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EXPLANATORY NOTES 

References to dollars (S) are to United States dollars. unless otherv.ise stated. 

Dates di\ided by a slash (1993/94) indicate a fiscal year or a crop year. Dates di\ided by a hyphen 
(1993-1994) indica!e the full period. including the beginning and the end years. 

In tables total may not add precisely because of rounding. 

The following abbre\iations are used in this document: 

ACP 
ATC 
BAPS 
BEDCO 
BSLN 
CET 
CMA 
CMT 
EU 
GAIT 
GDP 
GEIS 
GNU 
GoL 

Africa-Caribbean Pacific (LDC members of Lome Convention) 
Agreement on Te:niles and Clothing - in Uruguay Round of GAIT. 
Basotho Advisory and Promotion Senice 
Basotho Enterprise Developmt:nt Corporation 
Botswana. Swaziland, Lesotho and Namibia 
Common External Tariff (of SACU) 
Common Monetary Area (rand) 
Cut-Make-Trim (in garment-making) 
European Union - member-states of the European Communities 
General Agreement on Tariffs and Trade 
Gross Domestic Product 
General Export Incentive Scheme (RSA) 
Government of National Unity (RSA} 
Government of Lesotho 

GSP Generalized System of Preferences 
IPC Investment Promotion Centre (in the LNDC) 
JGIGC Joint Government/Industry Garment Council (proposed) 
LDC Least Developed Country 
LHWP Lesotho Highlands Water Project 
LNDC Lesotho National Development Corporation 
M Maloti 
MEDIA Mauritius Export Development and Investment Agency 
MFA Multifibre Arrangement 
MTI Ministry of Trade and Industry 
MTNs Multi-National Trade Negotiations (Urup.uay Round of the GAIT) 
MVA Manufacturing Value Added 
NCF National Clothing Federation (RSA) 
NIC Newly Industrializing Country 
R Rand 
RIDP Regional Industrial Development Programme (RSA) 
RSA Republic of South Africa 
SACU Southern African Customs Union 
SAP Structural Adjustment Programme (RSA) 
SMEs Small/Medium-scale Enterprises (Lesotho) 
SAP Structural Adjustment Programme • S. African textiles and clothing industries 
TECU Textile Export Certification Unit · Lesotho (proposed title} 
UK United Kingdom of Great Britain and Northern Ireland 
UNDP United Nations Development Programme 
UNIDO United Nations Industrial Development Organi1.ation 
Uruguay Round The latest round of MTNs under the GA TI 
USA United States of America 
WET Water-Electricity-Telephones (Public utilities) 
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PREFACE 

This Study has been prepared hy the Industrial Dc\·elopment Re\iew l:nit llf l.'.'\IDO in 
cooperation with the Country Strategy and Programme Development Di\ision ( CSPD) under TSS-
1 funding facility as a liNIDO input Ill th;; S!rategic Options Rr;port prepared hy international 
organizations for the Government of Lesotho (CJoL). This Study wa~ initiatt:d hy the \tinistry llf 

Trade and Industry. Government of Lesotho. The Study re\icws the structure .md performance 
of the Lesotho manufacturing sector. taking into account of developments in the Repuhlic of South 
Africa (RSA) in general and their implications for the tex1ilc and clothing suhsectors in particular. 
The Study also attempts to assess the impact of government policy. with a \iew to recommending 
changes in general strategy and the adoption of specific measures considered likely w promote the 
diversification and expansion of the manufacturing sector. 

For analytical convenience. this Study is di\ided into three parts which together e11compass 10 
Chapters. Part One comprises three Chapters and presents an oveniew of the industrial sector. 
Chapter 1 analyses the macroec:Jnomic contcx1. including an assessment of the impact of 
developments in RSA and its implications for Lesotho. Chapter 2 elucidates the industrial policy 
and investment em.ironment. while Chapter ~ examines the structure and performance of the 
manufaclUring sector. 

Part Two re\iews the performance of and prospects for textile products and garments in Chapters 
4-7. Chapter 4 analyses the role of the main textile and garment subsect,lrs including the supply 
of wool and mohair fibre. export-oriented garment-making and small-scale textile and garment 
producers. Chapter 5 depicts the perceptions of the Lesotho investment emiromnent with 
reference to its strength and weakness as a location for sening world markets and an appraisal 
of government policy and its impact on the industrial sector. Chapter 6 re\iews the country·s 
exports of textile and garments by main categories and destinations. Chapter 7 presents details 
pertaining to garme~t production in the Republic of South Africa and their implications for 
Lesotho. 

Part Three of the Study presents the principal findings and recommendations relating to industrial 
policy in general terms and specific measures \\ith a \iew to promoting an enabling cmironmcnt 
for fostering the pace of industrial expansion in Lesotho. Chapter 8 spells out the principal tenets 
of an enabling policy environment for the manufacturing scct'lr in general terms. while Chapter 
9 focuses specially on an appropriate policy en\ironment for de\doping the country's textile and 
garment industries. Specific project proposals for technical cooperation initiatives arc presented 
in Chapter 10. 

The Study is based on an extens;ve review of publi~hed statistics and other material and ficld
research carried out in the course of a UNIDO mission. The UNIDO project team was led by 
Mr. Vinanchiarachi J., Industrial Development Officer, Industrial Development Review Unit, 
assisted by Mr. P J.Il. Steele, development economist and textile trade spcciali~t. acting as 
international consultant. and Mr. T. Tsolo. development economist, acting as national consultant. 
Substantial assistance was also rendered by Ms. Mantlihi Pokane. Senior Programme Officer. 
CSPD. Overall guidance was provided hy Mr. Torben M. Rocpstorff. Chief. Industrial 
Development Re\icw Unit. UNIDO acknowledges the invaluable cooperation of the lJNDP 
mission in Maseru. and of the Ministry of Trade and InduMry, Government of Lesotho. 

This Report is based on information available al UNIDO headquarter~ and national source~ a~ 
of April 1995. 
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EXECUIB'E SUMMARY 

1. BACKGROU1\D 

A. 11''TKODUCTIO~ 

The contributi<.m of the Lesotho manufacruring secccr co GDP has increased remarkably since 
Lesocho was granced its independence from the UK in 1%0. In recent years it has been che most 
dynamic element in che economy other than construccion and has also become the major source 
of merchandise exports. The leXlile and garment industry. in particular lhe lauer. has played a 
major part in Lhi!> overall achievemeul. thus helpin!! to address a major weakness in Che economy. 
However. the inherent economic circumstances of tnc country and changes in the exremal factors 
which had exercised a major influence on the devclopmcnl of manufacturing activity means the 
continuation of pasc growth rates muse now be in some doubt and that even the maincenance of 
presenr levels ol production is open to question_ 

1-t·is concluded thal chere are prospects for Che further developmenc of the manufaccuring sector 
and ic is important for che fucure of the councry as an independent economic encicy thac chese 
opportunities are seized upon. The maller is made parlicularly urgenl by Che changes thac have 
caken place in the Republic of ~outh Africa (RSA) and rhe implications ofchese for L:sorho - in 
particular the likely reduction in foreign exchange income from Basorho miners' remiuances and 
the curcailing of the councry's share of Che Souchern African Cuscoms Union (SACU) customs 
revenues. 

If the gro\\1h prospects of rhc manufaccuring sector are to be realized it is \ital char rhe 
Government of Lesocho (GoL) adheres in general term~ to che logic of rhe induscrial scrategy it 
formdlly adopted in 1991 - and had acknowledged in practice for some time before that. It is in 
the contexr of that overall strategy that the present scudy identifies a number of specific policy 
measures relating lo the manufaccuring secror as a whole and co the texrile and garmenc induscry 
in particular. 

B. THE MANUF ACTIJRJNG SECTOR IN GENERAL TERMS 

a. Introduction 

The manufacturing scccor can be usefully divided into three distincc segments: 

The stale-owned sector consisting of projects identified by the state planning apparatus 
of the day. largely financed by p 1blic investment and, in importanl instances, still managed 
by parastatal holding companies; 

The private sector consisting of projects financed almost entirely by foreign capital and 
usually subject co the control of foreign-based commercial interests; 

The indigenous private sector consisting of a very large number of enterprises, most of 
them in the informal seccor of the economy and operating on an artisanal rather than an 
industrial scale, for the most part!'. servicing needs not met by larger producers or 
imporlers. 
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b. The state-mmed sector 

These arc mainly imporl-sut>sliluting prnjccls. 1 co11ccntralcd in the agni-indu~trial sector. and 
lend lo be high!~· capital-intensi\e - lhi.' despile lhc fact that Lesotho·s main economic resource 
is a suhstantial supply of rdativdy low-cos! lahour. The original economic justification of partic1.1lar 
proje..:ts was often duhious. especially g:i\·en the small size of the Lesotho dnmestic market. In 
addiliun. Lesolho·s memhership ()f the SACL" meant lhal it was ne\·er poo;sihlc le insulate lhem 
from oulsidc competition hy the usual tariff and non-tariff harriers - ahh1 •ug:h this wa~ arg:uahl~ 
to Lesotho·s ultimate hendit. Those that were commercially \iahk - such as the hrewcry and the 
milling complex - were e\·entually contracted out of puhlic sector management: the others remain 
a drain on the pulilic purse and it is now government's policy lO privali:re their managcmcnt and 
their ow11ership - <!hhoug:h the cxacl mechanism for achic\ing this has yet Ill ht: d..:termined. l. ntil 
it is done. the exist..:ncc of a larg:..:. suh~idized puhlic sector cl'ntinue\ 1t1 di\courage pri\"ale 
in\"estment in the agrn-industrial area of acti\ity. 

c. The private sector 

c.l General 

The pri\"ately-owned industrial sector consists of labour-intensi\"c. export-oriented projects. The~ 
are mainly concerned with the manufacture of mass-market. low-\·alue garments. but also includ•: 
ventures which pr.:lduce umbrellas. shoes. structurn' steel products and electronic items - notahl~ 

TV recei\"ers. The un1.1.illingness of the Lesotho sector to in\"est in industrial projects. in part a 
consequence of the lack of professionally-qualified managers and technician~. means that the 
companies concerned are foreign-financed. 

The chief benefit conferred on the Lesotho economy hy these projects i~ empl,1:-ment generation. 
Their commitment to Lesotho in terms of fixed assets is relativclv small - largely hccausc tht: 
acquisition of land is forbidden - and they can he easily relocated nut of the country. Furthermore. 
nearly all the materials and components they process arc imported and the \'aluc added in the 
manufacturing process low. They have developed few linkages with the indigenous economy either 
in terms of material supplies or contracted senices. To all intents and purposes they arc encla\"e 
industries. 

c.;! The textile and garment industry 

As already indicated, export-oriented garment production was the main beneficiary of 1he 
investment surge that ran rnn!hly from the Jate-1970s until the early-1990s. These :ompanics ha\'c 
hcen the most dynamic elemeut in manufacturing \"aluc added (M\' A) - although in absolute terms 
that of the largely stale-c.~cd (and hea\ily state-subsidized) agro-industrial ~.cctor was usually 
greater. However, acti\.iry in this area was more affected than any other by the changes in external 
circumstances that affected the whole of the manufacturing sector. There are good reasons for 
concluding that the industry is under severe financial pressure with which indi\idual comp ~nies arc 
coping more or less well and that there seems to he something of a crisis of morale. 

d. Indigenous activity 

Despite the failure of indigenous entrepreneurs to part1c1patc in major industrial projects in 
Lesotho, there is in fact a substantial. largely informal sector engaged in manuf:acturing a~tivitics 
of various kinds. 

I/ The export-oriented cannery is an exception to this. 
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This is very important to the economy in terms of em!"lo~ment generation. However. almost 
\\ithout exception. the enterprises inrnlvcd arc under-capitalized and most of them arc artisanal 
operations and. thus do not enjoy economies of larger-scale production. 

They are not able ro compete \\ith South African imports in terms of price or quality - although 
the operation of the SACl' common external tariff (CET) insulates them from competition from 
external suppliers. This means that they are largely confined to the production of items not 
supplied from the repuhlic. either because the market is too di\·er3ified to make this an economic 
proposition (e.g. schoolgirls" uniforms). or be:-a.,sc they arc idiosyncratic lo Lesotho (e.g. national 
dress and native craft products). 
The characteristic weaknesses of the enterprises in this sector arc: 

Poor access to materials and components - which usually ha\':: to be sourced in RSA -
because ol the failure to develnp an adequate specialist distribution network; 

Low quality standards and lack of homogeneity in output reflecting not only inadequate 
training, but also incffecti\'C managem~nt; 

Lack of marketing expertise - particularly as regards external markets other than the 
Sesotho-speaking regions of the RSA; 

Inadequate access to capital either for development or operating purposes - reflecting lack 
of creditworthiness than shortage of credit. 

The main thrust of GoL's present industrial strategy is to broaden and diversify the eXJstmg 
industrial base. It is recognized that the domestic market is too small to prmide a sustainable base 
for development which must therefore come about as a result of export-led gro\\th. 

It is also accepted that export-led gro\\th can only come about as a result of private sector 
initiatives. Given the lack of a native entrepreneurial class and the shortage of requisite technical 
and managerial skills, ti-is requires the promotion of foreign investment in export-oriented projects. 

However, GoL is also concerned to avoid the development of what would amount to an enclave 
industrial sector. By this is meant a sector dominated by enterprise~ which are not only principally 
concerned to service foreign markei.s, but are also essentially isolated from the domestic economy 
on which they impinge only as employers of labour and generators of limited official revenues -
limited because of the cmts to the government of the operation of the incentives system needed 
lo attract them to Lesotho in the first place. Rather they should act as engines of acti\ily \\ilhin 
the c.ountry, firstly by developing backward linkages into the economy and encouraging the gro\\th 
of local enterprises which become an integral part of their operations, secondly by providing the 
economic impetus which encourage:; and sustains the operations of a viable small-scale 
manufacturing sector. 

C. MAIN DETERMINANTS OF INDUSTRIAL DEVELOPMENT 

a. Socialist planning 

The original justification for the development of the public sector enlerprises derived from th~ 
ideology of "African socialism" which was the prevailing endeavour of the first generation of post
Independence regimes in sub-Saharan Africa.21 It became evident as early as the 1970s that 

2/ This is essenlially a development of the Leninist economic philosc.phy of the former 
COMECON which stresses national self-sufficiency hased on central planning. In its 
African form, its lullesl exposition was in the Arusha Declaration of President Julius 
Nyerere of Tanzania in 1968. 
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industrial self-sufficiency hased on socialist pl;mning was particularly inapprc-t-iriate given the 
objecti\'e economic circumstances cf Lesotho and the policy was tacitly ahandoned. 

Ne\·ertheless. the underl~ing thinking still influences industrial policy in that Gol has identified 
certain key prC'jects which it considers should he de\'doped "in the national interest". The emphasis 
is on commercial \iability and these projects will only go ahead on the basis of pri\·ate sector 
participation. Howe\'er. to encourage this. GoL - through the L:\"DC - is willing to take a share 
in the equity.3 Somewhat surprisingly given its general market-orienred approach. such ar. 
approach is countenanced in the ~eneral industrial strategy formulated in the Agro-Industrial 
project de\'eloped in concert with the World Bank which came into effect in 1991. 

b. Exogenous factors 

The main reasons for the de\'elopment of the major pri\'ate sector projects must be sought in 
.::xogenous factors - i.e. external to Lesotho and O\er which Gol exercised \irtua!ly no influence. 
These were: 

The imposition of trade and investment sanctions on the RSA - mainly by the l'.SA. This 
compelled export-oriente<! companies in the republic to relocate lo Lesotho: 

The operation of the international textile trade regime (the MFA) which meant that no 
obstacles were placed on exports of textile products to the USA from Lesotho at a time 
when exports 0f such products from other mor-:= economic manufacturing locations were 
hea\ily restricted. This also had 1he effect of dri\ing producers in major garment 
supplying countries to relocate to Lesotho - amongst other LDCs in similar circumstances. 

It is indisputable that, \\ithout these factors. very few of the projects that did come to Lesotho 
would have come. 

The lifting of the US sanctions on the RSA has. therefore. done away with a major reason for 
investing in the country. The imposition of quotas on the most traded of Lesotho's garment exports 
to the USA. had a similar effect on its attractiveness as a location for in\'cstment in this area and 
also adversely affected the level of production already being carried on in the country - see below. 

D. LESOTHO AS~ IN\'ESTME?'ttT LOCATION· COMPAR.\TIVE ADVA!\TAGES AND 
DISADVANTAGES 

a. Incentive regime 

Despite its early flirtation with the conc..:pl of national self-sufficiency and state control of 
"strategic industries", the GoL has never placed any formal obstacles in the way of foreign 
investment in the manufacturing sector. Indeed, since the weaknesses of its socialist development 
became evident, it has expressly set out to attract such investment by developing an incentive 
regime in fact if not in theory largely aimed in that direction. 

However. the benefits it offers in this regard arc very similar to those offered hy most of the other 
LDCs with which Lesotho competes for investment. They arc arguahly less generous than those 
availahle in many such countries and less cfkctivcly implemented. They arc certainly less generous 
than those currently available in respect of the so-called trihal homelands in the RSA - sec hclow. 

Labour costs: The main comparative advantage Lesotho cnjcys a~ an investment location is the 
existence of a large ~upply of cheap labour. However, this is in relation to the RSA. Lesotho wages 
arc not low compared to other LDCs, panicularly those in East Asia. where lahour is also 

31 The wool/mohair processing project is of this nature. Sec Chapter 4.2. 
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perceived to be more producti,·e. Furthermore. Lesotho"s comparative advantage in this respect 
seem~ to be reduced hy restrictive labour legislation. fa-en in comparison to the RSA. basic wage 
levels in Lesotho are no lower than those in the former tribal homelands. the bantustans. For 
reasons argued in Section l.F.a it is considered unlikely that low-cost. labour-inte~i\-e industr)· will 
be allowed to develop in these regions when this threatens established industry in the more 
de,-eloped regions of the republic. 

Whether or not Lesotho enjoys a comparati,·e advantage 0\-er RSA in terms of labour costs if 
account is taken of such factors as productivity as well as hourly wage-rates is debateab!e with 
insufficient objecti\-e e\idcncc to support a firm conclusion. The l!!'t'IDO mission is inclined to the 
opinion that. even on this basis. the Lesotho workforce is still less cosrly than the great bull.: of that 
employed in the South African dci.hing industries. It is also inclined to suspect that worUorces in 
the former bantustans will not be permitted to undercut the wage-le\-els established in such major 
centres of the indust~· as Cape Tmm and Durban. 

Infrastructure and utilities: In addition. the industrial infrastructure in Lesotho is inferior to that 
of the RSA. Inland communications in much of the country are poor - although they have been 
greatly improved in recent years with international technical assistance - and utilities (water. 
electricity and tekcomrr.unications) are considerably more costly than in the RSA and less reliable. 
The main advantage that Lesotho enjoys in this respect is its access lo the highly-developed South 
African roads and railways and ocean-going port facilities in Durban. The completion of the 
LHWP should make it possible to reduce electricity and water costs in the kingdom. 

Prnerential market a«ess: The other comparative advantage enjoyed by Lesotho ic; preferential 
access to the markets of the main industrialized economies. However, its position in this respect 
is no better than that of other LDCs around the world - including its African neighbour:>. Its 
access to the South African markets through its membership of the SACU is its most significant 
trading privilege, although. as already suggested rhis is counterbalanced by its exposure to South 
African import competition. (Lesotho's preferential access to other African markets under the 
SACU and the SADEC is of little practical benefit given the present condition of the other sub
Saharan economies which means that the bulk of their foreign trade must be with the RSA and 
the developed world.) 

E. GoL INDUSTRIAL POLICY 

The Gol has a very clear idea of the realities of the present situation of the Lesotho 
manufacturing sector and has pursued an appropriate strategy in the light of this. The main 
features of this strategy are: 

The role of Gol is to create a favourable investmenl environmenl by managing the 
macroeconomy to this end. This includes encouraging industrial training programmes, 
although much training will be carried out in-house. However, there is a prejudice against 
encouraging uneconomic ventures by offering incentives with an element of subsidy; 

Gol is also responsible for promoting Lesotho as a location for industrial inveslmenl. Its 
efforts in this regard should be suitably targeted to those types of industrial project 
identified in general terms as those most appropriate for Lesotho - i.e. labour intensive -
bu! it is envisaged that, as industrial acti\.ily becomes more securely based, and a native 

management and technical cadre begins to emerge it will be pos.c;ible to attract more 
sophisticated projects with a higher local added-value; 

The identification and development of particular industrial projects is the responsibility 
of the private sector, allhough - as already noted • Gol reserves the right to encourage 
investment in "narional interest" ventures by caking an equity stake; 
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Major projects are 10 be encouraged to de\"clop backward linkages >Aith indigenous 
enterprises able lo supply materials and components md sub-contracted 5Cn.iccs; 

Indigenous SMEs are to be assisted lo ta.kc ad\"anlage or the range of st:pporti\·e services 
a\"ailabk tc, them. This includes the idcntifica:ion of marL:et opportanities - par1icularly 
those arising f1om the Lesotho Highlands Water Project (LHWP). 

Howc\·cr. ha\ing agreed that this is probably the correct industrial strategy for Lesotho. :;ie 
LT!'li1DO mission ackoo\lliiedges that. so far. it has had link impact on the paller!1 of industrial 
development which has been largely dri\-en ti~· cxogenow. facrors out..ide the control or the 
national go\·emment. l"e\-erthcless. it would s1ill maintain that there is no altemati\·e to rel\ing on 
foreign in\"estmenl as the main engine of gro>Ath and this "Aili only be anracted in an en\iWnment 
which broadly reflects the strategic principles outlined atxwc. 

F. PROSPECTS 

a. The South African markrt 

Although the lifting of sancrions on the RSA has remo\·cd the main incenti\·e that caused exporl
orientcd industries to relocate from the republic. it is considered unlilcel~- that this "Aili result in 
the republic becoming an acri\'e competitor for investment in the type of labour-intcnsi\·c 
manufacturing acrivity that Lesotho has anracrcd in recen1 years. 

This conclusion reflects the LTNIDO mission·s analysis of the implications of South African 
membership of the GA TI and the prob?.ble effect of this on industrial policy - in particular the 
investment incentives that can be offered. It also reflects the logic of the RSA"s in1ernal economic 
and political situation. In particular, ii is considered likely thal there will be considerahlc 
opposition to the development of enclaves of lahour-intensivc industrial aeli\ily in the former 
bantustans based on low-cost labour because of the threat this 'Aili pose to standards of li\ing 
achieved elsewhere. 

In the case of the manufacture of garments for the international market, it is concluded that lower 
labour costs will continue to give Lesotho an advantage in the production of basic. mass-market 
clothing. As al present, this factor will be only partly set off by the higher cost of utilities in 
Lesotho and it seems likely that the completion of the LHWP should enable the GoL to reduce 
or even entirely reverse this comparative disadvantage in the case of electricity and water costs. 
In addition. Lesotho producers servicing Sou1h African markets will benefit as much as those in 
the RSA from any reductions in fabric costs as a result of the RSA dismantiing the \"Cl) high levels 
of tariff protection consequent on its accession to the GAIT. The main advantage enjoyed hy 
South African-based garment-makers as opposed to those in Lesotho are the very generous 
investment and export incentives · especially in the former bantustans. However. as already 
suggested, the U1'1DO mission concluded that the continuation of these in their present form is 
unlikely - at least 'Aili definitely be phased out over the next five years. The po!itically powerful 
textile and garment trade union in the RSA is likely to resis1 any allempt to develop an industry 
in the former homelands based on very low labour costs. 

The implication of this is that, 001 only will Lesotho remain competitive with the RSA as an 
attractive location for labour-intensive industrial ac1ivity aimed at international markets in general 
terms. hut it will also continue to enjoy comparative advantages as a location for labour-intensive 
production oriented primarily towards the South African market in particular. The main area of 
opportunity will continue to he garmenl production, as al present, but the advent of suhstantial 
Chinese inves1ment in consumer electronics production indicates prospects for diversification into 
other areas. 
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b. ~on-SAlT mantb 

h is likdy rhar Ll:s'-)lhl' "ill find il euremd~ difficult It• di\"crs/\ rhe range or indu..;rrie-. present!~ 
oriented to the wider world marker and. in p.·uricular. the ,_.SA and El". Tlii_., rellecb the: intc:n-.e 
competition from other LDCs for !he t~-pc of i.n\·estment in lah.,ur-inrensi\c: pnlducti,,n thal 
Ll:sotho mus! hopc 10 anracl and the pnl\cnancc and prc:judic~-. ,,f the most lil.:d~ im·c:sh'r'- \Ian~ 

of rhese will con:e from Easl Asian ;.o;ewl~ lndusrriali7ing Cnunlric .. I ;.o;K,q and will t>c chidl~ 
moli\·ated hy rhe need lo ider.lify St)Urce,.. ol ltlW-Ct'Sl and rdiahlc lah..)ar h' car~ l'Ut pwcc,..sc:-. 
which ir "ill hccome increasingly less ecom,mi.- for them h• car~ •'UI in th::ir ,1wn counrric-.. Such 
polcnrial in\·csrnrs will prohahl~ prefer h~ estaMi.-;h lah.1ur-inren.,iYe. ,,ff.,.h,m: a .. '-'.:'mhl~ .md 
finishing opcralions in Ea-;! and Sourh Easl Asian LDCs. rather lhan in m•'rc exoric locali••n-. wirh 
which rhey arc lc-;s familiar and which. rig.h!I~ or wrnn~I~. rhe~ consider h' h.: !..:-.-. dc:pcndahlc. 
~e\·cnhelc~. opcraliom, set up main!~ In scnice Sou!h African marker.. C••uld dc\d,1p tlther 
outlels once successfully estahlishcd. 

2. I~DL"STRIAL STRATEGY - l"'.\IDO/l"'.\DP REC0'.\1\1E'.\DATIO'.\S 
FOR GO\'ER1';ME~I ACTIO'.\ 

A. O\'ER.\LL STR.\TEGY 

The o\·erall indusrrial slraregy of GoL outlined ah.we is considered highly appropriale lo rhc: 
siruation currenrly prevailing in Lesorho and should conlinue to guide the devdopment of polic~ 
in general lerms. As already argued. there is prnhaMy no ahcrnali\·e to such an approach ¢\c:n 
the need of the count~· to anract foreign in\"eslment and technical expcrtis.: as rhe prime wndirion 
of industrial gro\\1h. 

The only rescn·arion the l"'.'\IDO missit)n wishes to express rekrs 10 rhc r.:adines-. of ( inL "' 
promote hy way of an equily slake through the Lesn1h11 ;.o;a1ionai De\dopmcnt C1lrpora1i11n 
( L~DC) in lhe de\-clopment of •.-enlures pcrcei\·ed lo he "'in the national in1eres! . hul which 
privare intcresls arc reluctant to support. This seems lo he conlrary 10 :he m·erall thrust of 
industrial slrategy which is seen as cssenrially markcr-dri\.:n. l"'."IDCh ohjecrion~ 10 such projcch 
arc nor ideological. hul reflccl its concern !hat 1he reluctance of privalc inrercst~ lo assume ;1ll 1h1: 
risk will usually arise from g1.:nuine douhts ahoul !heir commercial viahility. 

Additionally. it is suggested 1ha1 GoL should formulate irs in\·cstment promn1ional endearnurs on 
!he hasis thal Che moc;t likely exporl markers for Lesotho induc;r~ will he. firs:ly. !he RSA and. 
secondly. !he USA and Canada and !he El'. II should therefore concen1ra1c on rr~ing 111 allrac: 
venlures oricn1ed primarily 10 rhese markcls. This docs nor. of course. mean 1ha1 all invcslmenl 
will come from rhese regions. still less Chai inveslmem promotion projects underraken hy (ioL 
should be concentraced there: as will he seen hclow. !he one such pMject specifically 
recommended on the hasis of this report v..ill he centred on M:?uririus and Hong Kong. 

B. SPECIFIC POLICY MEASURES TO DEVELOP AS E!\ABLISG ISVEST\IE'I 
EN\1RONMENT 

In the conlcxt of GoL's overail development s1ra1egy a numher of specific measure~ arc 
recommended which arc considered likely lo conlrihutc lo !he achicvemcnl 11f lhl aim~ of 
indu!".trial policy. These rclalc lo the manufacturing scclor in general and the lextik and µarmenl 
!".cclor in parricular. 
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a. Industry· in gmrral trrm!> 

The follo~ing measures: 

The introduction of an imcstmcnl cnde and. under this heading. de1ailed consideration 
of the appropria1cncss of 1he \'arious im·e.-.tmcnt inccnti\··~,. made a\·ailaht:: chrough the 
L~CC. and of the role of the lm·cstmenl Promotion Centre (IPC)/L~DC a!> the 
administering agen0·. Ways. in which organitalions of small- and medium-scale entcrprisc 
(SME) producers could he lirnugh1 under the ;rgis ('If the inccn:i\·e regime would form 
part of this rc\iew: 

C('lnsid1.1 alion of the potential for thr.: Gol h' promote the di\'ersificacinn of the industrial 
hase by encouraging investment in projects ocher than those rdating to {Xporhlrienced 
garmenl pnduccion. The C'\IDO team emisages !hat. on 1hc basis of a sludy of 1he 
atl<.we. ii would he possihk lo prepare a report for publication which could he used in 
promoling in\·eslmenl in !he kingdom : 

A rc\iew of the apjJropriatenl·ss of minimum wage legislation. alhcit a re\icw which tak.:s 
in10 account the strong possibility that any reform \\ill prornkc painful poli1ical 
consequences which may be coMidered lo outweigh the econemic benefits of such a 
reform; 

Consideralion of !he laws cm·cring land tenure 10 enable indi\iduab and companies !o get 
a bener title lo industrial sites: 

Systematic monitoring of the operation of the Labour Code and consideration of 
addirional restrain!s on lawlessness in !he work-place. 

To address major weakness..:s in !he small-scak/informal secror. \'cry specific re\iews of: 

The adequa0· and appropric.1encss of indusrrial !raining courses - in parti:ular 
the apparent empha ... is on mechanical skills as opposed to commercial. !echnical 
and professional qualificarions; 

The availability of credit lo organizations and persons involved in the SME sector 
who have difficulry in fulfilling the credit criteria of the commercial banks; 

Ways in which the lcgiil system and rhc administrarion of the tax systeni may 
unin1en1ionally discrimina!c agains! small-scale producers. 

The de••clopment and publication of formal criteria for assessing applications for work
pcrmits for expatriate staff in the interests of transparency and minimizing administrarivc 
discretion. There should be a general pre~umption in favour of allo\\ing industrialists to 
employ che staff they consider they need; 

Conc:,idcration of the rnpply of water. electric power and telecommunications senices "'ith 
a \icw to: 

Bringing their COM into line with those pre\ailing in the RSA; 

lmprming rcliahility. 

A rc\icw of the calendar of puhlic holidays ha\ing regard 10 the economic coc:,rc:, of ha\ing 
so many of rhese. The scheduling of ad hoc national cclchrationc:, ro take place, a~ far as 
posc:,ihlc, on Sundays or exisring holidays and nol on normal working da)''i. 
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b. Tbr trxtilr and S?armrnt Stttor 

The following measures: 

Having regard lO the difficulry of finding pr;vatc sector finance for the WO\)l/mohair 
processing project \\ilhout Gol caking. an equity interest. reconsideration of the project 
in the light of overall industrial stra·cgy: 

The estahlishmenl of a joint g0\.::rnm..::'' •::ldustry Garment Council (JGIGO lll ace as 
a forum for the consideratior. of m~: :•· of common concern and t0 assist in the 
formulation of go\·ernmenl ec.inomic r" %.:y as 111!~ effect;, the industry. S\fE producers 
to be in\·olved as one way of rromotir: ·:nkagc~ between these and ;he major venture;: 

Concen!rating on Hong Kong. and Mauritms. the identification of possihle new investor~ 
in a knitwear plant oriented t0wards the European a-" well as the CS marL.el and 
consideration of an appropriate promotional effort to persuade such companies IC' inve~l 

in Lesotho: 

The follo\\ing actions in preparation for anticipated ncg.:niati.)ns on :! renewal of the L'S. 
Lesotho lextile trade agreement: 

The completion of all necessary measures relating to Lesotho"s accession to the 
GAIT and the \\'TO as a maller of the utmost urgency in rhe ordering of 
government business: 

An in\'estigation of complaints about the fraudulent anrihution of Lesotho origin 
to non-Lesotho imports of garments into the L'S market and. if considered 
appropriare in the lighr of this, a high-level enquiry to resoh.-e this protilem: 

A re\iew of procedures fo- authorizing the export of textile and g..trmenl 
products with a \iew lo making any necessary improvemenls in the prest nl 
system: 

Retention of expert ad\isers on the ncgotiarion of lcxtile trade agreements wirh 
the USA under the MFA with a "iew lo preparing a brief for the Gol for rhc 
anticipated negotiations; 

An approach lo the High Commission of the European Communities in order 10: 

Seek EU agreemenl to an exLension of the present derogation from the Lome 
Convention rules nf origin for certain garment categories for five further years 
from early-April, 1996; 

Explore the possibility of an additional derogation for knittcc1 sweaters etc (El' 
MFA e:ategory 5) manufactured from cotton. wool. silk and silk tilend!i, etc .. 
allowing for the exporl of the!;C items lo EL' markets on a duly-free hasis of 
thei;e items when manufactured from imported panels. but for one year only. 
This derogation should be capable of being brought into fo~::e by the GoL al any 
time during the extended agrecmenl (sec prc\ious sub-recommendation) !">imply 
hy giving notice to the European Commilision. 

Amendment of the present quota allocation liyslcm wirh a "icw to achic\ing the mos1 
efficient use of garment ~xport quolas and encouraging exports of non-quota products_ 
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C. PROPOSED TECH'.'ilCAL COOPER.\TIO'.'i PROJECTS I~ THE ABO\'E 
CO'.'i!\'ECTIOS 

U!\1DO proposes the following technical cooperation projects to assist the GoL in ca~ing out 
the above rerommenda11ons: 

Relating to the proposed introduction of an ln\·estment Code and re\1ew of the 
investment incentive regime. a project invohing: 

A critical r~\iew of existing in\·estment mcenti\·es leading to proposals Ill amend/ 
extend these: in the light of thi~ 

Preparation of a detailed report v.ith recommendations which. s1.hjcct lo 

government approval. could he used a<. the ha:>is of a brief for Parli;imentary 
Counsel in drafting the necessary instruments; 

Consideration of the function of the IPC/LNDC in investment promotion: 

Assistance co IPC/LNDC in developing ics role. 

Relating to the diversification of investment promotion efforts lo cover non-garment 
industries. a study of the likely potential for this. In addition. the findings of such a re\iew 
might be Mitten up in the form of a promotional publication for use hy the IPC/L~DC 
in developing an awareness of Lesut?:.o as an invescment locat:on in international husines..<. 
circles. To this end an Industrial Development Review of Lesotho v.ill need to he 
prepared and v.ith the assistance of UNDP and the Ministry of Trade and Industry a 
workshop may he orpnized lo introduce the Re\iew to international investors. 

Relating lo lhe proposed JGIGC. assistance to the IPC/L'."DC in selling up 1he council 
and in eslablishing its procedures and agenda. 

Relating to the proposed promotion of a knitwear project, .. ssistance in formulating and 
car~ing out an appropriate programme. 

Relating to the enquiry into the fraudulent certification of foreign goods as being of 
Lesolho origin, assistance in determining the extent of this problem and, if necessary. 
carrying out an in-depth enquiry: 

Relating to the proposed re\iew of procedures for managing the national garment export 
quotas and for allocating these to Lc~otho suppliers, assistance in carrying out the re\iew 
and training the department respomiblc for these functions; 

Relating to the negotiation of a new Lesotho/US textile trade agreement, assistance in 
preparing a negotiating brief. 

The study concludes with an assessment of the priority that should he accorded to these various 
projects as hetween themselves. 
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CHAPTER 1. THE MACROECONOMIC ENVIRONMENT 

1.1. SUBREGIONAL CONTEXT 

A. ECONOMIC DEPENDENCE O~ THE RSA 

It is an ineluctable consequence of its geographical relationship with the Republic of South Africa 
(RSA), the dominant economy in the subregion, that Lesotho's economic condition should be 
almost entirely dependent on developments in the country which completely surrounds it. It follcws 
that the economic changes in the republic consequent on the replacement of the internationally
execrated apartheid regime by the Government of National Unity (GNU) \\it'1 its impeccable 
democratic credentials are also a major influence on Lesotho. 

Lesotho's economic dependence on the RSA is reflected in a number of areas: 

Net factor income from abroad, mostly rhe remittances of migrant workers in Sout~ 
Africa's coal and gold mines has historically accounted for 40-45 per cent of GNP; 

Over 100,000 Basotho, or over 35 per cen: of the country's labour force has traditionally 
been emplcyed in South African mines at any one point in time; 

Payments to Lesotho under the SACU treaty, whi~h include Lesotho's share of revenue 
from the .::ommon customs duty pool plus a "subsidy element" above that share, has 
typically accounted for more than half of the Government's non-grant revenue; 

On the other hand, membership of the SACU means that Lesotho cannoi pursue an 
independent trade policy while the high levels of common external tariff - in many 
instances over 100 per cent ad valorem - effectively tie it into the South African market 
and isolate it from the rest of the world; 

The RSA is Lesotho's largest trading partner. Historically, nearly all imports (about 94 
per cent in 1991) have originated from the !?.SA. Special factors have allowed it a greater 
degree of independence in the development of its export trade - see below. It accounted 
for 78 per cent of total exports in 1988 as opposed to only 51 per cent of an appreciably 
larger total in 1992. However, as will be seen, developments in the RSA and the World 
Economy appear to have called even this achievement into questio!l; 

Although no longer legal tender in Lesotho, the Rand Mi}; circulates freely in the country 
and is at par with the local currency, the loti, because of Lesotho's membership to the 
Common Monetary Area (CMA.) This means that Lesotho can have no independent 
exchange rate policy and interest rate movements are tied closely to developments in the 
RSA; 
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The 'iahility of Lcsotho·s multi-hillion dollar Lesotho Highlands Water Project (LHWP), 
the largest engineering and construction project presently under implementation in the 
whole of Africa. is dependent on the RSA as the sole customer for the water to be 
produced. 

8. THE CHA~C.ES IS THE RSA 

The changes in the RSA have affected the Lesotho economy in two ways. Firstly. the n:placement 
of the apartheid regime under the ~ationalist Party by a democratically-elected Govermnent of 
National Unity (G~l') has altered the way in which the republic is perceived in the outside world. 
ending its status as an international pariah. Secondly. the republic is going through a revolution 
in economic management which i<> interided to turn it from autar!..·y - partly self-imposed. partly 
a consequence of its rejection by the international community - and integrate it into the \\ider 
world economy. 

This latter process was in fact begun by the National Party government in the late 1980s and was 
symbolized by the RSA's accession to the GA TI and the World Trade Order (\\70). This "ill 
require the dismantling of the structure of tariff protection built up around the domestic economy 
which had become the condition of its suni\'al as a self-sufficient enlily. 

