiation and management of external debt.

The Lesotho authorities are taking steps to protect the vulnerable
groups in the society from the transitional adverse impact of the
structural adjustment program. In this undertaking, they will continue
to need external assistance to finance projects which will alleviate the
situation until Lesotho's fiscal situation improves sufficiently to
enable the Government to assume the burden.

Lesotho's economic prospects are likely to improve in the medium
term. This will depend, however, on economic and financial developments
in the region {especially in South Africa), the implementation of the
LHWP on schedule, and the Government's adherence to the policies in the
PFP and the SAF-supported adjustment program.

The stafl notes thalL the amendments to remcve the exchange restric-
tions in the Trilateral Monetary Agreement have been ratified by the
respective parties thus removing the exchange restrictions on the making
of payments and transfers for current international transactions on the
part of Lesotho that arose thereunder.

In view of the fragility of the balance of payments and the need to
revie - developments under the SAF-supported program, 1t 1s proposed Lhatl
the . .xt Article IV consultation with Lesotho be held on the standard
12-month cycle.
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Table 1. Lesotho: Benchmarks of Implementation of

Structural Policy for the 1989/90 Program
Under the Structural Adijustment Facility

APPENDIX 1

Program Present

Mcasure Time Frame Status
Implementation of By end-March 1990 Partially
grazing fees implemented
Amendment of 1979 Land Act By end-March 1990 Delayed
to legalize informal
leasing arrangements
Reduction in lag in reporting By end-September 1989 Delaved
vl government revenue, expendi-
ture, and financing to six weeks.
Establishment of parustatal By end-March 1990 Delayed
munitoring system.
Completion of the compilation By end-December 1989 In progress;
of an inventory of guvernment expected to
cmployees be completed

on time

Furm a Buvard of Trustees to By end-March 1989 Legislation

oversee the investment of de-
pusits in the Miners' Deferred
Pay Fund

passed by

March 1989;
Board appointed
subsequently



Table 2. Lesotho: Quantitarive Benchmarks, 1989/9n

March June Sept. NDec. March 1990
Prog. Actual Prog. Actual Prog. Actual Prog. Actual Prng. Actual

{In millions of malori}

Credit ceilings

s

bumestic credic 44B.2 463, 4bbh.0 4h0 . A 484.3 4G7R.6 503 .4 - 523.? v
Net credit to Government 283.7 287.3 289.2 281.0 294.3 290.0 IN0.5 . 306 .13

({(In millions af SDRs)

-.'lz_

Contracting or
guaranteeing of new
short-, medium- or
long-term noncon-
cessional external
debt by the Government
{(in millions of SDRs) lj 46.0 - - -— . - _— _— 460

Het external reserves
{in weeks of imports) 4.3 4.1 v - ‘e . e ‘e 5.4 Ve

Central Guvernment

Overall budget dericit
{in pera2nt of GNP) 10.9 9.7 ven - - . e . 4.4 -

Source: Government of Lesotho.

T XIGNZddv

1/ Excludes short-tecm trade financing.
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Lesotho: Medium=Term Qutlook

The medium~term outlook for the Lesotho economy depends principally
on the implementation of appropriate economic policies and structural
reforms, the execution as scheduled of the Lesotho Highlands Water
Project (LHWP), and economic and political developments in the southern
African subregion. In view of the adoption of an economic adjustment
and restructuring program under the SAF arrangement and the authorities'
intention to continue with a Fund-supported adjustment program {possibly
under an ESAF), the baseline scenario, described in Section I below, is
based on vigorous implementation of appropriate demand management and
structural reforms in the medium term. The key assumptions underlying
the baseline scenario are detailed in Section II. While the medium-term
outlook is favorable, on the assumption of no adverse external shocks
and timely execution of the LHWP, the Lesotho economy is highly
sugceptible to fluctuations in earnings of Basotho workers in the
Republic of South Africa. Accordingly, Section III describes the impact
of lower migrant workers' remittances on Lesotho's medium-term outloock.