However. the revo!ution is being continued by the new rer.ime. The Gl\'U has proclaimed the 
primacy of a social agenda in economic policy in the Reconstruction and Development Programme 
- its major statement to date. This is intended to advance the status of the black majority Clf the 
population which was so systematically discriminated against under the apartheid regime. However. 
b\· its actions the GNU has made it clear that it recoeruzes that such advancement can onlv he 
s~cured as a consequence of economic development -on the capitalist model..i/ If thi!; inv~lves 
p.:>stponing the elevation of the deprived majority in farnur of presening existing patterns of the 
distribution of wealth and a consen·ative fiscal policy designed lo attract the confidence of 
domestic and foreign investors. this seems to be the price the !!Overnmenl is "illing lo pay. 
Whether such attitudes will sunive the criticism of the more radical members of the ruling Clite 
and the impatience of the politically active members of the movement which carried it to power 
is, of course, another mailer and one which poses the greatest threat lo the current thrust of 
government policy and to Che RSA 's bid lo join the numter of the world's Newly Industrializing 
Countries (NlCs). 

C. CONSEQUENCES FOR THE LESOTHO ECONOMY 

a. Introduction 

The changes in the RSA arc affecting the Lesotho economy in a number of ways: 

4/ 

By chanpng the emphasis of international technical assistance funding coming into the 
subregion; 

By calling into question the number of jobs which Basotho workers have traditionally 
founc' in the South African mines - and the reminances they sen! home to Lesotho which 
ha\·e been the councry's main source of foreign exchange; 

The long exile of leading members of •he GNU in such countric.s as Tanzania. Zambia 
and even Zimbabwe may have been one !actor that convinced them !hat socialist sclf
sufficiency cannot he !he model for dcvclopmenl of the New Soulh Africa. However. !he 
cffeclive abandonment of socialise diripsme in such countries as the former USSR, China 
and India in favour of more market-driven economic policies and lhe success of the Asian 
'!igers' (i.e. Republic of Korea, Singapore, Taiwan and Hong Kong) mus! also have 
influenced their chinking in this regard. 

- 4 . 



By hringing about changes in the rdationship of U:sotho and the RSA in the main 
suhregional institutions - particularly the Southern African Customs l:nion (SACl') and 
the Common Monetary Ar,·a (CMA): 

By creating a new focus for in\'estment in the subregion. 

b. foreign Embassies and Aid Missions 

Lesotho-based foreign aid missions and embassies are closing office. The German. VS. Swedish 
and Canadian Government embassies and their related aid agencies which together accounted for 
two-thirds of bilateral aid to Lesotho ha\'C already closed. or arc in the process of closing dov.11 
their offices in Maseru. Thcir operations \I.ill now be run largely from the RSA. 

It is. of course. the case that Lesotho has had difficulty in absorbing some of the aid that has been 
made available to it in recent years. Projects ha\'e been abandoned due partly to the delay in 
introducing agreed institutional and incentive policy reforms.51. However. the mo\·c to the RSA 
will almost certainly mean that aid programmes will become more regionally-focused as opposed 
lo being specifically targeted on Lesotho. 

Apart from any other consideration. the removal of some scores of highly-paid executives of the 
funding agencies and the loss of jobs for local support staff must have serious implications for 
consumer expenditure in Lesotho. This v.ill probably directly affect the prm.ision of services more 
than manufacturing adi\ily in the kingdom, but is likely to have knock-on consequences in most 
areas of the economy. 

c. Emplo~ment 

The RSA's reduction in its dependence on foreign migrant workers began in the 1980s. 
Employment of Basotho miners peaked around 1990 since when low gold prices and mine 
obsolescence have brought about a steady fall their numbers. The effect of cyclical factors on 
employment was exacerbated by what seems to have been a secular change in official employment 
policy as the National Party became reconciled to the inc\itability of majority rule. 

Whether or not the reliance on Basotho and other foreign workforces in the mines was an aspect 
of a deliberate policy of Divide and Ruic practised against the Bantu peoples by the apartheid 
regime is largely irrelevant. Division and ill-feeli ,~ were its practical consequences and this 
undermined the struggle against the minority governme~t. The ill-feeling between Zulu miners and 
local populations of different tribal groupings, an ill-feeling frequently resulting in bloodshed as 
the government became less willing/able to maintain a facade of peace in predominantly black 
areas of the country. is well-known. However, resentment at Basotho and other foreign workers 
doing jobs which might have been carried out by South Africans has become more pronounced 
as economic difficulties and population increases resulted in a steady upward trend in 
unemployment. In the changed political circumsrances of the run-up to majority rule the 
government no longer had any political interest in the maintenance of such tensions in the majority 
population. If it did not actively promote reductions in foreign employment, it did little to 
discourage it. 

5/ For instance, by the World Bank and USAID. Sec UNDP: "Stralegic issues confronting 
Lesotho's economic development": Ma~cru, August, 1994. 



There ha" ccrtainiv heen a concened dri\·c against iliceal rcsidcnrs since the G!\T came to offi:::e 
in J9Q4.6 ' Furthc;more. foreign workers in -general t~rms. the majority of whom are Basotho. 
face retrenchment lo make way for South African nationals. "Whether this affects existing workers 
is uncertain. hut it is likely to result in lower level" of recruitment. 

According ll' official statistics. the number of miners employed in the RSA. which had averaged 
126.733 in 1Q89. by 11)1)3 had fallen lo I Hi.12'1 and is likely to have been nearer lo 100.CXXl al the 
end of 199.f_ In part the decline may reflect miners taking up South African citizenship. but it still 
implies a vef! substantial increase over this period in the numbers seeking emplo~menl in Lesotho 
giver. that the total population of working ar.e was less than 1.1 million in 1994 a~.d employment 
in the formal sector of the economy is thouL_ht to be nearer 70.000 than 100.000. ' 1 The attitudes 
returning miner5 have brought back with them may have contributed to the atmosphere of labour 
unrc5l that has characterized the Lesotho employment scene in rccenl years. 

d. Miners' remittances 

Although the consequences of the decline in ::mployment in mining employment in the RSA may 
be most spectacular in their social c.n!?t~xt. the impact on the macrocconomy is likely lo be equally 
profound both at once and in the longer term. Up until the end of 11)1)3 total miners· remittance" 
continued to increase, largely as consequence of increasc5 in average wages. It is also likely that 
some of the miners who took up South African citizenship continued to send money back to their 
familicc; in Lesotho. Howe. ~r. the rate of growth slowed down. partly because the numbers 
involved declined, partly because the miners successfully negotiatcrl "ith the Lesotho G Jvernment 
that, as of 1 April, 1991, 30 per cent only of their total pay should he transferred automatically to 
Lesotho by the mining companies through the Deferred Pay Fund mechanism. (Formerly it had 
been 60 per cent.) This reflected their declining ties to their native country. 

In real terms net factor income from abroad which accounted for 42.9 per cent of GNP in 1988 
had declined to 2b.5 per cent by 1993. This represents a serious fall in the rurchasing power of 
the country's main source of foreign exchange. 

e. Brain drain to the RSA 

One employment-related issue arising from the changes in the RSA thJt has yet to be fully 
researched and documented is the brain drai" from the BLNS8i countries into th" RSA where 
remuneration packages range from 2 to 5 times those available in other parts of the suhregion. 
In Lesotho the hrain drain comprises: 

6/ 

7/ 

8/ 

New /young graduates who do not return home after completing their studies in South 
African technical colleges and universities; and 

An official distinction is drawn hctween the employment of aliens residing illegally in the 
country and foreigners working with official permission · such a~ the Basotho miners. It 
is claimed that, hecausr of their affiliations with South African Sesotho-speakers. these 
arc regarded as less "foreign" than those of Mozamhiquc and other nationalities. What 
this means in terms of administration of the regulations is not al all clear. Furthermore. 
it has not reconciled locals to the Basotho presence in the mines as is C\idrnced hy 
reports of clashes hetwcer. them and Xhsosa rivals. Given the fal:-off in mining artivity, 
it seems highly unlikely that mine-owners would sec any advantage in maintaining their 
Basotho work-forces in these circumstances. 

According to Department of Lahour estimates. 

i.e. Botswana, Lesotho. Namihia and Swaziland - the RSA's partners in the SACU . 
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Seasoned professionals who are lea ing Lesolho's ci\'il senice. paraslalals. privale seccor 
and hospilals for what are percei\'tJ to he greener pastures in the RSA. The drain here 
is exacerbaced by the fact that the concerned professionals leave \\ith their spouses 
(themse!ves professionals) and their children (who are the m0st likely candidates 10 
become the professional cadre of the fu1ure.) 

The main constraint on this seepage of talent into the republic seem~ •o be the increasing 
reluctance of the GNl" to accept omsiders in officially-funded postings given the need to employ 
its O\\ll. burgeoning population. H1.lWe\'er. !here seems 10 be some sentimenl in governing circlL,; 
to the effect that the Basolho are "different"' (i.e. less foreign) given !heir geographical 
circumslances and the large number of Sesolhl'·spcaking South African citizens in the Orange 
Free State and elsewhere. 

r. Renegotiating the SACt: 

As already noted. Lesotho's membership of the SACL" which is. inc\ilably. dominaced hy ils largcsl 
member-state. the RSA. has 3ffec1ed its economy in rwo ways: 

Its share of total SACL' cusloms re\'enues has accounled for O\'er 50 pt:r cenl of lolal 
government revenue receipls; 

It has bound il into a common markel dominated by the RSA and efteclively excludt:d 
it from access to lower cosl goods available on the wider iniemational market. This has 
tended to benefit the RSA economy rather than that of Lesotho which could supply very 
little of what the RSA required. Only in more reccnl years have Lesotho garmt>ill-makers 
begun to build up substantial sale_; in lhe republ" ~ on the basis of pmdut:lion cosl 
advantages - see below. 

The decision of the RSA to enler inl(l membership of lhe GA TI \\ill, of coursr:. affecl both these 
factors as the republic begins to dismanlle the p·esenl almost impcnt'trable barrier of customs 
lariffs. Revenuer, must decline relative to the volume of foreign lrade as tariffs are reduced -
although this could be off-set in absoluce term!' as imports increase. 

Lesotho consumers, like those in RSA, will also have freer access to the international market. 
Given thal lhe presenl Common External Tariff (CET) benefils producers in lhe RSA ralher than 
Lesotho, lhi. hould be to lhe counlry's advanlage. On the ocher hand. il will also mean 1ba1 
Lesolho producers who do supply lhe RSA market • mainly garment·maicers - will face sliffer 
compe1i1ion from internalional sources. Ncvcrlhcless, because of the slow phasing of lhc lariff 
reduclion programme,91 lhe effecls of lhc RSA 's GA TI membership will be fch only over lhe 
longer lerm. 

Of more immediale consequence is 1he decision of lhe GNU 10 !nsist on renego1ia1ing lhe way in 
which lhe common cusloms revenues arc divided belwecn SACU member slales, in parlicular 10 
phase oul lhe subsidy element whereby lhc RSA hands over lo lhe BSLN economies a grealer 
share of lhe 101al income lhan would be jus1ified by !heir own lrade as compcnsaiion for forgoing 
!heir sovereign aulhoriry over lariff policy. How chis will cff..:cl Lesolho Governmenl revenues over 
lhe next few years is nol al all clear. However. il underlines lhc need for ii lo reslruclurc lhc 
revenue base. 

9/ Which might, however, he speeded up in !he case of lcxtilc~ and garmcnls. See Chaplcr 
7.3 hclow. 
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g. Foreign direct in,·estment 

With :he acceptanc1.. once again. of the RSA as a full member of the international community. 
and the scrapping of all economic sanctions against it. the focus of interest for FDI in the 
subregion i.s already shifting away from the BSL!'\ economies towards the RSA. 

Admitted!". unlike Swaziland and Botswana. there is so far \'Cr'i little e\idence of investment 
deserting -Lesotho for the republic10 and major new investor~ have so far proved slow to 
commit thcmsch·cs to South Africar. project~. There seem to be two factors here: 

Unlike Swaziland and Botswana. Lc:;otho never succeeded in attracting the son of capital
intensi\·c im·estmenl in projects that arc more advantageously located in a more developed 
country.11 / Most of the im·estment that has gone to the "'.'cw South Africa" has been 
of that formerly locared then: which moved away only tti arnid L'S sanctions against the 
apartheid regime: 

Potential foreign investors arc undoubtedly wailing to sec how the GNL; will be able to 
deal \\ith soc;al unresl as the Bantu population comes to appreciate the consequences of 
its austere economic managemenl - see above - and the political opposition that this 
mighl fuel. 

The removal of US trade and investment sanctions against the RSA coincided \\ith the imposition 
of US export quotas on a number of Lesotho-made garment categories. As a result. two of 
Lesotho's main attractions for South African produc.:rs as a location for clothir.g investment 
projects (unimpeded and quota free access into the U.S. market) were seriously diminished in 
quick succession. At the same time. Lesotho had to begin to cc,mpete with the RSA in the same 
arena when promoting to investors outside the subregion. 

In this context. Lesotho has the comparative advantage of much lower wage costs. However. the 
RSA offers investment incentives - particularly incentives for export-orier:ted projects - that could 
not be matched by Lesotho. Scnicc!>, particularly power, water and telecommunications arc also 
less costly and more reliable. (For a discussion of the implications of developments in the RSA 
for Lesotho as a location for investment in clothing pm1ects. sec below, Chapter 7.5). 

Furthermore, the RSA is very actively lobbying to be accepted as an ACP member of the Lome 
Convention - i.e. to be considered by the EU as a developing rather than as a developed economy. 
The EU is very relu'.'.tant to grant the republic ACP status both in view of ~he size and potential 
of its economy. However. it seems \\illing to off er it many of the advantages of association in 
terms of market access and investm.;:nt support. This would certainly serve to further enhance its 
attractions for foreign invcsrmcnt relative to other countries in the subregion. 

h. Membership of the CMA 

Lesotho's member:,hip of the CMA means that the government has no control over the exchange 
rate of the national currency which is automatically aligned with the rand at par. The steady 
decline of the rand against the US ..:ollar probably benefited Lesotho exports to the USA. its main 
non-SACU market throughoul the second half of the 1980s and early 1990s. However. the effect 
of this will have been off-sci hy increasing the rand/Inti cost of the fabrics and other components 
imported from non-SACU source~. (As will be seen, Lesotho's only significant exports to the USA 

10/ 

II/ 

This was certainly the case when the UNIDO m1ss1on visited Lesotho m January
February, .1995. 

The US investment in Lcsothn Brewery is, arguably, an exception. 
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are of garmenls and mosl of lhc fabrics used in lhe manufacture of garmenls for lhe l 1S markel 
are imported from lhe Far Easl.) 

An e\·en more importanl consequence of Lesorho"s membership of lhe CMA was lhal the Gol 
was unable co address the problem of irs fiscal deficil in the mid-1980s by a unilateral devaluation 
of the loti and movemenls in inreresl rales. bul was forced co cul public spending and increase 
laxation. ll is, of course. arguable thal this was lO the longer term benefir of lhe economy. 

1.2 RECENT TRENDS IN LESOTIIO ECONOMIC PERFOR.\lA~CE 

A. GDP IN CON"STA''T PRICE TERMS 

lnformarion on the performance of the Lesotho economy is a\·ailablc up to 1993 only .. A.s may seen 
fr.Jm Tat-le LI below, the rate of gro\\1h of GDP cnnsidered in constanl price terms fcU away 
co11sistently for three yea:s from 1990-1992, but recovered somewhat in 1993. 

B. THE PRIMARY SECTOR 

Much of the falling-off in the rate of growth of GDP can be attributed to the poor performance 
of the primary sector where output feU away each year from 1990-1992. This was largely a 
consequence of the effects of drought on agriculcural production which did not recover until 1993. 
The recovery in food production and reduced dependency on food imports had a positive impact 
on the balance of payments position. In addition. because of the substantial weighling given to 
food in the calculalion of price trends, the improvement in supply also relieved domestic 
inflationarv pressures. 

C. THE SECONDARY SECTOR 

The seconciary sector of the economy comprises manufacluring. electricitv and water supply and 
building and construction. The largest of these is the latter. much of the input relating to work on 
the LHWP. The massive increase in output in 1989 was largely a result of the start of this 
programme. Similarly, the fali-off in 1993 occurred because of a fall in LHWP activities - mainly 
related to the delay in the construction of the 'Muela hydroelectric power station. 

Manufacturing value added (MVA), the other main componenl of the seco:idary sector, grew 
steadily in absolute terms throughout the period, but insufficiently to compensate for the effects 
of the fall in construction activity 011 overall secondary sector output. 

Electricity and water comprises a relatively small proportion of value added in the secondary 
sector. However, this is expected to grow in relalive as well as absolute terms in the near future 
as the advancement of the LHWP makes possible sales of water to the RSA and domestic 
electricity generation. 

D. THE TERTIARY SECTOR 

This represents the largest component of GDP. Growth in absolute terms was fairly consistent 
throughout the period under re\<iew. The most important subsector consisred of government 
services, public administration, education and health. Together these accounted for 42.1 per cent 
of total sector added-value in 1993. There was a slight fall in the contribution of public 
administration in 1993 as compared to 1992, but that of the other subsectors increased. 
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Table 1.1. GDP by economic activity, 1988-1993 
(M. million • constant 1980 prices) 

----------~-----
Activity 1988 1989 1990 1991 1992 1993 

(\) (\) (\) (\) ('c) (\) 

Pri•ry sector 68.3 (18.66) 76.5 (18.38) 76.4 p1.38~ 56.8 p2 .67? 47.0 (10.33~ 58.8 p2.31? Agriculture 67.3 (18.38) 72.0 (17.30) 73.8 16. 79 54.7 12.20 43.7 (9.61 56.9 11.97 
Mining and quarrying 1.0 (0.27) 4.5 (1.08) 2.6 (0.59) 2 .1 (0.47) 3.3 (0.73) 1.9 (0.40) 

Sec:ondAry sector 84.5 ~23.08) 119.0 ~28.59J 32.1 ~l0.05J 145.5 p2.46J 155.6 p4.21J 153.6 f 32.32~ 
Manufacturing 39.8 10.87) 52.5 12.61 52.8 12.01 55.9 12.47 58.4 12.84 60.4 12 .11 - Electricity and water 3.2 (0.87) 3.3 (0.79) 3.1 (O. 71) 3.6 (0.80) 4.3 (0.95~ 4.8 ( 1.01 ~ 0 
Building and construction 41.5 ( 11. 34) 63.2 (15.19) 76.2 (17.33) 86.0 (19.19) 92.9 (20.43 88.4 (18.60 

Tertiary sector 194.3 (53.07) 209.1 (50.24) 224.5 (51.07) 230.4 (51.41) 233.4 (51.32) 241.7 (50.85) 

lNdjusted GDP at 347.1 (94.81) 404.6 (97 .21) 433.0 (98.50) 432.7 (96.54) 436.0 (95.87) 454.1 (9S.54) 
fKtor cost 

Less 
lniputed bank charges 30.1 (8.22) 38.3 (9.20) 41.0 (9.33) 37.4 (8.34) 34.8 i] .65) 34.3 (7.22) 

GDP at factor cost 317.0 (86.59) 366.3 (88.0l) 392.0 (89.17) 395.3 (88.20) 401.2 (88.21) 419.8 (88.31) 
Pius 

Indirect ta~es, net 49.1 (13.41) 49.9 (11.99) 47.6 (10.83) 52.9 (11.80) 53.6 ( 11. 79) 55.5 ( 11.68) 

GDP at •rket prices 366.1 (100.00) 416.2 100.00) 439.6 (100.00) 448.2 (1110.00) 54.8 (100.00) 415.3 (100.00) 

SOluct: Central Bank of Lcso1ho, Annual Report, 1993. 



1.3. OL'TLOOK 

A. IMMEDL<\TE PROSPECTS FOR ECOSO'.\llC GRO\\TH 

a. Primary sector 

There seems to be little prospect of a significant increase in the agricultural production in lht: near 
furure. Devclopm<:nt here is largely ruled our hy a rugged rerrain 1ha1 limirs farming acti\ily in the 
easlem half of the counu·~· and dimatic uncertainties that affect crop production and grazing in 
the more favoured western areas. Wi1h substantial external as.o;istance this situation could Ile 
transformed by the introduction of commercial farmin!,': hased on large-scale irrigation. tiut this 
would require reformation of rhe present land-tenure syslem. In the short run. Lesotho agriculture 
is likely to continue lo be characterized hy ~mall-scak subsistence farming and extensin: grazing. 

b. Trrtiary sector 

There has been sready grov.th in rhe tertiary sector in constanl price terms in recent years. but 
it is probably correct to suppose that rhe prospects for a significant expansion of seniccs outpul 
given the present state of economic development arc limited. This could chang:: if there were to 
be a large-scale growth in rourism. bur thai is likely lo happen only in rhe longer-term. It is also 
supposed rhat the completion of rhe LHWP could generate the need for further scnices. bur there 
are prcsenrly no indicalions of what these might be. 

c. Secondary S«tor 

Wirh regard lo the secondary S«tor. as already suggested. rherc arc prospects for gro\\th in the 
electricity and "'llter subsector - prcsenily only a minor contributor to GDP. ll is anticipated that 
the complerion of rhe LHWP v.ill result in rhe sale of water lo the RSA and increased sales of 
cheaper electricity to the domestic economy reducing the need for imports from lhc RSA. This 
will. rhereforc. have a very beneficial impact on rhc balance of paymenls position. compensating 
for expected declines in miners· rcmiUadces and SACV import duty revenues. as well as allowing 
for much needed improvemenrs in the reliability of rhe power and water supply in Lesotho itself. 

On the other hand, as was seen in 1993, building and construction output is very sensiti\'e to 
activiry in relation to the LHWP and the complerion of the major works will probably see a 
significant downrurn in this area. Orher infrasrructural developmenl and rcsidcnrial and 
commercial buildin~ could rake up some of rhe slack - but the latter will be largely deilendcnt on 
demand creared by expansion elsewhere in rhe economy. 

Any significanr expansion in manufacturing activity will be generared by exporr-led grov.th. The 
domesric marker afforded by a population of 1.8 million cannot sustain a substanrial manufacruring 
sec;or. The present predominance of the domesrically-oriented food and beverages industry in the 
manufacruring sector (see Chapter 3.3) is dependent on a very high level of governmcnl subsidy. 
Privali7.ation of the main parasrarals will increase efficiency in rhis area, but is likely to rcsuh in 
a decline in output. 

Growth will occur, rherefore, only as a rcsuh of investment in export-oriented enrerpri!'>es. The!'>c 
will be labour-intensive reflecting Lesotho's chief compararive advantage and large dependence on 
foreign direct invesrment given rhe absence of a native entrepreneurial class. It is realistic ro expccl 
rhat suer enterprises will be overwhelmingly in rhe lextile and garment (mainly garment) sector 
as at present 

The endeavour i!'> rhat lhese leading export-oriented enterprises will/should develop linkages with 
locally-owned organi7.ations, which wouid be ideally concerned with lhe processing of local raw 
materials. However, to perceive sucit "linkages" as desirable is one thing: •O idcnrify quite where 
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they might arise and to will the inpuh oi capital and mana!!eria! cakni required h' make- ther:i 
happen is anorhc.:r. 

Anorher area where d..:\"dnpment i~ pcrcei\cd r,, h:: po!>sihl:: i~ ·~:o.ourtt-ba:o.~· prottSsing 
acti\ity. Again. howe\·er. ll1 note thar Lesoth,, has resource~ ,,f tc:\1ik.· fihn.:. ~1!,!ficultural ra\\ 
materials. animal products. minerab etc is one thing: "' find market~ for !!•1,1d,. that mighc h..: 
made from these things which local induscric,. can cnmnmically supply in th~· face ,,f ~,1uth Afric;m 
(and \\ider international) compctiti11n is an1,thc.:r: and h' hring t1~eth.:r the rc4uin:d capital and 
managerial inputs to process and market th.: r..:~1,urc..-~ amlther still. 

B. PROSPEllS FOR FOREIG~ DIRECT l'"\"£~1'.\IE'T " EXPORT-ORIE,IED 
PROJECTS 

a. The dtnlopment of the manufacturing sector 

The upward trenJ in manufacturing output in the pcriud l'lS..''-1'1'>.' wa, largely due t1l a massi\e 
expansion of foreign direct in\cstment • particularly in the garment sectur. This was due main!~ 
to external factors lWCr which Lesotho ex;:rcised liHlc. if any. conir.'l. C1,nsiderati1m~ ,,f 
comparative ad\·antagc were rdati\"cly unimportant. 

a.I Exogenous factors 

The main causes were 

The imposition of LTS trade and investment sanctions on the RSA in the mid- ll)Slls: 

The absence of any quantitative restrictions on exports of ti..:x1ilc and garment products 
lO the L1SA. the onl\· cate1wrv of l!oods from Lesotho for which then.: ha.' e\·er hcen a 
significant US mark~tY - . -

The absence of quantitative restrictions on exp1uts nf tex1ilc and garment products to EL 
markets: 

Tariff-free access lo the EL" market ansmg from Lcsotho"s status as an African
Caribhean-Pacific state under the Lome Convention. The value of this preference was 
largely \itiated by the fact that exports of garments were excluded hy the Lome rules of 
origin which required a level of processing in Lesotho which no potential im·estor was 
willing to undertakc.13 It was not until 1993 that GoL negotiated a series of 
derogations from these rules in respect of the most traded products which won for them 
duty-free access to EL' marke's for 3 years. 

Of these various factors, that which was most dynamic in determining the surg1: of im·estmcnt 
projects in Lesotho in the mid-1980s was the first. The closure of the US market lo South African 

I~ As an LDC. Lesotho enjoys reduced-tariff access to the l:S market under the (icneralised 
System of Preferences (GSP). However. CS policy specifically exclude" textile product~ 
from GSP treatment and Lesotho exports very little else to the CSA. Tho~e products arc 
admitted under normal Most Favoured /llations terms which implies a tariff of around 
B.4 per cent in the case of textiles and 14 per cent in the case of clothing. !'o Lesotho 
garment producer has evcr benefited under item 807 of the L'S tariff sy.c.t<.:m which allow' 
a duty-break on reimports of goods manufactured from CS-supplied components in 
respect of the value added outside lhc CSA. 

For a more exten.c;ivc discussion of the Lome Convention rules of origin for garment 
import'> sec Chapter <i.:!.d below. 
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exports meant that South African-ownN companies (mainly clothing producers) \\ith major US 
trading interests had to move out of the republic if they -.ished to retain their market in that 
country. The BSL1°'· economies were an obvious location for such companies for a number of 
reasons: 

These countries were prepared to accept Sou~h African in\-e ;tment: 

They enjoyed the benefits of SACL membership: 

If they relocated to a BSL count'}·. South African manufacturers could SliU make use of 
the RSA infrastructure: 

The usual additional cost ~iated with foreign investment projects relating to the 
support of managers and their families in exotic locarions did not apply in the case of 
Lesotho. South African manae:ers could work in Maseru or Maputsoc and conveniently 
live in the Orange Free Stale~5, 

Lesotho enjoyed access to the US and EU markets on the terms outlined above. 

Anot!ier category of companies which W.lS driven out of the RSA by the L'S sanctions \\-ere far 
Eastern, mainly Taiwanese. garment-mak~rs. These had been tempted lo set up mills in the South 
African "bantustans• by the combination of ve~· low wages, the extremely generous in\·estment and 
export incentives made a\-ailable fl)· the 3f:artheid regime specifically to attract in"·estors to these 
regions and by the RSA infrastructure.1 I Lilce [heir South African counterparts and for much 
the same reasons - saving ea"y access for expatriate manag.::rs - the BSL countries appeared a 
good place in which to ride out the storm. 

a.2 Internal c-omparativr ad\110~ 

The most important comparative advantage which Lesotho could offer these investors inherent to 
its own economic situaticn was a low lrvrl or wagfs. However, wages in the kingdom were co 
lower than those in the bantustans. This factor alone would nol have lured from the RSA the 
categories of producers mainly responsible for the expansion of Lesotho manufacturing acti\ity 
without the compulsion of sanctions. 

Lesotho wages are low in relation to those applying in the RSA - other than the bancustans. 
However. the kingdom was in competition for foreign investment in labour intensive industrial 
projects with such countries as China. Indonesia and other Asian economies where wages tended 
lo be even lower and with other African countries where they were probably comparable. 
However, relocation to the Far East or lo sub-Saharan Africa was not an option for the South 
African groups and probably nol for the T aiwanesc either - if for no other reason in the Jauer case 

14/ 

15/ 

16/ 

BSL - Botswana, Swaziland and Lesotho. Namibia did nor join the SACU until it gained 
its independence from the RSA towards the end of the 1980s. 

In fact, as will be noted in Chapter 4.3.B of this report, at least one South African 
company for a time chose lo contract out the management of its Lesotho subsidiary to 
a Filipino contractor. However, it eventually abandoned this intention. 

An uncertain factor in the interest shown by Taiwanese investors in the RSA in the early 
1980s is the extent to which their national origin made LDC economics reluctant lo host 
them for fear of annoying China. (Since then, of course, Chinese regime's own willingness 
lo accept Taiwanese investment behind the flimsiest of veils has become an increasingly 
open secret, but how far this has affected its diplomatic stance on Taiwanese investment 
is nol at all clear). 
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lhan that most of the cnuntries in that rq!tl•n alread~ endured quantitati.e restricti,•n~ ,,n their 
exports of textile produces Ill the l.SA and the EL 

Le~llhn also offered a numher l•f in,·rstmrnt inttnth·rs lild~ lt• appeal forei~ imcstl•rs ~t:•h ~ 
access lo credit at preferential rates. staff training granb. du1yhreah on impnrts l•f wmponcnb. 
ta.~ advan1ages and serviced indusuial dev::I,•pmcnt ll>eations. (Xe Chapter :.:L These wen: 
reasonably gem:wus hy normal LDC standards. hut were nl1111.-hc.:re ne;ir rhos.: offen.d 1-iy the South 
African Go\·emmenl. particular!~ in respect l>i in\·cstmcnt in the hantustans · sec Chaptt:r -.-t The: 
leSOlho inccnti\-es were prnhahly a neccssa~ condition oi auracting imc~h•r~ h• th.: kin!!Jom · 
if onh· hecausc similar inccnti\·cs were a\·aibhk in the other BSL econllmics · t>ut. there: i-. nl• 
reason to suppose that they wc.:re a majm eh:ment in moti\·ating the surge tha; hl<.•l place: in the 
mid-1980s. 

b. Thr p~nt situation 

Given the importance in that development of the imposition of trade and investment sanctilm~ on 
the RSA the removal of those sanctions - a proces~ that seems to ha\·c heen larg;:ly c.1mpkk 1-i~ 

lhe end of 1993 - had a significant impact on lc:SOlho·s hopes of anraaing further invcslment an.i 
e\·en of relaining that wh;ch it had already sccured_ 1- Furthermore. gi\·en lhat most of :hi: 
projects thal came to Lesolho as a result of the sanctions were concerned v.ith the manufacture 
of garments for the US market. the imposition of quantitati\·e limits on exports lo the l"SA of the 
main categories of garment was bound 10 ha·.-e a severe impact on 1he output of the expt•rt
oriented clothing induslry. Thi.-. was exacerbated hy the effect of the economic rece.-.sion on l"S 
consumption of clothing - a fa.:tor which also affected the EC marlct (sec Chapter h.~). 

Lesotho main1ains its comparali\-e advantage m-ti-lis 1he RSA of relatively low lahour costs. This 
means thal lhcrc is an economic logic in locating lahour-inlensi\·c production of items for :he 
Soulh African markcl in lhc kingdom. Admincdly. 1t is still pll5~ihle 10 enjoy comparat>k wage
cosls in the former hantuslans. hu1 how long this will la..-.1 gi\·cn the hostility expressed hy the South 
African trade unions is a mancr for conjecrurc. The uncertainty regarding thb situation j_.-, likely 
lo deter potential investors primarily inlcreslcd in accessing a source of low-cos! lahour from 
relocating 10 lhc republic.18· 

However. a..-. already no1cd. wage cosls in Lesotho. arc not particularly low in wmparison to other 
LDC economics which compete with it for investment in labour-intcnsi\·c projects. Furthermore. 
(he imposition of quotas on garment exports to the l'SA \iliated the main argument for going to 
Lesotho rather lhan lo those countries in lhc case of the indus1ry which altracted hy far the 
greatest proportion of lahour-intcnsive investment. Ahhough the L'S quotas expired al cnd-199-J. 
it seems rcasonahk to suppose that lhcy 'ti.ill eventually he reimposed. 

In addition to which. Lesotho is percei\·cd to suffer from a number of positive di'iadvantages which 
reduce its auraclions ai-. an im.-estmenl location. These affecl chiefly the garment industry and arc 
dealt 'Aoilh in detail in Chaplcr 5.3 helow. but the main points may he rehearsed as follows: 

IR 

II is understood that a numher of companies that moved from the RSA lo Swa1jland 
when sanctions were imposed returned to the repuhlic when they were rem1wcd. So far 
this has not occurred in the case of Lesotho. It seems that some al leas! of these 
transients were US-ov.--ned - a category not anractcd to Lesotho - and were engaged fairly 
capital-intensive operations aimed at the South Afr;can market which. on grounds of 
economic logic. were hes! c.mied out in the rcpuhlic. The Coca-Cola c;uhsidiary 1s one 
example of this type 

Lcsotho·s manufacturing wage-rate i~. on average. 4'"1 per cent lower than in rhc RSA. As 
v.ill he seen in Chapter h.~.B. the di.-.crepancy c;eems lo he greater in the case nf the 
clothing industry - especially if the wage-rates in the former hanluslans arc excluded. 
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Rela1ivdy coslly and unrdiabk ~!'\ices - waler. elecrriciry and 1ekcommunicalions:19 

Poor attitudes or. lhe part of won:fom: and employers in some faClllries. with a high 
Jegree of propensily lo engage in disputes: 

lnapproprialc policies in a numhl:r of area!"- which ad\"erscl\· affeCl lhe in\·eslmenl 
en\ironmenL 

The l'~'IDO mission docs nol at this point wish lo make any commenl on the accura~- or 
otherwic;e of the perceptions. of labour unrest in a number of facrories. but merely points out thal 
rbesc ~ ctors do nor seem 10 influence po1en1ial im-eSlors· \iews on the count~- as an investmenr 
locarion. The counr~··s succc~' in anracring new in.-csrmenl into export-orienred prnjcCls will. 
howe\-cr. depend on how far GoL is alik ro address rhc issues underl~ing rhe:>e attitudes. 

Finally. given thal lhe coum~ now face~ a silUalion in which lhe main factors 1ha1 enabled ii h• 

attract iD\·estment in the past no longer apply. it is important rhat GoL reconsider its industrial 
Slrategy. particularly with a \iew· to making the in\·estment en\ironment more enticing. This maner 
is con.c;idered in rhe following chapter. 

19/ Leso!ho imporl!> <ill its elcc1rici1y from rhe RSA and ils per unir rnnsumcr charges in :he 
lauer part of 1994 were conscquenlly higher - on average four limes higher. Waler 
charges loo were douhlc tho~e in the repuhlic and telephone charges .10 per cent higher. 
(Lesotho also compares badly wirh Swaziland in terms of waler and lelephone charges. 
although electric charges arc roughly comparahle.) 
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CHAPTER 2. INDUSTRIAL POLICY AND INVESTMENT 
ENVIRONI\1ENT 

2.1 1HE POLICY BACKGROU~D 

A. PO\'ERTI' ALLE\'IATION AS THE l\l.<\IN CONCERN Of ECONOMIC POLICY 

The main guides co che GoL's chinking on ecocc.mic policy are lhe Fi\-e-Year De\·elopmenl Plans. 
The lalesl of chcsc for lhe period 1990/91-95/6 was formally adopled towards che end of 1994. 
From chis il may be deduced chat lhe chief concern is che alleviation of poverty. Industrial policy 
is vi~d mainly as a 111.-ay in which chis objeelive can be addressed by creating new jobs. The Plan 
cstimaced unemployment at armmd 45 per cent in 1991 and set a target of 40 per cent for 1996. 
The inadequacy of statistics relating lo employmenc. formal or informal. means thal chis statement 
of objectives seem to have liule value either as a prescriptive target or l!.s a forccasl. 

B. MAIN THEMES OF INDUSTRIAL STRATEGY 

a. Principal ddcrminants 

The main thrust of GoL's present industrial strategy is to broaden and diversify the existing 
industrial ba.'iC. It is recognized that the domestic market is too small to pro\ide a sustainable base 
for development which must therefore come about as a result of export-led growth. 

It is also accepted that export-led growth can only come aboul as a result of pri\·ate sector 
iniciativcs. Given the lack of a native entrepreneurial class and the shortage of requisite lechnical 
and managerial skills. this requires the promotion of foreign investment in export-oriented projects. 

However, GoL is aJso concerned to avoid chc development of what would amount to an enclave 
industrial scctor.201 By this is meanl a sector dominated by enterprises which are not onJ~ 
principally concerned to service foreign markets, but arc also essentially isolated from the ..tomcstic 
economy on which they impinge only as employers of labour and generators of limitc: j official 
revenues - limited because of the coses to the government of the operation of the incentives system 

20/ In the jargon of development economics, the term "enclave industry'" has acquired a 
technical m~aning which refers 10 indu.'\tries located in LDCs to take advantage of low
cosl l<'Cal labour, but scnicing foreign markets only and, on the strength of this, enjoying 
immunity fro!D the host-country's customs duties - and often from other fiscal impositions 
<ind exchange control regulations as well. They may be geographically isolate~ from the 
Customs territory in so-called export free 1.011es or (in China) Special Enterprise Zones, 
but the legal immunity from dues ;>aid by companies dealing with the domestic market 
is the essential distinguishing feature. The technical enclave status of much of the industry 
located in Lesotho arises from the "in hond" warehouse system · sec Chapter 2.2 -
whereby they pay no duty on imports of capital goods and consumables used in the 
manufacture of goods for Cl!J>Ort If· non·SACU markets . 
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needed to a!tract them to Lesotho in the first place. Rather they should act as engines of acti\"ity 
\11.ithin the country. first:y by dc\·cl,)ping. backward lir.kag.es into the economy and encouraging the 
gro\11.th of local enterprises which become an int:!gral part of !heir operations. secondly by 
prO\iding the economic impetus which encourages and sustains the operations of a ,;able small
scale manufacturing sector. 

b. Elements of the industrial strategy - the Agro-Industrial Project 

The industrial strategy de\"eloped on this basis \11.'35 finally formalized in the World Bank financed 
Agro-Industrial Project v.-h.ich commenced in 1'o·:ember 1991. and is due to finish in fiscal 
1996/Q7. The principal strategy clements supported by this project we~e: 

b.1 A poli~ reform programme 

This was to address the disincenti\"es and distortions inherent in Gol"s current macroeco:10mic 
management so as to pro\ide a more attractive enviror ;nl for pri\"ale sector inveslmenl projects. 
This was to be 1be basis for the in\'estment promotiu. .ocus of the Agro-Industrial Project; 

b.2 Promotion of f0ttign investment and lin .. ~ 

Further foreign investment was to be attracted Uy the pro\ision of an adequate infrastructure - i.e. 
serviced industrial parks - the a\·ailability of a skilled work-force (developed by training 
programmes undertaken under the project) and active promotional efforts which would focus on 
Lesotho's attractiveness as an im·estment location arising from very low wage costs and its 
preferential access to the RSA and other export markets. 

h will be noted that a system of tax-breaks and subsidies was not seen as a major attraction for 
foreign investment. In fact. as \II.ill be seen. the Agro-Industrial Project considered that tax-holiday 
at that time offered to new investors had a dangerously distorting effect on the pattern of 
investment and could be justified only as a means of compensating for the effect of costly 
regulations which would he addressed under the policy reform programme. 

Although the investment promotion strategy would initially capitalize on labour-intensive projects, 
it was envisaged that as the measures taken under the project began to take effect. it would be 
possible to attract higher added-value industry with backward linkages to other parts of the 
economy and. in particular. the agricultural base. Promotional programmes would be specifically 
targeted to such industries. 

The development of linkages would be encouraged by matching foreign companies v.ith local 
enterprises in so-called on-going advisory relationship~. This was intended to improve the capacity 
of local entrepreneurs to play a sub-contracting role thus deepening Lesotho's industrial base. Such 
a building of capacity and transfer of technology and expertise would also help insulate the 
country's industrial base against the impact of external factors that might tend to undermine 
Lesotho's attractiveness to foreign investors. 

b.3 Development or small and medium-scale indigenous enterprises 

The establishment of foreign investment prc.jccts and the LJ-:WP were seen as offering 
opportunities for the development of small bu"iness ventures. These were seen primarily as 
employment-generating. The programme would develop institutions to advise entrepreneurs on the 
opportunities arising and ahout the various support services available to assist them in taking them 
up. 
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The recent!~ puMishcd \\bite Paper on Improvements of Investment Climate to Create 
Employment spells out the official poli0· pronouncements for fostering the expansion of small
scale industries in Lesotho (sec Appendix 5). 

b... Expanded aettSs to financial s~nitts 

The ohjectivc here was to increase th.: access of local businesses to financial services by rendering 
the commercial banking svstem more adn:nturous (i.e. amenable 10 lending to organizations 
\\ithout collateral or a commercial track-record) and supporting the development of sources of 
venture and equity capital. Preferential interest rates were not seen as desirable. Resources would 
be better ~mployed in funding impnwcd senices to encourage the development of \iaMe 
busines..c;cs. 

2.2 l!\TVESTME~'T ISCE!\11\'E REGl!\tE 

GoL has developed ar: investment incenti\-c regime with the follouing main features: 

A.. PROTECTIOS or FOREIGS l!\'VESTME~T 

Lesotho has no history of nationalizing foreign assets. Ho"·ever. as a confidence-building measure. 
GoL has signed the convention on the settlement of investment disputes which allows foreign 
nationals to gain access to the lntematicnal Centre for the Settlement of Investment Disputes. Any 
decision of the Centre would be legally binding on the GoL. 

B. EXCHA..l'llGE CONTROL 

As a member of ihc CMA. Les,"ltho's currency is freely convertible "ith the South .African rand 
at par. This ob\iatcs all administrative controlc; on access to foreign exchange. The central hank 
deals with foreign currency transfer applications as speedily as pos..c;iblc. 

C. TR.\INING GRA1'T 

Under this incentive GoL makes a newly-established manufacturing company a non-repayable 
grant of 75 per cent of operatives wages for the first six months of its operation to cover the cost 
of training. It does not apply to the wages of technical and managerial staff. 

D. SER\1CED INDUSTRIAL SITES 

Seniced industrial sites arc made available al Maseru West and Thctsanc in Maseru and at 
Maputsoc and Ha Nyenye (Maputsoe). Other estates arc under development at Tcyateyancng and 
Mafetcng. At all these estates shell factories arc prO\ided in order to shorten the investment cycle 
by eliminating the unnecessarily long lead-time between investment decision and beneficial 
occupation of a factory building, to reduce the initial capital investment and to commit the 
potential investor's interest in Lesotho as quickly as possible. 

The land tenure system in the kingdom docs nol allow for land to he bough! or sold, bu; investors 
may suh-lcasc from the L!'li"DC on a thirty-year basis. Factory buildings may be leased or 
purchased. There is a debate in government circles whether or not the land law should be chan~cd 
:n order to allow direct pur.:hasc of the land. although this would run counter to very deep-seated 
social prejudices. It is felt hy those who favour some relaxation of the 1979 Land Law that. if 
foreign investors were allowed to purchase !heir factory sites, this would strengthen their 
commitment lo Lesotho. Priva1c ownership of land hy Lesotho citizens would also allow them 10 
use this to acquire an cqui1y slake in indusrrial projects . 
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E. FISCAL ISCE!'l.Tl\"ES 

a. Company income tax 

Company income tax in Lesotho is set at a star.dard 15 per cent which is less than half the average 
rate in the RSA and is understood to Ix· lower than in other SACL. economies and. indeed. in any 
ocher African country. The attraction of the incentive is increased in respect of the: RSA hy a 
doublc-ta.ution agreement - als,) negotiated in 1he case of the l'SA and some European countries. 

Cntil 1991 new investors in industrial projects in Lesotho were offered a tax-holiday. However. the 
system for granting 1his was complex and allowed for a considcrahk exercise of administrati\·e 
discre1ion. Potential bcndiciaric:s complained of excessi\·e bun:aucracy. extensive delays and 
profound uncertainty. 

These weaknesses probably reflected hostility in many quarters in the ci\il scnice. Certainly. the 
measure was disliked by the Ministry of Finance which resented the revenues forgone and it was 
felt that the projects auracted by such a measure were essentially "foot-lose:". tending to mo\·e on 
when the holiday expired. This has indeed often been the case in other LDC-; - for ino;tancc 
Jamaica - although whether it was ever a serious problem in Lesolho is less certain. 

It was also criticized by the World Bank in the report which underlay the Agro-Industrial Project 
(op. cit.) as an excessive!~· costly way of compensating investors for costly regulations. the 
implication being that i1 would be beuer to dispense wirh these or. al least. ameliorate their impact 
and thus do away with the need for the tax-break.21 1 This was certainly World Bank orthodoxy 
al that lime and the same logic was applied against similar measures in Jamaica and Uganda inter 
alia. Getting rid of the ta.l-i.oliday was a majcr requircmenr of the Agro-industrial Project. 
However. the argument against it in terms of revenue forgone seems somewhat duhious in that, 
in the case of new projects. the income to be taxed might nc•t be generated at all had 1he investor 
not been attracted lo Lesotho. 

Whether a tax-holiday is ever an effective incentive is, of course, another mailer. The World Bank 
report remarked. correcdy in the view of the UNIDO mission. thar il had no influence on the 
surge of inveslment which look place in Lesotho in lhe laner 1980s which was prompted almost 
entirely by external factors. However, if U:socho had not offered it. !here was always the possi:liliry 
that those projects might have gone to anolher country that did - although. as suggested ahove. 
the options for the companies that relocated as a result of the US sar.ctions on the RSA and 
quora-free access for Lesotho originating products in the US garment market were probably 
limited. 

According 10 the LNDC, most - not all - of the companies located in Lesotho accepled the new 
measure when it replacec! the tax-break. voluntarily forgoing their holiday. However, it is uncertain 
how far this reflected their dissatisfaction with rhe old system. In the case of the Taiwanese 
companies there arc also doubts how many of these actuallv make profits in Lesotho and are 
therefore liable 10 pay corporate tax anyway.221 • 

:?I/ Sec Slaff Appraisal Report. Lesotho · Industrial and Agro-Industries Development 
Project: lndusrry and Energy Operations Di-..ision, Southern Africa Departmcnr. World 
Bank Reporl !'lio. 8CJIXl·L~O. 5 !'lovember ICJCXl. 

Of rhe Far EaMern garrncnt ..:ompanic5, it is undcrsrood that only CM(i and L.:sorho 
Hawk aclually rcpatriare the whole of their earning.\ to Lesotho. In most cases they arc 
merely compcnc;ated by their parent groups for the cosls of fulfilling orders passed to 
them. 
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b. l'oio ~ithbolding tax on di,idends 

This applies to di\'idends distributed by manufacturing companies lO local and foreign 
shareholders. 

c. Frtt repatriation of profits 

See comments under heading E.a abo\'C in relation to the c>.tenl to which profits made by 
inveslcrs from industrial activities in Lesotho are realized in the kingdom for taxation purposes. 

d. Duty rebate on imports of consumables 

This applies to materials and components used in the manufacture of goods. exported to non
SACU markets. ll is operated in effect as an "in-bond" warehouse scheme thus avoiding the 
bureaucratic complications that can arise from this sort of concession. The UNIDO mission heard 
no complaints of this n3ture in Lesotho, even from companies which serviced SAClf as weU as 
non-SACU markets. 

e. Ten per cent sales tax break on imports of capital equipment 

The UNIDO mission had no useful feedback from the managements of foreign-0"'11ed projects 
on the attractions of this incentive. In the circumstances in which these projects came to Lesotho 
it appeared to be almost of little consequence. 

F. CONCESSIONARY LOAN FINANCE 

As already noted, those who conceived the Agro-Industrial Project were hostile to the notion of 
concessionary fmance where this includes an element of subsidy. Despite this. there are three 
schemes offering preferential access to credir among the Gol's range of investment incentives: 

a. Export Finance Scheme 

This is essentially a revolving credit scheme financed by the Central Bank's Export Devek;pment 
F ..ind which guarantees loans undertaken to meet the pre- and pest -shipment costs of fulfilling 
confirmed orders. This appears to be a very popular scheme judging by the volume of business 
done under it · see Chapter 3.3.B. The procedures for accessing support under the scheme were, 
however, said lo be over-bureaucratic. There were also reports that over-exposure under it had 
resulted in two companies ceasing to trade early in 1995 ·see Chapter 6.3. The UNIDO mission 
was unable to confirm such speculation. 

Disbursements under the scheme amounted to M.119.6 million in 1993 as opposed to M. 62.6 
million in 1992. (Repayments were Iv..96.9 million in 1993 representing a rate of 81.0 per cenl, the 
comparable figures in the previous year were M.55.6 million and 88.8 per cent). LNDC exposure 
in the form of loan guarantees increased from M.25.4 million lo M.33.9 million in 1993/94. These 
were counter-guaranteed by the Central Bank lo the extent of 95 per cent. 

a.I Long-term loans 

Loans to finance the purchase of fixed assets are available at a rate of interest fixed 1 per cent 
below prime over periods of five-eight years. These can cover up lo 40 per cent of total project 
costs. Outstanding loans at end-1992/93 were M.1.8 million as opposed to M.3.3 million at end-
1991/92. 

In addition to direct loans, GoL through LNDC guarantee::. loans from the commercial banks and 
other financial institutions, making a handling charge of 2 per cent. Total loan guarantees at end-
1992/93 were M.4.8 million as opposed to M.6.7 million in the previous year. These totals are 
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undersrood to include the 5 per cent of thc loan guarantees made under thc Export Finance 
,.~ 

Scheme not counter-guaranteed by Centra. Bank.--' 

b. Equi~· finance 

The L!\TIC does not take equiry shares in development projects. The unly exception to this policy 
relate to projects judged to be •in the national interest" for which no private in·:estor can k· frn!!!ti 

or for which the private investor insists on Gol participation. (The wool/mohair project - see 
Chapter 4.:! - is an example of this). 

c. Financial rand financing 

This incentive also derived from Lcsotho·s membership of the CMA and was available: only to nc 1-

residents of the area - its original purpose was to encour; . .;e foreign investment to remain in the: 
area in the face of trade and investment sanctions against the RSA under the apartheid regime. 
Its basic feature was that finance for the parchase of equity could be secured at a discount as 
compared to the normal rand/foreign currency exchange rates. Tbt> incentive was operated by the 
South African central bank and access was said to be highly bureaucratic. l\evcrthelcss. a large 
number of the non-South African inv::stors in Lesotho bcnefitted under it - see Table II.8 f_,- those 
in the textile sector. However. the facility was finally abandoned by the Gflo'l.i in March 1995. as 
a consequence of the ending of international sanctions. 

2.3 THE INSTITUTIONAL FRAMEWORK 

A. INTRODUCTION 

The primary organizations involved in the formulaticn and implementation of industrial policy 
within the guidelines of the Agro-Industrial Project arc the Ministry of Trade and Industry ( MTI) 
and the Central Bank of Lesotho (CBL). However, the deta:Jed realization of the broad lines of 
policy is in the hands of two quasi-non-governmental organizations, the Lesotho National 
Development C.1Jrporation (LNDC) and the Business Advisory and Promotion Senicc (BAPS). 
Also involved in various aspects of the policy are the three commercial banks. and a plethora of 
other financial institutions, quangos and industry bodies. 

B. MINISTRY OF TRADE AND INDUSTRY (MTI) 

Under the Agro-Industrial Project, MTI is responsible for formulating industrial policy and 
services. As already indicated. the Ministry has, in large measure devolved the industrial 
development to the LNDC and BAPS - see below - but still maintains a policy coordinating role. 

In addition, MTI still has responsibility for administering a number of regulations which impinge 
on the industrial sector. This includes the licensing of companies and the administration of the 
export regime under Lesotho's textile trade arrangements with the USA and Canada (under the 
Mul!ifibre Arrangemcnt)24/ and with the EU (under the Lome Convention). This latter 
responsibility is largely corcerncd with the allocation of national garment export quotas between 
individual producer3 - sec Chapter 5.3.D hclow. However, the issue of ccrtifo.:atcs of origin to 
specific garment shipments of garments to the USA and the EU (visas in the case of consignment!'. 
dcsrined for the USA) is effectively in the hands of the Customs department. 

23/ Sec LNDC Annual Report, 1992/93. 

24/ MFA - sec Appendix I. 
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The MTI also O(>'!rates a Trade Promotion Unit (TPL') which, apart from authorizing garment 
shipments to Canada. has a general responsibilit~· for promoting Lesotho exports. The TPL' is 
understood to be under-resourced and its ability to de\'e~ 1p non-traditional exports accordingly 
Se\'erely limited. 

C. CEl'ffRU. BA'\K llf LESOTHO <CBLl 

Under the Agro-Industrial Project. the CBL manages the line of credit which fur the pr<.'ject. 
supenises commercial bank training to enable these to play the rnle emisagel. .>r them and 
implements the financial sector strategy. The broad thrust of this latter was to encourage the 
commercial banks to adjust the emphasis of their lending policies away from lending to the 
goverIL'llent to lending to private sector projects. This is the responc;itiility of the De\'elopment 
Finance Division. 

D. LESOTHO JliiATIOSAL DE\'ELOPME:\T CORPOR.\TIO" 1LSDCI 

The LJ\TIC is the principal organi.7.ation res(>"nsible for industrial de\·elopment. It has \\id~

ranging powers to promote and finance industrial projects and to assist foreign in\'estors to set up 
in Lesotho. To this end the LNDC has a broad responsibility for administering the benefits 
available under the package of incentive measures outlined above. especially the prmision of 
concessionary loan and equity finance and the prmision of ser\'iced industrial sites and factory 
shells. It has also invested in real estate in the form of shoppng cemres. commercial premises and 
a hotel. 

In its investment promotion role. until the mid-1980s the LNDC acti\'ely encouraged in•·estment 
in die food and agro-industry, textiles and clothing, wood and furniture. light engineering. 
electrical and comtruction materials sectors \\ith some success. However. after the imposition of 
~anctions on the R~A. promotional acfr.ity became largely superfluouc; as manufacrnrcrs relocated 
from the republic of their 0\\11 accord - a phenomenon already noted. However. the sort of 
investment that came at this time (mainly in garment projects) was criticized for the low local 
added-value of its acti\ities and for its iack of substantial commitment to Lesotho expressed in 
terms of backward linkages to the domestic economy. There was a persistent sentiment that. 
hccause it had been driven to locate in the kingdom for reasons that were mainly exogenous it 
would move away again when those factors ceased to apply. 

It was for this reason that the Agro-Industrial Project posited a return tc, a more active 
promotional programme aimed at attracting more substantial investment. (Additional garment 
projects were not explicitly rejected. hut it was implicit in the overall promotion strategy that they 
would be more securely linked into the Lesotho economy and that, in the longer term. the focus 
would be on projects with a higher local added-value). To carry out this programme. the project 
called for the establishment of a semi-autonomous unit within the LNDC, the Lesotho Investment 
Promotion Centre (IPC). 

E. LESOTHO INVESTMENT PROMOTION CEl\ITRE (IPC) 

The role of the JPC was envisaged ac; follows: 

The promotion of Lesotho as an investment location. This would concentrate on 
generating investmen( interest in the RSA, the EU, the USA and the NK:s (Newly
Industrializing Countries). It was envisaged that it would result in at least 100 site visits 
per annum; 

The provision of investor services. This induded .nvestment counselling. expediting the 
processing of applications and permits, assisting with the development of linkages hetwcen 
foreign inve!'ltors and local suppliers goods and services. fostering investors' participation 
m 'patron" and "mentor" programmes with indigenous SMEs; 
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Puhlic rC"la1ion:-. specifically 1hrough de\doping and disseminating prnmutional malerialo;; 
and 01h..-r "imagc-huilding" acli\ilies; 

Research on the dc\"clopment of the Lesotho economy. supporting 1hc IPC"s other 
acli\ities and ad\ising on the effecl of policy ~hanges on 1hc in\"estmenl emironmenl. 
Whether or no! ii was actually intended. it seems implici1 that this acli\ity should have a 
posi1ive impact on the O\"erall de\·elopmer.t of GoL macroeconomic policy. hdping to 
ensure tha1. as far a~ possible. this was formula1cd "ith a \iew to encouraging industrial 
acli\ity. 

In practice. the IPC was initially concerned "ith prmiding formal and on-the-job training. not only 
for its o"n members. hut for other agencies in\"ol\"ed in industrial de\·clopment "ilh a \icw to 
making them aware of their colkcti\"e role in successful industrial promotion. Later. promotional 
campaigns were launched in the RSA and the Far East. These laner had very limited succes-'>. an 
outcome which "as considered 10 reflecl the unfarnurahle inlernational emironment - especially 
as this affected the garment industry - the need for policy reform in Lesotho (on which IPC had 
made represenlalions 10 ,·arious agencies of GoL). 

F. BASOTHO AD\1SORY MID PROMOTIO!"i SER\1CE (8APS1 

BAPS was established under !he Agro-Industrial Project to promote indigenous inveslmenl. The 
main objects were to: 

Inform indigen{lus investors about the various support senices available to meet the needs 
of small businesses; 

Inform them ahout market opportunities for goods and senices as the economy 
developed. There was particular emphasis on SME<. developing oi contractual 
relationships "ith larger companies to prmide specialist senices or co carry out particular 
activities within the overall manufacturing process. The large con1rac1ors associa1ed "ith 
1hc LHWP were mentioned in this conlext. 

In April. 199-t. BAPS completed a five-year action plan which examined some thirty agencies 
offering ad\isory and support services to the SME secror. Of these, aboul om: third were inrnlved 
exclusively with rendering supporr services to the genera! business community, one third vocalional 
schools offering limited services and one thirc! sundry organizations. including technical assistance 
agency projects, also offering some sen·;ces. bur usually to specifically defined target groups. The 
plan specified in detail the objectives to be achieved over the plan period in terms of the 
promotion of indigenous investmenl. the role of the supporting institutions and the reforms needed 
and the resource requiremenls (human. physical and financial) lo enable them to play rhat role. 

G. BASOTHO E!'liTERPRISE DEVELOPMENT CORPORATION CBEDCO) 

BEDCO was established in 1975 as a parastatal under the MTJ with the objective of establishing 
and developing Basotho-owned business enterprises. Its functions were slatutorily established in 
1980. Under the Agr'l-lnduslrial Project. its role was more narrowly defined as the prO\ision of 
indusrrial and workshop space for nascent enterprises. It was also envisaged rhat il would 
strengthen its project preparation capacity t<' enahlc it to assist entrepreneurs prepare \iable 
projects for submission lo the commercial banks. 

The role of BEDCO as a promoter of indigenous entrepreneurial capabiliries is crucial parricularly 
for the development of the informal sector. This could significanrly facilitale rhe indigenous 
industrialists· endeavour to emerge as major players in the ongoing indu'i!riali7.alion proce~s. 
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CHAPTER 3. STRUCTURE AND PERFORMANCE OF THE 
INDUSTRIAL SECTOR 

3.1 BACKGROUND 

The i:ldustrial structure in Lesotho consisb of a relatively small number of relatively large 
companies. including a number of parastatals and some forty three ventures251 which are 
"assisted" by the LNDC under the incentive regime. including five companies in which LNDC has 
a controlling interest and four in which it has a substantial equity stake - see Table 13 below. 
These companies are licensed by the MTI and constit~te the core of the formal sector. Contrasted 
to this group there are some 60,CXX> small-scale enterprises deemed to be involved in industrial 
activities, most of them unlicensed and therefore in the informal sector. Typically, these produce 
goods of relatively low value and poor quality for the domestic market. 

The formal sector consists of two main categories of enterprise: 

Ventures established by the government, processing local resources and concentrated in 
the agro-industrial sector. These tend to be relatively capital-intensive in their operations 
and import-substituting; 

Ventures established largely as a result of foreign investment. These are concentrated in 
the clothing and footwear sector - mainly the former - but also in light engineering. 
principally in electronics. These enterprises tend to be labour-intensive and are usually 
concerned with the processing of imported materials and components into finished 
products for export. Local value added is relatively low. 

By the mid-1970s most of the state-owned ventures were irredeemably loss-making necessitating 
a change in the government's fundamental industrial strategy towards reliance on private sector 
initiative. Given the difficuity of attracting indigenous private sector capital into substantial 
industrial projects, this meant, in effect, that the government was compelled to rely on foreign 
investment to continue the process of industrial development. The investment incentive regime 
noted above was the ultimate consequence of this change of policy. The government's role in 
relation to industrial development became promotional as opposed to prescriptive. 

As already indicated, there was a substantial volume of foreign invec;tment in the 1980s and early 
1990s. This was the origin of the secorl category of companies noted above. It was the arrival of 
these enterprises that fuelled the growth in manufacturing activity in both absolute and relative 
terms in these years. However, this develo~ment occurred for reasons which lay outside the control 
of the GoL. As changes in international circumstances ri:ndered these reasons no longer effective 

'ZS/ Position as in March 1994, according to the LNDC. The forty three companies referred 
to do not include: all those in which LNDC has equity holdings, notably those in the: 
services sector. 
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in the early 1990s. il has become a matter of urgency 10 discover other ways of altracting industrial 
inveslmenl lo Lesotho if the momenlt>m of gro~th is lo be sustained. 

3.2 ISDUSTRIAL STRUCTlJRE ~~D OWNERSHIP 

A. THE FORMAL SECTOR 

a. Stttoral distribution of indu~trial acthity 

Table 1.2 below shows lhc sectoral di:;tribution of the LNDC-assistcd companies. This indicates 
the overwhelming importance of the t.:xtiles and clothing sector in terms of companies invoh·ed. 
numbers of jobs. wages. and im·estmcnl. 

b. Ownership 

Table I.3 below indicates the 0~11ership of the main LNDC-assisted companies by national origin. 
le will be seen that both the textile and clothing and leather (footwear) sectors are overwhelmingly 
foreign-owned. The only indigenous enterprise in this area was Seaka Components which was 
listed as employing 18 workers on a BEDCO eslale in March, 199..J. The dominant influence in 
lhe footwear sector was Soulh African - although there was a Dutch interest in the largest 
company (Mustang Shoes). The clothing sector had two dominant influences. South African and 
Far Eastern (mainly Taiwanese). The composition of this sector is considered in greater dcrth in 
Part Two. 

Of interest arc the three electronic companies in the light engineering sector, Kiota Electronics 
(South African), Gianl Electronics (Chinese) and African Electrics (British) which wm: 
established in 1989, 1991and1992 respectively. Kiota is understood lo be a fugitive from sanctions. 
bul the others seem lo reflect the success of LNDC in diversifying investment away from the 
textile and garment sector. These companies are oriented mainly towards African markets. 
particularly the RSA. 

The Table includes a number of paraslatals in which LNDC now has a substantial holding or a 
majority share. These are concentrated in lhe agro-induslrial sector, although, as will be seen, Loli 
Brick in the light engineering sector is an LNDC subsidiary and Lesotho Sandstone an 
associate.26/ Holdings include the brewery, the flour-maize mill, the feed mill complex and the 
cannery. They do not include Lesotho Dairy and the National Abattoir. 

It is understood that, despite the restructuring that has taken place • LNDC-holdings are run 
under professional management contract, or, as in the case of the brewery, by a US company 
which has acquired 49 per cent of the equity and these companies are understood to be well-run
thc parastatals in general terms are still a source of weakness in the industrial sector. As already 
indicated, this arises from poor management which in parl reflects interference from the parent 
ministry - usually the Ministry of Agriculture • and the use of the parastatals to achieve specific, 
non-commercial policy objectives, and as instruments of social policy and income distribution. This 
tends to enhance the inherent weaknes~ of these organizations in the SACl' context · i.e. thal they 
cannot be insulated from Soulh African competition. 

Some of the most important parastacals, notably the abattoir, the dairy and the cc:.nnery, only 
survive because of massive and increasing levels of public subsidy which support a distortion of the 
markcc which has tended lo discourage private participation in these areas of activicy. 

26/ i.e. LNDC owns a controlling interest in the case of sub5idiary companies and more than 
20 per cent of the equity stock in the case of as5ociate5. 
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The current policy agenda for the agro-industrial sector has the object of fun her increasing ?rivate 
sector panicipation through additional management contracts and privatization thus reducing the 
need for government support. Howe\·er. the situation IS complicated by the desire to ensure 
adequate participation by indigenous in\·estors in the privatization process. There is still a \isceral 
sentiment in government circles that these are .. strategic" industries. the "commanding heights of 
the economy" which must bc under national control even if this means no ffiOre than control being 
exercised by Basotho nationals. 

c. Location 

Acti\ity in the formal sector is concentrated around Maseru and the two industrial estates 
established there. Maseru West and Thetsane. The other great com::entration is around Maputsoc 
where there are two estates. in the town itself and at Ha l'iyenye a few miles away on the main 
north-south road - although so far there is only one company established on the lauer site. 

The empha~ · on Maseru is largely determined by the fact that this is the major population centre 
and market and by the railhead which facilitates communications \\ith the RSA market and 
Durban for overseas markets. The development of Maputsoe - which is colonized by cxport
oriented clothing and footwear companies - was similarly determined by its easy access to the 
railhead in Ficksburg across the border in the Orange Free Stale. ll is probably significant that 
the two companies established on r.. ·re internal sites. Lesotho Pharmaceuticals in Mafeteng and 
Lesotho America Hybrid Seed in Tcyateyaneng are more concerned v.ith the domestic market and 
deal with products with relati\·ely high value-to-volume ratios. 

B. SMALL- AND MEDIUM-SCALE ENTERPRISES <SMEsl 

a. Sectoral distribution, numbers, employment and location 

The only reliable census of the SME sector was that carried out by Gemini on behalf of CSAID 
in 1990. According to this. there were some 59.650 manufacturing enterprises which fell into this 
category at that time. Together they employed 82.567 persons - circa 1.4 persons per enterprise. 

By far the most common SME activity is beer-brewing followed by garment-making. (The latter 
is considered in more detail in Part Two of this report). These two sectors accounted for 81 per 
cent of all enterprises and 71 per cent of employment. Beermaking in particular is a one-man -
or, more often, a one-woman operation. 

In the case of each category of acfr.ity, numbers of enterprises and employment were found to he 
in the remoter rural areas. This suggests that these enterprises are mainly concerned with 
addressing needs not adequately supplied by the conventional goods and sen.ices distribution 
network which are concentrated in the bigger towns, particularly, of course, Maseru. It v.ill he 
noted that the ratio of workers to enterprises is muct. higher in Maseru than elsewhere in the 
country, indicating that the capital is host to a greater number of ventures which arc truly 
industrial in their scope - albeit on a very small scale - as opposed to the ob\iously artisanal 
operations which generally characterize the informal sector. 

b. Difficulties of the informal sector 

The weaknesses of the informal sector arc discussed in more detail in Part Two, hut they may he 
broadly categorized under the following heads: 

The low level of management skills, particularly in the areas of costing and marketing. 
Technical skills al!'lo tend to he poor except in some of the craft areas; 
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Difficulties of access to either long-term or short-term credit arising from difficulties in 
prO\iding collateral or realistic business plans. exacerbated in the case or '\0.-0men by 
discriminatory practices often enshrined in law: 

Many aspects of the taxation and business environment which tend to discriminate against 
SMEs. (The la.x imposition or the Sales ta.'( on importers or goods in particular puts local 
producers at a di..'\advantage ); 

The poor supply situatior. for raw materials. particularly textiks. yarns and tanned hides 
and skins. Not only do these have to be imported from the RSA in almost every instance -
thus reducing local value added - but the lack or adequate middlemen trading ventures 
means that i1 is usually more practical for the small operator himself to visit the r:epuhlic 
to secure what he needs. 

The inadequate supply. 

As noted above. the Agro-Industrial Project intends to address these prohlems through BAPS -
although the main function or rhis organization is to ad\ise on the support senices offered l:iy 
other agencies. There is no evidence that it has as yet had a major impact on the situation. 

Table 1.2. Sectoral distribution of LNDC-assistecl companies 

Canpanies Jobs Wages Total invest:nent 
Sector (Nllllber) (NlJllber) (H. million) (H. million) 

Textiles and clothinga/ 26 9,565 31.91 40.77 

Leather 5 2,293 10.03 52.70 

Light engineering 6 642 2.31 12.50 
Of which: 

- Bri ckmak i ng l 148 1.10 
- S~ructural steel 1 75 
- Sandstone 1 66 
- Electronics 3 353 1.21 12.50 

Agro-Industry 11 2, 114 1.99 24.00 
Of which: 

- Wheat milling 1 352 
- Vegetable canning l 626 0.46 
- Ice cream 1 120 
- Brewing 1 570 
- Confectionary 2 203 1.20 5.20 
- Tanning 1 53 0.05 2.00 
- Edible oil 1 45 0.03 6.30 
- Pharmaceuticals l 120 0.25 
- Paints l 5 
- Hybrid seeds l 20 10.50 

48 14,614 52.24 129.97 

Snuru: L~"DC (:-tarch. 19'>4 ). 

a/ Sec Tatilc 11.3 for dc1a1lcd hsrmg of 1c1rt1lc and clothing cntcrpnscs 
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Ta.-1.3. lnvestmmt stock in LNOC-assisted compmms. 1994 

Sector 

Textiles and clothing 

Leather (shoes) 

Light engineering 
Of wtlich: 

- Brickllaking 
- Structural 
- Sandstone 
- Electronics 

Agro-industry 
Of which: 

- Wheat milling 
- Vegetable cannilYJ 
- Ice cream 
- Brewing 
- Confectionary 

- Tanning 
- Edible oil 
- Phanaaceuticals 
- Paints 
- Hybrid seeds 

Souru L:'l."DC. :-.tan:h 19'14. 

Country 

USA/RS4/UK/ 
RSA/Gel"lliln 
Swiss 
Hong Kong 
RSA 
Taiwan Province 
RSA/UK 
Phi Hppir.~~ 

RSA/Dutch 
RSA 
Lesotho 

Lesothoa/ 
RSA 
Lesothob/ 
RSA 
China 
UK 

Lesothoh'SAc/ 
Lesotho 
RSA 
Lesotho/USA el 
Genaany/Les9}ho 
Lesotho/RSA 
Zillba~ 
RSA/Lesothog~/ 
Lesotho/SADC 
Lesotho/RSA~~ 
Lesotho/RSAJ 

a/ Lc>u Bnck. 51 per ccnr L'nc. 
b/ LE.'iACO. 49 per cent L'.\"DC. 
cf Lesotho Milling. 39.7 per cent of SO per cent. 
d/ C.anne~. 100 per ccnr L'.\"DC. 
c/ L~·~1ho 81'CW1ng. 51 per cen• L:'l."DC. 
f/ IMotho Bakery. 51 per ;ent L:'l."DC. 
g/ :-.falut1 011 & Cake Mills. 35 per cent L'1,"DC. 
h/ Lesotho Pharmaceut1cals. 21 per cent L'.\"DC. 
1/ Parthenon Paint. 100 per cent L:'l."DC. 
JI Lesotho Amencan H~nd Seed. 20 rer cent L:'l."DC 

. 29. 

Projects 

I 
3 
5 
8 
1 
I 

21 

I 
3 
l 
5 

1 
I 
I 
I 
I 
I 
6 

1 
I 
1 
l 
l 
I 
l 
1 
1 
1 
I 

11 

Investment("- million) 

0.64 
i.IO 
2.00 
2.10 
1.97 

JC.81 
0.85 
0.30 

«J.11 

35.00 
Ii JO 

52.70 

10.00 
2.50 

12.50 

5.20 
2.~o 
6.30 

10.50 
24.00 



Tabk 1.4. ~pbical distribution or L"l;DC-assistrd compan~. 199-1 

Sector Location CCJBPanies Jobs Percentage 

Textile arid clothing ttaseru West 6 2.147 14.7 
Thetsane 7 5,08! 34.8 
P!aputsoe 7 2.2li 15.l 
Ha llyenye l 126 .9 

21 9.565 65.5 

L~ather (shoes) !'laputsoe 4 2.275 15.6 
&CCO estate I 18 .1 

5 2,293 15.7 

light engineering ltaseru 3 311 2.1 
Thetsane 3 331 2.3 

6 642 4.4 

Agro-industry ltaseru 6 1, 773 12. l 
Thetsane 3 201 l.4 
ttafeteng l 120 .8 
Teyateyaneng l 20 .l 

11 ? ,114 14.5 

All sectors ltaseru 15 4,231 29.0 
Tnetsane 13 5,613 38.4 
P!aputsoe 11 4,486 30.7 
Ila Nyenye l 126 .9 
BEOCO estate 1 18 .l 
P!afeteng l 120 .8 
Teyateyaneng l 20 .l 

43 14,614 100.0 

Souru: L'"DC. '.\l;m:h 199-i. 
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Tabl~ 1.5. Distribution of S~l[s by acthity and gnigraphical location. 1990 

Activity Location 

Maseru Siiia 11 Rural Rural Total (% 
towns tOlo61S areas total) 

Beer brering 
Enterprises l. 571 1.124 453 31. lJl 34.279 57 

(4.6) (3.3) (1.3) (90.8) (100.0) 
E111p I oyment l.68i 1.38:! 571 33.933 37.568 46 

(4.5) (3.7) (i.5j (90.3) (100.0) 
wrmmt-mti ng 

Enterprises 1,460 1,020 275 11.797 14.552 24 
(10.0) (7.0) (l.9) (81.l) (100.0) 

Employment 2.511 1.632 404 16.044 20.591 25 
(12 .2) (7 .9) (2.0) (77.9) (100.0) 

Str./bmloo-based 
Enterprises Ill 77 15 2.785 2.988 5 

(3.7) (2.6) (0.5) (93.2) ( !00.0) 
[lllp I O)lllellt 118 109 17 4.734 4.978 6 

(2.4) (2.2) (0.3) (95.l) (100.0) 
l.mther/plutic based 

Enterprises 359 133 44 1.474 2.010 3 
(17.9) (6.6) (2.2) (73.3) (100.0) 

EllP 1 O)lllleflt l,124 231 62 2.520 3,937 5 
(28.5) (5.9) (l.6) (64.0) (100.0) 

Cermics 
Enterprises 173 119 22 1.557 I.871 3 

(9.2) (6.4) (1.2) (83.2) (100.0) 
E1111Pl~t 709 568 li6 4.873 6.266 8 

(ll.3) (9.1) (1.9) (77 .b} (100.0) 
iood-based 

Enterprises 186 78 17 l,311 I.592 3 
(II. 7) (4.9) (l. l) (82.3) (100.0) 

E111ployment 798 178 51 1.914 2.94! 4 
(27. l) (6. l) (1.7) (65.1) (100.0) 

Repairs 
Enterprises 223 112 17 410 762 

(29.3) (14. 7) (2.2) (53.8) (100.0) 
E111ployment 1.313 332 34 410 2.089 3 

(6~.9) (15.9) (l.6) (19.6) (100.0) 
Foods 

Enterprises 148 49 39 49~ 728 
(20.3) (6. 7) (5.4) (67.6) (100.0) 

Emp l oyinent 663 153 73 1.082 1.971 2 
(33.6) (7 .8) (3.7) (54.9) (100.0) 

llet.a 1-based 
Enterprises 161 70 5 164 400 

(40.3) (17.5) (1.3) (41.0) (100.0) 
[mp I O)lllleflt 768 146 7 164 1,085 

(70.8) (13.5) (0.6) (15.1) (100.0) 
Other mnufacturing 

Enterprises 74 63 3 328 468 
(15.8) (13.5) (0.6) (70 .1) (lOC.0) 

E111ployaient 598 IOI 6 436 l.!41 
(52.4) (8.9) (0.5) (38. 2) (100.0) 

Total 
Enterprises 4.466 2,845 890 51,449 59,650 100 

(7 .!.) (4.8) (1.5) (86.3) (100.0) 
[-.>I~ 10,283 4,833 1,341 66,110 82 .567 100 

(12.5) (5.9) {1.6) (80.1) (100.0) 

Sourct': Gcm1n1 Rcpon '.\o. M: Small-scale entcrpnS« 1n Lcsotno· 1990 

figures '" parentheses indicate pcrccn1agc or total sccior 
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3.3 l~DL"STRIAL SECTOR PERFO~\tA.""iCE 

A. PAlTER!\ OF \IA!'\11.TACTt:RI'.'liG \ALlJE ADDED 

1 able I.ti below indicates the o\·awhdrning imponance of the food and beverage and textile. 
-!mhing and leather se-:tor'\ in the o\·erall structure of manufacturing value added. It is not possihk 
lo distinguish between te:\lik and l.;ather output. but both the exp,,rt performance of these two 
industries and the emplo~ment panern suggests ihat the first is by far the larger. 

There was a secular trend for food and beverage output to decline in rdati\·e importance over the 
period l~-1993 - bur not in absolute terms. However. this general pancrn tended to fluctuate 
from year-to-year. most recently in 1993 \\hen there was a substantial increase in lwer IQ92 in 
relative ac, well as absolute terms. This reflected the ending of the drought which ensured a 
substantial increase in the raw materials becoming available foi processing. 

Similarly. textile. clothing and leather tended to increase in relative and absolute terms over the 
period reflecting the surge of imcstmcnt from the mid-I980s. Again. however. there could be quite 
\\ide fluctuatio!ls away from the general trend from year to year. For instance. there was a 
substantial downturn in acti\ity in 1993 which is likely to ha\·e reflected the imposition of the LIS 
export quotas and the more general weakness of the US market for garments. It remains to he 
seen whether this was. in fact. merely a cyclical fluctuation or whether it v.ill pr~we to have marked 
the end of the expansion of the textile and ga.nnent industry output which bad characterized the 
past <. ·cade. 

B. EXPORTS 

a. By merchandise category 

The period 1989-1993 saw a massi\'e increase in manufactured exports. not only in absolute terms. 
but also relative to other merchandise items. According to the latest a\'ailablc data. they acwuntcd 
for 88.:! per cent of total exports in value terms in 199.\ - as opposed to 58.9 per cenl in 19H9. This 
increase is largely due to the performance of the SITC Heading 8 (Miscellaneoi.;.s products) 
category which is largely accounted for by exports of garments. The o>her significant products in 
this category arc footwear and umbrellas. The performance of these was disappointing in the 
period covered hy the Table. 

Unfortunately. the UNIDO mis.c.ion had no access to detailed dal3 for 1993 and it is impossible 
to determine how exports of garments were affected by the imposition of lJS export quotas in that 
year. There was a ma:.sive increase in SITC Heading 8 exports. but this conflicts \\ith the 
subjective reports of many clothing manufacturers that there was little or no increase in the value 
of their exports in real terms in recent years. It is poc.siblc that some of the increase shown in the 
Table could he accounted for by gro\\1h in ex;mrts of umbrellas and footwear. but. as already 
suggested. the earlier performance of these categories makes this unlikely. However. the continuing 
decline of the loti/US dollar exchange rate would also have produced an increase in the value of 
exports expressed in loti without any real gro\\1h in their dollar value. As \\oill be seen. there was 
also an upturn in the value of exports to the EL1

• most of which arc understood to consist of 
garments. 