I. The Baseline Scenario

1, Real sector

Real GDP growth is projected to decline Lo 5.5 percent in 1989/90
from 9.4 percent in 1988/89, owing in part to the poor agricultural
harvest as a result of adverse weather conditions (Table I). There-
after, real CGDP is expected to grow at an average rate of about
5.6 percent per annum. This pattern of growth partly reflects the
implementation pattern of investment associated with the LHWP. Sub-
sectors such as manufacturing, construction, and wholesale and retail
trade are all expected to perform well during the medium term. Real GNP
is projected to grow somewhat more siowly than real GDP, reflecting an
expected slower growth for workers' remittances. Gross national savings
are expected to increase substantially relative to the historical rates,
primarily because of LHWP transfers, 1/ but also because of an increase
in public savings {including grants) by more than 8 percentage points of
GNP during the period. Gross domestic investment as a share of GNP
shows a somewhat uneven pattern during the period, again reflecting the
implementation pattern of the LHWP, Exclusive of the LHWP, gross
domestic investment 1s targeted to rise steadily as a share of GNP
during the medium term. Through 1991/92, gross national savings rise
more quickly than gross domestic investment, and the rescurce balance,
which remains in deficit, is nevertheless projected to decline gradually
(in absolute terms). The resource gap widens after 19%91/92 partly on

1/ Financing of the water transfer component and the associated
infrastructure is reflected as unrequited transfers, since the servicing
of the relevant loans is not Lesotho's responsibility. This does not
apply, however, to the hydroelectric component,
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account of an increase in LHWP investment, which is associated with the
hydroelectric component and hence financed by loans rather than
transfers.

2. External sector

The medium-term projections for the balance of payments, shown in
Table 11, indicate that the current account deficit would be reduced
through 1991/92 and then widen thereafter as a result of the imports
associated with the hydroelectric component of the LHWP. Excluding the
imports associated with the LHWP, the volume of imports is projected to
increase at an annual average of 3.5 percent, owing to import substitu-
tion for consumer and intermediate goods. Export volume 1s projected to
increase substantially, but at a lower pace than during the last three
years. Workers' remittances are expected to be maintained in real terms
with nominal wages increasing in line with the rate of inflation in the
Republic of South Africa. 1/

As a result of an expected steady increase in unrequited transfers
and long-term capital inflows, associated with the LHWP, overall balance
of payments surpluses would be generated, but they would not be suffi-
cient to build up net official reserves to the targeted 12.2 weeks'
import cover at the end of the periocd. Under the assumption that the
required additional financing would be met at concessional terms, the
debt service obligations would remain below 5.3 percent of exports of
goods and services.

3. Central Government

Customs revenue will remain the largest single source of government
revenue, increasing to a peak of 16.9 percent of GNP in 1991/92
(Table IIT). The sharp rise projected for 1991/92 results from the
expected rapid expansion of imports in maloti terms in 1989/90 as SACU
revenues reflect the value of imports two years earlier. The major
reason for the growth in imports in the projection period is the
implementation of the LHWP. Customs receipts are projected to grow by a
modest 2 percent in 1993/94, reflecting a slowdown in import growth in
1991/92, when LHWP imports are projected to fall (see Table IT). These
developments in SACU receipts determine the course of the overall
deficit., Total revenue is projected to grow from 20,8 percent of GNP in
1989/90 to 26.0 percent in 1991/92 and 1992/93. Consequently, the
overall deficit of 3.9 percent of GNP in 1989/90 is expected to become

1/ World inflation rate is projected to average about 3 percent
anﬁually. The loti-rand exchange rate is projected to depreciate to
of fset Lesotho's higher inflation rate vis-a-vis the rest of the
world. Therefore, workers' remittances are projected to increase by
approximately 3 percent in SDR terms.
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an overall surplus of 0.8 percent by 1992/93. The slow growth of
customs revenue resulls in an overall deficit of 1.8 percent of GNP in
1993/94, which narrows to (.8 percent in 1994/95.

Other items of public finance are expected to behave fairly steadi-
ly. Other revenues will gprow gradually in relation to GNP. Measures to
restrain current expenditure to about the rate of inflation will reduce
its share in GNP from 18.1 percent in 1989/90 to 16.6 percent in
1994/95., However, capital expenditure is projected to increase
gradually from 8.6 percent of GNP in 1989/90 to 10.6 percent in 1994/95,

The substantial improvement in the overall budget deficit in
combination with a steady level of net foreign financing will enable the

Government to repay the banking system beginning in 1990/91.

4. Monetary sector

On the basis of an estimated income elasticity of money demand
greater than unity, and the projected increase in real income during the
medium term, income velocity of money is expected to decline gradually
from approximarely 4.0 to 3.6 throughout the medium term. Thus, money
supply 1s projected Lo increase at an average annual rate of approxi-
mately 20.0 percent. In view of the projected steady increase in
foreign assets throughout the period, part of the excess liquidity is
assumed to be sterilized in order Lo restrain net domestic credit
expansion. Aggregate net domestic credit 18 projected to increase at an
average annual rate of 5.4 percent in relation to broad money at the
beginning of each period. Whereas the Central Government will begin to
make substantial repayments to the banking system, domestic credit to
the private sector is projected to expand by an average of approximately
26.0 percent per annum during the period 1989/90-1994/95.

Il. Medium-Term Projections - Main Assumptions by Sector

The main assumptions for each sector are ocutlined below,
l. Real sector

a. Aggregate real GDP projecLions are derived from sectoral
projections. The direct contribution of the LHWP to value added in the
construction sector has been taken into account, and attempts have been
made to incorporate its indirect impact on value added in other sectors,
such as the manufacturing and tertiary sectors, through its effect on
overall aggregate demand. Relatively favorable weather conditions are
assumed to prevail throughout the projection period.

b. Investment, exclusive of the LHWP, is targeted to rise from
24.8 percent of CNP in 1989/90 (about the same as in 1988/89) to
29.3 percent of GNP in 1994/95. Within this total, it is assumed that
the share of private investment will increase somewhat between 1989/90



- 25 - APPENDIX 11

and 19947933 includipg investment associated with the LHWP, total
inveslment 18 expecled {o vary between 43,6 percent and 49.5 percent of
Gl

C. Governmerl consumplion i3 derived frum the projections of
recurrent expendilvce ir the fisval sector. Private consumption is
consistent with private sector savings of 14-15 percent of GNP.

ad. o wview of the upenngss of the economy of Lesotho, the retail

price 1nder is5 assunmed o move in live with price developments in South
abrica, The GBI detlator iollows essentially the same pattern.

2. Fxternal sector

a. it is zsaumsd Lhat the loti will remain pegged at par to the
Svulin Atrican rand, and that tne rand/SDR exchange rate will remain
consltant in real terinz at Lhe level prevailing at end~August 1989.

L. Laporis are assumed 1o grew 1o real terms by 1l percent 1n
1990/91, 10 percent in 1991797, and 9 percent per annum thereafter over

the projection pericd.

o Imports are projected Lo grow in real terms at an annual
averayge of 5.5 percenty ilmparis of consumer/intermediate goods, capital
goods (exciusive ot LHWP investwment ), and LHWP imports are projected
separately.

o Workers' remitlances are proujected to increase in line with
prejected trends in wapes and numbers of Basotho miners employed in
South Africa. Wapes acre linked directly Lo expected inflation in Scuth
Atrica €i.e., Lo remain constant in real terms) and the numbers of
Basorho miners emploved in South Africa are assumed to remain unchanged.

2. Orfficial transters comprise official grants; the Southern
African Customs HUnion {SACU) nenduty receipts, which are calculated as
toral SACY receipts less duly receipls, imputed as the "all-duty rate"
multiplied by the dutiable base; and LHWP transfers. 1/

t, Projuctions ¢l !vong—~term otticial capital disbursements are
linked to govarrnment capital expenditure. Long-term capital inflows to
parastatats are assumed Lo rise slowly over the medium term. Amortiza-
tion paymguls dre calculated on commitments entered into prior to March
1689 and commitments eniered into alter this date are assumed to carry
grace periovds of at least tive years and therefore do not lead to any
repayment obligaticns over the projection period.

1/ Financing ot the water transter component and the associated
infrastructure of the LLHWP is shown as unrequited transfers since the
gservicing of the relevant icans is not Lesotho's responsibility. This
does nol apply, however, Lo the hydroelectric power component.




- 26 - APPENDIX T1I

3. Central Government

a. Customs revenue is based on the formula in the SACU agreement,
which essentially links any year's receipts to Lesotho's imports two
years earlier.

b. Income tax revenue is assumed to rise in line with GDP.

c. Sales tax, trade licenses, petrol tax, stamp duties, and
property income are assumed to rise in line with GNP,

d. Revenue for 1989/90 includes the effect of the measures to be
implemented in that fiscal year. These are (i) the imposition of sales
tax on public utility services (electricity and telephone); (ii) the
increases in the general sales tax rate from 12 to 13 percent and in the
rates on luxury cars from 15 percent to 25 percent, on wines and spirits
from 20 percent to 25 percent, and on beer from 30 percent to 35
percent.

e. Grants are estimated on a project-by-project basis for 1989/90
and thereafter are assumed to decline slowly as & proportion of capital
expenditure,

f. The growth of wages and salaries exceeds that of nominal GNP
by 4.0 percent in 1991/92 to allow for salary increases and recruitment
of specialized personnel. The growth rate slows thereafter, and from
1993/94 onward equals the growth rate of nominal GNP. Expenditure on
other goods and services is expected to grow slowly in real terms.
Interest payments on domestic debt are projected to decline in line with
the decrease in domestic bank borrowing, while interest payments on
foreign debt are derived from the balance of payments debt service
obligations.