11 will he noted that there was a substantial increase in exports of TV recei\'ers in 199:! ewer 1991, 
allhough preliminary li!!ures sugg..:s1 that this surge may no! have been :.ustained in 1991. This is 
understood to reflect the commi..,..,ioning of the new electronic products assembly projects noted 
above. Thu<, there were signs that the LNDC efforts of the late-1980s/early-1990s to diversify !he 
manufacturing base away from the overweening dependence on ~arments was not entirely 
unsuccessful ahhou!!h there is as yet no evidence that any of these new indumics have been able 
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to dc\-clnp an impetus of gro\\th and some. as in the case of footwe;u and umbn:lla~. thar they 
may ha\"e run out of steam. 

Tahle 1.8 o\"erlcaf indicates the le\-cl of appnwals. disbursals and repa~ments of l<lans under the 
Expor1 Fmance Scheme in 1993 and the ftrst quarter of Im. This indicates that. that dochiers 
secured th.: greatest proportion of total apprO\·als. the levels being apprnxinatd~ similar to the 
disbursals made w them. Howe\·er. their repayment record is \·ery poor. (This sccms Ill confirm 
subjective reports that these companies tend to he seriously O\"cr-cxp<'scd in this respect - sec 
Chapter 6 below.) 

The other major user~ of this facility arc the electronic companies (in respect of T\" and radit' 
exports). by far the gn:a1est proportion rf actual disbursals goes to T\" and radi<' supplier~. In fac1 
disbursals made to 1hesc companies are far higher than the: level of appnwals. On th.: othi:r hand. 
their repaymc:it record is much better ~han :hat of the clothing manufacturc:rs. suggcsiing 1ha1 
these compani::s arc also pcrforming beuer in :-inancial terms. 

There were massive increases in both approvals and disbursemenls under the scheme in year to 
end-March. 199-t - thus reinforcing the e\idencc of the export dala. Dcspice the poor pcrform<mcc 
of the clothing sector. the rate of repayment ros~ from 8.2.o per cen: of disbursements to S.2.9 per 
cent. 

b. By destination 

Africa is by far the most important destination for Lesotho exports alchough it has been declining 
in rclati\·c terms in recent years. However. the only African marker cf any significance is the RSA. 
Trade \\ith other countries is minuscule and ic i~ in this context that the rela1ively suhstanrial 
uplurn in shipmencs to SADC destinations (excluding the SACC bloc) in 1993 is noted. 

Exports lo the Americas. mainly chc l'SA. grew \"t:ry substantially in both rclacive and ahsolutc 
terms in the period 1988-1993. This reflected almost enlirely 1he trade in tcX?.ilc and garmen! 
produtls. Given thi5, the upturn of 76.5 per ccnl in 1993 over 1992 is somewhat disconcerting when 
ii is considered in light of 1hc dovmturn in \'aluc added for textile and leather output noted in 
Table 1.6 ahovc and the gloomy reports from clothing exporters. The upturn reflecled. of course. 
the impact of the declining value of the loti again5t the dollar, but, even if this is taken inlo 
ac:counl, the increase was still a remarkable 56.0 per cent. 

The other major dcstina1ion is the EU. II is understood !hat. again. che rrade here consists largely 
of garment products. The main outlels are Germany and the UK. although exporters told chc 
UN"IDO mission they had also trade with France and Spain. However. although the value of 
exports to these countries increased in absolute terms, they decreased in relative terms over the 
period. 
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Table 1.6 Structural composition or value added by mi'nufacturlng lndu:11rles, 1988-1993 

(Percentage) 

--·--·-· 
Sector 1984 1989 1990 1991 1992 1993 

··---·--
Food and 64.0 (17.41) 47.2 (24.78) 55.8 
beverages 

(29.46) 49.8 (27.84) 39.5 (23.07) 50.9 (30. 74) 

Textile, 14.5 (3.94) 
clothing and 

38.4 (20.16) 29.0 (15.31) 36. l (20.18) 49.9 (29.14) 34.8 (21.02) 

leather 

Furniture and 3.5 (0.95) 1.6 (0.84) 1.5 
fixtures 

(0.79) I. 4 (0. 78) 1.6 (0.93) 2.4 ( 1. 45) 

Printing and 2.6 (O .11) 2.4 ( 1.26) 2.3 (1.21) 2.2 ( 1. 23) I. 1 (0.99) 2.4 (I. 45) 
publishing 

t: Other 
chemical 

5.2 (1.41) 2.8 (1.47) 2.5 (I. 32) 2.7 (J.51) 1.9 (1.11) 2.4 (I. 45) 

products 

Non-metal 4.1 (1.12) 3.8 (I. 99) 4.8 (2. 53) 4.3 (2.40) 2.9 ( 1.69) 3.8 (2.JO) 
products 

Iron and steel 3.2 (0.87) 1.6 (0.84) 1.9 (0. 97) 1.4 (0. 78) 1.1 (0.64) 1.4 (0.85) 
products 

Other 2.9 (O. 79) 2.2 ( 1.16) 2.J (t.21) 2.0 (1.12) 1.5 (0.88) 1.9 ( 1.15) 
industries 

Total 100.0 (27 .20) 100.0 (52.50) 100.0 (52.80) 100.0 (55.90) 100.0 (58.40) 100.0 (60,40) 
·----------

Soi1rrr: Central Dank or l.esotho. 

l'igures in parentheses indkatc M. million at constant 1980 prices. 
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Table 1.7. Exports of manufactured products, 1989-1993 
(M. million) 

------- -··-----·--------.. ·-· --- -----·--------------

SITC 
category 1989 1990 1991 1992 1993 

----------· -·--- - -- ------ . ·- - - -- ·-·. -- -·-- ----- --- ---- --

6 Manufactured goods by .. terlal 10,800 (6.3} 11,626 (11.5) 10,200 (5.5) 9,600 '3.1) 13,400 (3.1) 
leather goo(is 98 (0.1) 355 (0.2) 853 (0.5) 8/4 (0.3) 
Tanned & soft 312 730 
leather articles 541 144 
Rubber goods 451 (0.3) 762 (0.5) 393 (0.2) 711 (0.1) 
Wooden goods 221 (O. l) 9 28 5 
Textile yarn etca/ 6.714 (3.9) 8,214 (5.3) 4,928 (2.6) I, 184 (0.4) 
Non-metal mineral goods 5,315 (3, 1) 7 ,227 (4.7) 4,459 (2.4) 4, 121 ( 1.3) 
Diamonds 4,641 (2. 7) 6,501 (4.2) 3,281 ( 1.8) 3,389 (I. I) 
Bricks 309 (0.2) 150 (0.1) 607 (0.3) 260 (O. I) 

\;.> Hetal manufactures 97 (0.1) 1,059 (0. 7) 1,050 (0.6) v. 

1 Machinery and transport 
equls-ent l,?00 (0.7) 1,600 ( 1.0) 5,200 (2.8) 35,000 (11.3) 25,500 (5.8) 
TV receivers 84 1, 974 (I. 1) 28,655 (8.9) 

8 Miscellaneous 89,700 (52.0) 90,300 (58.8) 129,300 (69.4) ??0,100 (70.8) 348,200 (79.3) 
Furniturs1 

424 (0.2) 604 (0.4) I. 319 (O. 7) 2,886 (U.9) 
Garments 76,411 (44.3) 64,812 (42.2) 118, 734 (63.8) 172 ,628 (5!>.5) 
footwear l?,832 (7 .4) 14,308 (9.3) 8,633 (4.6) ?., 181 ( 0. 1) 
~rellas etc 7,607 (4.4) 4,686 (3.0) 4,811 (2.6) 8,018 (2.6) 

Total manufactured exports 101,700 (58.9) 109,526 (71.3) 144,700 (77.7) ?64,/00 (85.1) 387, IOO 88.? 

All merchandise exports 17?,600 100.0 153,700 100.0 186,200 100.0 310,900 100.0 438,900 100.0 
------------------------ ----~ - ---·-------- -- --------

Sour<·, .. : llurcau or S1a1is1i•s-

a/ Tc.,lile and gamlcnl C\Jll>rls arc analysed in dc1ail in l'ar1 Two. 

----- -------------- ----------------- ------ -·-----· -··-. --- -- . ---- -- --·--·-·-----
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Table 1.8. Appro\'als, disbursals and repayments or loans appro\'ed under the export Onance scheme by type or Industry, 1993-94 
( M. million - end of period) 

-------

Period 1993 1994 
Sector First quarter Second quarter Third quarter Fourth quarter rl rst quarter 

---------------------~--

Leather Approval:; 3.3 (4.0) 4.0 (4.3} 4.3 (4.5) :l. 3 (3.3) 3.3 (2.3) 
Disbursals 4.5 {3.6) 4.9 (3.4} 5.1 (2.6) 5.1 (2.2) 5.1 ( 1.9) 
Repaymer>ts 3.6 (3.5) 4.1 (3.4) 4.3 (2.9} 4.3 (2.3) 4.3 (2.0) 

Clothing Approvals 29.5 (35.9} 37.3 (40.1) 40.5 (42.1} 43.0 (43.6) 66.5 (45.9) 
Disbursals 21.6 ( 17. 3) 2!i.3 ( 17 .8) 37.3 (19.3} 44.5 ( 19.4) 55.5 (?1.2) 
Repayments 9.2 (8.9) 13.4 ( 11.1) 19.9 (13.3} ?4.7 (13.1) 29.3 (13.5) 

Canning Appro~als 12.2 (14.8} 12.2 ll 12.2 (12. 7} 1?.2 (12.4) 15.0 ( 10. 3) 

~ 
Disbursals 14.0 (11.2) 14.0 ~ ~. i; ~ 14.1 (7. 3) 16.4 (7 .2) 17 .o (6.5) 
RepaymPnts 13.0 (12.6) !3.9 (l l.li) 14.4 (9.6) 14.4 (1.6) 15.9 (7. 3) 

TV and radio Approvals 35.9 ( 43. 7) 38.9 ... 1.0} 38.9 (40.4) 38.9 (39. 4) 58.9 (40.6) 
Disbursals 83.5 (67 .O} 96.7 (68.0} 135.3 (70.1} 161. 4 (70.5} 183.4 (69.9) 
Repayments 76.4 (74.2) 88.0 (73.2} 109.9 (73.6} 144.4 (76. 4} 166.9 (76. 7) 

Crafts Approvals 1.3 ( 1.6} 1.3 ( 1.4} 1.3 (I. 4} I. 3 ( 1.3) l.3 (0.9) 
Disbu1sals 1.t ( 1.0} 1.2 (0.8) 1.3 (0. 7) 1.3 (0.6) 1.3 (0.5) 
Repayments 0.7 (0.7) 0.8 (0. 7) 0.8 (0.5) I. 1 (0.6) 1.2 (0.6) 

Jewellery Approvals 0.1 (0.1} 0.1 (0.1) 0.1 (O. I) 0.1 (0.1) 0.1 (0.1) 
Disbursals 0.1 (0. 1) 0.1 (0.1) 0.1 (0.1} 0.1 ( .. ) 0.1 ( .. ) 
Repayments 0.1 (0. 1} 0.1 (O. 1) 0.1 (0.1} 0.1 (O. ! ) O. I ( .. ) 

Total Approvals 82.2 (100.0) 93.0 poo.O) 96.2 poo.o~ 98.8 poo.o~ 145.0 poo.o~ 
Disbursals 124.7 (100.0) 142.2 100.0) 193.1 100.0 228.8 100.0 262.4 100.0 
Repayments 103.0 (100.0) 120.2 (100.0) 149.4 (100.0) 189.0 ( 100.0) 211.1 (100.0) 

Sourer: Ccnl ral Bank of l.csotho. 
------------------



Table 1.9. Lesotho exports by desllnallon, 1988-1993 
(M. million) 

Region 1988 1989 1990 1991 1992 1993 
·--------·------

World 144.9 (100.00) 172.6 (100.00) 153.7 (100.00) 186.2 (100.00) 310.9 (100.00) 438.9 ( 100.00) 

Africa liS.4 (79.64) 91. s (53.0l) 93.3 (60.70) 76.9 (41.30) 154.4 (49.66) 206.0 (46.94) 
SACU 115.2 (79.SO) 90.4 (52.38) 91.S (59.53) 73. 7 (39.58) 15". 7 (49.12) 201. 3 (45.86) 
SAOC 1.5 (0.98) 2.8 ( 1. SO) 1. 5 (0.48) 4.4 (I.OD) 

~ Other 0.2 (0.14) 1.1 (0.64) 0.3 (0.20) 0.4 (0.21) 0.2 (0.06) 0.3 (0.07) 
-.J 

Europe 10.9 (7.52) 57.7 (33.43) 31.1 (20.23) SS.9 (30.02) 12.3 (23.26) 82.6 (IB.82) 
European Union 9.7 (6.69) 49.9 (28.91) 30.1 (19.58) 50.6 (27 .18) 70.5 (22.68) 80.0 ( 18.23) 
Other 1.2 (0.83) 7.8 (4.52) 1.0 (0.65) S.3 (2.85) 1.8 (0.58) 2.6 (0.59) 

America IS.2 (12.56) 23.0 (13. 33) 28.S (18.54) 52. t (27.98) 83.3 (26.79) 147.0 (33.49) 

Asia 0.3 (0.17) 0.6 (0.39) 1.0 (0.54) 0.8 (0.26) 2.0 (0.46) 

Oceania 0.1 (0.06) 0.2 (0. 13) 0.3 (0.16) O. l (0.03) 1. 3 (0.30) 
--------

Soun:~: Central Bank or l.csotho. 

l'igures in parentilcses indil"ate pcrrentage or tolal exports in the year. 



PARTnvo 

THE TEXTILE AND GARMENT MARKET 
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CHAPTER 4. THE MAIN CONSTITUENTS OF THE TEXTILE 
AND GARMENT INDUSTRY 

4.1 11''TRODUCTION 

The textile and garment industry in Lesotho comprises the following mzin activities: 

The production of wool and mohair fibre, mainly for export as an unprocessed 
commodity; and 

The manufactare of garments and other textile products. 

Those concerned with the production of fibn are the shepherds who own the goats and sheep 
which grow it and the middlemen who purchase the crop and export it to South Africa where it 
is auctioned. Local processing of these materials is minimal and, such as it is, largely confined to 
mohair which is scoured. combed. spun into yarn and dyed for use by misan manufacturers of 
textile products and knitted garments. This prod.ict is not exported. 

The tntile and garment manufacturing industry is divided into two wholly discrete parts 
consisting of: 

Relatively large enterprises, all of them foreign-owned, producing garments on an 
industrial scale, oriented towards export markets and with few backward linkages into the 
Lesotho economy; 

Small-scale enterprises, operating on a mainly artisanal scale. 

The small-scale enterprises are divided into two main categories: 

Those producing clothing made up from woven cloth, either on a ready-to-wear or 
dressmaking basis, or by machine-knitting, usually for the domestic market, but sometimes 
for export; 

Those producing hand-knitted clothing and woven craft items (i.e. tapestries, shawls etc), 
almost always oriented to export sales even if these are achieved via sales to tourists. 

There is no industrial scale spinning, weaving, fabric-knitting or fabric processing. A company 
known as Lesotho Fabric Processors was established by the South African-based Kluk Textile 
Industries (KTI) in 1990 to knit cotton fabric for the local and the international market using 
imported yarn. However, this projecr went into liquidation towards the end of 1991 having failed 
to establish adequa1e sales levels in very depressed local (SACU) and international market 
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conditions and it proved impossible to agree suitable terms for selling i! to a Hong Kong. group 
or establish a local funding package with gO\'Crnment backing. 

4.2 WOOL A.~D MOHAIR 

A. SOURCES 

Mohair is derived from goats. wool from sheep. The latest available data on the national flocks 
of these animals are as follows: 

Table 11.1. 

1988 
1989 
1990 
1991 
1992 

National Docks or sheep and goats. 1988-1992 
(Thousand) 

Sheep 

I.650 
1,505 
1,378 
I.467 
1,382 

Soun:t: ~inisuy of AgnC\lhurc. Livestock D"-ision. 

Goats 

1.124 
1,068 

994 
729 
649 

Mohair is taken in the period March-July, wool in September-December. The fibre is sent to 
auction in South Africa once a year, irrespective of when the clipping takes place. It is always sent 
in an unprocessed form. 

B. EXPORTS 

The export value of the two fibre types was as follcws in the period 1988-1992. It will be noted. 
there is no apparent correlation between the size of the flocks and the value the export shipments 
- see Table 11.2. 

Table 11.2. 

1988 
1989 
1990 
1991 
1992 

Exports or wool and mohair, 1988-1992 
(R. million) 

Wool Mohair 

19.1 4.6 
23.8 7.3 
24.3 7.2 
3.6 6 .1 

19.1 15.2 

Sourct: 1 radc data 
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23.7 
31.1 
31.5 
9.7 

34.3 



C. DISTRIBlTIOS 

The fibre is markeled t-iy middlemen who purchase lhe m;uerial from lhc shepherds. They include 
pri\cilc lraders and farming coopcrati\·e!>/associations. There arc ahout ten such organizations 
opcracing some fi.ft~- lrading posts. They include hoth Soulh Africans and Basotho. 

Alternatively. the faimas may send their dip to the Li,·eslllck and Produce \tarketing Scr\ice 
(LPMS) of the Minist~· of Agriculture. The LPMS sorts and hlends the dips as a free ser\icc 
hefore sending il to auction. The farmer is paid once the fihre has hcen auctioned. 

The price paid hy the middleman is determined before the auction and must take account of the 
follo\\ing markeling costs: 

Wool tesling lahorato~· cost 
SA Wool Board Le\~ 
Commission 
Lesotho dipping fees 
Insurance 
Transport cost ( road l 
Packaging 

5.1)0 per cent dip \"alue 
2.00 per cent dip ,·aJue 

R.313:!/bak ( 150kg) 
R.0.2!.'kg 

050 per cent dip ,·alue 
R.ll.·B/kg 

R.13.50,'hak 

The wool auction prices reflect world m:uket prices. The main determinant of merino-type wool 
prices (most Lesolho wool is of the mcrino-rypc) is Australia. The price-lead.:rs for orher types 
of wool are Russia and China. 

D. LOCAL UPGR.\DING 

The GoL through the L!\'DC has carried out a fcasihility study for a project for adc'jng ,·alue 10 

Lcsotho"s wool and mohair crop hy scouring and comhing. The product would be sold directly on 
the world market instead of. a" is prcscnlly the case with the malerial in its untreated form. being 
sent to auction in the RSA. It bas hcen determineci that this could be done profitahly and a 
company has hcen formed for the purpose in conjunction \\ith Bradford Technology Partnerships 
Ltd kno·wn as the Lesotho Wool & Mohair Processing Co (Pty) Ltd (LWMPC.) It is understood 
that the financing of this project is still under discussiCln between the parties. 

It is noted that no entrepreneur has been v.illing to undertake a project of this narure \\ilhoul 
government financial backing. 

4.3 EXPORT-ORIENTED GARME~T-MAKING 

A. INTRODUCTION 

The devclopmenl of this segmenl of the lextile and garmenl induslry cam.: about as a result of 
governmenl measures which were specifically designed 10 auracl inveslment into lahour-inlensive. 
exporl·orientcd projects. Such enlerprises are usually termed "LNDC-assistcd", referring 10 rhc fact 
tha; !hey arc beneficiaries of !he range of in\'CSlmcnl incenrives offered b~· 1he government and 
adminisrcred hy the Lesorho Narional Devclopmenl Corporarion · sec Chapter :!.J.D. In Lesotho. 
as in most other developing countries which have pursued a slrategy for economic devclopmenl 
hascd on cxpon-lcd growth. garmcnl·makirg has proved hy far !he mos! imponanl area for inward 
investmenl. This reflects the lahour-inlensivc nature of !he apparel indus1ry which gives 
con;;idcrahlc compararivc advantages lo counrries "'ilh large supplies of rcla1ivcly low-cost lahour. 

There arc rwo main calcgorics or' L~DC·assisrcd garmcnl secror inves1ors: 
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Those of South African origin or othc~isc ha,ing strong connections \\ith the South 
African garment industry: 

Those.: from countries which an.: major suppliers of the world market for n:ady-ro-wear 
apparel. In the case of Lesotho the most important of these are of Taiwanese and. to a 
lesser extent. Hong Kong origin. 

Table 11.3 below indicates the companies established in Lc~otho by these.: two categoric~ of inw~tor 
as in March. 1994 - since when ~torija Textiles and Southern Cross has ceased trading. It "ill he 
seen that fac of the thirteen South African-originating companies identified by L~DC as in the 
textile sector arc. in fact. involved in shoemaking. If these arc excluded. a comparative analysi~ of 
the two groups re,·eals the following main characteristics: 

[mplo~ment per compan~· is around 2S6 in the case of the South African and around 55~ 
in the case of the Far Eastern companies. The differential may. in fact. he less than this 
comparison suggests as the Far Eastern companies have an incenli\·e to inflate their actual 
employment figures hecau~e they tend to be more interested in producing quota products 
for the US market than do their South African counterparts. (As \\ill be seen in Chapter 
5. section C, the method of allocating these quotas is heavily weighted towards the larger 
employers.) However, the difference bciween the two groups seems too great to be wholly 
explained away by this factor; 

Investment per company is M.0.95 million in the case of the South Africans and M.2.55 
million in the case of the Far Easterners. Average investment per job created i.:> M.414.85 
and M.351.38 respectively; 

The ,·aloe or exports per company is M.10.()9 million and M.3.90 respectively. The much 
greater value of the South African exports is. perhaps. partly explained by the fact that 
the bulk of their trade is \\ith the republic where average prices per unit arc much greater 
than in the USA or the EU. However, rhese data depend very much on the value assigned 
to the Lesotho company inputs by the groups to which they arc attached. With the 
exception of Lesotho Hawk and CGM Garments, the Far Eastern companies only pay 
their Lesotho establishments the costs of production and themselves undertake all 
component purchase and marketing costs. Given the much higher level of company 
income tax in the RSA. there may be an incentive for the South African companies to 
take more of their profits in Lesotho. 

Average annual wages per worker in 1993 were M.4.061 and M.3,933 respectively. The 
similarity of these outcomes suggests !hat, if the Far Easlern companies do in fact inflale 
their employmenl figures as suggested above, it is not to any greal extent 

. 44 -



-----·------

Table 11.J. LNDC-.-sslsted companies, March 1994 

------- ~----------··-·--

Year Workers Investment [Kports4/ Wages 
Company Ownership Location est ab Ii shed Product Hain m;.rk~ts (Number) (H ml Ilion) (H mil I Ion) (H ml Ilion) 

----·--------------

Textile products 

RSA origin 

Lesotho USA~YK/ Haputsoe 1981 Ladles/ USA/RSA/UI< 420 0.64 16.00 2.40 
Clothing RSA children 

Lesotho RSA/ H•1putsoe 1973 lM!brel las Germany/RSA 300 2 .10 17.00 0.67 
linbrell a Germa31 

Maseru Swiss Haputsoe 1985 Leisure USA/RSA 377 2.00 73.77 2 .13 
Clothing 

RSA/EUd/ Lesotho Thetsane 1986 Slacks RSA/EU 190 0.61 3.70 o. 4b 
Textiles 

lndi-Ocean RSA Maseru 1990 Diapers USA i60 
Lee Mfrs. RSA Haputsoe 1988 Jeans RSA 254 J. 31 Q,83 J. 26 
Di con RSA Haputsoe 1992 Ladles/ RSA 126 O.lh I. 38 o. 18 

~ children 
'-" Morija RSA/UK Thetsane 1988 T-shirts RSA/EU 463 0.85 14.05 1.60 

Textilesb/ 
Mustang Shoes RSA/NL Haputsoe 1978 Shoes RSA 1, 311 35.00 34.00 5. 78 
T~ Shoes RSA Haputsoe 1988 Shoes RSA 540 10.00 11.00 7. .oo 
Budget Shoes RSA Haputsoe 1989 School shoes RSA/Lesotho 364 4.70 17.00 1.90 
Lesotho RSA Haputsoe 1989 Shoe soles Lesotho 60 J,00 0.35 
c~?ents 

Se-aka Lesotho BEDCO 1991 Shoe RSA/Lesotho 18 
Components components 

Sub-total 4,583 60.?6 14?.73 19.33 
(?7 .9) (47 .?) (!i2 ,8) (]7. I) 

Of which: 
Garment-makers 2,290 7.56 80, 73 !), 30 

( 14.0) (5.8) (35.6) ( 17 .9) 
far last origin 

Poltex Hong Kong Thetsane 1986 Jeans USA/CU 260 2.00 4.1)0 1.08 
Lesotho Taiwan Haputsoe 1987 Shorts/ RSA/£ll no 2.00 8.83 2.81 
Haps 

Tai wane/ 
shl rt s 

CGH Thetsane 1988 Jeans USA/CU I ,691 2.90 5.50 7.90 
Lesotho Hinebo Taiwan Maseru 1988 T-shirts USA 350 7.30 2.58 1.67 

(continuPd) 
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Table 11.3. (continued) 

----
Year 

Canpany Ownership Location established Product 

Crayon Hong Kong Maseru 1990 Jeans 
Garments 

Lesotho Taiwan Thetsane 1990 Shirts 
Apparel 

Lesotho Taiwan Maseru 1990 T-shirts 
Hawk 

Super Taiwan Maseru 1990 T-shirts 
Knitting 

C&Y Taiwan Thetsane 1991 Jeans 
Gannents 

Southef? Taiwan Thetsane 1991 Knitted 
Cross shorts 

!nvictus Philippines Haputsoe 1992 T-shirts/ 
Clvthing shorts 

Trans Hong Kong Haputsoe 1991 Screen 
Africa prl11ting 

Lesotho 1994 f!~nr.el 
Eagle shirts 

Sub-total 

All textile product mfrs. 

Other assisted companies 

All assisted c~nies 

So11rct: Lesotho National Development Corporation am.I company interviews. 

Figures in J'lll'Cnlheses inclulle percentage total all assisted companies. 
a/ FOD value. (This may differ hom the foreign eMl'hange actually en1ering Leso1ho. 
h/ Company now not trading. 
c/ In l'ehruary IWS. wholly British. 
d/ In l'ellruary lll'>S. wholly South Arrican. 
e/ In l'ehruary 1995, llong Kong. 

Hain markets 
Workers 
(Number) 

Investment 
(H ml 11 Ion) 

[xportsa/ Wages 
(~million) (H million) 

--------------------·-----------··--·---------------·---·--··· 

USA 572 ?.75 

USA/EU/ 450 
Canada 
USA 530 2.51 2 ,IJO 0.84 

USA 385 3.00 6,00 J.67 

EU/USA 1,300 15.00 8.00 6.60 

USA 72 I 3.10 1.?.0 3.60 

USA/EU 60 0.30 0.85 0.18 

RSA 30 0.10 4.37 0.11 

USA 150 

7,275 33.?l !i0.68 28.61 
(44.4) (?5.6) (?.?..3) (55.0) 

11,858 93.47 193.41 47 .94 
(72. 3) (77 ,0) (85.2) 97.1) 
4,544 36. 32 33.66 '1.10 
(27. 7) (?B.O) (14 .8) ( 7 .9) 

16,402 1?9.79 2?7.07 52.04 
(100.0) ( 100.0) ( 100.0) (100.0) 

- ... ---··· --

rt II is understood 1ha1, since lhe VNll>O team •1si1ed 1.csotho, this enterprise hHs ceased trading. 

---------



a. Rrasons for innsting in wotho 

In many. or even most. instances the llriginal motiw of South African-Miented im·estors in coming 
lo Lesolhl) was Ill side-step lhe sanciillD,, imposed on thi: foreign trade of rhe RepuMic in lhe 
1980s · in particular by the l"SA otnd memhcr-states of the European (\lmmunity I henceforth 
referred hl as the European l. nion I El").) Lesotho was n:~ appropriate for lhis pUrpllSC hcin~ 
a sm·ereign stale not subject to sanctions. liut geo~aphically proximate Ill the RSA S<l facililating 
control. 

Allhough the original moli\·e in in\·::sting in Lesotho may ha\·:; hcen hl pnlduce for n.ln·SAlT 
markets. Lesotho. 'lllith its rclatiwly lllW Cll5t labour and in\·estment. export incenuv::s wa~ alstl an 
ad\·antageow; lm.ati1'n for the manufacture of garments for sale in the RSA itself · ahhllUgh some 
of the incenti·.-es. notattly duty-free imr-m of fabrics. arc not a\·ailablc for exporh destined for the 
republic. 

The RSA is an anracti\·e export market for Lesotho originating products for a numhcr of reasons: 

As Lesotho is a fellow-memhcr of the SACC. garment-makers established there c~n sell 
into South African market without ha\ing to pay the very high rates of dmy imposed on 
import~ from nutsidc the SACl' area; 
Proximity; 
Established links with South African buyers: 
Prices which tend to be above world market levels because of high level.-. of protection: 
A less competitive marketing emironmcnl. again as a result of protection. 

i 11crc are significant inslances of South Afric:m companies which established manufaccuring 
cm~rprises in Lesotho in order to produce for markets dosed to South African-originaling goods 
which ~o~·- look on the RSA as their main market while exports to Third Countries arc a relatively 
minor part of !heir total business. 

b. Review of companies in usotho 

b.I The function or usotho-based enterprises in the wider corporate context 

Companies established in Lesotho by South African or South African oriented groups arc not 
autonomous marketing entities. This funclion is carried 011 from offices located within the RSA. 
Fabric sourcing is also outside their control. (The managers of Maseru Clothing claimed lo take 
the decisions about the sourcing of fabrics, hut the indi\iduals concerned tend lo move freely 
across lhe incernational froutier bccwcen office!> in Lesotho and Soulh Africa and it is probably 
more appropriate to sec chis function as conrentratcd in them than in any geographical location.) 
Accountini,: and financial control is in all cases carried out in !~-: Republic. 

In fact the factories in Lesotho arc concerned solely with fulfilling orders secured for them by 1heir 
head offices. Sometimes lhe owners will have another fac1ory in the RSA and !he filling of orders 
will he allocated be1wccn the produccion units on either side of the frontier as is judged most 
commercially appropriate. However. there seems to he a tendency for production to he 
concentrated in Lesotho as che more economic manufacturing location. 

b.2 The manufacturing operations carri~d out in Lesotho 

The Lesotho companies do not usually design the clothes they produce. This hnction may he 
carr;cd out by the group of which !hey form ii part. hut. increasingly. production is to customer 
specifications. Similarly, patterns and markers arc usually supplied from the repuhlic, aithough 
Lesotho Clothing has the capacity to produc1: these in Lesotho . 
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The main function of the factorie'.'> in l esothl' is to manufacture garments according to the 
specifications supplied by their head offices in th.: RSA. This means that th::~ arc. for the most 
part. involved in culling fabric. m~tking: up and finishing: garments. and packing: these and 
dispatching them lo their final dcstinatil)n. 

~one of the plant arc cng:ag:ed in outward processing: operations - in so far as by this is understood 
sewing. finishing: and packing. cut g1l<>ds suppli::d by cuswmers - which is the kasl costly of 
garment manufacturing: processc~. hut also the least pro1i1ablc. Maseru Clothing will occasionally 
sew. finish and pack cut good.~ supplied by the South African sister-,)peration. hut this i_.-, 

understood merely to reflect production conwniencc. 

b.3 Organization of production 

The companies operated what is known as the progressive bundle system whereby bundles 
containing large numhcrs of identical fabric Cllmponcnts arc mo\·ed up th~ prnduci.ion line. This 
is the most common way of organizing: the mass-production of low-\·alue clothing using workers 
of limited skills. Its disad\·antages an.: that it requires large fabric inventories and cannot respond 
quickly to changes in the market which makes the system less suitable for supplying: higher fashion 
items with rclativdy short production runs and frequent range changes. However. the indusu·~· in 
Lesotho. as in most de\·elopin~ economies. is little concerned with that end of the market. 

Maseru Clothing also operate what is known as the chain system whereby the more bulky items 
of their product range - i.e. padded jackets - are mo\·ed along the production lines suspended on 
chains. This i_.-, understood mainly to overcome the problems of moving such unwieldy loads from 
work-station to work-station and does not affect the basic organi7.ation principle. (Maseru Clothing 
also operates the com·-::ntional bundle system for other items.) 

b.4 Capital assets 

All the South African-originating companies intcr.iewed operated from L:"'DC factory shells - as 
do all Ll'DC-as...-.istcd enterprises. The main capital as..-.cts consist. therefore. of production 
equipment. 

The latter falls into two main categories. that relating to the production of cut good..-. from the 
fabric and that relating to the sewing up of the cut goods into garments. To this m~ht be added 
button hole machines and special items for adding trim. such as buttons, zips etc.:!·/ 

There ha\·c been ad\"anccs in cutting technology in recent years. notably the introduction of 
computer control to assist in laying out the fabrit:. This can result in substantial economies in 
material usage. both by imprO\ing the la:.ing out process in general terms and avoiding mistakes 
in actual culling operations. None of the factories .. ;sited had such facilities and it seems to be felt 
that, given the limited range of items produced in Lesotho, the savings secured would not justify 
the additional capital expenditure. All the factories \isited claimed to have equipped their plant 
\\ith new cullcrs on establishing their operations and to replace them when necessary. In all the 
factories \isitcd cutting facilities were more than adequate to keep up with the capacity of the 
sewing lines. The companies tended to he rather vague on the subject of capacity utilization, but 
it was generally reported to be reasonably utilized. 

27/ In 'he case of denim apparel, there is also a requirement for laundr~ equipment to add 
the right finish to the made-up garment and to ensure an even colour. In Lesotho no 
factories - Sou:h African or Far Eastern · systematically launder garments made from 
lighter fabric..-.: thme which become unacceptably dirty in the course of culling and making 
up arc washed by hand. None of the Sovth African companies we interviewed had a 
laundry. 
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Table 11.4. Cutting capaci~ of South African oriented garmrot-makers, 1995 

C~ny 

Lesotho Clothing 
Maseru Clothing 
Lesotho Texti Jes 

Source: Company mlcl"\1C,."$. 

Units/day 

3,100 (shorts) or 600 (jackets) 
4,000 (shorts/jeans) 
l,800-2,000 (trousers/shorts) 

With regard lo the making up processes. Lhere have been no significam technological 
developments since the development of the sewing. machme in lhe nineteenth century. (This is wh~ 
garment-making remains a la~)()Ur-intcnsive industry in every count~· in the world and why low
cost labour countries. such as Lesotho. retain a substantial comparative advantage over the.: 
advanced economies as locations for this industry.) 

Two of the factories visited bad been equipped \\itb new machines on commissioning and these 
were replaced as necessary. It is understood that a well-maintained se\\in~ machine can last for 
up to twenty years. 

Lesotho Textiles stated that some of its equipment had been transferred from a plant formerly 
operated by the group in Cape Town. but the rest were new. It is understood that the company 
now leases its machines rather than purchasing them outright. Why the company should prefer to 
incur higher operating costs than to purchase its equipment outright - thereby. of course. t~ing up 
capital - is uncertain. but it suggests a cash-flow problem. This accords with other reports of the 
difficulties faced by all Lesotho producers in the present commercia! eD\ironmenl. 

All the factories had specialized equipment for button holing and adding trim and claimed this was 
"state of the arl". However. this probably has only limited relevance to the economics of their 
operations. 

Table 11.S. Sewing machines operated by South Mrican oriented garment-makers. 1995 
(Units) 

Lesotho Clothing 400 
Maseru Clothing 206 
Lesotho Textiles 120 

Sourc~: Company mlcrvic.,."$. 

b.5 Employment 

Lesotho Clothing and Lesotho Textiles stated that their work-forces were 4(X) and 214 respectively, 
slightly down on the numbers reported hl the LNDC as being employed in 199J - sec Table 11.3 
above. Of the 400 ::mployed by Lesotho Clothing. 206 were said lo be machinists. Maseru Clothing 
claimed to be employing 475, nearly 100 more than they reported to LNDC. Of these 270 were 
said to be machinists. The company employed B exp?triate ~taff altogethc·r, six of them at 
supervisory level. 
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Lesotho Clorhing·s plant in Maputsm.: was at or.e time operated hy a Filipino company under 
conlract. The circumstances why it abandoned this ar~angement were not made clear. but there 
was an implication Iha'. one factor may have been the pressure exerted by the GoL through the 
LNDC to rccrui1 more local s1aff. Lesotho C!o1hing admitted that many of the problems which 
the company now endures result from the inadequacy of its existing management. 

b.6 Fabric sources 

All three companies interviewed purcha~ed fabrics from a \\idc range of sources in the Far East. 
India and southern and eastern Africa (Mauritius. Botswana and Zimhahwc). However. the RSA 
still seems to be the main source. 

To the extent that the groups to which Lesotho Textiles and Lesotho Clothing hclong bo1h do a 
high proporlion of their work under CMT contracts.!&; 1hey have no choice over their fabric 
sourcing. The importance of South African sources reflects the facl that. because a significant 
proportion of their sales are made in the republic. Ibey cannot take ad\·antage of the Lesotho in
bond incentive to import non-SACU originating fabrics duty-free. It seemed lo be assumed lhat 
the RSA would have to lower its present \·ery high levels of duty on fabric imports (sec Chapter 
7 3 below) and that. as a result. they would use less South African materials in the fu1ure. 

b. 7 Products 

All three South African companies imeniewed concentrated on the production of trousers and 
shorts for the low value end of the market. These were the only items produced by Lesotho 
Textiles - thus confirming the information in Table 11.3. Maseru Clothing and Lesotho Clothing 
also produced padded jackets and woven sports shirts. bur in relatively small quantities - although 
the production of these requires much more labour input. Output in 1994 was said to be as 
follows: 

Maseru Clothing - Trousers 
Shorts 
Jackets 

535.000 pieces 
477,000 pieces 
47.000 pieces 
25.000 pieces 

Lesotho Clothing -
Shirts (woven) 
Shorts 400,000 pieces 

30.000 pieces 
30,000 pieces 
50.000 pieces 

Trousers 
Shirts 

Lesotho Textiles -
Jackets 
Trousers/shorts ::!.50.000 pieces 

b.8 Main markets 

The three companies interviewed claimed that their main purpose in establishing production 
facilities in Lesotho was to avoid sanctions or possible sanclions on their exports to the USA and 
the EU. However, by early 1995, both Lesotho Textiles and Lesotho Clothing had abandoned their 
export trade and sold only to South African customers. In both cases they claimed that they found 
oversea<, markets too difficult to service. Lesotho Clothing once sold items of clothing aimed al 

28/ CMT - Cut-make-and-trim. This refers to a type of contract whereby the customer 
~upplics the garment-maker who makes up garments according to the customer"s 
specifications using fabrics and lrimmings supplied by the customer. The customer 
remaim. the owner of the garments and is responsible for marketing and distributing 
them. The advantage of thi~. system for the producer is that he docs not have 10 finance 
the purchase of the fabrics - usually the largr-st single item in clothing production costs -
nor the marketing of the product. The disadvantage is that he receives only a small share 
of the total selling price. 
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the l 1S "surfing" market under the 'Instinct' label or the Durban-based group to which it belonged. 
but the collapse or L'S consumer demand in l'Nl-1Q92 had destroyed the market for such leisure 
gcX>c:is. Lcsolho Textiles had abandoned its market in Germany for much the same reason. 