£ The ratio of capital expenditure to GNP is projected to grow
steadily over the period,

h. Domestic nonbank financing is based on the availability of
savings in the civil service compulsory savings scheme. Bank financing

is a residual.

4. Monetary sector

a, Projections of broad money are based on an estimated demand
for money function, with an income elasticity of 1,14 in 1989/90.

b. The change in net foreign assets of rthe banking system is
obtained from the balance of payments, net foreign assets of commercial
banks being assumed to remain constant.
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c. The change in net credit Lo Government is derived from the
fiscal accounts, and it is envisaged that government repayments to the
banking system shall commence by 1990/91.

d. Other items (net) are assumed to fluctuate to reflect changes
in monetary policy to sterilize excess liquidity.

e. The change in domestic credit t¢ the nongovernment sector is
projected in line with expected growth in private expenditures.

IYT. Sensitivity Analysis

A sensitivity analysis was undertaken in which it is assumed that
migrant workers' remittances remain constant in nominal terms throughout
the projection period, rather than increasing at approximately the South
African inflation rate. If this shock were to take place by means of a
reduction in the number of mine workers, there would 40 percent fewer
Basotho mine workers in South Africa at the end of the projection period
under the alternative scenario than under the baseline scenario. On
account of the reduction in aggregate demand, the avevage level of real
GDP growth falls from 5.6 percent.to 3 percent under the alternative
scenario. The financing gap is calculated on the assumption that the
same ratio of reserves to imports is maintained as in the baseline
scenario. The level of imports is lower because of reduced income.
Mevertheless, a large and growing financing gap results.

Only the direct impact of this shock is analyzed and no adjustment
effort is taken into account, Thus, the analysis is meant to demon-—
strate the vulnerability of Lesotho's external position. If such a
shock were to occur, it is clear that strong adjustment measures would
be required. The results of the sensitivity analysis are shown in
Table V.
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Table t1. Lesntho: Medlum-term Protoct!lons
Bisezline Scenirio -- External Sector Projections 1988/8%-1994/9S
Flscal Year, 1938/89 1989/90  1990/91 1691/92 1992/93 1991/94 1994/9%
Aprll/March Prel. Est. Profections
(In millions of SDRs)
Current acoonnt -37.8 -28.5 -34.7 -18.9 -34.3 -R0. 4 -17.2
ouds and servlces halance -197.4 -205.8 -232.7 -231.2 -283.5 -3132.A -182.4
Exports 51.3 58.7 0.5 1.1 91.5 10%.1 117.n
Impurt<, t.n.b, -405.2 -533.3 -595.7 -h1%.13 -A92.8% -7b4.4 -Rn7.%
i whilch:  LHWP (~26.9} (-107.2) (-1DR.1) {-91.3) {-128.0% (-15R.AY (-]5%.A)
Warkers' remlttances 274.6 299.7 325.4 339.0 350.7 162.7 177.2
Qther services (net) -23.0 -23.7 -28.7 -30.6 -32.5 -34.5% ~40 .4
Tavestment income {net) -5.6 -7.2 -4.5 -2.4 -0.9 0.4 1.4
Unrequit=d transfers 69.56 177.3 198.0 212.3 249.1 252.2 275.4
Dificial 34.7 45.6 65.5 39.8 103.4 99 .2 1NA.1
Frivate 1.4 2.6 2.8 3.0 3.1 3.2 3.3
LHWP 32.4 129.1 129.A 109.4 142.R 159.9 1AS.R
Long-teem capliat {net) cR.2 35.0 1.3 13.8 51.2 R.5 L
O felal {non} 18.8 24.9 1.9 5.1 19.4 0.1 1.7
Peivale torelegn lnveestment 3.4 19.1 ry.e 1R.2 22.1 77,0 110
Orher offictal ij - - - - - - -
LHWP -- -- 0.6 n.s 11.5 31.2 28.2
Shart-term capital (ner) 2/ -0.9 4,2 11.9 5.8 7.7 9.1 n.?
Overall aurplus/d=ficit -10,7 1.7 R.S 0.8 6.7 27,2 --
SAF purchdsus 3.0 4.5 1.0 -- -- -- --
Change {n reserves (lucrease -) 1.7 =-23.3 -28.2 =-33.2 -42.4 ~RS .4 -21.5
Financing need -- A.1 1A.7 12.4 15.7 fL 7.5
Memorandum Ltems: (In percent of GNP, unless otherwlse indicated)
Cirrent account -h.4 =4.4 -4.% =2.4 -4.1 -f.9 -1.9
Net offlelal reservey (weeks of Imporcs) 4,1 5.4 h.2 7.9 9.2 [r.a 12,7
Converslon tactar (SDESIntiy 0.3137 n.28497 0.127%4 n.2500 0.?245 0,710l LT
Impurt vulume {percent change) 2.9 6.6 . 3.7 3.6 1.7 1.0
Expurt volume 40.0 7.5 1.0 1n.0 a.n a.n a.n
Debt service ratfio (% of goods and services) 5.0 5.0 4.0 4.2 Al 4.4 5.7

Sources:

Central Bank nf Lesotho:

1/ Suhseriptlinns tn Internetlonal
! Ciee Poalligy vabase Lo ad Justment o

and wrrord and

4nd staff estimates.

tnatitutinnan hy the Lesntha Gaverament,
nmlsslons.



- 30 - APPINNDIY TI

Table 1II. Lesatho: Medium-Term Projectinns
Baseline Scenarfo--Central Government Projectiuns, T19RAJRG-[2104/95

Fiscal Year, 1988/49  1989/90 1990/91 1991/92 1992/9%  ]091/%4 994795
April/Mirch Fst. Prajections

(Tn milliens of malati)

Revenue and grants 404,10 510 .4 1304 897.2 1n12.1 1n19] .1 1315.0
Revenuye 368.5 4h56.0 596.0 803 .7 958.7 In11.9 1raa 7
Customs revenu? 193.2 2R3.6 264.4 354.7 925.2 AED. S A4
vther revenue 175.3 202.4 241.13 3 F AN 139.1 IR, 5 LRGN
Grants 5.4 446 37T .4 4l.% 91.5 59.4 ASLY
Expenditure and net lending 584.9 597.9 673.4 &3.4 987.13 T1A7.T 13570
Current expenditure 3g4.0 172.13 405.2 454.0 532 .4 f21.7 H LA
Wages and salaries 170.0 5.4 5.1 51.0 42.7 5.9 2.1
Interest 43.4 18.1 4R .h 52.6 49.0 34,0 1.k
Other . 1706k Ie3.n 190.7 123.8 260 LA n’.h 145 .R
Capltal expenditure and net lendiug 2n0.a 192.7 219.4 0.0 IRT .5 443.0 529.7?
Overall deficit (-) -1R1.1 -R7.1% -39.9 24,7 22.4 -75.3 -42.n
Finiancing 181.1 R7.3 9.9 -24.7 -22,9 75.R 4.0

Forefgn nct .2 R5.1 m.2 .S 2.0 a1.9 oy
Dumestic 9.9 2.2 ~-30.3 -82.2 -104.9 1A -4n,)
Bank 91.9 14.5 -42.1 -94.2 -R01,Q -4 SR
Nonbank . 17.R -12.1 12.0 P2.n -24.0 1.0 PN

{In percent of GNP)
Memnrandum {tems:

Uverall deflcit -9.7 -1.9 -1.5 n.R n.hA -1.9 a0
(excludlng customs revenue) -22.0 -19.7 -18.3 -16.0 -15.5 -15.4 “thLh
Revenue and grants 21 .4 2.4 245.0 27.5 27.4 5.1 ELI
Ruvenue 19.7 20.8 22.6 2h.0 h.0 24.0 25.0
Customs revenue 1.3 11.8 13.4 1h.9 1h.R 15.7 15.7
Other revenue 9.4 9.0 9.1 9.1 9.2 9.1 2.3
Expunditure and net lending 3.2 267 25.5 6.7 26.R 271 270
Current expendlrure 20.5 18.1 17.2 17.1 16.8 1A.R 1A A
Other gonds and services 9.1 7.3 7.2 1.2 7.1 1.1 4.0
Capital expendituce and net lending 1a.7 8.6 2.1 q.h 1737 In.? 1n_4
Own savings 1/ -0 4 2.7 5.4 8.9 9.1 7.1 LIS

Source: Scaff estimates.