Both companies lake in a high prnporlion of CMT work from large cuslomers in lhe RSA. In the 
case of Lesotho Textiles this accounts for 50 per cent of its total business. and in the case of 
Lesotho Clothing 75 per cenl. In the latter instance. this seems lo have been adopted in 1994 as 
a strategy or desperation necessitated by the company·s deteriorating commercial situation wh~ch 
rendered it unable to undertake the financial costs of more profilablc forms of operation.-9 

It is understood thal CMT cuslomers of both companies in lhe RSA exported outside the SA(T 
area. 

Maseru Clothing still exported 70 per cent of i1s lolal ou1pu1 outside SACL'. but had shifted the 
emphasis of its trade from the l 1SA to the El'. According to official data. this company rccei\·ed 
a major allocation of the EU trouser deroga1ion quota. but only small proponion of the US 
trouser quota.301 Available information does not suggest that the company was ever a 
substantial e:icrorter of trousers to the USA. 

b.9 Financial perionnan~ 

None of the companies inten.iewed were willing/able to give meaningful information about its 
financial performance. Lesotho Clothing admined to having very serious problems which it 
allributed to internal management weaknesses - perhaps related to the termination of its Filipino 
contract (see Chapter 4.3). Its turnover in 1994 was R.10 million as opposed to R.22 million before 
it converted itself to a mainly CMT, South African-oriented operation. Lesotho Textilc"s turnover 
in 1994 was around R.600.000 and its profit 14 per cent. Maseru Clothing did nol make available 
any financial information. but claimed that there had been no increase in intcrna1ional prices for 
th~ec years while its costs had continued to increase. It was implied that the Lesotho operation 
made only a marginal contribution to group profits. 

C. FAR EASTERN ORIGINATING l!'li'VESTME!"ff 

a. Reasons for investing in Lesotho 

Since the mid-1960s, garment producers in the established apparel exporting countries in the Far 
East - notably Hong Kong. Taiwan Province and the Republic of Korea, but also. to a lesser 
extent. Japan -have established off-shore manufacturing units. They have done this for two main 
reasons: 

JO/ 

JI/ 

The main importing countries (the USA, the EU member-slates and Canada) have 
imposed physical quotas on exports of more and more ca1egorics of garments originating 
in their home countries under bilateral agreements urdcr the Multifibrc Arrangement 
(MFA) and preceding textile trading regimes.311 Their main purpo!>c in moving off
shore was to by-pass such restraints. 

i.e. Where a company has to purchase its own fabrics and undcriakc markl.ting costs, it 
has lo be able to carry these for at least six months before they can he recovered from 
the sales turnover. 

Fnr a detailed discussion of Lesotho's EU and US export quotas for clothing. sec Chapter 
(1.2 and Appi.:ndiccs II and Ill. 

Sec Appendix I for a detailed discussion of the international textile and garr:icnt trade 
regime. 

- 51 -



In addilion. in recent years lhe econ0mic success of such garmer.l-sur~l~ing counlries as 
Hong ~ong. Taiwan Pro\ince and lhc Republic of Korea has hroughl aboul rapid 
increases in wage levels which makes il increasingly difficuh for lhem lo produce clolhing 
for the high volume/low value end of the international markel - espec.:ially in competilion 
\\ith the new industry in China. Possession of production capacity in countries \\ith lower 
labour costs enables them to undertake orders which it would not be ccunomic to fill in 
their dome<;lic mi!ls.32 

It should be noted that some at least of the compa!!ies owned by Far Eastern groups (notably the 
Taiwanese) had originally heen located in the RSA. in particular in the bantuslans. The low cost 
of lahoUi in these regions and its relalive docility. the extremek generou~ investmcnl incenli\es 
offered by the old Nationalist government and the RSAs excellent internal infraslructure and 
shipping facilities may in themselves b,. sufficient explanation for the presence of Chinese 
companies in these exotic localions. However. it is also possible lo speculate lhat Taiwanese 
companies may have been dra\\11 to the republic because of th:: uncertain diplomatic relations 
between most black African states and their mother-country. Whatever the explanation. they w.:re 
forced to leave by the US inveslment and trade sanctions and Lesotho pro\·ed a satisfactP:y 
alternative - so much so that in the later 1980s and early 1990s they were prepared to urge 1.1thcr 
Taiwanese and Hong Kong Chinese groups to join them. 

Invariably, as soon as LDCs in which Far Eastern producers establish manufacturing facilities 
themselves begin to ship garments in substantial volumes. they too are obliged to accept quotas 
on their trade in garments \\ith major markets. This happened in the case of Lesotho in 1992 when 
the USA and Canada both imposed bilateral agreements under the MFA. As already suggested. 
this seems to have had a very serious impact on their operations ~., the kingdom - sec Chapter 3.C 
above, but this outcome was not predictable. 

Hong Kong and Chinese garment-makers have learned to live with this risk which. until quite 
recently at least. has in any case been ameliorated by the operation of the international le' tile 
trade regime. The MFA docs not, for instance. allow the quotas imposed in bilateral agreements 
to be lower than historical export levels except in the most exceptional circumstances and. indeed. 
usually prm1ides for annual increases from the initial base wltich, in the case of least developed 
economics and other countries which are relatively small suppliers to the country imposing the 
quota must be higher than th~se allowed the more established suppliers - see Appendix I. 
Furthermore, in allocating their national export quotas between indi\idual suppliers \\ithin their 
boundaries, most governments ensure that the snares of established traders are proportionate tt' 
their historical export performance. 

In general terms. even after quotas are imposed. Taiwam:se and Hong Kong garment-maker.~ still 
find their off-shore investments beneficial whiie the host-countries continue to benefit from the 
capital and expertise these organizations bring in terms of employment created and foreign 
exchange generated. That the US imposition of quotas on exports from Lesotho seems to have had 
a more serious impact on garment production in that country can be largely attributed to 
international market conditions in the early 1990s and the mishandling of the quota allocation. 
Neither of these factors could have been foreseen when the original investments were made. 

b. Re"iew of companies in Lesotho 

b.I The function of Lesotho-based enterprises in the wider corporate context 

Most of the Far Eastern companies arc production-centres only, filling orders passed to them hy 
their overseas head offices which also supply the design-specifications and fabrics. The main 

32/ See EIU Special Report No. 2028, 19'.Xl, pp. 101-105 (Hong Kong clothing - waiting for 
China: hy P J. B. Steele) for a more detailed discussion of this matter . 
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cxccprion 10 1hi ... rulc i ... CC ;~t C iarmcnb. In the: ca ... e 1>f rhar company. rhc: Thc:banc: 1•flicL· came' 
our all markc:rin!! and fahric sourcin!! opc:rarion ... while: pa~mc:nr ... arc: mad:: inll> ii... local ;icn•un1 
\\ith the Hon!! Kon!! office: acrin!! only a ... an agrnl. 

In the.: ca'c.: of Lesotho Hawk. althou!!h the: cnmpan\" i ... only a producrion-cc.:ntrc. 5P pc.:r cc:nr of 
!!roup profit~ i~ rc:turnc.:d to !he: Lc: ... nrho opcratior. for disrrihurion 10 rhc ... raff. (Thc factory in 
Ma ... cru i ... thc only 1.1;mufoc1uring npcrarinn in :he.: group which m> douht facilirarc ... lhb prt•ff''· I 
Lc: ... orho Hawk i ... abn ncl!oliating lo opcn a Lc.:nc:r of Crcdir "o 1ha1 ir can undertah· ir... 011.TI 

sourcin!! opc:rations. hur ir claimc:d rhar intcrc: ... 1 rare: ... wc:rc: 100 hil!h to make rhi ... ;1 pracrical 
propmirion - c:vco under the Export Finance.: Schc:rne. 

b.1 The manufacturinJ: operations carried out in Lesoth1~ 

Like: their South African-ownc:d coun11.:rparr....1he Far Ea ... tcrn companic: ... in Le..,nth11 ar~· n>nn:rnc.:d 
only 'Ailh cur:ing. makin!! up and packin!! disparching opcrariom.. '.\one nf rh thal wnc 
inlcniewrd undcrtook ori!,!inal dc.:si!,!n work. 

b3 Capital assets 

Thc main cate!!ories of capital assel owncd hy lhc ... c c11mpanic: ... relate lo culling and makinl!-UP 
operarion .... In addirion. rhosc companies which haw specialized i1. rhe producrmn of denim 
trou-;ers and shnrr ... also havc laundry facilirie ... 

b.4 OrJ?anization of production 

Producrion was or!-!ani1ed on thc progrcssi\·c hundlc: sysrem. It is uncl. rsrood thal 1hi' i' lhc 
common practicc in garmcnr-makin!-! c\tahl;-.hmcnh in Ea ... i A..,ian couP .. .: .... 

b.5 Fabric sources 

Typically top-wci!!ht fahrics arc sourccd in thc Far Easl. China wa ... the u ... ual ... oun:c.: ,,f wllon 
materiab on ground ... ,;f rn ... t. although quality wa' \"ariahlc. Morr: sophisricarcd fahric .... mmf and 
hlcnd .... arc rnurccd in Taiwan Prmincc - in the.: ca ... c of C& Y, from the l!roup·s own ri:xtilc in ill. 
Dcnim, thc main hottorn-wcighr fahric, was abn sourced in China. hut. accordin!! lo Cl i~f. 
although !hi ... wa ... the cheapest source, thc qualiry wa ... unrcliahlc and Mauritiu ... and Bohwana 
. .-.uppli.:d superior material. 

Southern Cros., had invesrigatcd Sourh African sources and. when rhe Le,otho knillinc mill wa ... 
in operarion had con-;idered rhi.> a ... wcll. hur had ultimately rejccrcd them horh on ground, of cmt. 
Lesotho Hap\ i\ c1,n\idering knitting top-weight fuhrics in Maput\oc. hue ha\ made no deci,ion 
on whether to u,1dertake t':·: necessary invesrment. 

b.6 Product!> 

All rhe companie\ interviewed in the.: course of the field-research came to Le\olho to manufacture 
T-shirt\ <tnd/or jean\ and short' for the US market. With the introduction of quoia' on th1:-.e 
product\ under !he USA/Lc,otho textile trade agreement of 19'>2 most of chem were rn:npcllcd 
to diver ... ify !heir product range and/or their market\· ..,i.'.e hclow. Drc,,e .... flanm:I ~hiri' ( ;1 heavy, 
won:n collon product. popular in rhi: l ')A) and trachuil\ were among the :ilternalivc producr-. 
heing r.n:duced (T ahlc II .<1.) 

Companie:~ would prefrr In he able I. ,111cenlrale <•n !he production of \laridard knilll'd top' and 
denim jea "' and ... hort~. Thi' reflecls I he difficult ic ... experienc:.:d iri gell in!! I he workf orl'e' 111 ;1dap1 
in order lo produce a widcr variety of product' and rhc Im'., of efficiency !har occurrcd each timl· 
a new lin1~ wa ... inrroduced. 
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Table II.fl helow indicates the information about export \"olumes to major markets. These data 
should be compared with that on shipments gi\"cn in Tables 11.12 and 11.l-l bdo\\. 

b.7 !\lain markets 

Sales by .:nain markers m l'N-l an: indicated in Tabk II.fl which show-. !he overwhelming 
importance of L'S ourle!5. Only CG\1 can he regarded as properly cstal-ilishcd in th..: El .. Other 
companies which arc n.1w attempting to dc\"dop El. markets 10 compensat..: for the n.:strictions 
imposed by !he l'SA rd.:rred to the rclati\"cly small size of orders and the demanding na!ure of 
the buyers. These arc understood to be complaints in common currency among Far Eastern 
garment-makers and arc one of the reasons why these usually prefer to opcrat..: in the CS market 
other things being equal. 

There was no suggestion that the demand for jean'"> and knitted lops had b<;_en gn.:atly und.:rmincd 
by the l!S recession and the de\"aluation of the dollar ic the earl\" 1990s.3-' Herc tht.: experience 
of the industry in Lesotho appears to accord \\ith that of other suppliers which has been that the 
demand for these low value/mass market items is the last to be affected by such factors. Howe\"er. 
a number of the Far Eastern companies in Lesotho reported losing busines..'> Ill South African 
suppliers. They were nol certain whether this was a result of commercial fac~ors or was an effect 
of the quota" imposed on Lesotho. 

None of the companies had been tempted to di\"ersify into the South African marke1. E\"en more 
than in European countries. the relati\"ely small size of the orders compared to those forthcoming 
from the USA was a disincentive. 

b.8 Financial perfonnan~ 

The companies inter.iewed were either Un\\illing to discuss th.::ir fmancial performance or were 
unable to because financial control was exerci.,ed by the headquarters in the Far East and the 
Lesotho establishments w.::re not expected 10 act as profit-centres. The main exception 10 this rule 
was CGM Garments which pronounced itself profitable despit~ the increasing expense of operating 
in Lesotho and the many unpredictable costs tha; had to he horn. There were general complaints 
that, although the international market prices for !o!arments had not risen for three years. costs. had 
continued to rise. 

It is understood that since it was inter.iewed by the UNIDO team in late-January. 1995. Southern 
Cross has ceased trading. The reason for this is not at all clear as this cmnpany had succeeded in 
gelling hy far the largest single allocations of the US shirt quota - sec Table 11.12. - and it shippcJ 
more than its original allocation. On the other hand, its actual shipments in quota-year 1994 were 
bclcw those which it achieved in 1992 as were those of trousers. It was suggested by a Lesotho 
government source that the company may have become over-exposed as a result of its horrowing:
under the Export Finance Scheme. This was not confirmed by the company when intcr.iewcd anJ. 
while it may have been a facwr, it seems likely that the decision would have been taken by the 
owners in Taiwan Prm.ince largely on the basis of 1hcir understanding of their future prospects in 
the US market. 

33/ In relation to other major currencies, nol lhc rand. 
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Table 11.6. Sales by Far Eastern garment-makers by destination. 1994 
(Thousand dozen items) 

Canpany Product Market 
United States European Union Canada 

Lesotho Hawk Knit shirts - coti9na/ 160 
Knit shirt~/- nmf 6 
Tracksui}s ) 
Dre~ses ) 61 
T-shirtsc/ ) 

Lesotho Hinebo Knit snytsa/b/ 121.5 
Shortsc 14.3 

C&Y Jeans/shortsc/ 200 30 40 
Jackets and skirts 3.3 

Southern Cross Knit shytsa/b/ ) 
Shortsc ) 
Dressesc/ . ) 
Flannel shirtsc/. ) 
Hen's underwearc/ ) 

CGPI Jeansb/ 240 25 

Lesotho Haps Knit ~?irtsa/ 240 
Jeans 20 

Source: Company interviews. 

a/ t:nder quota m the t:SA - item 338B/339B/6J8B/639B. 
b t:nc!er quota in the t:SA - item 347,'348. 
c :"OI under quoia in the CSA. 

4.4 SMALL-SCALE PRODUCERS 

A. GENERAL 

The last detailed study of small-scale textile and clothing producers in Lesotho was that carried 
, out by GEMINI on behalf USAID in 1990.34/ Time and cost constraints meant that it was no: 

possible to update the review of these producers in the course of the present project. 

B. MAIN CATEGORIES or SMALL-SCALE PRODUCERS 

a. Garment-makers 

a.I Woven clothing producers 

The GEMINI project identified 14,552 producers of woven clothing who employed 20,591 persons. 
(This is sufficiently indicative of the very small size of these operations.) 

34/ 'Lesotho small and micro·enterprisc strategy': Growth and Equity through 
Microenterprise Investments and Institutions (GEMINI) Project: Technical Report No. 
9, November 1990, op. cit. 

• 55 -



The core of their business is the production of uniforms. especially for girls· srhools. The numhcr!> 
of such schools and the idiosyncratic n<!tun: of their uniform requirements make!> it uneconomic 
for large-scale producers to supply this market. (Boys" uniforms tend to he more homogcnous a~ 
between schools and a far greater proportion of that market was supplied by industrial-scaie 
prcducers operating in the RSA.) The ;:>roduction of school uniforms in general could he a chri\ing 
manufacturing act!\ity in the informal sector. An in-depth study of this important informal 
manufacturing acti\'it~· is undouhiedly requin:d for further expanding this promising segment of 
the manufacturing sector. 

Apart from uniforms. small-scale manufacturers alc;o produce women·s dresses bo1h on a read~-lo
wear and bespoke basis. These items have to compete \\ith cheap dresses coming from the RSA 
and secondhand garmem5 imported by the ecclesiastical charities which dominate the lower-cost 
end of the market and. as a result. small manufaclurers in Lesotho arc largely confined ll' 
responding to the demand for more expensive one-off items. 

Many of these manufacturers also produce traditional Basotho dresses. These are mainly for lh.: 
domestic market. but there is a demand for them in the RSA. particularly in lhllSe areas \\ilh 
significant concentrations of Sesotho-speaking populations. 

Small-scale wo\'en clo1hing producers usually purchase their fabrics and ocher necessaries in lh:: 
RSA - travelling themselves lo !he 1e:tile-pr~ucing distriC!s raiher lhan paying middlemen\ 
markups. However. fabric for the Basothc, :::itional dress is imported from the UK. 

a.2 Knitters 

According lo GEMINI. there were around 6.000 producers of kniued rarmenls in 1990. These 
employed 8.000 people, again indicating the small-scale of the great majority of these operations. 

Again the core business of these producers is the supply of jerseys for school uniform. In addition. 
they supply fashion-wear at the upper end of the markel on a ready-lo-wear, bu!. mc1re often. on 
a one-off basis. 

Almos• invariably. these producers use mmf yarns sourced in the RSA. 

b. Craft item producers 

According to GEMINI. most craft items arc produce~ by organi1.ations which arc very large 
indeed by Lesotho SME standards. It was estimated that there were no more than ,1 dozen of 
these. firms and cooperatives. who between them employed about one thousand full-time 
workcrs.35/ It w;...s also estimated that they supported another thousand part-time employees or 
outworkers engaged in the processing <md spinning of mohair yarn. 

These organizations produce hand-knincd garments and woven items such as tapc!\lrics, rugs, 
scar\'CS and shawls. Their output is intended mainly for the cxp1..1rt market, although indirect 
exports - i.e. sales to foreigners in Lesotho to take home wi!h them - are said to he larger than 
direct.JI"•/ In-country sales arc mainly to tourists, although constant flow of cxpatrialc. staff 
ac;sociatcd with the numerous technical assistance programmes from which Lesotho has benefited 
must also have prmidcd a substantial domestic market. (There arc indications that the scaling 
down of these programmes is beginning to have a signif:cant effect on sales.) 

35/ 

Jfi/ 

Hclang Basali Crafts claimed lo employ around 100 staff. 

Hclang Basali Crafts, for instance, said that direct export sales accounted for no more 
rhan 30 per cent of its total turnover . 
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The procbcts are luxu~ i1em5 and lb.is may h3\"C. lo some extent. insulated them against the 
consequences of the economic recession in the major markets which bas seriously affected exports 
from Lesotho of the more basic clothing categories. 

According to GEMl~I. the most successful firms arc those O\loned hy foreigners. This is said 10 

reflect their easier access to credit and superior marketing which beucr enahles them 10 align their 
output to the international marker rcquir .. me111s. 

C. THE PROBLEMS Of S!\IE TEXTILE PRODt:cERS 

According to GEMl!\'l. the difficulties of SME producers of lmitted and "·oven clothing (other 
than hand-knitted "craft" sweaters and cardigan~) an: of the same nature as those which afflict 
indigenous manufacturers as a whole: 

The low le\"cl of business and technical skill;;: 

Difficulties of access 10 capital - especially working capital: 

The unreliable supply ::md high cost of raw materials. and components: 

A business and taxation en\ironment which effectively discriminates against SMEs: 

Lack of marker intelligence and marketing experience. 

Over and ahovc these specific problems. the small garment manufacturers are in an extremely 
competitive market situation reflecting the large number of organizations involved. Most of these 
have no proper awareness of the cost of their operations and tend to set prices at highly 
uneconomic levels resulting in a high level of failures. Howe\"er. as noted earlier. these acti\ities 
arc extremely attractive to entrepreneurs - probably because of the low le\"cls of initial 
capitali7.ation and the possibility of combining the work with house-wife functions (most of those 
involved arc women). According to GEMINI, !he number of organizations in this area was 
exceeded only by those brewing sorghum beer. 

The situation of the craft producers is somewhat different in that these are much larger 
organizations, often foreign-ewned and financed. professionally-managed and not subject to the 
same competirive pressures. The main probl~ms reporte ..... io the UNIDO mission - in !he course 
of a wholly inaJequate survey - were difficulties of coming by mohair yam and the inadequacies 
of the telecommunications system which had led at least one of the owner-managers io establish 
her base in Ladybrand in the Orange Free State. 

a. Training 

Training is offered by numerous organi7.ations, most of them now supported by GoL (sometimes 
with technical assistance funding). However, the level of training is said to be fairly basic. There 
is also a tendency to concentrate on imparting skills more likely to be required by operatives than 
hy potrntial commercial, technical and managerial staff. 

b. Loan finance 

Lack of collateral and the low level of business skills also means that most of the enterprises arc 
denied access to loan capital from the hanking system. However, there are a number of schemes 
which addresc; this problem, including the lJNDP-fundcd Small-Scale Industries Project 

Thi'"' laltcr is based on a fund of SI 5 million which is used lo guarantee loam through the 
Business Development Unit of the Lc!iotho Bank on the basis of credit-worthiness criteria specially 
formulated for SMEs. As recommended in the Agro-Industrial Project for all such schemes, 
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interest is charged al prime rates. It is understood that hetwcen IQ9'2 and IlN4 oul of 272 loan 
applications totalling R-3.fl million IS<> had been appnwd lulalling R.2.o million and 175 dishursed 
lolalling R.2.2 million. clothing producers hcing lhe chief beneficiaries. 

One of the chief object" of the scheme i" lo persuade lhe commercial hanks lhal S\tEs are not 
necessarily a had risk and hctwecn 199:'. and mid-I~ some progress was made in this direction. 
In I993 the rate of rcpa~menl was 105 per cent of disbursements. However. this record was 
affect..:d by lhe political uphea\·als in lhe latter pan of IQQ4 after which the rale fell lo 50 per cent. 

The other ohjccl of the scheme wa5 lo leach the business community how lo hccome credit
worthy. To this end il is promoted lhr,)ugh glwernmenl agencies such as MTI and BEDCO and. 
more recently through 1'G0s. such as Women in Business. which have a close rapport 'Ailh S\1Es. 
Th·:se enwurage entrepreneurs lo develop business plans which arc ll>::n submiued lo .lhe hank 
for decision. 

Finance has also been made available through the Manufacturers· Assistance Programme operi!ted 
through the Lesotho Manufacturers· Association. Compared to the funds disbursed under the 
Small-scale Industries Project. this is a very small operation. Total dishursements in 1994 
amounted to no more than R.4.000. 

However. the scheme has interesting self-help features in that the revolving fund is financed by 
R.200 share-capital put in by memhcrs of the association and loans are made to those whc have 
been registered members for 6 months. have paid R.::!.50 annual subscription. contributed to the 
share-r.apilal. keep proper books and can show proof of an order. Again interest is charged at 
prime. Twelve loans were made in 1994 and the rate of repayment was 70 per cenl. It seems likely 
lhal the educational \·alue of this scheme is far greater than the amount of funds so far disbursed. 

c. Materials and components supply 

Exccpl for the hand-spun mohair yam used by the craft weavers and knitters. all the main 
materials and components used hy the garment producers have lo be sourced in lhc RSA. Because 
of transport and distrihmion costs and the small scale of the orders. prices arc very much higher 
than in the republic. The UNIDO mission was inform;.:d that polycotton fabric for school uniforms 
could cosl up to 70 per ceni more in Lesotho which explains why almost all the standardized items 
required by boys' schools arc supplied by importers lea\ing local pwd••ccrs only the more 
heterogenous school girls' market. 

The high cost of yarns and fabrics supplied through such companies as Mr:tro leads many 
producers to prefer to buy their requirements at source in the republic. Allempls by the Lcs~tho 
Manufacturers' Association to huy material in bulk on behalf of its members have had only limited 
success in that il is permitted to finance this only through the self-financed rcvol\ing fund. 

d. Taxation and business emironment 

One of the clements in the very high cost of materials and components in Lesotho is that sale~. tax 
is charged on these items when imported even though VAT has alre<>.dy been paid in the RSA. 
The LMA has suggested that relief he given on sales tax m the case of imported consumables hy 
way of an extension of the double-taxation agreement with the republic. but this has yet to he 
accepted hy the Ministry of Finance. 

The LMA has also attempted lo persuade the GoL to give local manufacturers preference in 
placing punlic procurement orders - a 30 per cent price-weighting in contracts was suggested. LMA 
believed that such a measure would he acceptable under the SACU. hut it had so far failed lo 
int<..rcst GoL in the scheme. 
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e. Market intelli~:?'-"l" and marketing 

The small size of most of the garment-making opcratiom make~ ic ve~- difficall for chem lll gain 
an understanding of their domestic market. still less that in the RSA. E~rt promotion of suitable 
products is one of the functions of BAPS. but has so far failed tl) address effecti\'ely. The Trade 
Promotion Li nit of the MTI is also unahk to offer much assistance. particularly since the project 
funded through the International Trade Centre came to an end in 1993. Pri\'ate sector initiati\·es 
through the LMA had similarly failed to make much impact through lack of resources . 

. 5<> . Nl!XT PAQE(S) 
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CHAPTER 5. 

S.1 GE:l\'"ERAL 

PERCEPTIONS OF THE 
CLIMATE IN LESOTHO 

INVESTMENT 

This chapter is concerned with the advantages and disadvantages of Lesotho as a location for 
investment in garment manufacturing facilities oriented towards export markets as these were 
perceived by the managements of mills interviewed by the U~lDO team in the early weeks of 
1995. 

It is important to bear in mind that these are perceptions, in other words not neces'.arily always 
the result of objective analysis. However, this is not to say that, because they may sometimes lack 
a certain element of intellectual rigour, these views of the situation should be dismissed as of no 
account. They reflect the opinions of me::i (and women) intimately involved with the problems of 
producing clothing for world markets in Lesotho - in so far as they were prepared to dis,;;uss them 
- and as such they would carry weight with their companies when these consider further 
investmc.nt or the continuation of existing enterprises. They would also influence the climatt' within 
which other potential investors would consider the country as a location for new projects. 

However, the general point should be made that most of the managers were working in a 
deteriorating market situation largely brought about by the restraints suddenly imposed on them 
in their principal market in 1992 and the fall-off in business occasioned by economic recession in 
all major markets. Partly as a result of poor financial circumstances they were also experiencing 
inc-easing difficulties with their workforces. There is no doubl that these factors were influencing 
their subjective assessments of the situation in Lesotho, causing them to down-play or even 
discount more advantageous factors - for instance, the low cost of labour in Lesoth:l, and the 
incentives made available by the government there. 

S.2 LESOTHO AS A LOCATION FOR SERVICING MAJOR WORLD 
MARKETS 

A. GENERAL 

The lack of phyo;ical restrictions over access to the US market was one of t\'!O principal reasons 
given by export-oriented garment-makers for establishing manufacturing enterprises in Lesotho. 
(The other was the low cost of labour · sec below.) 

The impClsition of quotas by the USA has certainly had a perverse influence on the usefulness of 
Lesotho as a garment manufacturing base as this is perceived by the Far Eastern investors now 
located in the country - far more so than the very limited range of products to which the quotas 
apply might suggest. The rer.1oval of US trade sanctions against South Africa has alo;o taken from 
Le . .;ot1o the main advantage it enjoyed over the republic in this respect. It is also important to 
remember that the lifting of US sanctions was preceded in 1992-1993 by a serious downturn in the 
US market for clothing which affected sales of other products not under quota · most notably, 
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perhaps. the surfingwear marketed hy Lesotho Clothing - and made it more difficult for the 
manufacturers of the categories under quota lo de\·clop markets for other lines. 

The ahsence of quotas on Lesotho prnducts in the EL markl;!t and the success of the (ioL in 
\\inning duty-free acccs:. for the main tc:\1ile products the industry has supplied that market - albeit 
for a limited period - has hy no means compensated for cutbacks sustained in lJS sales in the eyes 
of most companies. The main European economics also suffered the consequences of the world
\\ide recessinn. 

B. LABOUR EFFICIESCY 

a. Wage rates 

Thal a country has relati\·eiy low wage levels particularly recommrnds it lo organi7.ations looking 
for off-shore locations for export-oriented apparel investment projects. This reflects the lahour
intcnsivc nature of the industry - particularly in the making up (sc\\ing) stages of the 
manufacturing process which have proved remarkably resistant 10 technological change. Lahour 
is almost invariahly a major element in the overall cost structure - coming second only to the 
purchase of fahrics. h is this that gives LD~s their main comparative advantage mu developed 
economies in the manufacture of clothing.3 ' 1 

Producers · n Lesotho seem to consider that relative Iv low wage levels were the sim!le most 
important comparative advantage the country enjoyed ~s a supplier of apparcl.38· How~ver. this 
was in comparison \\ith the RSA. Not surprisingly, therefore. this consideration was more 
important to companies interested in the South African market - i.e. those estahlished hy South 
African investment - than it was to those from the Far East. For the latter. the possihility of 
unrestricted access to the US market had been the main reason for coming to Lesotho rather than 
mainland China - where wage-levels were still very much lower than in Lcsotho39

· - or other 
low-cost Asian locations. most of which have anractcd a very \\ide range of quota restrictions in 
the US market. However. even for these companies, relatively low wage levels were still a factor 
giving Lesotho an advantage over the RSA as an investment loc-•ion - even though the RSA was 
no longer subject lo trade sanctions. 

The South Afric.an companies·s appreciation of Lesotho's advantage in lerms of hasic wage costs 
was. however, tempered hy an awareness that, whereas these were very much higher in the 
republic in general terms. actual levels could vary quite widely in different areas of the country. 
Whereas the actual wages 0f skilled machinists might be twice as high in the traditional clothing 

37/ 

38/ 

39/ 

It is important to note that the same considerations do not apply in the manufacture of 
textile products. Herc all stages of processing from fihre preparation through spinning, 
weaving/knitting lo fahric finishing have proved very susceptible to improvements in 
technology which considerahly reduce the labour element in total production costs. It is 
not without significance that Germany is the largest supplier of world markets for fahrics. 
exceeding China which is increasingly affected by the technological hackwardncss of its 
industry. 

During the UNIDO mission lO Lesotho it was found that average wages ranged hctwecn 
R.400-450/monlh. (Rates were invariahly quoted in Rand.) The legal minimum wage for 
a sewing machine operator was M.307.97 for a trai:ied sewing machine operator and 
M.293.fi'I for a trainee. The hasic wage for a trained operator in the RSA was said to he 
around R.4<Xl/month. hut it seems likely that most receive far more than this. It seems 
generally agreed that the differential hetween Basotho and South African minimum wage~ 
is reflected in that hctwecn those actually paid. 

According to Lesotho Haps, wages in China arc only 25-35 per cent of those in Lesotho. 
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centres around Durban40 and Cape Town and the actual costs of emplo~ing labour three times 
as high. the differential was \"cry mud:. less marked in less de\·eloped areas - especially the former 
"Homelands". (For instance. it is understood that wages being paid in clothing enterprises in the 
area around ladybrand in the Orange Free State were comparable with those across the border 
in Maseru.) 

There was also a general impression that wages in Lesotho were under considerable upward 
pressure. partly as a consequence of Minimum Wage legislation in the kingdom. partly as a result 
of labour agitation. In reality. the Minimum Wage legislation docs not seem to ha\·e been a major 
factor in increasing wage costs in recent years.41 · The latest a\"ailable objecti\"e c\idence of 
wage-levels in Lesotho docs not suggest that there were substantial increases in the average levels 
in 199~. Howc\"cr. the costs of cmplo~ing labour - overheads rather than actual pa\" packets - have 
probably increased as a result of new obligations imposed on employers by the Labour Code of 
1993. 

b. Labour producthity 

b.I International comparisons 

Producers arc, of course. keenly aware of the distinction bet.v.·een wage rates as such and actual 
labour costs in production which take into account labour producti\ity. 

Most companies inteniewed were of the opinion th?t Basotho workforces could he trained to 
operate at le\"els of producti\ity which were reasonably high by international stanJards. Far 
Eastern employers spoke of achie\ing levels of efficiency fairly close to those prc\·ailing in factories 
in the Special Enterprise Zones of China proper (80 per cent) and even in Hong Kong.42/ 

Given the general attitude of Chinese ~arment-makers towards foreign work-forces in other 
African countries and the Caribbcan.43

: it is likely that those in Lesotho were not so much 
dismayed that their own employees were less efficient than those in the Far East. but agn:eahly 
surprised that they were not that much less efficient. 

40/ 

41/ 

42/ 

43/ 

According to Maseru Clothing, the wages of a machinist might average around 
R.100/week in Maputsoe while in Durban they would be R.180. 

According to the Labour Commissioner, the last substantial hike m mm1mum wages 
occurred as long ago as 1990. 

The most precise comparison was given by CGM which claimed that it took 1,700 
employees in their mill in Thctsane to produce the same volume of items as it took 1,200 
to produce in Hong Kong - i.e. the Thetsane work force was 71 per cent as efficient as 
that in Hong Kong. On the other hand, one of the South African companies claimed that 
a line of 38 workers could produce 1,400/day in Durban whereas in Maputsoe a line of 
59 could only produce 900/day. In other words, output pc;r man-dav in Durban was rather 
more than twice that in Maputsoe. 

There is a persistent prejudice am~.ngst Chines:: managers - especially those without 
specific experience · that non-Chinese workforces in apparel industries can never achieve 
the manual dexterity or be motivated to work as hard and as productively as their Chinese 
equivJlcnts. This seems lo apply particularly to African and Afro-Carihhean workers. In 
these case~ an apparently inslinctivr, distaste for what arc pcrreived as the distinctive 
physiognomical characteristics of black people is often reinforced hy one-sided reports of 
the bad experiences of some Chinesi.'. managements in countrie~ such as Jamaica and 
Nigeria. However, this generalised prejudice is usually modified by direct experience . 
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South African employers were of the opinion that workforces in Lesothtl were less pmducti\"e than 
those in the traditional clothing centres around Durb:m and Cape To\\n. but mon: so than those 
in other parts of the country~ How far these opinion!'. were based on ohjecli\"c analyses is 
unclear. 

In fact there seemed to he general agreement that gi\"en that most of the Basotho w0rkforces 
were composed of first generation employees \\ith no culture of industrial discipline and that most 
contained a large proportion of relatively inexperienced workers and even •rainces. efficiency could 
be brought to quite creditahlc Ic\·ds. (On the other hand. the corollary of this would seem ta he 
that. other things being equal. as they gained experience. workforces outside the traditional 
clothing centres in the republic where wage levels were comparablc \\ith those in Lesotho. could 
become as productive as those in the kingdom.) 

However, it is important to note that. while Basotho workers could be reasonably dficicn •. il wa_., 
generally agreed they were not adaplahlc. When they were asked to produce categories nf clothing 
with which they were unfamiliar. pwducti\ity fell off alarmingly in a way that did not happen \\ith 
Far Eastern workforces or those in Durban/Cape To\\11_ (This seems to bc a factor in the 
difficulty experienced by of the Lesotho garment-makers in adapting to the production of olhcr 
than basic items such as trousers :md kniued shirts for the US market or any items for the El· 
markets.) Furthermore. this phenomenon is not attributed to mere inexperience. but to a stuhht>rn 
refusal to learn to carry out operations to which they were unaccustomed_ 

b.2 Workforce attitudes 

It was generally acknowledged that industrial indiscipline was currently far more rife in South 
Africa than in Lesotho. The managements of South African companies still seemed to find this 
an important comparative advantage enjoyed by the kingdom as a location for garment-rr.aking. 

An immediate cause of the discontent reported by managements in many of the mills \isited seems 
to h:ive been a perception on the part of the workforces that terms and conditions of emplo~mcnt 
\\ere inadequate. Such a sense might be exacerbated by the high cost of li\ing in Maseru and 
Maputsoe, which approaches South African levels, logcthcr with an awareness that their wages arc 
lower than those being pa!:i for doing comparable work in industrial centres in the republic such 
as Johannesburg. Durhan and Cape Town - a fact with which they arc likely to be quite familiar. 
It is also c0 .monly believed that managers have dismissed trainees before the completion of their 
apprenticeships and skilled workers before they qualified for severance pay. not for the given 
reasons of incompetence or malpractice. but as deliberate cost-cutting policy.~5 / 

The o~ficial record of lahour dispute~ might suggest that the garment-makers' perceptions of their 
difficulties arc exaggerated. Table 11.7 below indicates that in the period covered only in 1993 was 
there a significant number of industrial stoppages - a time in which the ordinary causes of disputes 
are likely to have heen aggravated by political turmoil - and it would seem that the hours lost per 
man involved in that year were very small. (In that respect the stoppages in 1991 were far more 

44/ 

45/ 

As in the ca.'\e of the managers of the Chinese-owned companies, there is undoubtedly an 
clement of racial prejudice here. There is a pcrcepli<1n that producers with African work 
forces - in South Africa or in Lesotho - cannot expect to achieve the levels of dficiency 
achieved by the work forces of the traditional centres of clothing activity in the republic 
which employ il high proportion of workers of Indian ethnic origin. On one occasion this 
compari;.nn was made in explicit terms. 

The UNIDO mission was told of practices of this nature hy !>enior government officers 
who ohviously felt that they were often justifil:d. 
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serious.) However. it is acknowledged that these data do not record the loss of production caused 
by lahour unrest that never became formal strikcs.46

· 

Table 11.7. Industrial unrest in Lesotho, 1990-1994 

1990 
1991 
1992 
1993 
1994 

Strikes 

14 
9 
7 

38 
6 

Workers involved 

2,098 
2,374 
1,082 
6,440 
2. 773 

Han-hours lost 

6,504 
83,551 
12,389 
61,240 
10,380 

Source: Offioal sources. 

In interviews the managements of the Far Eastern cor.1panies complained more of industrial unrest 
and the often boisterous indiscipline that can accompany it than their South African counterparts. 
This could reflect a greater cultural remoter;ess of managements from their workforces. Many of 
the senior managers interviewed were not entirely fluent in English. This factor could also be 
exacerbated by the fact that many of the supen.isors in the Far Eastern companies who work most 
intimately with the line-operatives were of Chinese or other Asian origin who are perceived as 
more foreign than whites or Indians - especially if their command of English is poor. Far Eastern 
managements seemed to expect the authorities lo play a more decided role in suppressing 
turbulent manifestations of workers' discontent than is the custom Lesotho - just as they would 
in Taiwan Province or China.47/ 

The Labour Code introduced in 1993 represented an attempt to civilize relationships between 
managements and workforces by introducing formal channels of communication and arbitration 
between the two. However, the need to train staff meant that the Code did not become 
operational in this respect until the closing months of 1994 and it has s1ill 10 be shmm that it can 
be effective. A violent dispute erupted in at least one garment factory during the period of 
UNIDO field-research in Lesotho. 

b.3 Incentives 

The majority of managements interviewed claimed to pay their workforces above the basic 
minimum wages ordained by the government. This might indeed be in response to workforce 
pressure, but it also suggests an awareness that wage levels are indeed inadequate. 