1/ Revenue less current expendlitura.
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Table IV. Lesotho: Medium-Term Projections
Financial Sector Projections, 1988/89-19%4/95

Fiscal Year 1988/8¢9 1989/9%0 1990/91 1991/92 1992/91 1993/94 1994/95
Aprtl/Macch Est. Prolections
(In millions of malotl)
Changes 1n
Net forelign assets -16.4 56.5h 58.9 1n9.0 151.7 172.6 140.3
Net offfclal assets -12.5 56 .6 58.9 109.0 151.7 172 .6 t4n. 1
Comme rclal bank assets
{net) -1.9 (--) (--) (--) (--) (--) (--»
Domestic credit 139.0 fD.3 26.5 -4.1 5.9 91.9 91.1
Government {net) 83.1 14.5 -42.3 -94.2 -R0.9 -28.1 -h1.1
Rest cof ecconomy (net) 50.8 45.8 68.8 90.1 116.8 120.0 152.3
Money and quasi-money 92.8 L16.9 113.5 163.9 187.6 204.3 231.5
Uther 1items (net)} 110.3 -- -28.1 -59.0 - h0 .2 --
(Change ag a percentage of opening broad muney)
Memorandum ltems:
Changes 1in:
Money and quasi-money 21.9 22.6 17.9 22.0 20.4 18.6 17.8
Net foreign assets -3.8 11.0 9.3 14.6 16.7 15.7 10.8
Domestic credit 32.8 11.7 4.2 -0.5 3.9 R.& 7.0
Government 20.8 2.8 -h.7 -12.6 -8.9 -2.6 -4.7
Rust of ecounomy 12.0 8.9 10.7 12.1 12.8 10.9 11
Other ltems (net) 26.1 -- -4 .4 -7.9 -- 5.5 -~

Source: Staff estimates.

APPENDTX T1
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Tahle Va. Lesotho: Medlum-Term Projections
Baseline Scenario--Summary, 1988/89-1994/95

Fiscal vyear, 1988/89 1989/90 1990/91 1991/92 1992/93 1983/94 1994/05
April/Harch Est. Prolectlons

(1n millions of SPRs, unless otherwise {ndicated)

Current 3veounat -37.8 ~28.5 -34.7 -18.9 -34.% -Rn.4 -17.2
Overall balance -10.7 ~10.7 8.5 20.8 6.7 26.7 27.2
Net offlcial reserves (ln weeks
of Ilmports) 4.1 5.4 h.2 7.9 9.9 11.4 12.2
financing gap -- 8.1 6.7 12.4 15.7 L 7.5
{In percent of GNP, unless otherwise {ndicated)
Overall budger deficie -9.7 -3.9 -1.5 0.8 0.6 -1.8 -0.8
Total revenues and grants 21.6 22.8 24.0 27.5 27.4 25.3 26.3
0f which: rcustoms revenue (10.3) (11.8) (13.4) (16.9) {1A.8) {14.7) f15.7)
Tutal expenditure and net lendlng 31.2 26.7 25.5 .7 6.8 KN | 7.2

(Annual percentage change)

Real GNP 5.6 4.5 1.1 2.8 4.1 3.R 1.1

Source: Staft estimates.

Table Vb. Lesotho: Medium-Term Prnjectinne
Sensltivity Analysis, 1988/89-1994/95 l/

Fiscal year, 1988/89 12§9/90 1990/91 1991/92 1992/93 1993/94 994795
April/March gst. Projectiocns

(In milltons of SDRs, unless otherwise Indicated}

Curtent dccount -37.8 -28.5 -34.7 -51.0 -712.8 -125.4 ~141.5
Overall balance -10.7 10.7 8.5 -17.2 -28.0 ~h4 R -4 4
Net officlal reserves (in weeks
of lmports) 4.1 5.4 h.2 7.9 9.9 1.4 12.2
Financing gap -- 8.1 16.7 43.0 5h.h 93.n 115.0

(In percent of GNP, unless otherWwise indicated)

Overall budget deftcit -9.7 -3.9 -1.5 0.5 0.7 2.3 2.5

Total revenue and grants 21.6 22.8 24.0 28.9 30.3 24.5 20,5

Of which: customs revenue (10.3) (11.8) (13.4) (18.0) (18.3) (17.4Y (1R.M

Total expenditure and net lending 3i.2 26.7 5.5 8.4 9.5 0.9 iz.n
{Annual percentage change)

Real GNP 5.6 4.5 3.1 -3.8 -1.9 -2.2 ~1.7

Source: Staff esrlimates.

I/ No growth {n workers' remittances {s assumed.
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Lesotho--Relations with the Fund
{As of November 30, 1989)

Membership Status

a, Date of membership July 25, 1968
b. Status: Article X1V
A. Financial Relations
General Department
a. Quota: SDR 15.1 million
b,  Fund holdings of Lesotho maloti: SDR 13.81 million
(91.51 percent
of quota)
c. Use of Fund credit -
structural adjustment facility SDR 7.55 million
(50.00 percent
of quota)
d. Reserve tranche position: SDR 1.3 million
e, Current operational budger: -
f. Lending to the Fund: None

Current and Previous Arrangements and Special Facilities

a, Current arrangement under the

structural adjustment facility: SDR 10.57 million
b, _Stand-by and extended arrangements (70 percent of quota)
during last ten years: None

SDR Department

a. Net cumulative allocation: SDR 3.74 million

b. Holdings: SDR 0.74 million
(19.79 percent of
net cumulative

allocation)
c. Current designation plan: -
Administered Accounts
4., Trust fund toans:
1. Disbursed SDR 4.89 nmillion
2. Outscanding SDR 0.17 million

b. SFF Subsidy Account: -
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Lesotho--Relations with the Fund {concluded)
(As of November 30, 1989)

VI. Financial Obligations to the Fund (in SDRs) (provisional)

November 30, 198§

Overdue
Total principal financial Principal and interest due 1/

outstanding obligations 1989 1390 1991 1992

Repurchases None ~-- - - --=
Trust Fund loans 170,879 - 152,000 18,879 -
SAF loans 7,550,000 -- - - -
Total principal 7,720,879 - 152,000 18.879 —-=
Total charges -= 19,682 303,614 303,154 303,253
Net toral 7,720,879 19,682 455,614 322,033 303,253

Source: Treasurer's Department.

l/ Amounts are not accrued amounts, but are estimated amounts due to be paid.

B. Nonfinancial Relations

VIl. Exchange Rate Arrangement

The currency of Lesotho, the loti (plural maloti), is pegged at par
to the South African rand at a rate of M1 =R 1.

VIII. Article IV Consultation

The 1988 Article IV consultation discussions with Lesotho were held
in Maseru during the period October 30-November 15, 1988; and the consultation
wag concluded on February 17, 1989. On June 29, 1989 the policy framework
paper (PFP) was discussed by the Executive Board and the request for
arrangements under the Fund's structural adjustment facility (SAF) was
approved.

Lesotho is on the standard 12-month cycle for Article IV
consultations.

IX. Technical Assistance

(a) CBD: CBD is currently providing the Central Bank of Lesotho
with an Advisor to the Governor and a Ceneral! Manager, and a banking
pupervisor,

(b) FAD: A fiscal advisor to the Ministry of Finance is expected
ro assume duty in December.

X. Resident Representative/Advisor: None
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Lesotho - Relations with the World Bank Group

As of October 31, 1989, IDA had approved 19 credits amounting to
US5158.00 million (original principal), of which US$%4.1 million had
been disbursed, US559.0 million remained undisbursed, and US$94.0 mil-
lion in borrower's obligations 1/ were outstanding. These credits were
for education, road, agricultural, and rural development; land
management and conservation, urban development, rural water supply, and
health and population projects; and supporting the Lesotho National
Development Corporation and the Lesotho Highlands Water Engineering
Project.

The following table summarizes the World Bank's lending operations
as of October 31, 1989:

Fully Oisbursing Credits Sub-
Sector disbursed 2/ Disbursed Undisbursed total Total

(ln millions of U.S. dollars)

Education 21.4 2.5 9.8 12,3 33.7
Transportation 17.3 13.2 3.8 17.0 34.3
Agricultural/Land

management and

conservation 9.5 0.5 14,5 15.0 24.5
Industry 5.8 -- -- -= 5.8
HWater supply 5.0 -- -- -- 5.0
Urban development 5.5 2.4 16.8 19.2 24.7
Health and population ~= 2.5 12.1 14.6 14.6
Highlands Water - 8.5 2.0 10.5 10.5
Total disbursed and

undisbursed 64.5 29.6 59.0 88.6 153.1
Total borrower's

obligation 2/ 63.0 31.0 -= 31.0 94.0

Source: IBRD.