46/ 

47,' 

II is also noted thal a dispule in 1989 in a second factory run by Lesotho Textiles al that 
time was sufficiently serious to cause the group to close down that establishment 
permanently. (On the other hand, we do nol know how far the occasion of 1he strike was 
seized upon as an excuse lo get rid of capacity that had become a financial 
embarrassmcnl for ocher reason~.) 

However, there was an awarenes!. on the part of the Exporters's Association that this 
would nol happen and that it was up to the companies to take things as they were and 
do their nest to come to terms with their people. 
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lncenlin: .schemcs to cncouragc producti\ity wen: in place in a number of facwries. In most cases. 
these did not seem Ill haw the desired effect. far Eastern managements sometimes regretted that 
they were not able to inlroduce piece-rate wage schemcs. such as they found efficacicus in Hong 
Kong and Taiwan Pro\ince. In fact. so far as could be discovered. there w;is no government 
regulation specifically forbidding l!1is as long as all workers rccei\·ed the basic minimum wages. 
There may ha\·e been lrade union opposition to the notion of piece-work in some cases. but the 
main obslacle to such schemes would seem to be the p0or financial si!Uation of many of the 
comparues. 

By its m.1111 account at least. thc company tha1 has most successfully a:ldresscd thc p:-nbkm of 
labour relatil'ns is lcsotho Hawk. The key-dcmenl hcre appears to bc the pmducti\c relationship 
of !he Chinese Managing Director and the l\laso1ho works manager which could not. of course. 
h-.: reproduced lo order. However. ii is also understood that the management in Taiwan Pro\ince 
has been persuaded to remit to Lesotho half the profils of thc group operation - a process no 
doubt facilitated by lhe fact that the Maseru plant is its sole manufacturing unit - and workcrs are 
allowed to purchase shares in the company which (so the management asserted) gi\es them a n:ry 
real interest in its success . .isi 

5.3 A.1'1 APPRAISAL OF GOVE~~ME~'T POLICY A.1'10 AD'.\11SISTRATIOS 

A. l!'.'VESTMENT AND EXPORT 11'1CE1'TIVES 

Th1.: managements of Lesotho companies inteniewed had frequently to be reminded of the 
incenlives made available by the Gol. In other words 1hese were not immediately percei\"ed as 
giving the kingdom any particular advantage as an investment location. It was also felt that 1hc 
Government of South Africa was more generous in 1his respect. 

One reason for the lack of enthusiasm c;hown may he that financial control is not exercised in 
Lesotho. but in companies·s headquarters in the republic or Taiwan Pnwince. Managers. therefore. 
do not seem to be alwdys fully aware of the significance of particular measures. 

The in-bond scheme allowing the duty-free import of fabrics and other materials for export goods 
was generally appreciated as was the 75 per cent training grant. However, managers were not 
generally inclined to cite the 15 per cent level of company i11comc lax as a particular advantage -
although they would acknowledge that it compared very favourably with South African levels. 

Most of them had willingly transferred from the old tax-holiday incentive. 

The view of the Export finance Scheme was often affected by the fact that companies working 
on a CMT basis claimed not to use it. There were also complaints that the rate of interest was too 
high - the rate is set at prime. Companics also complained about the bureaucratic nature of the 
proceedings governing acccsc; to the fund, but did not encounter this ourselves. II was suggested 
that over-borrowing had heen instrumental in causing both Morija Textiles and ~'1uthern Cross 
10 cease trading and underlay the problems being experienced hy Lesotho Clo:hing. It was not 
possible to confirm this from information from the companies themselves. (Indeed, Southern Cross 
reported that it did not use the schc.:me.) 

Long-term loam; at a fixed rate of interest 1 per cent below prime did not seem to be considered 
as an incentive for investmenr. Lesotho Hawk indicated that it was currently paying 18-19 per cent 

.iR/ Lesotho Hawk gave the UNIDO mission no information about its financial pcrformancc. 
It is possihlc that its sanguine commcnts on its activities and prospl:r:~ might not have 
been unconnected with a desire lo influence (ioL in its search for lower rates of interest 
on short- ;,nd long-term loans. Nevertheless. ii seems undeniable 1na1 1hc rnmpany"s 
labour relations arc heller than mmt. 



on its loans. h suggested that it would ha\·e IO he ahk to secl'· e capital al lll per cent payahk o\·er 
fi\'e years if it was to proceed with its facwry expansion plans. 

8. THE fl'.'iA.'\CIAL R.\'.'iD 

As Lesotho is a member of the Common \tonetary Area (CMAJ. im·estors have in the past 
beaefitted under the Financial Rand \kchanism which aliowed for the purchase of rands for fo:ed 
capital im·estmc nt to be carried out at a discounted rate against the prevailing. market exchange 
rate (the "Commercial Rand''). Clothing. manufacturers which ha\\: heen ahlc to raise capital in 
this way arc indicated in Table II.~ hclow. The differential between the Financi:1l Rand and the 
Commercial Rand tended tn narrow once sanctions against the RSA were lifted and the 
ad\·antagcs of using the mechanism declined correspondingly. Tht: Financial Rand was in fact 
abolished in March 199.'i. 

None of the c,1mpanies inrnl\"ed made ·my rden:nce tu their Financial Rand transactions or in any 
way suggested ; t;at this facility add•.d to Lesotho·s al!P:tions as an investment location. The 
bureaucratic procedures inrnl\"ed in using the mechanism arc said tfl have be,·n an increasing 
deterrenc. 

Table 11.8. Financial Rand applications by Lesotho clothing producers approved by the 
South African Resen-e Bank, 1991-1994 

Year Applicant Thousand rand 

1991 Lesotho Apparel 617 .2 
TransAfrica Textiles 902.7 
C&Y Garments 259. l 
Basotho Jeans 349.3 
Royal Eagle Textiles 227 .3 
Crayon Gannents 977 .7 
Southern Cross 385.0 
Super Knitting 867 .6 

1992 Crayoil Gannents 904.8 
Royal Eagle Textiles 13,997.4 

1993 TransAfrica Textiles 920.6 
Lesotho Hawk 430.4 

1994 C&Y Garments 120.7 

Source: Official source~. 

C. PUBLIC UTILITIES 

There were general complaints about the so-called 'WET factor - water. electricity and 
telephones. These complaints related both to the poor service, which, it was said, frequently 
disrupted production and the high cost · especially in comparison to South Africa. This was 
frequently cited as a major factor off-setting the relatively low wage costs in Lesotho. As far as 
could he determined given the limitations of the data made availahle. utilities rarely accounted for 
more than 15 per cent m total manufacturing costs, but the hidden costs of irregular supply in 
terms of lost and delayed production must he considerable . 
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D. GOYER'\MPff AD'.\11'\ISTR.\TIO'\ 

a. General 

Apart from the gm·errrment"s perceived laxity in dealing \\ilh outbreaks of industrial unrest. there 
were thr::e areas of public administration which seemed lo gi\·e particular concern to garment 
manufacturers in Lesoiho. These related to: 

The issuing of work pc::rmits for non-national memhers of staff: 

The administration of the L'S export quotas: and 

The granting of public holiuays. 

b. Work permits 

The cautious response of the Department of Labl1Ur to requests for work permil5 for fnn:i?Jl 
members of staff. especially al the more junior management b·ds. rdli..:cts its awareness of the 
magnitude of unemployment in Lesotho and th:.: resentment caused by the presence ol large 
numbers of foreigners doing work which i1 is felt could be carried out hy locals if only companies 
would undertake lo train them. 

It is claimed that the Far Eastern companies in particular were bringing in staff lo work al 
supenisory levels who had no specific qualifications for the jobs they were ostensibly co perform. 
This appeared to he related lo the suspicion char Che main purpose of the company managemencs 
was to introduce relative_ or other rlients for the purpose of escablishing businesses in the retail 
and catering seccors which would compete \\ilh local .:nterprises. 

Industry sources countered these accusations by asserting that they would not undertake the 
considerilbk additional cost of importing staff if indced thev could fill the positions \\ith 
nationals. 19

/ However, suitable persons were not readily avail~ble in Le~otho. The poinc was 
often made char local training schemes were not designed co produce polencial managers. 
Managemenls also argued that. while their expatriate appointees mighl lack formal qualifications, 
they were usually highly experienced and in the garment industry at supeni:.ory level experience 
was all. 

There wen: general complaints about the failure of the Departmcnl of Labour l'.l publish objective 
criieria on which they considered applicaciom; for permits. It was implied that this lack of 
transparency made for corruption. although r•J sperific ins!ances of this were cited. It was also felt 
that the Department took far too long in dealing \\ith requests. 

c. Administration of US export quot.-.s 

The allocatio!'I of the US quolas on exports of knitted shirts and trouser!'. amon~ .he Lese.tho 
manufacturers was a fruitful cause cf diswntent. (The less desirable Canadian quotas on the same 
produces and Ell derogation quotas raised nothing like the !lame degree of pa~sion. Indeed, th:.: 
gcwcrnment has not folt it necessary to iutroduce any system for allocating the Canadian quota. 

49/ There i., sornc validity in this argument. In Mauritius Chinese-owned companies prcfcrrl.d 
to use Inca! manager<, who were found far more effec.tive than Chinese expatriates in 
getting the best out of the workforce. One of the largest of th.:se companies, Afasia. was 
entirely local from a very r·arly stage in its operations . 

. (1~. 



.md cxpl•rt catificate' an: simpiy issued t>y the _Trade Promotion l'nit in the \tinist~ l)f Trade 
"Ind lndusr~- on a first·Cl1me-first-sen::d t>asi,._;' 

A1!o.:atiom of Lcsothll·s l"S e:qlorl quota<. an: dctermim:d not on the has!s of historical 
performance as in most 1.:ountrie~ where these an: in force. hut according tc, ~ c11mplcx system 
which wi.:ights each applicant on th:: hasi" of its emplo~ment. the \'olume of its C:l."Jh)rb and their 
\·aluc5; with hy far the greate<.I emphasis heing placed on empl••yment. (The Department of 
Lahour lxlien:d that thi<. had the effect ,,f causing 1h,1!>:.: secking quota lo inflate their rcported 
employment.) 

The operation of system ~1ad resultcd in reduced export opportunities for those companies which 
prior to {992 had been prominent in devdopim; l"S trade in the quota pniducb · hec<!use their 
allocati,ms of the national quotas were below their historical export lc\'cb · and had gi\·cn ~·aluablc 
quota !I• those v.ithout adequate cxperi<ncc of the marl ct. This •'Utcome had roused suspicions 
that the allocation process was subject tll political influence. 

The Ministry of Trade and lndust~ had indeed shown itself \\illing to reallocate unused quota to 
the more successful exporters during the course of the year. but the inad·;quacy of ih monitoring 
systems meant that it did not hecome aware quickly enough when companies were under-utilizing 
their quota. In any case it had no powers to encomage or compel co'll~anies which did not use 
the" initial allocation to surrender the unused pnnion in good time to allow those which needed 
it ro accept orders and plan their production programmes. One result of this was that the trouser 
quota tended no; to be fully used. 

d. Public holidays 

Companies critici1ed the number of regular public holidays each year which added considerably 
to production costs. However, they found the go\'ernment"s habit of announcing new ones on an 
ad hoc basis. usually ar very short notice. more than usually di~rupti\'.: and costly. 

E. POLITICAL U~REST 

The industry found the political turmoil that occurred in 199~ and Jll<J..J particular!~ disruptive. It 
seems to have seriously undermined its confidence in Lesotho as a secure base from which to carry 
on its business. ]\;evertheless. it seems lo he tacitly acknowledged that the situation in this respect 
is far less disturbing than that pre\'ailing in the RSA and that there have been considerable 
impro\'ements since the installation of a dcmocratically-elci.:ted government. 

:Sil; 

:S l I 

So relaxed was the TPU (and. presumably, Canadian Cu~toms) that whi.:n the L'~IDO 
mission was in Lc~olho it had still to develop new documentation for certifying export 
shipments to Canada and was using those which had oeen designed for administering 
shipments under the Generalized System of Preference~ ((iSPJ. 

See Aprendix II for an explanation of t!1c system. 

NIXT PAOE(SI 
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CHAPTER 6. EXPORTS OF TEXTILE PRODUCTS 

6.1 EXPORT PERFOR.l\1A. "'iCE 

According to Lesotho Customs data indicated in Table 11.9, there are three main categories of 
textile product exports, textile fibres. textile yarn, fabric etc and apparel and clothing. 

Of these, apparel and clothing is by far the most important. It is. m fact. the largest single 
component in the country's overall export trade. Exports increased in absolute terms each year 
between 1988 and 1992, although there was a slight decline in their relative importance in the 
latter year. 

Trousers are shown to be the most important item. This accords with the pattern of Lesotho's 
export trade in clothing developed from discussions with trade sources. However. while shirts were 
the !argest item in 1991 - also supported by information from trade sources - it is not possible to 
identify what these were in other years. The size of babywear shipments in 199:. is surprising. but 
is reflected in US import data - see Table II.IO. 

Exports of textile fibres varied quite considerably in value from year to year over the period 
covered by the table. This reflects the normal behaviour of a commodity market. Although full 
data arc not available, it is understood that shipments of wool are usually larger than those of 
mohair, but not invariably so. 

Although the items comprehended in the textile yarn, fabric etc category differ from year to year, 
it would appear that speciali7.cd fabrics and yarns are the most important, despite the value of 
exports varying from year to year. As might be expected given that these are, for the most part, 
lw.-ury items, shipments seem to have fallen off in 1991 and 1992 with the onset of the world 
recession. 

6.2 EXPORT DESTINATIONS 

A. GENERAL 

It is not possible to determine the main destinations of export shipments from the Lesotho trade 
statistic.s. However, subjective evidence from trade sources suggested th;.t the main outlets were 
the RSA, the USA, the EU and Canada. 

R. THE RSA 

a. Trade relation<; with Lesotho 

The RSA and Lesotho are both members of SACU. This means that prnjucers in hoth countries 
have duty-free access to other's market. In addition, there arc no quantitative restrictions on cros!>
bordcr trade. There is a double-tax agreement which meam; that companies which pay company 
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incom · lax on lheir earnings in one counl~· need nol pay il in lhe other. (Given •hat the le\"el of 
corporate income lax is 15 per cent in Lesotho and .io per cenl in the RSA. this constitutes a 
considerable incentive for SCJulh African companies to manufacture garments in Lesotho for their 
home market.) 

Table 11.9. Exports of textile products by Lesotho. 1988-1992 
(Thousand M.) 

Product SITCa/ Period 
hei'ding 1988 1989 1990 1991 1992 

Textile fibres 2 23,608 31.614 17,629 9, 769 19,159 
(16.3) (17.7) (11.5) (5.2) (6.fi) 

Wool 24,361 14,253 3,648 15,293 
Mohair 7,253 3,376 6, 112 3,816 
Used clothing 9 50 
and texti 1e:; 

Other rtES 0 0 

Textile yarn, 65 4,302 6.714 8,214 4,928 1,184 
fabrics etc (3.0) (3.8) (5.4) (2.6) (0.4) 

Yarn and thread 651 971 111 525 168 
Woven cotton 652 2,881 2, 114 679 118 
Woven nmf 653 10 0 176 
Tulle, lace etc 656 1 
Special yarns, 6579 2,630 509 
fabrics etc 

Tarpaulins 6582 2 
tents etc 

Tapestries 765891 768 559 376 198 
Carpets. 659 7 11 2 7 
rugs etc 

Other NES 2,072 714 o 

Apparel 84 49,272 76,411 64,812 118, 734 172,628 
(34.0) (42.8) (42.5) (63.4) (59.4) 

Suits and 8412 23,082 7,585 5,·H6 1, 327 
ensembles 

Jackets and 8413 912 1. 752 899 2, 162 
blazers 

Trousers etc 8414 20,695 24,786 54,850 94,163 
Underwear etc 8416 l.145 2,814 4,587 9,077 
Dresses and skirts 8424 10,965 7 ,232 6,080 5,370 
Babywear 8451 20,589 
Knitted jerseys 8453 7,559 1. 417 11,069 6,876 
Accessories 8461 7 ,327 
Headgear 8484 2 2 0 
Shirts and blouses 2.828 11. 553 24,789 
tither apparel 9.2'5 7,693 35.751 30,737 

All textile 72 ,883 108,029 82,446 128,506 191,787 
products (50.3) (60.6) (54.0) (68.6) (66.0 1 

Al 1 exports 144,859 178,392 152,661 187,249 290. 755 
(100.0) (100.0) (100.0) (100.0) (100.0) 

Source: Bureau of <;1a11s11cs 

Figures in parenthe11Cs md1ca1e perccn1age of 101 ... erpons 

a/ These head1n~ were f1rsi used in 1992 "' 11 1s not alv.tY" poss1hlc to compare that year With carhcr p<nods. 
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b. RSA imports from Lesotho 

The RSA does not record impom from Lesotho. The C~IDO mission was informed by South 
African official sources that the trade statistics oi the RSA a&e prepared on the premise that. as 
such imports originate from "1.ithin the SACL .. they are. in fact. domestic. 

C. THE USA 

a. Trade relations with Lesotho 

In 1992 the US and Lesotho Governments agreed that Lesorho exports of a numher of textile 
products should be subject to quantitati\·c restrictions as indicated in Table II.IO hclo\\. These 
quotas were imposed according to the prmisions of the MFA. (Alth0ugh Lesotho was not a party 
to the MF A. the US Government. as is its usual practice in such cases. proceeded as though it 
was. Ostensibly, the US Government could claim chat this was a concession in that Lesotho was 
given the protection for supplier countries inherent in the MF A which it would l-e denied if the 
USA stood on its rights and chose to ab!de by the prmisions of its relevant d0mestic legislation 
as embodied in the Agriculture Act. 1956.) 

The quota on knit T-shirts and tops was inspired by a rapid increase (62 per cent) in Lesotho 
exports to the USA of these items in the year to end-July, 1992. as opposed to the same period 
in 1991-1992. Furthermore, shipments were accelerating. In the seven months to end-July. 1992, 
imports were 97 per cent higher than in the same period in 1991. h was this e\idence of rapid 
growth in imports from Lesotho together with other. more subjective criteria that satisfied the US 
Gcvernment that those imports disrupted or threatened to disrupt its domestic market.52.' II 
accordingly proposed that in the first quma-year shipments should be limited to the level achie•:ed 
in the year to end-July, 1992, i.e. 810.000 dozen. However. this me..nt. effective!~·. that not merely 
was growth arrested, but it was necessary for the Lesotho industry to retrench becau!;c the annual 
rate cf shipments in 1992 was above this level. 

As from September 1993, basic T-shirts. tank tops and sweat shirts were taken out of quota. 
However, it seems that the Lesotho industry had not been greatly concerned with producing these 
items and, as the redefined quota was also reduced from 810,000 dozen items to 7b0 000 doze .1. 

the industry did not gain much relief from this. 

52/ Whether or not market disruption has occurred is determined in the USA hy the 
Committee for the II1'olcmcntation of Textile Agreements (CITA). Whether or not CITA 
takes action in any specific instance i~ determined firsr of all by the application of the so
called 30:20:1 formula. 

1. Either total growth in US imports from all source~ of the p!'oduct or category in 
que~tion was more than 30 per cent in the most recent year or, alternatively; 

2. The ratio of imports of the product or category from all sources 10 domestic 
production was 20 per cent or more; and imports from the individual supplier 
country under consideration equalled 1 per cent or more of the total US 
production. 

According to US official sources. the mere fact th.:1 one or hoth these criteria arc met 
docs not in itself necessitate the imposition of quota!> on imports of the producr under 
consideration. This is determined hy CIT A in the light of whether or not US producers 
are being caused serious damage, particularly in terms of employment - a subjective 
judgement in which CIT A has historically allowed irsclf to he influenced hy US industry 
opinion · and whether the landed prices 1lf the imports arc suhstantia:ly below rhm.c 
prevailing in the USA for similar products. 



Th:: quota imposed on trousers etc manufactured from wo\·en fahric was ah(' inspired hy L·s 
concern a~ the rapid c:xpansinn ol its imports of this category from Lesotho. In tht: yt:ar ll' enJ
July. 1992. were 155 per cent higher than in the pre\ious twelve momh (Y..:riod and in the st:vcn 
months((~ end-July 1992. 167 per cent higher than in the first seYen months ~f l'N2. L"nlikt: L'S 
imports of knit shirts fro!I" Lesothll. those of trousers did not meet the ohjc:ctiYc criteria 
estahlished hy the L\ (iovernment for determiningprima facie market disruption. Hnwe\Cr. there 
was e\idence th:>t a very suhstantial proportion of those imports (some 80JIOO dll!en pit:ces out 
of total recorded imp.lrb in the year W end-July of 270.000 dlllt:n) in fact cnnsisted of 
transshipped g1'ods - i.t:. material madt: in other countrit:s for which Lesoth,, origin had ht:cn 
fraudulently secured ((1 amid qu<>la limitation~ imposed on exports from tho<.t: countrie~ in 
hilatcral •rade agreer.tents "ith the L1SA. \lost of those inteniewt:d had littk douht that r.10s1 of 
the duhious goods wert: in fact of mainland Ch;nese or South African origin and much of it may 
not e\·en ha\·t: entered tht: Lesotho Customs Territory. 

The L'S GoYernment wa~. therefore. in part al least. motivated hy a 1ksire to persuade the GoL 
to cooperate in checking this ahuse. That this was so is indicated hy its "illingness to agree: a 
quota which was substantially aho.-e its own record of imports in the year to end-July. 1492 - i.e. 
375.000 doze.1 as opposed to 270.000 dozen. However. Leso!ho shipments had so accderaled in 
199::! that the outcome for that year at J77.IOO dozen was to be in excess of the quota imposed in 
the period Decemhcr 1992-!'ovember !993. so. again. Lesotho producers were ohliged to redui:c: 
their lev<!ls of acfro.ity. 

The limitations imposc:d hy the US Government on Lesotho trade. should proh:ihly be seen as part 
of its wider struggle to keep imports from China ·within the quola limils agreed \l.ilh chat country. 
(lt seems unlikely th<;t rhc: USA was particularly concerned at the possibilily that a few scores of 
thousands of dozen of South African products might somcho"· have been added to Lc:sotho 
containers in the course of their pas~agc through rhe RSA lo the port.) In addition. lhe restraints 
had the effect Clf neutralizing: Lc:sorho as an off-shore production location for Taiwanese and Hong 
Kong manuhcturers in rhc:ir (wholly legitimate) efforts to circum\'ent the physical limitalions 
imposed on their exports from their 0\1.11 countries and overcome steadily rising d.)mc:slic lahour 
costs. It was only in this context that Lesotho poses any rhreat to the US market. Like many other 
LDCs, Lesolho was an innocent \ictim of the cor.flict between the US textile and garment industry 
anct suppliers in the: three main Chinese economics which had long dCquired glob.£1 scope:. 

It is true:. of course, that the US restraints covered these two products only and that it was opc:n 
to Lcsotho-hased garmenr-makers both to dcvcloo sales of other garment categories in the USA 
and to find markets for all garmenr (alego1ies in other cm:ontries. Both these expedicnrs have: heen 
tried. H1,wever. frrm the point of \icw of the Lcsoth'.l industry. the argument has several fl?ws: 

The relative inexperience of much of the Lesotho workforce: means that its cfficienry is 
much reduced when it starts lo pmduce items with which it j, unfamiliar. 

The other major garment markets arc not only smaller than that in the USA, hut also 
tend to be more difficult to service for reasons discussed hclow. 

Another consideration is that, in ali the: major world markets, sales of garments other 
than hasic items. such as trousers ar<l knit shirts, had heen hadly affected hy the lin!!ering 
effects of the recession of the early 1990s. 1°92 was not a good rime for new suppliers 
either to he!!in m:irketing other categories of garments in the 'JSA or to attc:mpl 11· 

develop narket~ in other countrics. 

The: US moves were. therefore, to havc vcry scrious implicatiors for Lesotho·, chancc' of 
attracting furthc:r invc:stmcnt in ihc: garment suhscctor. 

It is undcrslood tha'. !he U~A. ;, icd to pcrsuadc thc (ioL to accept an cxte'lsion of the 1992 
agreement fm one further' car in 19<;4. incrc:asing the quota levd•. hy 6 per cent in each case and 
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strengthening t~~ anti-transshipment pw\isions in ways that might be construed as an in\"asion of 
Lesotho so\'ereignty. Officials suspect that. had it accepted the lJS Governmcnt"s prcposals. the 
Lesotho Gm·ernmen! might well have found lhal it had forfeited the counlry·s .-ighls uT\der lhe 
ATC [0 more generous lreatment in rcsp::.:t of products DO( integrated into foe GA n· which 
remained under quota in agreements \\it'J importing countrics.53 · As mancrs stand al the time 
of \\Tiling. the situation regaraing these quotas remains unclear. 

Table 11.10. Quantitati\"e limits on exports ofgarmeo~s from Lesotho to the USA. 1992-199-1 
(Dozen pieces) 

Category 

3388/3398 
/6388/6398 
(Knit shirts, 
cotton and rrmf, 
excluding basic 
T-shirts) 

347/348 
(Hen's ar.d 
women's cotton 
trousers, shorts 
etc, including jeans) 

Source: Official sources. 

01/12/92-30ill/93 

760,000a/ 

375,000 

0~/12/£3-31/12/94 

872 ,733 

430,625 

Increase on a comparable 
12-l!Klnth basis 

(Percentage) 

6 

a/ Ongmally 810.000 dozen. but reduced to this !evel when onlmary T-sh1ns and tops were taken off-quota 1n 
&ptemher 1993. At the same time the !:vel m the follmi.1ng year "''35 reduced pro rara to mam1: :;1 the 6 per 
cent increase onginally prm1ded for. 

b. Exports to the USA 

As already noted. it was not possible to secure detailed information regarding Lesotho exports of 
garments lo the USA. However, Table 11.11 below indicates US imports from Lesotho as recorded 
by US Customs For the most part these categories relate to those covered by the US quotas noted 
above. Trousers (produced from weven fabric and coinciding with the MFA category 
347 /3-18/647 /648) takel" together arc by far the largest item, the value of female articles exceeding 
those of the male. Of the k."Jit tops, female blouses se~m to be the largest single item. 

531 Sec Appendix I. In fact, th:s may be an int .,rrect interpretation of the A TC provisions. 
The requirement thai the rate of growth l')e increased , ~y 16 per cent) applied to 
i,hipmcnts of products that remained under restraint from agreements concluded under 
the MF A. The US/Lc-.otho agreement in fact terminated before the A TC came into 
force so it would appear that, if the !JS wanted to f' new re.;trictions on the prducts 
affected by that agreement, ii could do so under the transitional safeguard mechanism in 
Article 6. This provides (para !.5) tha1 in the case of produ.:ts subject MFA restraint in 
the 12 months prior to the cnlry into force of the '.Vi 0 agrce"Tlent - i.e. in 1994 - the 
level of restrain! shall be not less than the actu1J level of exports in the 12-IT'lnnth period 
terminating two months preceding !he monlh in w'1ich the request ~0r consultation was 
made. On the other hand as Lesotho is a lcast-dcvc.:k tied r.mntrv, the USA is obliged 
(para 6.(a)) to afford it significantly more favourahle treatment than all other suppliers. 
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The \·aluc aurihuted io jerse~- exports is incredihlc. Those jerseys that arc exported to the l"SA 
arc mnsl likely to be the high nluc. hand i.:.niucd \\'lloi and mohair items rather than those 
produced from acrylic fibres intended mainly for the domestic schoolfirl market and it seems most 
unlikely that those: organizations which produce the former takt:n together have sales approaching 
those indicated en:n <Jn a CIF hasis. The i..csolhll data - sec Table 11.9 ahovc - would seem to 
rnnfirm thi>. It is possibl.: that th.: value of these is understated when lca\mg Li.:sotho. hut the 
difference between the export values indicated in Table 11.4 is still too gre:ll to he thus easily 
reconciled. The U!'IDO mission was informed hy the CS Department of Commerce that the L'S 
cfoi not have any records of imp•ms 0f knined jerseys which had hecn monitored for MFA 
rurposes and it is inclined t0 rnnclude that th.: data under thi~ head in Tahk 11.l I arc not lo he 
trusted. 

Table 11.11. us imports or garment~ from Lesotho. 1989-199-1, selected ~-ean. 
($ million) 

Product 1989 1992 1993 1994 (January-Ncvember) 

H&B trousers 2.6 3.9 8.5 13.9 
(18.71) (8.63) (16.25) (26.28) 

Cotton shirts (not knitl 0.6 3.3 4.1 
(l. 33) (7 .27) (7. 75) 

W&G trousers (not knit) ?.6 l i. 7 13. 7 9.3 
(18.71) (25.88) (26.20) (17. 58) 

ll&B shirts (knit) 0.7 1.0 1.1 
( 1.55) ( i.91) ,2.08) 

W&G trousers (~nit) 2 .1 1.5 1.3 
(4.65) (2 .87) (2 .46) 

Blouses (knit) 5.9 2.8 2.8 2.6 
(42.45) (6.19) (5.35) (4.91 1 

Baby.;ear (not knit) 1.8 0.9 
(3.44) (l.70) 

Jerseys etc (knit) 2.1 23.4 17.3 18.1 
(15.11) (51.77) (33.08) (34.22) 

T-shirts etc 0.7 2 .1 3.4 2.9 
(5.04) (4.65) (6.50) (5.48) 

Total 13.9 45.2 52.3 52.9 
(100.00) (100.00) (100.00i (100 .00) 

Source: CS merchandise trade data. 
figure' in parentheses 1nd1ca1e percentagr of total imports for the year. 

c. Shipments or products under quota 

Exports to the USA 

This was done according to a f~r,mula thal was weighted in favour of employment rather than 
historical t.Xport performance.541 This was justified on the grounds thal ~he objective of 
government policy was to generate empl0ymcnt rather rhan expons. H0·.vever. the oulcome w;,s 
thal it discrimirated dgainst the companies which had most effectively serviced the CS markeL 
As may he seen from Tahlc 11.12 hei,~·-··. !!-:: major shippers - S1iulh-:rn Cro~s. Super Knitting, 
Lesotho Hawk ar.d Lesotho Haps in the case of Kr.it Shirts and C& Y <.iarmr:nts. Southern Cross. 
Lesotho Haps. Lesotho Hawk. and Crayon in the case of Trous.:rs etc - had a lower ;illocation in 
1')94 than they had shipped in 1992. On the or her hand. a numhcr of comrdnic~ tha1 h;i<l not hecn 

"4/ Sec Appendix II for the formula %cd and the allocariom calculal::d on !hi~. hasis . 
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in the market in 1992 or only small shippers receiwd substantial quotas. (The comparison i!> not 
altogerhcr exact as the 1992 shipments included T-shirts. tank tops etc and mmf trousers. both of 
which were taken off quota in September. ~9<>3. Hvwever. as may be se..:n from Table 11.12. these 
latter products accounted for only o.44 per cent of total rtcorded CS imports from Lesotho of 
category 3'38/339/638/639. It is e\ident that the mjrket l1pen to the larger suppliers was 
considerably reduced.) 

As can be seen from Table IL C. the more efficient prnducers were. in faCl. able to ship in excess 
of their initial allocations because quota not being fully utilized by the other companies was 
reallocated in the course of the year. This relie\·es the.: worst feature of the :;ystem. but it also 
means that the larger companies find it difficult 10 plan their production programmes because of 
their uncertaintv as to whether or not the'.· \1.;:1 get additional quota. (The system has no huilt-in 
incentives or penalties to encourage those Cl.mpanies which dl1 not fully utilize their allocations 
to surrrnder the unwanted portions in good time.) 

The quota allocations and their utilization hy the companies in 1992-1993 could nOl he determined 
because of inadequate data. In 1994 it app~ars that the knit shirt quota was o\·ershipped - although 
within the hmits prescribed by the flexibility pro\isions "1.ithin the agreement which allowed for a 
6 per cent increase in any quota year subject to wrresponding adjustments in the other years - but 
the trouser etc quot<>. was under-utilized and fell substantially below the 1992 level. 

Table 11.12. Shipments of US quo\.a product:. by Lesotho companies, 1992 and 1993-1994 
(Thousand dozen pieces) 

1992 December 19Q3-November 1994 
Of which: percentage 

Category Shipments A 11 ocat ion Shipments of a 1 1 oca t i on 

Knit shirts 
(Cat. 338P,/339B/638B/639B) 

Southern Cross 253.1 205.6 240.0 Jlli. 73 
Lesotho Hinebo 123.3 122 .8 132.f> 107.98 
Super Kn i tt i ng 264.7 142.8 172.0 120.45 
Lesotho Hawk 169.2 9? .9 162.0 165.47 
Ir.victus 5.3 7 .0 132.08 
Horija Textiles :i3.3 45.0 84.43 
Lesotho Clothing 22.2 
Lesotho Haps 246.4 1'5.7 100.0 64.23 
Nati OOd 1 quota 1,056.7 805.6 858.6 106.58 

Trouser~ etc (w0ven) 
(Cat. 347/348/647/648) 

Southern Cross 35.0 29.5 20.0 S7 .80 
Lesotho Haps 35.8 18.8 
Lesotho Hawk 18.8 8.2 
CGH Industrial 30.3 96.2 50.0 51.98 
\.'ing Or 
C&Y G<1nnents 173.2 115.5 179.0 154 .98 
Maseru Clothing 11.9 24.7 
Lesotho Hinebo 6.0 6.7 5.0 74.63 
Lesotho Clothing 2.5 12.2 
Poltex 3.0 8. 7 3.0 34.48 
Crayon Garment; 60.6 SS.!. 61.0 110.11 
Lee Clothing 11.6 
llationa: quota 377 .J 397 .5 318.0 80.00 

Source: (;,,~cmmcnl of l/"'otho data 
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US imports from Lesotho 

Table 11.13 below indicates the CS record of imports of Lesotho quota products. ll is nol p·1ssiblc 
lo compare this with the Lesotho data considered in Table II.I I din:ctly. The first imports in aily 
quota period will have heen ~hipped from Lesotho in the pre\ious period whereas the last exports 
from Lesotho in any period will nol he recorcied in the l"SA until the following period. 
Nevertheless. one would expect these differences ln balance themselve~ out lo a certain ex1ent so 
the comparison can still be instructive. 

With r.:g:ird to knit !thirt!t the most ob\ioUs fr<.tures of the LS record an:: 

Even if T-shirts. lani.: lops etc (taken off quota in September. 1993) arc included. the level 
of Lesolhc exporls was still 14.7 per ccnl higher in 1992 than that of US imports. This 
could possibly rx: explained by very high shipments towards the c:nd of the ::car as 
producers tried ta beal lhe beginning la. ll could also reflect optimistic reports hy 
Southern Cros.s. Lesotho Hinebo. Saper Knitting Lesotho Hawk and Lesotho Hap~ - all 
of them experienced in the negotiation of MF A restraints - to secure the highest possible 
national quota from the lJSA and the highest possible indi\idual allocations from the 
(ioL. 

In the 12 months December 1993-November 1994 · the firsl period for which data arc 
available from the GoL - the US record shows that shipments of knit shirts were only 0.24 
per cent above the agreed quota as opposed lo the 6.59 per cent suggested by the Lesotho 
data. 

Shipments of the quota products in quota-year 1992/93 were significantly below those achieved 
in calendar year 1992. but grew in l~e subsequent quota-year roughly in line with the h per cent 
allowed for in the US/Lesotho trade agreement. 

With regard to trousers etc made from woven cloth. recorded imports grew in both quota-years 
over the preceding period. This is directly contrary to the evidence of the Lesotho data indicated 
in Table 11.10. Furthermore. the US record shows a r~markably high level of shipments in 
Decem1 .:r, 1994, so that. whereas those in the twelve months to end-November, 1994. were 
roughly within the agreed quota, those in the thirteen months lo end-December were nearly 6 per 
cent higher. Again this docs not accord with the Lesotho data which suggests that a substantial 
prooortion of total "hipmenls consisted of items which were nol in fact of Lesotho origin. In other 
words. the level of transshipment which had been the orir!irtal justification put forward by lhl· USA 
for introducing the n:slraint v·as again becoming a problem. 

This evidence appears lo give some support to the subjective r:1mplainls that tran~shipmenl was 
occurring, which were made by some of the suppliers inleniewcd in Lesotho. 

However, ii is worth noting that the most detailed statement in this regard related to shirts and 
no! to trouscrs.55 / 

5S/ According lo the UNIDO mi-.sion\ informanl, addi1ional canons of shirts were bi;ing 
added lO containers dispatched from l\.iaseru while in lransil through South Africa. This 
despite the fact that the containers were scaled hy Lesotho Cuslon1s. He wa~ inclined to 
credir !his lo supplie~s in !he hantuslans. However. !\UCli supplicn were not permilled lo 
irade with the USA because of the sanclicm!\ againsl 1he RSA. This latler situation no 
longer applied al the rime of UNIDO mission . 
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Table 11.13. US imports of quota products from Lesotho, 1992-1994 
(Thousand dozen pieces) 

Quotd period 
December 1992- December 1993- December 1993-

Product 1992 November 1993 November 1994 December 1994 

MF shirts 
knit. c.w 
lmf 
338 242.0 299.l 207 .8 236.2 
339 652.8 562.3 538.8 710.5 
638 9.4 8.0 8.0 
639 17.3 33.3 21.8 21.8 

921.5 894.7 876.4 976.5 

Of which: 
3388 232.3 277 .4 193.2 210.8 
3398 603.l 455.7 597 .8 660.3 
6388 9.4 7 .3 7 .3 
6398 17 .3 33.3 9.2 9.2 

862.1 766.4 807.5 887.6 
(Percentage export (100.85) (100.24} (101.75) 
quota} 

T-shirts. 59.4 128.3 lltl. g 88.9 
tank tops etc 

MF trousers and 
shorts. MK 
347 109.3 103.8 203.5 225.0 
348 220.2 255.6 197.9 230.9 

329.5 359.4 401.4 455.9 
(Percentage export (95.84) (100.94) (105.88) 
quota) 

Source: US Department of Commerce. Bureau of Census. 

D. THE EUROPEAN UNION (EU) 

a. Trade relations with Lesotho 

As an ACP (Africa-Caribbean-Pacific) member-state in a special relationship with the EU under 
the Lome Convention, Lesotho's trade in textile products with the union is not constrained by any 
quantitative restrictions. However, its exports of garments do not benefit from the duty-free access 
provision of the conventio'l because they do not meet the additional origin criteria laid down in 
this connccti0n. (To qualify for duty-free access to the EU as a right, garments from ACP 
countries must be manufactured from ACP fabric. This means, in effect, that it must be produced 
from yarn in an ACP state. As already seen, most fabric used in the manufacture of Lesotho 
garments comes from the Far East or from the RSA and so docs not fall int0 this category. Some 
companies arc using material sourced in Mauritius or Botswana, but 11 is understood that no 
producer .clics wholly on such sources.) 
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Howe\·:.:r. in 1993. it was agreed in effect Ill wai\'e this pro\ision in respect of I 'Sotho in res!"lect 
of certain garments produced there.51:i (This was done under Article 31 l -1) of the Lome 
Co11\'ention which allows for derogations from its general prn\isions. in particular to facilitate the 
development of existing industries or the creation of new ones.) Thus Lesotho was granted dury
free access for specified quantities of the categories itemized in Table IU.t below for 3 quota years 
from March 1993 to February l9'l0. These arc referred Ill as the '"derogation quotas". 