1/ Total disbursements less repayments adjusted for exchange rate
changes.

2/ Original principal less cancellations.

E/ Reflects adjustment for exchange rate movements.
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Lesotho - Statistical Issues

1, Outstanding Statistical Issues

a. Real sector

The recently revised version of the CPI (April 1989=100) has been
used to update the Bureau's data base for publication in IFS.

b. Government Finance

Annual data published in IFS correspond to the data provided for
the 1988 GFS Yearbook (GFSY). No monthly or quarterly data are

published in IFS. The 1988 GFSY includes data for consolidated central
government through 1985. Revised figures for 1983-85 and data for 1986

were received for publication in the 1989 GFS Yearbook.

c. Balance of payments

In July 1988, the Bureau made a proposal for revising the recording
in the balance of payments of transactions arising from the Southern
African Customs Union Agreement (SACU), The authorities have indicated
that they would inform the Bureau shortly of their reactions to the
Bureau's proposal for revising the recording of SACU transactions in the
balance of payments. However, before formulating their views, they
wished to meet with counterparts in the central banks of Botswana,
Swaziland, and the Republic of South Africa.

2, Coverage, Currentness, and Reporting of Data in IFS

The table below shows the currentness and coverage of data
published in the country page for Lesotho in the December 1989 issue of
IFS, The data are based on reports sent to the Fund's Bureau of
Statistics by the Central Bank of Lesotho, which during the past year
have been provided on a timely basis.



Real sector

Government Finance

Monetary Accounts

Interest Rates

External Sector
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Status of IFS

w
o
[-]
=3
]

National Accounts
Prices: CPI
Production
Employment
Earnings

Deficit/Surplus
Financing
Debt

Monetary Authorities
Deposit Money Banks
Ocher Banking Institutions

Discount Rate
Bank Deposit/Lending Rates
Bond Yields

Merchandise Trade: Value
Prices

Balance of Payments:
International Reserves
Exchange Rates

APPENDIX V

Latest Data in
December 1989 JFS

AA 1988
April 1989
n.a.

n.a.

n.a.

1985 1/
1985
1984

Pl
-

Sept. 1989
Sept. 1989
Sept. 1989

Sept. 1989
Sept. 1989
Neda

Q4 1988
N.a.

Q4 88
Oct. 1989
Oct. 1989

3. Technical Assistance Missions in Statistics (1986-Present)

Sub ject Staff member
Government Finance Statistics Mr. E. Matayoshi

Date

05/25-6/09/87

1/ Preliminary data.
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Lesotho - Social and Demographic Indicatgrs

Area Population {1987) Density (1986)
30,444 sq. km, 1.629 million 69 per sq. km. of
Rate of growth: 2.6 percent agricultural land

per annum

Population characteristics (1988) Health
Life expectancy at birth 51,0 Population per physician (1984) 18,600
Infant mortality (per thousand) 110.0 Papulation per nurse (1975) 3,900

Child death rate (per thousand) 14.0
Crude death rate (per thousand) 13.8

GDP per capita (1987)

SDR 286

Income distribution (1986) Digtribution of land (1985)

Percentage of population with low Percentage of total land area used

incomes 1/ for agricultural purposes 75.6
Urban Maseru 33.8

Other urban 48.6
Ruratl 71.0

Access to safe water (1980)

Percentage of population:

Urban 37.0
Rural 14.0
Nutrition (1985) Education (percent)
Daily calorie supply
per capita (1988) 2.2 kcal Adult literacy rate (1982) 53
Daily protein intake Primary school enrollment (1985) 120
per capita 66.0 grams Secondary school enrollment (1988) 26
Higher education (1988) 2

Labor force (1987)

Total {millions) 0.7
Female (percent) 44.0

Sources: World Bank, Social Indicators of Development, 19388; World
Development Report, 1989; and Household Budget Survey, 1986/87.

l/ At or below M 86 per month per present consumption unit. A one-person
household is composed of one consumption unit. Each additional adult is counted
as 0.7 consumption unit and each child is counted as 0.5 consumption unit.