It should be noted that in almost every instance there was no prmision for any increase in the 
volumes exported duty-free O\'er this period. The only exceptions were knitted shirts (ti 105. IO/ .20 
and 6106.10/.20) where the rnlume was increased hy 2ll0.!Ki0 piece~ in respect of 199.t/9.5 and 
1995/96 and briefs and panties (hlfl~.21/.22 and 6207.11) where it was increased hy 500.000 pieces 
i,, respect of 1995/96 alone. 

b. Shipments of product!> und('r quota 

As may be seen from Table 11.1.t. any pro\ision for an increase in duty-free exports over the 
period covered by tr~ ACP-EEC decision would have been otiose. In mes! instances. the industry 
in Lesotho was quite unable to use even the basic volumes it was granted and. in the second year. 
the national quotas for certain produrts were not allocated at all. 

The only category where the national derogation quota was anywhere near fully utili1ed was woven 
trousers (H.S. 6203.42/3.) 60.53 per cent of the underpants (H.S. 6107.11) quota was utilized in 
1993-1994, but, was hardly touched by the end of the third quarter of 1994-1995. Less than half 
the T-shirt (H.S. 6109.10) quota was used in 1993-9.t. but the situation was much impro\'ed in 
1994-95. There was a similar outcome in the case of knitted shirts (H.S. 6105.10/.20) and M&B 
Jackets (H.S. 6203.32/3), although in both instances. even in the second year usage was well below 
the nationa: quota levels. 

As may he seen from Appendix Ill. the El: record of shipment!'. imported accords with the 
Lesotho record of those expNted. 

There arc a number of factors underlying this poor rcspnnsc to th1 opporrunity which the ACP
EEC decision represented for the Lesotho industry: 

56/ 

<,7/ 

For most of the period covered by Table 11.1.t the EU market was ~till suffering the after
shock of the economic recessiofl. As in the case of the US market, this severely affected 
sales of all but the most basic items of clothing. (This is one reason why Lesotho's 
utili7.ation of the quotas for categories such a~ trousers, T-shirts and underpants was 
rL;isonably high - the fall-off in Morija Textiles's exports of underpants in 1994-1995 
ob\iously related to that company's internal difficulties · while those of items more 
sensitive to consumer spending constraints, such as leisure and sportswear, was poor.) 
This was definitely not a good time for suppliers to allempt to develop new outlets in EU 
merr.ber-counlries. 

It is generally recognized hy comtJanies supplying ihe wrn Id market th~t the EU garment 
market is at '.lny time much 1 10rc 'difficult" than that in the USA.5 'I This reflects. in 
part: 

Decision No 1 /91 of the ACP-EEC Customs Cooperation Committee of 16 April. 199], 
dcrngating from the definition of the concept of '"originating products" to take account of 

the special situation of Lesotho with regard to its production of certain garments. 
(91/119/EEC) 

Sec P J.B. Steele: The Hong Kong clothing industry: waiting for China, op. cit. 
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Unlike the USA. the EU garment market still consists of twelve relatively small 
national markets in which only Germany, the UK and the Netherlands have any 
real tradition of trading with the wider world. Distribution is still organized on 
a national and not on a community-wide basis \\ith very few importers dealing 
\\ith more than one country. This means that orders are smaller and more 
numerous so marketing costs are higher. 

In addition. Eli importers tend to be much more particular than their US 
counterparts in insisting that suppliers adhere to contractual specifications -
especially in such matters as standards of finish of the garments - and yet they 
also exp.-ct a higher degree of supplier input into the development of those 
specifications. US importers are accustomed to issuing highly detailed 
specifications which producers can simply follow. 

Nevertheless, it could be argued that the failure fully to utilize most of the 
derogation quotas related at least in part to the poor choice of companies chosen 
to receive allocations. For instance, Invictus and Lesotho Apparel quite failed to 
make any impression on the market even though Imictus was given a substantial 
allocation of the quota for T-shirts - a product for which demand remained 
relatively lively. On the other hand, CGM, Maseru Clothing and Morija Textiles 
made reasonable use of their quotas. Furthermore. whereas it might be argued 
that the success of Lesotho Hawk, C& Y and Super Knitting in developing sales 
in the second year demonstrates that they should have been given allocations in 
the first year, there is no reason to suppose that any of these companies wanted 
derogation quota at that time. In fact, except for CGM, Lesotho Clothing and 
Lesotho Textiles, none of the Lesotho companies had any real experience of the 
EU market an~ they were prepared to resort to it only when they began to 
experience difficulties in their more traditional outlets. (As far as could be 
establisherl, Lesotho Textiles did not ask for any quota in either year having 
already pulled out of the German markt..t, basically because it was too much 
trouble to supply it.) Thus, how far the government was able to pick and chose 
in its allocation of EU derogation quota is not at all clear. 
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Table H.14. Usage of Et: derogatio& quotas. April. 1993-l"iio,-ember, l~.& (Lesotho record) 
(Thousand pieces) 

1993-1994 1994-1995 
' Tariff Allocation Usage Al location Usage8 ' 

Product heading Company (%) Canpany C\J 

H&B woven 6203.42/3 a;o.o 83.36 800.0 81.54 
trousers Maseru Clthg 395.0 25.32 Maseru Cl thg 120.0 67 .52 
etc, cotton CGP1 395.0 139.83 CGP1 396.0 lG0.59 
and nmf Lesotho Clthg 10.0 145.63 Lesotho Clthg 50.0 

C&Y 264.0 30.51 
Lesotho Hawk -b/ 

T-shirts. 6209.10 180.0 40.09 UIO.O 70.47 
knitted Morija Txtls 43.0 167.83 Morija Txt Is 180.0 70.47 

Invictus 137.0 

Shirts, 6205.20/30 40.2 10.23 40.2 .CJ 
woven, Lesotho Appl 11.0 2.46 Lesotho Appl 20.0 
cotton & Lesotho Clthg 12.0 32.0I Lesotho Clthg 20.0 .14 
•f 

H&B 6107 .11 1,000.0 60.53 1.000.0 1.49 
underpants, Morija Txtls 1.000.0 60.53 Morija ht Is ! ,000.0 I.49 
cotton 

H&B 6203.32/3 94.0 7.12 94.0 36.06 
jackets Maseru Clthg Not spec. C&Y 30.0 

Lesotho Clthg Not spec. Lesotho Clthg 34.0 99. 7 

H&B 6211. ll 18.0 18.0 
swimwear Haseru Clthg 16.5 Maseru Clthg 2.0 

Lesotho CI thg I.5 Lesotho Clthg 16.0 

H&B, W&G 6103.42 500.0 .64 500.0 .. 
trousers 6104.62 Morija Txt Is 500.0 .64 Lesotho Haps 100.0 
knitted Lesotho Clthg 50.0 .02 

Shirts, 6105. l!l 1,200.0 5.87 1,400.0 30.71 
knitted, 6106.10 Morija Txtls 1.200.0 5.87 Morija Txtls 600.0 30.1 
cotton Super Knttg 250.0 8~.59 
and nmf Lesotho Hawk 100.0 42.83 

Nightwear 6107 .21/2 100.0 100.0 
6108.31/2 Morija Txtls 100.0 Not allocated 

Briefs ar;d 6108/21 3,000.0 1.91 3,000.0 
panties 6207 .11 Horija h:tls 3,000.0 1.91 Morija Txtls 3,000.0 

Tracksuits 6112.11/2 100.0 100.0 
Morija Txtls 100.0 Morija Txt Is 20.0 

Swiftclear. 26112 .41/9 50.0 50.0 
H&B, W&G Morija Txtls 50.0 Not allocated 

Source: Lesotho Customs. 

a/ :l.farch-:\ovcmhcr only. 
h/ l..csotho Hawk was nor given any quota m the onginal alloca11on. However. n ~hipped 92.40CJ pieces after a 

suhscqucnr rcallocat1on. 
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E. CA.1'\iADA 

Canada is a relati\"ely sttJali market fr•r Lesotho apparel co:npared to the other main destinations. 
Although it entered into a rwo-ycar agreement which imposed quotas on Lesotho exports of 
trousers etc and knit tops in 1Q92. this does not appear to ha\"c created any difficulties for Lesotho 
p~oducers. The administration of these quotas by the Ministry of lndust~ and L~e Customs 
department is also quite la.'\: compared to that of the CS quotas. A\"aibhk data on the quotas and 
the usa~": made of them are indicated in Table 11.15. 

Table II.ts. Lesotho exports or quota products to Canada. 1993-1995 
(Thousand pieces) 

Al location Usage 

453.1 
294.9 

1993 
1994 
1995 

531.0 
562.8 I 

Not knOWT'a. 120.1 (to end-January) 

Source: Official sou rttS. 

a/ The extension of the agreement •1th Canada had not been fmahzcd by end-January 1995. 
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CHAPTER 7. DEVELOPl\1ENTS RELATING TO GARMENT 
PRUDUCTION IN THE RSA AND TIIE 
IMPLICATIONS FOR LESOTHO 

7.1 GENERAL 

Unlil quile recently the South African garment industry tlid not compete \\ith thal in Lesotho for 
intemalional markets (and, therefore, for investmenl in pr Jjects targeled at :hose markels) for a 
nlll:lber of reasons already noted at · ·arious poinls in this report: 

International trade sanctions aimed at lhe aparlheid regime, of which those applied by lhe 
Governments of the USA and the EU were by far the most significant;58/ 

The inward orientation of the country's clothing lrade which had been encouraged by the 
very high levels of protection afforded the industry since lhe 1940s and earlier; 

The relatively high costs of clolhing manufacture in lhe RSA brougl:r aboul by tariff 
prolection, which allowed for wage-levels well above lhose in Lesolho - and LDCs in 
general - and lhe high cost of fabric resulting from lhe tariff prolection afforded the Soulh 
African textile industry; 

The inefficiency of lhe Soulh African induslry by inlernalion:U slandards - again a 
consequence of ils insulation from internalional compelition. 

However, all these factors have been affected by recenl developments which could have profound 
implicarions for Lesolho as a location for garmenl industry inveslmenl as lhey undoubtedly will 
for the RSA ilself.59

' 

7.2 ACCESS TO 11''TERNA TIONAL MARKETS 

A. THE USA 

There are no quotas on exports of clothing from the RSA inlo lhe USA. However, under lht" 
terms.-,( the Uruguay Round agreement on lcxtile lrade which has succeeded the MFA, 1he so
called Agreemenl on Textiles and Clolhing (A TC), lhe US Governmenl could slill introduce such 
quolas in lhe course of the len-year lransilional period b:gio.ning 1 January 1995, during which 

Sii/ 

59/ 

There do nol seem 10 have been any spcrifie prohibilions on imports of garments from 
the RSA into EU markets. However, there seems lo have hcen a perception among.st 
garment-maker~ thal sanctions of 1his nature were impmed or were likely 10 be imposed -
although ii i~ likely lha1 lhe UK would have resisled such a measure. 

11 was nol possible lo undertake direcl research in 1he RSA in preparing this section of 
the reporl which i5 based, lhereforc, on a review of ~condary 5ourccs and di5CU5sions 
with officers of lhe South Mrican Hiitb Commi!i!iion in London. 
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textile trade is to be "integrated into the GATr (sec Appendi."< L para I.) on ground~ of market 
<furuption.60 

Usually the sensiti\ity of successive l S administrations to the influence of th:: L'S textile and 
clothing industry has made them very rea~y to use quotas to curb imports from even the poorest 
of LDC suppliers - Lesotho is a case in point. It is as yet too early to tell whether it \\ill he any 
more difficult for the L'SA to introduce res1ric1ions under the ATC recime than it was under the 
MFA.61 Howe\·er. for political as mu-.:h a~ for technical reasons. the~ l'SA may he reluctant to 
appear to be taking an over-au..c;terc <'.ttitude toward!' trade \\ilh the new RSA in the ne~ few 
years. Considerations that might ir.<luce a reiatively tolerant attitude to signs of burgeoning imports 
of South African clothing include: 

The substantial reserves of ml>ral capital accruing to !ht: South African G1wernmenl of 
National Uni~- (G~T) in the eyes of western governments and v:estern opini0n formers: 

The consen·ative orientation apparent in the G~t:·s approach to economic policy which 
is very much in line with that the US Government has urged on de,·eloping countries 
since the early 1980s and the need to keep the RSA -on-side" in this respect. 

It is possible. therefore, that exports from the 'lSA to the USA \\ill remain free of quotas. This 
would constitute a significant advantage to the republic as compared to Lesotho a~ a location for 
investment in the garment industry. 

B. THE EUROPEAN milON (EU> 

The EU too imposes no physical restrictions on imports of South African clothing. Again. while 
it is open to it under the ATC to introduce these in cases of market disruption. it likely that the 
Et; Commission \I.ill be particularly reluctant to do so in the case of the RSA for the same 
reasons as those likely to influence the US Government. In ar.y case. in recent years the El. has 
shown itself less inclined than the USA to exercise its rights under the MF A. 

It is al the moment um:ertain whether the RSA will be able to negotiate duty-free access for textile 
products under the prO\isions of the Lome Convention. The general attitude of the EU is that the 
republic is too rich to qualify as an ACP state in general terms. However, it may be willing to 
make an exception in the case of this particular industry. Should this be so, South African clothing 
made from locally-produced textile fabrics would qualify for duty-free entry without the need for 
a derogation such as that secured by the Gol. However. the advantages of this in practical terms 
may prove less real than apparent given the relatively high cost of South A!rican fabrics compared 
to those from the Far East and their frequently inferior quality. 

60/ 

61/ 

This would be done under Article 6 of the ATC which sets out a transitional safeguard 
mechanism to d~al with such eventualities. 

For instance. what practical wc11-!ht will the WTO-s new Textile Mnni1nring Rnrly (TMR) 
put on Article (1, para 6.(b) of the ATC which stipulates that importing states shall give 
differential and favourable trealment lo relatively small exporters in fixing quo•~ levels in 
bilateral a~eements, taking due account of th'.' • ... future possibilities for development of 
their trade and the need 10 allow commercial quantities of imports from them"? 11 
remains t<' ;,.... een whether 1he TMB will he an~ more effective in curbing manifestations 
of US prot:r· i· •nist ;nstinct than the old GA Tr Textile Surveillance Body. 
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7.3 TIIE MA~UFACTL'RE OF CLOTHl~G FOR EXPORT 

A. PRESE'T MARKET ORIE,TATIO'.\ 

Thc South African garmenl industry i~ concerned almost cxclusivdy with suppl~ing iL own 
domestic markeL Thc:re were indeed a numN:r of projccts cstaMished h~ Taiwanese: entrcprcncurs 
in the iate-1970s and early 19&ls w senice the L'S market. usually located in the old "homdands
where they ((x1k ad\·antage of the low-cost. non-unioni.ted lahour hi ht: f,11md thc:re. Howc\·er. i1 
is understood that these were ahandoncd after the imposition of L'S trade and inwstment 
sanctions on the RSA. Other group .. 'Aishing to devclnp O\"erscas sales had to SCI up in BSL~ 
locatior:s. where they could not only to a\"oid sanctions. hut enjoy th:: hcn,:fits of cheap lahour 
while retaining thL ad\"antages of mcmhcrship of the SAC.T and the C\1.-\. A numher nf such 
enterprises have hcen considered in this report. 

The inward-looking posture of the hulk of the South African industry can l><. partly allrihu1ed (<1 

tbc RSA"s economic isolation in the JQ70s and 14805. but thc main factor was the stringent 
pr·Jtectionist policy of the former !\ationalist Party (!'Pl go\·crnmcnt. pursued o\"cr many dccade~. 
The apparatus of protectionism is still in place. although it is now on the \·erge of ht:ing 
dismantled. 

According to the Textile Federation of South Africa, current tariffs on imp<,~ts of clothing i.11to the 
republic average 90 per cent and effective protection is likely to be far highL: :~an this. This ha., 
enabled the local industry to secure \inually all of its domestic market for these productst'2 

despite the fact that South African tex1ile producers enjoy tariff protection a\"erag:ing 45 per cent -
thus enabling it to keep the prices of its own inrcrnationally mediocre products wdl above world 

market levels - and the garment producers· own wage costs arc well ahovc those in most of the 
developing world with which they have to compete in any attempt to develop overseas markets. 
Gi\·cn this situation. it \\'as almost ine\itahk that 1he industry would conc::nlralc on the domestic 
market and show linlc intercsl in making export sales. 

It is also recognized - not least by the garment-makers themselves - that the secure emironment 
in which the industry operates in the RSA has been bought at lhc e~pcnse of its internalional 
compctiti\'cness. While quality is reasonable. produc1ivity is poor by international slandards.1i3 

B. TOWARDS A MORE ll\TER!'iATIONALL\' COMPETITIVE INDUSTR\' 

By the early tQl)(ls the NP government was thinking in terms of a reduced lc\'cl of tariff protection. 
In part. this had to be accepted. as a price that had lo be paid for the RSA's accession to th·; 
GA TI which was considered desirable on general economic grounds. Howc\'er. it also seems likely 
that the government had become genuinely com.inced that to strip the industry of much of its tariff 
protecrion was an essential prerequisite for the development of an internationally compctiti\·c 
textile and garment industry. In order to allow the industries time to adjust, !he NP administra1ion 

62i 

(,:\/ 

Accorclin~ to the World Bank. in Jl)l)t domestic production acwuntcd for 98 per cent of 
South ,\frican demand for apparel. (Sec Paper No I. Informal discussion papers on 
aspccls of the economy of South Africa. "How can South African manufacturing cfficicnily 
create employment? An analysis of !he impact of trade and industrial policy." Brian Levy: 
Southern Africa Department, World Bank. January 1992.) lncn:J~cd imports from 
Lesotho and otht:r SACU memhcr-states since !hen arc likely to have had onl~ ;1 marginal 
impacl on this situation. 

According to Arnc,ld Wchnlof. Deputy Direclor of the !"ational Clolhing Federal ion. as 
quoted in the FT of I March i'>'>5. II v :ll he noted that this contradicts rhe rather up-heal 
ass•!ssmenl of rhc South African companie::. based in Lesotho discussed in Chapter 5 . 
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negotiate~ a fairly generous 1~-year transitional p-:riod in which lo achieve the GA TI final duly 
len:ls on in1ports of textiles and garmeots - \\-h!ch. in any case. remained fairly high hy rhc 
srandards of the western i;idus1ri;tlized economies \\ith which the RSA was ranked for GA TI 
negotiation purposes. 

Subse'1uen1Iy 1he go\·ernmenl agreed \\ith the textile and clorhing: ir.duslr~: thal rarher lower duly 
lc\·els should be achieved over a ,;omewhal shorrer rime-period in return for a subsidy of R.45 
billion for reinves1men1 and uaining. (This was the main hurden of the so-called Swart Prnposats 
after 1he head of the comm;ssion thal de\doped 1hem.) Thal 1he glwernment was prepared Ill huy 
a more rapid and extensi\·c sum:ndcr of tariff pro1cc1ion al chis price is indicali\·e of the 
importance it attached to such a surrcmlcr a!> a means to securing a more efficient industry. 

The GNL" seems to have adopted this \iew \\ith cn:n fewer reservations. Whi.:n it had reconsidered 
the Swa;t proposals in the lighr of the other calls on its budgetary n.:sources under its 
Reconstruction and Devdopmenl Pro~amme. ii announced thal it could no! afford chc subsidy. 
but that the faster run-do\\n of tariff levels would have to proceed an\-way. 

Thie; official \·o/te-face produced a breakdown of the pre\iously uniced fronl which had been 
maintained by the apparel and 1ex1ile subseccors. The National Cloching Federacion ('.'\CF) 
responded to the gm·ernment"s new uhimarum by proposing the remm·al of nearly all tariff 
prOlection from the textile industry (i.e. as opposed lo the garment induslry) over a period of 5 
years. The NCF claimed that the reduction of its members· operi\ling costs resulring from the 
availabilicy of fabrics from the international market at rates of dury averaging no more than 15 per 
cent would allow the clothing indust~· to achieve the required improvements in producfr•ity 
without the need for govemmenl subsidies. 

The NCF proposals would have severe implica1ions for cmploymcnl in the rcxtile subscclor - aparl 
from the knock-on effect on those cmpl.-1ycd in capital goods and other industries senicing the 
textile industry whose numbers the Textile Fedcralion pul al 260.000. 

This would normally be expected lo provoke \"Cry slrn:tg objections from !he powerful Soulh 
African Clothing and Textile Workers· Union (SACTWT;.) Howe\"cr. 60 per cenl of the 
SACT\\'U"s IM.000 members arc in !he clo1hir.g industry and. as will be seen. ii is also a1tcmp1ing 
lo bring under its a:gis the non-unionized workers in the remoter parts of the coun1~-. SACTWl! 
als". no doubt. had regard lo the NCF estimate that, with its fabric costs s•Jbstantially reduced, the 
do1hing industry would be able 10 creale 65,000 new jobs. These considerations seem to have 
ensured s,1me modification in the reac:tion Iha! might have been expected of !he union. Instead 
of rejecting the proposals outright. ii has so far only called for governmenl supporl in retraining 
workers made redundant by a~y change in the struc1urt." of tariff support. 

How the GNt.: reacted lo !he NCF proposals is no! known. The facl 1ha1 they would require no 
additional public expenditure is, no doubt, an anraction given the many other calls upon 
government finances. The promi.~e of 65.000 new jobs mus! also be of in1eres1 given the need to 
create employment in !he RSA - even !hough this outcome is highly speculative. On the other 
h ... nd. it is no! easy lo see any governmenl con1empla1ing with equanimity the more certain impact 
on employmen! by the national iextilc iridus1~· - and hy ancillary industries - of the withdrawal of 
\ir1ually all tariff protection over a \Cry shon period. There is also the considera!ion chat. in the 
longer !erm. the RSA. a!\ an advanced economy. will have a greacer comparative advantage in the 
case of more capi1al-in1ensive induslrics. such as textile prod·. ·tion, than it will in 1he lahour
intcnsivc garmenl snh'\ector. 

I! is unlikely, lhercforc, tha! the GNT wiil adop! the draslic proposals of !he NCF in their entirely. 
However, ii mighl introduce mea<,urcs lo ensure 1ha1 !he clo1hir.5 industry ha., easier access 10 
imported fahrics on a duly-free hasis for cxporl production while maintaining higher levels of 
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protection for the textile industry as emisaged under GA TI IW-i and the Swart proposals.6-1,' 
Whatever is decided in this connection. the go\'ernmenl is commilled co running down the clothing 
industry·s own le\'els of tariff protection ·which \\ill force it tu become more ourward-looking and 
export-oriented. 

Table 11.16. Proposrd tariffs on South African imports of clothing and textiles 

NCF-proposed 
Current GATT final S'.1art f i na 1 final 

duty levels duty levels duty levels duty levels 
Procfact (Percentage) (Percentage) (Percentage) (Percentage) 

Fibres 25 10 (12) 7.5 (10) 0 (2) 
Yam 32 17.) (12) 15 (10) 0 (4) 
Fabrics 45 25 cm 22 ~ 10) 15 (5) 
Clothing 90 45 (12) 40 (10) 40 (10) 

Soun:e: Texule Federation of South Africa (quoted in the FT. I '.\farrh 1995). 

Figures in parentheses indicate phase doa.TI period in years. 

C. ENCOUR.\GING GARME?ltlT EXPORTS 

The encoungement of a more c-utward-looking posrure on the pan oi the garmenl industry was 
government policy even before it was prepared 10 grasp the neule of protectionism. fhis was 
indeed the central theme of the Structural Adjustment Programme (SAP) for the industry which 
was introduced in 198'J. At that time the government's approach may be compared with that of 
the Governments of the Republic of Korea and Taiwan Province in the mid-1960s when they 
began to encourage exporl-led growth by industries which continued to en!oy tlte securiry of highly
protecled domestic markers. 

The main instrument of South African Goverlll'lent policy to this end w~ the General Export 
Incentive Scheme (GEIS). This replaced a range of export incentives introduced in the 1970s and 
early 1980s which had largely failed in their purpose. However, there were two measures more 
specific to the garment industry introduced under the SAP which are understood to be valued 
more highly by garmenl producers. (for a discussion of these various measures see below, section 
8.) 

Unlike similar measures in the Republic of Korea and Taiwan Province-in the mid-1960s, these 
do not appear to have had much succes.o; in promoting an exporl orientalion among South African 
garment-makers. Factors here may have been that, whereas the textile induslries in !he Far Easl 
were s1ill very new and efficient in the mid-19<i0s and able to supply high-grade fabrics at 

64/ One measure that migh1 be used to this end would be the introduction of export 
processing zones (EPZs) as proposed by lhe Industrial Development Corporation in tQ92. 
These could take the usual form of industrial parks insulated from the rest of the 
economy behind a customs fence - or, afler !he Mauritian or Chinese exampb, indi\.idual 
facrories with EPZ privileges, again behind cus1<1ms fences. The essential fealure of such 
parks would be their freedom from the usual impositions on foreign trade which apply 
in the South Africa Customs Territory prc,,.cr . 
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inlernationally low prices. lhc same was nol lruc of lhc Soulh African lcxtik indus1ry in lhc early 
1991.ls. In addilion. whereas garmeni induslry wages in lhe Republic of Korea and Taiwan Prcnince 
in lhose days were among lhe lowesl of any country wilh am~ilion.c; lo export garments. those in 
the RSA were already in the medium range by international standards - thanks largely to the 
failure to abandon protectionism at a much earlier stage. In addition. lhc labour force was 
sufficiently well-organii:ed to be able lo resist measures to raise industry producti\ity. 

In this situation. garment-makers tended lO rcg:ird the new incenli\"es as a usdul occasional 
windfall. but nol as a basis for a complete re\ision of established marketing strategy which 
remained essentially inward-looking. 

7.4 PRICE COMPETITIVESESS OF THE ISDVSTRY 

A. LABOUR COSTS 

a. W• levels 

Whether the industr~; could ~come internalionally competiti\"e by becoming more efficient and 
gaining access to fabrics at prices sec closer to international levels - chc basic assumption of bolh 
government policy and the NCF proposals - is open to conjecture. Certainly, given Che importance 
of labour costs in total garment production costs, ic seems unlikely chat the South African industry 
could compete with those in other African countries - lee alone those in such low-wage economics 
as China, India, Indonesia and Viel Nam - in supplying low-cost. high volume products such as 
those in which the Lesotho industry specializes. 

As already noted. South African garment industry wa~e rates are around t\\ice as high as those 
in Lesotho and may be even higher when the overheads of cmplo~ing labour arc taken into 
account Although managements in Maseru and Maputsoe seemed to believe that these 
differentials might be narrowing. they were still \"cry \\idc and likely to remain so. This would he 
even more certain if. as seems possible, there arc substantial lay-offs of Basotho na~ionals in the 
South African mines and these displaced workers are forced to return to Lesotho.6.:1,· 

As noted. there are pockets of the garment industry in rem:>ter areas in the republic where wages 
arc more nearly comparable to thm;c in Lesotho. However, it seems likely that SACTWV would 
bitterly oppose any effort to allow the development of garment enterprises outside the Durban and 
Cape Town centres which pay their workers substantially below the going rate for the industry as 
a whole. The bulk of the South African garment workforce is unionized to such an extent that 
SACTWU is able to insist on negotiating on behalf of its members on an industry-wide basis. I! 
is difficult to believe that it will readily acquiesce in the undermining of this position of strength. 
On the contrary, it seems likely that it will seek to draw workers in the outlying regions into its 
orbit · especially as the Regional Industrial Development Programme constitutes a powerful 
incentive for new enterprises to set up in prm.incial locations. It is likely that the eagerness of 
SACTWU to complete and consolidate its ·dosed shop" may be one fac!or in the present unrest 
in the indu5try. 

6.5/ South African government sources claimed that, a5 citizens of a BL.~~ (Botswana
Lesotho-Swaziland-Namibia) state within the SACU, the Basotho miners would not be 
~ffected by the current drive again!il aliens living illegally in the republic. (The main 
targets here 5ecmcd to be economic refugee!>, in particular those from Mozambique, and 
criminal clements from Nigeria. However, reduced levels of mining activiry arc likely to 
put at risk even legal workforces. Furthermore, there arc reports of connict between 
Basotho and Xh-;osa miners which may create a •!tuation the GNU cannot control. There 
arc undenaood to be some 100,000 Basotho "Diners in the RSA. Total employment in the 
Lesotho formal sector is arnund 70,000. 
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Dcspirc ils fiscal conservatism. ii is difficult !Cl accepl thal 1he G~l' woyld be willing to ste the 
industry become more competitive in1erna1ic .... ...Jly if the price for this was significanl reductions 
in wage levels for large numbers of workers. 

In short. it is unlikely that it \\ill be possible to recre 1le the sort of export-oriented ganr.ent 
enterprises based on cheap labour such as were beginning to appear in some "homeland·· regions 
before the imposition of US sanctions ar.ainst the old apartheid regiue. 

b. Labour productility 

It was suggested by some of the Lesotho garment iodustr~· managements that 1he South African 
workforce was more productive than that in the kingdom wltich could. to some extent. compensate 
for its higher basic cost. This was denied by other managem;:nts who claimed that the producti,it~ 
of their Basotho workers was closer to the Chinese hcnchmark than those in the RSA. 

The UNIDO mission is unable to adjudicate on these conflicting claims. However. whereas ii is 
possible lhal the industry in Lesotho is as productive as that in the RSA when producing standard 
items, such as lrousers and knit tops, its rela.ive lack of experience and reluctance to learn new 
skills (for whatever reason) may mean that it is less adaplable and. therefore less cfficienl when 
called upon 10 respond to frequenr changes in the product-line. 

Industry productivity in the RSA seems to be affecled by the present unrest in the industry. 
especially as this may reflect political as well as industrial faclors - in particular. the unhappiness 
of lhe more radical wing of the ruling Africa National Congress parly al the currenl slance of lhe 
GNU on economic policy. However, it canool. be assumed 1hat this unrest will be a factor in lhe 
long-lerm development of the industry. 

8. FINANCIAL INCE1'TJ\'ES 

a. General 

Many of the maoagemenls imerviewed in Lesotho appeared lo believe that the incentives made 
available by the South African Government went some way to compensating for the high cost of 
factors such as material components and wages compared with those available to the Lesotho 
industry. These included general investment incenlives and export incentives. As noted above, some 
of the lauer were specific to the garment industry. 

As will be seen, mosr 0f the incentives take the form of direct or indirect subsidies rather than tax 
concessions. The former were obviously judged to be more effective than the lauer. However. they 
dre more expensive in immediate budgetary terms - it can be argued that tax concessions represent 
the forgoing of impositions on income that mighl never have been generaled without those 
concessions whereas subsidies are upfront payments which may be compensated by increased lax 
revenues, but only at a much laler stage. In addition lo which, lhe international trade regime now 
frowns on subsidies as unfair competition while it is more ambivalent aboul tax-based incentives. 
As will be seen, the South African Government's flagship export incentive is having to be phased 
our for this reason. 

b. Investment incentives 

b.l Loans and grants 

Through the Industrial Development Corporation lhe government makes capital available to 
encourage industrial investment at preferential rates of inierest. Scheme~ af interesr to garmenl 
induslry investors include: 

Scheme for the promotion of exports· for the acquisirion of machinery and equipment 

. 91 . 



Multi shift scheme - to finance additional working capital and equipment purchases 
For the promotion of emplo~ment - to finance new and industrial pr~uction capacity. 

The first two schemes mclkc finance a\·ailable at 9 per cent per annum (60 per cent of the 
fluctuating IDC interest rate) for three years anJ the third at 5 per cent for three years. 

The Regional Industrial Development Programme IRIDPI. offers a package of Lax-exempted 
inct:ntives for investment outside the main industrial centres. Thc!>c include: 

Reimbursement of l.'.ertain relocation expenses 

The latter incentive only applies to relocatior.s from outside the Rand Monetary Arca. 

There is also a Simplified Rtgional Industrial Denlopment Programme (SRIDPl for im·estmcnts 
totalling less than R.2.5 million which would also be an attraction for small-scale projects. The 
payments are similar to those under the RIDP. but do not include the relocation grant. 

There arc Regional Developmenl Corporations which offer financial and other incentives for the 
eslablishment of new and the expansion of existing industries in their areas. These arc established 
m: 

Gazankulu 
KaNgwane 
KwaNdebele 
Kwazulu 
Lebowa 
High!ands 

b.2 Tax incentives 

Depruiation is allowed against company income tax (35 per cenl) at :W per cent of the cost of 
plant and machinery over five years. Five per cent of building or improvemenl costs are allowed 
0.1 industrial buildings. 

Wear and tear allowances in the use of non-manufacturing plant, machinery, office equipment, 
furniture and motor vehicles is granted at the discretion of the tax authorities. 

Lease premiums on buildings or machinery may be written off over a period of :wcnty five years 
or the length of the lease. 

Twenty-five per cent of the cost of approved scientific research may be deducted each year. 

Double taxation avoidance agreements have been entered into with the UK. Israel, the 
Netherlands, Switzerland, Sw :den and Germany as well as with a number of African economies. 
Sea and air transport agreements have been entered into with Belgium, Brazil, Taiwan Province, 
Denmark, Finland, France, Greece, Ireland, Italy, Japan, Norway, Portugal and Spain. 

c. Industrial export incentives 

c.I The General Exrort Incentive Scheme (GEIS) 

By the later 1980s the government began to encourage the industrial !'.ector to put more empha!'.is 
on exports. Its main instrument to this end was the General Export Incentive Scheme (GEIS) 
which was introduced in 1990. 
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Under the GEIS exporter~ quali~· for a tax-free cash pa~m..:nt calculated in such a way as to 
encourage loca: \'alue added. (Garments qualify for the highest pa\ments - up to 195 per cent of 
the foh export \'alue. Because the payments are tax-free the effecti\'e incenti\"e \·alue is calculated 
at 65 per cent.)66 . Hand-in-hand v.ith the GEIS went a number of export marketing assistanc..: 
schemes covering such areas as primary export market research. outward selling tr ..:de missions. 
inward buytl1g trade missions and exhihitinn assistance. 

The GEIS has been identified as incompatihlc v.ith the RSA5 mcmhership of the '>\"TO and it has 
been agreed th<Al it should he phased out hy 1499. In fact. it is now regarded as not cost-effecti\"c 
in go\'emmcnt circles. The fairly ex1ensi\·c phasing out period was negotiated in order to gi\"e those 
industries which depended on it to make themsel\"es cxport-competitin: sufficient time to 

restructure themscl\'eS. 

c..2 Textile industry specific incentives 

There were also other incenti\"es specific to the garment industry introduced as part of a Structural 
Adjustment Programme (SAP) for the textile and garment industry in 19~N-90: 

Companies achie\ing export sales equi\"alent to 5 per cent of total sales were permitted 
to import their textile requirements free of duty up to IO per cent hy value of export sales: 

Exporters were permitted to import textiles and garments dutv-free worth up to 70 per 
cent by value of total export sales. These can then be sold at !~cal prices.67

; 

It will be ncted that the value of these incenti\'es depends on the high levels of protection presently 
enjoyed by the South African textile aLd garment industries which ensure that the prices of these 
products remain high on the domestic market. The reductions in the levels of duty to which the 
GNU is cornmined under the GA TT - if not as a result of internal reforms - v.ill suhstantially 
undermine their value in the next few years. 

In addition, exporters were permitted to import duty-free the inputs used in e>.port produr.tion. 
This is similar in effect lo the in-b~nd concession granted producers in Lesotho. However, as it 
was available only as an alternative to the SAP incentives it was almost ne\"er used - probably at 
least in part because of the complexity of the bureaucratic procedures required lo administer it. 

7.5 THE IMPLICATIONS FOR LESOTHO 

A. EXPORTS OUTSIDE THE SACl! AREA 

It is possible that the RSA will continue to enjoy quota-free access to hoth the major world 
markets for garments and secure the same duty-free access to EU markets which Lesotho has only 
by temporary derogations. This will give it an important comparative advanlilge vis-a-vis Lesotho 
which has been seriously affected hy the restraints imposed on its trade with the USA. 

However. whether or not this will have the effect of attracting to the RSA investment in export
oricnted projects that might otherwise have gone to Lesotho is douhtful. As has Ileen seen, 

M/ 

67/ 

Sec "Trade policy and industrial restructuring in South Africa". Merle Holden, 
Department of Economics. Univcr!">ity of Natal, Durban, 1994. 

It will he noted that this scheme is very similar lO the more hroad-ha<;cd "import-to
export" scheme introduced hy the Government of Tanzania in the early 1980s, again a<; 
an export incentive which depended on the virtual impo<;sihility of importing highly-valued 
items hy conventional means. 
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Lesotho is seen primarily as a kcalion for producing basic items of low-cost clothing. This reflects 
very low wages by international standards couplc.:d with access to low-priced fahrics from the 
international market on a duty-free hasis. 

Of these two faclc~s. the laner seems the less important. Lesotho producers can compete in the 
South African market for certain basic products despite ha\ing to pay South African prices for 
fabric on the basis of their lower wage costs. This ad\·antag:e is only partly off-set hy the so-called 
WFT-fac:or - more costly and less rcliabk utility scnices. The corollary of this would seem to be 
that. even if Srmth African-based producers had access to fabrics al i!llernational prices for export 
production. this would nol necessarily he a decisi\·e factor in determining their competitiveness as 
compared to Lesotho-based producer!>. 

Ever)1hing depends. therefore. on whether South African producers will be abk lo secure lower 
costs per unit of production than their counterparts in Lesotho and. thus. compete with them as 
suppliers of the sort of apparel which the !..csotho industry is i.:resently able to supply more 
competitively. 

It is argued above that they will not be able to do this hy emplo~ing labour at wages comparahk 
to those paid to garment workers in Lesotho. In addition. the Lesothc industry is fairly efficient 
by international standards in producing large volume/low value items and the industry in the RSA 
enjoys little if any comparative advantage in this respect. 

Thus, the competitiveness of South African-ba.;ed producers compared to th0sc in Lesotho 
depends entirely on whether the incentive!' offered by the Government of the RSA arc sufficiently 
more valuable than those available in Lesotho to compensate for higher labour costs. 

It i.., difficult to make a direct comparison of the relative advantJgcs of the two systems. largely 
because the Lesotho system is. on the whole. tax-based whereas that in the RSA is subsid\·-based -
especially if access to credit al preferential rates of interest is counted as a subsidy. (This is 

acknowledged to be a rather sweeping gcnerali1.ation - for instance. the Export Finance Scheme 
and the long-term loans at prcferciltial rates of interest offered by the L!'i'DC - when lines of 
credit are available - and the 75 per cent training grant ar·: as much subsidies as the payments 
offered by the Industrial Development Corporation of the RSA and the Regional Industrial 
Development Programme. Nevcrtheles~. it has a certain validity.) 

Certainly. some managemenls in Lesotho appeared tc. believe thal the South African incentives 
were sufficicnlly valuahlc lo compensate for the acknowledged disadvantage of the higher wage 
costs lhc industry had to bear in the RSA. It was also true lhal many of the Lesolho companies 
did nol benefit from lhe whole range of LNDC incentives because they operated on a CMT basis -
i.e. their head offices supplied them with the fabrics lhey used and undertook all marketing costs, 

thus dispensing with most of the advantage of lhe Export Finance Scheme and they did not make 
profils in Lesotho to benefit from the lower rate of compar.y income tax in the kingdom. However, 
the assertions concerning the greater value of the South African incentives were made wilhout 
bencf!t of detailed cost-benefit analysis of possible reiocation to South Africa. Whrthcr such 
perceptions would survive such analysis ii is not possible to determine on the basis of the 
information available. 

However, a~ already noted. sabsidy-hascd incentives - especially direct payments such as the GEIS 
- arc frowned upon hy the GA IT. (GEIS has already hcen condemned to a somewhat prolonged 
dcalh for lhat reason yet il was moM frcquc:ntly cilcd by those with whom we discussed lhesc 
matters in Lesotho as exemplifying the superiority of lhc South African system.) 

It is also doubtful whether the RSA ""ill he able to afford to maintain some of these incentives 
even if they arc allowed by the WTO. Its sudden rejection of the payments provided for in the 
Swart proposals has already been discussed. It see:ns reasonable 10 assume thai the need to create 
new employment will cncoura~e the GNU to retain them if posMhlc. However, it would seem 
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more appropriate for l~e garment imlusrry l~l use thest: pa~menls l~l enabk them lll compete ({l 

supoly higher-value areas of the market where its wage cosl-stru-::rure is kss significant in total 
costs than lo challenge Lesotho producers - 2nd those in IndiJ. Pakistan and the Far East - in 
those low valu~ areas where margins of profit arc minimal. 

As already suggested. the industry-specific SAP incentive.,; will become less anractivc over the neA1 
few years as a result of the reduction in the high duties on imports from which they dcri\'c their 
\'aluc. 

1 o conclude. present developments in the RSA arc not leading to a situation in which it \\ill be 
sufficiently more ad\'antagcous to produce low-cost/high volur.te garment categories for the 
international market there than in Lesotho as tr encourage significant im·estmcnt away from that 
countr _• to the republic. The problems of the industry in Lesotho as a supplier of the inlcrnational 
market result from dc\'clc;Jments in that marker and \\ithin the kingdom i1sclf and do not relate 
to what is happening to the industry in the republic. 

B. EXPORTS TO THE SACli AREA 

The position of Lesotho companies which serve only the South African market is more 
problematical. None of these companies went to Lesotho with the expres;; mlcntion of 
cc>ncentrating on what are, in effect, domestic sales - at leas! none of those intenicwed - admiued 
tl• this: it was a s:;ategic option resorted to only after these companies disco\'ered that they could 
not operate profitably in the deteriorating international market of the early 1990s. 

Because they are not .::xporting outside SACU, such companies arc not ahk to use duty-free 
fabrics in their manufacturing process. This means that their only significant advantage over 
producers based in the RSA is lower wage costs. As noted above. it is perceived in some quarters 
that this advantage is reduced by lower level~ of producti\ity and it is certainly off-set hy higher 
costs in other areas - in particular the high cost and inefficiency of the public utilities. (iivcn thi!>. 
the incentives offered by the GNU. especially those designed to draw industry into the lcss
developcd areas of the country may begin to seem very allractivc. On the other hand, the 
attractions of these incentives will be short-term only. A likely outcome as the screen of protective 
tariffs surrounding the SACU market is progressively dismantled is that companies based in 
Lesotho will face increasing competition in the South African market not so much from the 
industry in the RSA itself as from low-c"·'t imports. 

- 95 -
NeXT PAQeflJ 

let t tj :, : 1K 



PART THREE 

AN ENABLING ENVIRONMENT FOR 
INDUSTRIAL DEVEWPMENT: 

FINDINGS AND RECOMMENDATIONS FOR 
GOVERNMENT ACTION 

- 97 -

N!XT PAG!(S) 
left BLANK 



CHAPTER 8. POLICY FOR TIIE INDUSTRIAL SECTOR 

8.1 FINDINGS 

A. GUIDING PRINCIPLES OF AN INDUSTRIAL SfRA TEGY 

a. Main problems or the tt0nomy 

The two main problems facing the GoL in respect of the economy are: 

to increase domestic employment opportunities; and 

to increase foreign exchange earnings to compensate for the anticipated reductions in 
remittances from Basotho working in the RSA and the reduction in its share of Common 
Customs revenues consequent on the current SACU renegotiation. 

The review of the macroeconomic: situation in Lesotho in the light of ~cot developments in the 
RSA in Part One suggests that the expansion and diversification of the manufacturing sector can 
help in resolving both these problems. 

b. 1be nttd for export-oriented industrial investmmt 

However, any attempt to increase the contribution of che industrial sector co the economy overall 
must rely principally on an expansion of export-oriented manufacturing activity. 

This conclusion reflects the small size of the domestic market and the low level of per capita 
income which makes ic impossible that Lesotho can sustain increased activity on anything like the 
scale required without substantial export sales. The withdrawal of large numbers of highly paid 
expatriate staff as a result of the scaling down of technical assistance operations in the kingdom • 
Chapter 1 above • will also adversely aff cct consumer expenditure. 

In addition, the need for the RSA to reduce substantially its tariff levels both to meet the 
requirements of GA IT membership and in the interests of improving the efficiency of its own 
industries means that the protection Lesotho manufacturing enterprises enjoy in their own 
domestic market and in the wider SACU against import competition from non-SACU sources will 
also be substantially reduced. (However, the significance of this factor is likely to be limited. In 
the case of the small-scale textile and garment manufacturers, these usually cperaie in areas of 
demand not supplied by importers, such a.s the production of school uniforms, national dress and 
craft items idiosyncratic to Lesotho.) 

The main markets Lesotho industries should be seeking to serve arc in the RSA and, further afield 
in North America and the EU. II would be unwise to expect to find significant markets in other 

- 'YJ -



suh-Saharan AfriC3D economies al this slage in their devclopmenl.68 The implications of 
re~og lhi" for the disposition of Lesotho diplomatic n:presenlalion and lhe formulation of 
foreign poli~· should be cottsidered_ 

c. Labour-intnasiv~ industry· 

The main advantage LeSOlho enjoys as a manufacturing locarion is 101.1.-cost labour_ Ho1.1.·c\·er. this 
is chieny in relation lo the RSA: lahour inputs in Lesotho are understood lo be more cosliy than 
in such compclilors fo; in\·estmenl capital as China. India. Indonesia and Viet ~am and 
comparabl.: 1o1.ith those in Olher sub-Saharan African economics such as Uganda. Tanzania. 
Zambia. Zimbabwe and its LBS!'\ neighhours. !'\c\·::rthelcss it is Labour-inlensi-.-c industries such 
as garment-making. shoemaking. component assembly and data-processing lhal are most likely lo 

be auracted to LeS(\(ho and should therefore be targeted in promOlional programmes_ 

d. TH main thrust or industrial rol~ 

The industrial policy of GoL should. therefore. be largely concerned 1o1.ith promOlmg a general 
economic climate which gives the greatest possible encouragement lo the export of manufactured 
goods and. even more important, to auracting additional in\"eslment in export-oriented lahour
intcnsive industrial projects_ This laUer in\"ok·es making pOlenlial in\"eSlors aware of the ad\"antages 
of :...CS0tho as an in\'CStmenl location for this type of industrial acti\ily. 

It is a mistake for the government to become invol\'ed directly in ident~ing specific exporl 
opportunitie.c;. This is the function of private sector agencies willing to risk their O\\n capital 
resources. Nor should the GoL attempt to influence investment decision making processes in the 
suppc•sed interests of policy goals such as increasing employment. generating foreign exchange. 
achie"ing backward linkages between export-oriented enterprises and other areas of industrial 
activity etc by intervening in the processes or microeconomic decision making. These objectives 
should be pursued thrcugb macroeconomic management only. 

In other words, public resources should not be ventured on speculative investment projects nor 
should government attempt to impose it!. own paucms on investment decision makers. Experience 
in Lesotho and other LDCs suggests that such intervention is usually counter-productive because 
it is almost certain that it will come to be guided by political and social objectives rather than by 
commercial imperatives. (The garment quota allocation system is an example of this.) The role 
of the government in the development of the sector should, therefore, be in the areas of 
macroeconomic management. the pro\'ision of infrastructure and investment promotion. 

It is argued thal this docs not rule out the promotion of Lesotho as an investment location for 
export·orienced, labour-in1ensive industrial projects in general terms. The promotion of Lesotho 
as an investmenl location should be a major aspect of industrial policy and can (and should) also 
involve specific promotional measures inlended to auract inveslment in particular areas. (It will 
be noted that this report recommends one such exercise designed to attract inve!.lmenl in a 
knitwear project oriented towardc; the EU as well as the r-;orth American markets.) 

It is undc•slood that the GoL har. already accepted this \iew of the objcc1ivcs of industrial policy 
and of its own role in achieving those objectives. ll is importanl, therefore, that policy dccision:i; 
arc alway:i; influenced by this understanding. 

M/ The only exception here might be Kenya where there arc limircd opporlunilies for lhc 
sale cf exotic African craft products. Thi:i; might he an opportunity that could be examined 
hy a strengthened Trade Promotion Unit. 
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B. GE!\'l:R.\l. ISDl'STRl..\l. POLICY - SPECIFIC ~IEASl"RES 

The follo1.1.ing matters are judged to require anention in the context of general indu.o;trial policy: 

a.I 'JM ad,-antagn of codi~ing th~ incmtin JTgim~ 

It would be ad\·antag\."Oll!> if the pn:sent in\"estmenl and e:\i'.'flrt inc~nti\"e~ offered b~- the 
go\"ernment and such other maners as unimpeded repatriation of ~rofits and capital securi~
against expropriation of capital assets etc could be hrough1 together into an im-cstment code as 
has been done in many other countries. 

The benefits of this would be in part promotional. Thi: existence of such an instrument 1.1.·ou!d 
assist in the work of drawing aueniion to Lesotho as an in\·estmenl location. In addition. by being 
completely candid as to the benefits offered and the criteria that would be applied in granting 
them, they would address concerns (which are often expressed) ahout undue exercise of 
administratn-e discretion and unequal treatment of applicants. De\·eloping a code would. therefore. 
be in the interests of transparency. 

The drafting of an in .. -estmenr code would also be an occasion for detailed consideration of the 
investment incentives offered. Matters that might be considered include: 

The possibility of pro raca remissions of company income tax for export sales through a 
system of tax credits ·· this would re<!uirc detailed lmo"-lcdgc of how much income tax 
Ll'l.TIC-assisted companies pay under present arrangements to determine the cost of this 
conceS!.ion in terms of re'lrenue forgone: 

Expedited depreciation allowances for export-oriented companie:;; 

The use of the resources presently absorbed in the training grant to cover training in 
business practice and management in addition to the inculcation of mechanical skills as 
at the moment; 

The formali1.ation of terms and conditions on which work-permits are issued lo companies 
1o1.ishing to employ expatriate managers - sec below. 

Jt is recognized that Lesotho -:ould not hope to compete with the RSA in terms of the generosity 
of the in\"estment and export incentives it can offer. ll is, indeed, doubtful whether the RSA itself 
can continue to afford them. In addition to which, the effect of its accession to the WTO has been 
to render a number of these incentives which depend upon grants or subsidies (as opposed to tax· 
breaks) doubtful - in particular, of course, the GEIS. Even if it could afford such measures. it is 
suggested that, given it:. own obligations under the GA TI, the Gol wou1d he ill-ad\ised to aucmpl 
to compete with the South African G!l.'U in this re5pect. 

~-' Inclusion of SME organiurs and cooperativts 

Consideration sho1.1ld he gi\·en to ensuring that the range of potential hen...:ficiarics under the code 
includes companies which organize small producers · say of garments and craft products - either 
in their own industrial premises or on an ourwork basis and COOJX.iativc ventures of this nature. 
(Ir will he recalled from rhe discussion of the SME sector in Chapler 4 above 1ha1, because of 
their superior managerial capabilities and access to credit, such organizations arc generally more 
successful than independent SMEs.) Should this prove practical and acceptable, the rerm:. and 
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condi1ions under which such enlerprises might achicn: L!"DC'-assislcd slatu~ would need lo be 
delermin.:d. 

a.4 Role of IPC/LSDC 

Any consideralion gi\"en to the introduction of an in\";:stment c,lde w~uld necessarily be 
accompanied hy a re\iew of lhe role: of the IPC/L!';DC which would. presumably. he the agenc~• 
called upon to administer su.::h a cod.:: and promote im·estmcnt in Lesotho on the strcngtt: of it. 
This might include consideration of bow that ~d~ could be made more ·pro-active· lo the r;eeds 
of investors - potential and actual - and whether or not. like the MEDIA in Mauritius. it should 
alc;o as.c;ume an export promotion function. The continued need for a separate Trade Promotion 
Lluit in the Ministry of Trade and Industry would form pan of any :.uch re\iew. 

b. Diveni~ing i&!dustrial investment projects 

It is likely that Lesotho ~ill contmue to be mainly of interest to potential investors in garment 
projects and the main thrust of Gol promotional acti\ity should be in this area. Howc\·er. it would 
be desirable for it to seek tl) diversify the kingdom·s manufacturing base and the emergence in 
recent years of a number of projects concerned ''ith the m::..nufacture of electronic products and 
the early indications th.it these are beginning to enjoy some export success suggests that thi.c; at 
least is an area that might he capable of further developm~nt. It is suggested that the prospects 
here should be re\iewed and. if they are felt to be promising. a suitable promotional programme 
should be formulated. 

It i.c; proposed in the latter connection that such a study of the poten1ial for investment otl:er t;·3n 
in garment projects could alc;o form the basis of a report on the industrial sector for use by 
IPC/LNDC as a promotional tool. 

c. The small-scalr/infonnal sector 

The main function of the sector will continue to be the creation employment and this is the 
justification for government action to assist the organi1.ations and individuals im·olvcd. However, 
the U!\"IDO team argues that. in formulating policy towards the sector. the GCll should not depart 
from the main tenets of its industrial strategy in order to promote outcomes considered socially 
desirable. The main aim of government action in this context is to assist the sector become better 
equipped to take advantage of the opportunities that arise. In panicular it needs to address more 
specifically the main areas of weakness identified by the GEMI:\I report and confirmed by 
anecdotal e\idence given to the team. i.e.: 

Inadequate technical and management skills. There arc reasons for supposing that this 
may reflect disproportionate emphasis of available training programmes in imparting 
operati\'e skills as opposed to those likely to be required by those in technical commercial 
and managerial positions; 

The difficulty in accessing credit for investment or working capital arising from the 
lending policies of the commercial banking sector. This is not to imply that the banks arc 
~wng to emphasize the need for collateral or track-record. but to recognize that this 
creates difficulties for small businessmen (and women). This might be addressed by 
developing new types or credit agency. such as those promoted by the UNDP Small-scale 
Industries Project. and hy expanding the present !'.er.ice which BEDCO offer.-. small 
entrepreneurs in the development of businesc. plans; 

Reported bias a!!ainst small·s.:alc producers in the operation or the system or justice - in 
particular as this discriminates againsl married women · and the administra1ion of the 
taxation system. These matters need lo be thoroughly rehearsed with such bodies as the 
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LI:solho Manufadurers· Associa1ion. lhc LI:SOlho Chamber of ComlT'erce and Women in 
Busine55 as a basis for go\"Crrunenl ac1ion. 

ll is suggesled lhat. in the firSI ins1ance at leasl. such a review shauld bt" undertaken hy BAPS 
as part of its on-going functions under the Agro-Industrial Project. 

cl. Minimum ••s 
The ad\"antages and disad\'antages of hanng stalulorily imposed minim~ wages needs lo be 
reconsidered. The chief ad\'antagc of such legi!'-;2·: 'n is thaL in condi1ions of high uncmplo~111cnr 
which exisl in LI:SOlho, it proteds employee< · "'m explottation. (The term "exploitalion- has. 
however, acquired tendentious o\·enonc:s in lh;, clmtext.) It could. therefore. be argued to he a 
morally (as well as politically) jus1ifiable inter- ~ion by the state in the u~ration of lhe markeL 

The disad\'antages of such inten-cn1ian are lhal i1 piMlects onl~· those who can find work \A.ith 
employers willing and able to pay the minimum wage. 11 is an obstacle to lhe crea1im1 of 
employment opportunities thal lhe unemployed might be \\-illing lo lake up (say. women on a part
time basis). It discourages the de\'elopmC"nr of incenln-c schemes based on rewarding p~odudni1y. 

It is also a disincentive to foreign inveSlors - e\·en to lhose prepared to pay abo\"c lhe minimum 
wage in practice as many ofthe export-orienled garment-makers claim lo. Hong K<'ng. Taiwanese 
and Mauritian entrepreneurs - who must rank high among those the go\'emment needs to anrad 
to LI:sotho - come from a culture in which worker·s pay is decided by the balance of market forces 
as between management anrl labour. In all those countries. economic success and noc official 
coercion has been the main factor ensuring a steady upward trend in wage-levels. 

h could be argued that the abandonment of tbi-; mechanism in LI:~ho would be in line ~ith the 
overall industrial policy indicated above - i.e. thac the government does 001 incen·enc in 
microeconomic decision making which is driven by marker considerations. Although the 1J!'ilDO 
team i-; inclined to recommend reform. ic recognizes that this could have a profound impact on 
the workers which benefic from the existing privilege - a minority of the whole, hue politically 
influenlial - and on their dependents. And. even if lhe actual impact !urned out to be les.'i than 
mighl be feared, initially ii would be perceived by those affected as an as.~ult on !heir in1erescs. 
Because of the poli1ical sensitivity and social implications. the i55ues pertaining co 1he minimum 
wage should be carefully reviewed. 

'· Labour lqislation 

Perceived labour unrest is a major cause or disquiet among industrial managements in Lesotho 
at the present time. le is important to note that the rea~ns of labour unrest are partly ascribed 
to the attitude of the employer. However, ic is not n~cessary to say that discontent is never 
justified to agree that the often violcaltly rumbustious r.1anner in which even ju.-;tifiable grievances 
are expres.<ied is unaccepcable in the oa1ional intereM (in tha1 it defmitely upsc1s foreign investors) 
or lo acknowledge that feeling..; of dissatisfaction a:e often exacerbated hy agitators for their own 
ends. 

It could be that the provisions of the presc.nt labour code will address the ~ors! manifestations or 
this problem: that legislation needs time to prove its worth in changing attiludes and beha\iour. 
The process requires. however, to be moni1ored and the queslion of whe1her lhe code needs to 
be modified · say, by introducing some of the prO\isions of the British 1rade union legislation • 
considered. 
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f. Worli. prnnits for r'.\-patriatr mao~rs 

The chief objection to the present system for determining whether or not wcrk permits should or 
should not be issued is the lack of transparenC)· surrounding the process. 

lo formulating its poliC)· on this mauer the GoL needs to take two factors into account: 

Resentment among locals at the perceived passing .:>ver of Basotho in favour of foreigners 
in appointments lo (relatively) well-paid posts: 

The need of managers to be able to employ the staff they consider they need and arc 
prepared to pay a high premium in order to attract - as well as meeting the additional 
costs associated v.ith importing men I :illd women) v.ith the required skills and experience. 

Whatever decision the GoL comes on thG mauer needs to be clearly stated. ~he practical 
implications in terms of the numbers that companies can recruit and the terms and conditions of 
their employment also need to be wholly transparent. Scope for administrative discretion on the 
part of the Department of Labour in determining individual applications needs to be reduced to 
a minimum ancl strict time-limits set on the decision making process after which a favourable 
response sh'Juld be presumed. 

There would be advantages in covering this matter in the prnposed Investment Code - see above. 

g. Public utilities 

Although the cost of such services as Wjler, electric power and telecommunications (the WET 
factor) is said to be a relatively small item in overall industrial costs - see Chapter 53 above - that 
they arc more costly than in the RSA seems to be considered a count against Lesotho as an 
investment location. Alme;( certainly more serious. the unreliability of these services - in Maputsoe 
more so than in Maseru or Thetsane - adds an element of .mcertainry to manufacturing operations 
with unpredictable effects on costs in terms of days lost, production targets missed etc. 

This is an issue that the government needs to consider urgently and to be known to be considering 
- perhaps by ir.wol\ing industry representatives in its deliberations. The completion of the LHWP 
would seem to offer an opportunity for fundamental reforms in the provision of these services. 

b. Land trnurr 

Making it easier for indi\iduals and organiza1;ons to acquire ownership or long-term leases m1 the 
land from which they operate would be advantaicous in two respects: 

Foreign inve1tors who have acquired the land on which their fact'lry stands would have 
an increased sense of commitment to Lesotho as such · although it could be argued that 
such a sense, based on the commercial success of their ventures, is a motive for them 
1Aoishing to acquiri: land i.1 the firsl place. Nevertheless, facilitating the acquisition of land 
for industrial purposes will go some way towards addre~c;ing the common criticism of 
foreign-owned, export-oriented ventures tha1 they arc "foot-loose". 

Bac;otho entrepreneun; wishing to enter into join1-ventures with overseas invcc;tors would 
be ahlc to offer the site as part of their contribution to the equity stock. thus facilitating 
the build-up of local part'.cipation in indus1rial development. 

I. Public holidays 

Industrialists in Lesotho claim thal there arc 100 many public holidays on 1Aohich they arc either 
ohligcd to pay for days 001 worked or to pay additionally lo persuade their workers to ignore the 
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break. They arc. however. c:vcn more critical of the propensicy of the government to declare 
additional ad hoc holidays at very short notice thus upsetting work schedules as well as adding to 
costs. Some order needs to be brought into this situation. 

8.2 RECOM!\fESDED ACTIO~ 

A. O\"ER.\LL STR.\ TEGY 

Government policy \\ith regard to the development of indUSirial policy should. as far as possible. 
be guided by the follm,ing strategic principles: 

Gro\\th is only likely to occur if it is export-led: 

The role of the government in achieving this is lo ensure a macroeconomic environment 
as far as possible farnurable to export acti\ity and the promotion of export-oriented 
projects: 

It should as far as possible eschew the temptation to involve itself in the processes of 
microeconomic decision making: 

In r_,rmulating its investment promotion acti\ity it should: 
Have regard to the fact that the main marL:ets for Lesotho exports are likely to 
be found in the RSA, North America and Western Europe; and 
It should have regard to the fact that Lesotho is most likely to attract in\·estment 
in labour-intensive enterprises. 

As already noted, these guidelines are already accepted as the basis of government poiicy in 
principle. However. it is important that they be acknowledged in practice as overriding criteria in 
formulating all aspects of industrial policy. 

B. SPECIFIC POLICY MEASURES 

a. Introduction of an investment code anif re\iew or the incentive rqime 

The government should consider the introduction of an investment code and use this as an 
opporturiity lo consider in detail the various incentives offered, the inclusion of suitable SME 
organi1.ations and the role of the IPC/LNDC as the administering agency.691 

b. Diversification of industrial base 

Consideration should be given to the potential for auracting further investment in projects outside 
the garment area. A preliminary re'.iew should be undertalcen, r,oncentrating particularly in the 
area of electronics products assembly projects, taki!lg account of the experience of existing 
enterprises and the potential of the market in the RSA and elsewhere in sub-Saharan Africa. 

It is further proposed that, if the preliminary suggests that there are opportunities for investment 
outside the garment area, that a report should be prepared on the industrial secior in general 
~erms which could he used by IPC/LNDC for investment promotional purpose:.. It is suggested 

69/ One area in which it is understood lhat the.: IPC/Ll\'DC L'\ eager to expand the services 
it is ahle to offe; investors and potential invcstcrs is in the as~i-;lance it is ahle 10 give 
them in complying with relevant regula1ions. In other words, it wishe~ to become an 
effective "one-stop shop" so that its "clients" do not, as al present, have to progress from 
office to nffice when they wish to est<ihlish a project. 
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that the series of reports on Third World countries which have heen either prepared or are in 
course of preparation by liSIDO"s Industrial Oe\·elopment Re\ie\\ l"nit would be the most 
appropriate models for such a publication.70 

c. Land tenurT 

The possibility of rcla:<ing the land tenure law of 1979 in cases of inuustrial users should be 
considered. It could promote the emergence of a class of Basoth0 entrepreneurs if occupiers of 
industrial sites were able to use these to acquire equity in a venture or as collateral for loans. 
Similarly. the ability to ov.n or acquire long leases on their sites could enco.irage a sense of 
commitment to Lesotho on the part of foreign investors. 

d. The small-scale/informal sector 

BAPS should be instructed to re\iew the follov.ing matters ""ith a \iew to making specific 
recommendations for government action in the overall context of industrial policy: 

The adequacy and appropriateness of existing industrial training courses. particularl~ 
having regard to the report..:d wide-spread lack of business and technical skills. Proposals 
should be made for redressing any imbalance, particularly in the case of ;:ourses offered 
by BEDCO; 

The need for alternative forms of credit agency gi\ing the difficuhy of many small-scale 
industrial operators in meeting the lending criteria of the commercial banks. it i.~ 

envisaged that this re\iew would take particular note of the experience of the Ul\TIP
funded Small-scale Industry Project as well as of self-help initiat!ves such as that of the 
Lesotho Manufacturers' Association. It should also assess the ex~JCrience of BEDCO in 
assisting small-scale producers prepare bankable business plans backed up by a systematic 
re\iew of case studies; 

Ways in which the legal system and th:: administration of the taxation system may 
discriminate against small-scale producers in Lesotho, not excluding female small 
producers. In this connection BAPS should be directed to seek the cooperation of the 
LMA, the Lesotho Chamber of Commerce, Women in Business and other bodies 
representative of small business. 

e. Minimum wage legislation 

The existing requirement on employers to pay minimum wages should be re\<iewed taking into 
account the overall approach to policy measures which affect the industrial sector. However, the 
UNIDO recognizes the likely political sensitivity and social consequences of this matter and 
realizes the difficulties involved. 

r. Labour legislation 

The success of the existing Labour Code in introducing order into dispulc~ between managemenl 
and labour should be carefully monitored and th~ possibility of introducing additional restraints 
on lawlessness in the work-place con~idered. 

101 UNIDO Industrial Development Reviews focus on the emerging investment and trade 
opportunities across manufacturing !"tubsectors and analyse the prospect!". that arc of 
immediate interest to potential inve!"ttors. 
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g. Work ptrmits 

For:nal criteria for use by the Department of Labour in considering applications for work permits 
for foreign staff should be drav.n up and the ad\"antages of pl!blishing these considered. 

b. Supply of public utilities 

The supply of water. electric power and klecommunications senices should be considered \\ith 
a \iew to: 

bringing their cost into line with those prevailing in the RSA; and 

impro,ing reliability. 

i. Public holidays 

The present calendar of public holidays should be considered ha\ing regard to the economic costs 
of having so man~ of these. Any ad hoc national ceiebrations should. as far as possible. he 
scheduled to take place on Sundays or exisling holidays and not on nonnal working days . 
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CHAPTER 9. POLICY FOR THE TEXTILE AND GARMENT 
INDUSTRIES 

9.1 TEXTILE FIBRE 

A. FINDINGS 

The GoL has haci carried out a feasibility study of a proposed plant for processing wool and 
mohair fibre in Lesotho which would then be put onto the world market as opposed to being sent 
to auction in the RSA as is presently done \\ith the raw product. This study indicated that such 
a project would be commercially viable. However, no investors have been identified who are 
willing to assume the whole cost of developing this scheme and partial public financing would be 
necessary to enable it to get off the ground. This raises some doubts as to wh~ther investment in 
this project would represent the best possible use of the public resources involved. The decision 
to support it should be reviewed in the light of this consideration and of the general principle that 
the government should not become involved in the process of microeconomic decision-making -
see above. 

B. RECOMMENDED ACTION 

The decision to part-fmance the wool/mohair processing project should be reconsidered in the 
light of other calls on the public purse and the government's overall industrial strategy. 

9.2 EXPORT-ORIENTED GARMENT-MAKING 

A. INTRODUCTION 

The problems of export-oriented garment-making ii.a Lesotho are, in genel'al terms, those common 
to the manufacturing sector as a whole. This is to be expected given the importance of that 
industry as a contributor to manufacturing value added. However, there are a number of matters 
relating specifically to garment production to which GoL should give its attention. Perhaps the 
most important of these is to determine the role of garment-makir1g in the context of its overall 
policy for the industrial sector. 

However, the industry has, in addition, a number of problems peculiar to itself which also require 
attention. These arise from: 

The deterioration of the international apparel market exacerbated by the imposition of 
sevrre C'<J>Ort quotas on the main products supplied by Lesotho producers in their main 
market - the USA; 

The deterioration in the industry's comparative advantage in terms of production costs -
especially vis-a-vis the industry in the RSA. As already noted, it is difficult to determine 
how far its .,osition has in fact deteriorated in this respect as opposed to companies 
perceiving that it has deteriorated. Whatever the facts the matter, it is suggested that 
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some attention needs lo be given lo remed~ing the situation - which is. essentially. a 
mallcr of industry morale. 

The ability of the GoL tl) influence the international market in which its apparel producers have 
to operate is limited. However. it can exercise a beneficial influence in several areas: 

By encouraging new investment in Lesotho ha\ing particular regard lo the need lo attract 
garment-makers \\ith experience of European markets and the resources to develop 
exports to that region from a production base in Lesotho; 

B~ ensuring it secures the best possible terms in its forthcoming textile trade agrt·emenl 
\\ith the U~A. In this connection Lesotho should: 

Finalize its membership \\ith the \\'TO as soon as possible; 

Consider its procedures for issuing certificates of Lesotho origin to export for 
export shipments; 

Undertake a far-reachir.g enquiry of the reasons for discrepancies between its 
own record of its U5age of the US export quota on trousers and that of the l 1S 
Government; 

By extending its present agreement with the Commission of the European Communities 
setting aside the provisions of the Lome Convention regarding the rules of origin for 
products seeking duty-free access to EU markets and expanding the number of products 
covered by that agreement; 

By changing the existing system for allocating US export quotas among Lesotho 
producers. 

B. THE STRATEGIC ROLE Of THE INDUSTRY 

a. findings 

a.I The new international textile and garment trade regime 

The growth of garment industries in developing countries such as Lesotho since the mid-1970s has 
been predicated on the basis of the MFA textile trade regime. By imposing linits on the 
development of textile and garment exports from any one source, this has encouraged suppliers 
who arc unable to secure enough of their own national quotas to meet their marketing 
requirements to move production off-shore to locations less subject to such restriction. The 
decision to phase out the MFA regime and subject international trade to the normal rules of the 
GATT must be expected to remove this incentive. However, this will happen only over a ten-year 
period. 

This raises the question as to how far foreign manufacturers in locations which must be considered 
fairly marginal in terms of the overall world market will wish to stay when the •lption becomes 
available of moving to locations which. rightly or wrongly, they perceive to be more advantageous 
to them in terms of production costs. Such locations include China, India, Pakistan, Indonesia, 
almost certainly in the near future, Viet Nam, and, quite possibly in the slightly longer term, 
Cambodia. Economic !iuccess will mean that wage costs in these countries will eventually increa:.e. 
Thir has been amply demonsaated in the case of other one-time developing countries such as the 
Repuhlic of Korea, Taiwan Province, Hong Kong, Mauritius etc. Even now in China, wage levels 
in the Special Economic Zonei; have begun to increase significantly. However, for some years to 
come the countries mentioned will be able to off er labour at appreciably lower costs than Lesotho 
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which cann>lt entirely escape the consequr!nccs for inoustrial wages of a cost of li\ing effectively 
linked to that in the RSA_ 

The question of accession to the \\TO of China. by far the most formidable of these competitors 
for investment. has. of course. s•ill lo be determined. The organi.?.ation of its economy still falls 
short of GA IT requirements in a number of areas despite the revolution carried uut by the Deng 
regime since 1979_ How far the successors to the ailing Deng \\ill be \\illing/ablc lo pursue his 
liberalization ohjccti-.-cs is also hy no means dear. There is also the m.ttlri of China·s human rights 
record_ It is possible. therefore. that it \\ill not be admitted to the \\ 10 and that its exports v.ill 
as a consequence continue:.. to be subject to a special regime. including quota limits on textiles and 
garmen<s. 

However. the experience of recent years suggests that the GoL 5hould work on the assumption 
that China \\ill be admitted as a full member of the \\TO. China is determined 10 be admitted 
anci the gO\eruments of the west seem to regard tl>is as a price worth pa~ing in order lo secure.: 
their industries· access to the massive investment opportunities of the Chinese economy. China 
will. therefore. eventually be subjeti to the ATC on the same terms as other textile and garment 
!'Upplicrs. This should mean that hy :!005 711 there.: \\ill h\.'. no quantitati\'c restrictions imposed 
on its exports of these goods. 

a.2 Implications for Lesotho as a garment industry investment location 

The phasing out of the MFA regime will mean that by :!005 it v.ill nc longer be possible for the 
USA to impose quotas on garment exports from Lesotho. Hl.lwever. this v.ill apply lo ever.· single 
supplier country, many of which v.ill have lower production costs than Lesotho and will certainly 
be regarded by the main international investors as more economic location!; for the m:.inufacture 
of these products. In these circumstances, Lesotho will t.nd it difficult to attract investor.-. 
interested in supplying low-valur garments in bulk to one of the two main world market - i.e. the 
USA. 

However, Lesotho 'I.ill retain one important advantage over supply sources in the Far East. South 
East Asia and the Indian sub-continent in relation to the other main world market - i.e. 1he EC. 
As an ACP state it has access l<l the EU market on a duty-free basis. Even by 2005, the El' \\ill 
~.till impose tariffs averaging 11.4 per cent ad \·a/orcm on imports from Asian sources - sec 
Appendix L Presently most Lesotho product~. do not qualify for duty-free access under Lome 
Conven~ion rules of origin, but, as has been noted, it has bee11 able to negotiate derogations from 
this which r:-1 probably be extended. Furthermore. consideration should be given to allracting new 
investment that does qualify for duty-free access outright. These matters arc discussed in more 
detail below. 

Even accepting that Lesotho will find itself operating in a much more competitive international 
market from 2005 onwards, this is ten years away and rrstrictions on the main traded products \I.ill 
not be lifted until very near the end of that period. Therefore, the ATC create-; no immediate 
incentive for existing producers to move elsewhere. Furthermore, the lead-times which Chinese 
garment industry investors nc;rmally allow for new projects to break even and to begin to make 
profits is certainly much shorter than this. It is. therefore, still possible that more short-term 
investment could be attracted lo the country. 

There is also no reason why Lesotho should continue to be regarded as a location suitable only 
for the manufacture of basic low-value garments where the question of the co:.t of labour inputs 
is particularly sensitive. To change this perception and to encourage lhe production of higher-value 

71/ i.e. the t.11ding of the phase-out of the MFA textile trade regime. Sec Appendix I for a 
discussio;1 of this. 
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products would. adl!littedly. reL;uire a transformation of workforce attitudes. hut this need not be 
dismissed as impossible. 

a.3 Implications for Government policy 

The GeL shouid not neglect the export-oriented garment industry if only on the pragmatic grounds 
that there is no other activity which could be developed in a short time capable of absorbing so 
much labour or making a comparable contribution to the national economy in other ways. 
Attention should. therefore. be given to the specific problems presently troubling the industry 
which arc discussed in the fol101.1.ing section. 

b. Recommended action 

The Gol should continue to regard the manufacture of garments for export as a major contributor 
to GDP and give it appropriate encouragement. 

A number of specific measures that might be considered in this connection are outlined below. 

C. SPECIFIC MEASURES 

a. Joint government/industry Garment CGuncil (JGIGC) 

a.I Findings 

Apart from a number of more specific problems, it is felt that the industry is suffering from low 
morale arising from a perception that the government is not aware of its difficulties. is not 
interested in learning about them and still less interest~d in taking effective action. One way of 
addressing this problem would be the establishment of a high level joint government/industry 
Garment Council which would meet regularly to discuss industry concerns and possible remedies. 

It is argued that the ~arment industry is sufficiently important lo the Lesotho economy to justify 
a the existenre of a body concerned with its interests whose representations would carry weight 
al the highest levels of the government and would form an acknowledged part of the policy-making 
machinery. Such a body would complement the regular contacts maintained by the LNDC. 
(Industry representatives had high praise for the enthusiasm and professional approach of LNDC 
officers.) 

The establishment of JGIGC would fulfil two purposes: 

By demonstrating the importance that the government auached to the induslry's concerns, 
its mere existence would help restore producer confidence; 

It would give industrv representatives an effective say in the formulation of government 
policy, thus making it more likely that the measures taken arc appropriate to the needs 
of the situation. It is felt that this body should consider the specific recommendations for 
government action relating to the industry outlined below and, where it is concluded that 
these should be pursued, monitor their detailed implementation. 

It is suggested that a JGIGC coul~ also be an appropriate instrument for fostering linkages 
between export-oriented garmenl-makers and SMEs which has been a neglccled aspecl of !he GoL 
industrial policy. At the very least ii would prO\·ide a forum in which rcpresenlatives of the !wo 
sectors of the industry could come into contact with each other and increase the likelihood that 
specific operations c11uld be sub-conlrac!ed. (The embroidery of female lops and dresses is one 
possible aclivity that springs to mind.) 
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It i.<. assumed that the council would not under any circumstances intervene in mailers affecting 
the day-to-day operation of indi\idual garment companies or in in\·estment decision making 
processes which would be the sole responsibility of the management entrusted \\ith these duties. 

a~ Recommendations 

It is recommended that GoL should com·cnc an early meeting Y.ith the senior managers of the 
export-oriented garntt.:nt producers \\ith a \iew to interestin!,! them in the estahlishment of 01 

JGIGC to act as a forum for the consideration of motlier., of common concern and to assist in the 
formulation of go\"ernment economic policy. 

It is recommended that this council should he chaired t-iy the ~1inister of Trade and Industry. or 
hy some suitable alternate. \\ith the director of the L!'DC or the Industrial Promotion Council 
as secreta~-. Er officio members on the go\"ernment side should include. inter alia. the head of the 
department responsible for managing the national tex1ik quotas. the Chief Customs officer. a 
senior economist from the Minist~· of Finance and the Labour Commissioner. On the indu-;1~ 
side. the secretary of the Garment Exporters· Association should sit as of right and represent the 
garment-makers as a body. He should be supported hy at least two of the general managers of 
garment producing companies. chosen to represent the South African and the Far Eastern 
investment interests. 

Consideration should be given to the possibility of a representative of BAPS sitting as of right 
together with a member directly chosen by the SMEs. (Suitable machinery for selecting a suitable 
representative of the SMEs would need to be considered. It is suggested that the LMA which 
represents some 400 enterprises in this area should be im·0Ived in such deliberations.) 

Meetings of the JGIGC should be regular and frequent (at least cv~ry two months) and be 
regarded as a prime call on the time of its members - particularly the Chairman and the Secretary. 
However. the exact timetable should be determined hy the members at the first meeting. 

b. Attracting additional investors 

b.1 Findings 

b.1.1 Why new suppliers are needed 

The severe effect on the industry's export prospects of the imposition of US quotas on exports of 
trousers etc and knitted tops was exacerbated by the inability of the companies established in 
Lesotho either to develop sales for other products not under quota in the US market or ('With 
some exceptions) take advantage of the improved access to the EU market negotiated hy the GoL 
in 1993. 

To a large extent, of course, this failure was a ;esult of factors beyond the control of the 
companies. For instance, it was the decline in US consumer expenditure on clothing that destroyed 
the market for surfing wear developed by Lesotho Clothing. 

Similarly, although one effect of recession in the EU economics in the early 1990s was to 
encourage an increase in imports of apparel from lower cost non-EU sources - such as Lesotho· 
the market was extremely competitive and this may partly explain Lesotho's limited success in 
finding new outlets in these countries in the first twenty one months of the lifetime of the 
derogation quotas. 

Nevertheless, some aspects of the companies' performance are open to criticism. The difficulty 
many of them e:<pcrienced in adjusting to the production of items other than basic trou!'.ers and 
knitted tops has been noted. This can he attributed in part t0 difficulties in persuading workforces 
to adapt to the production of other items. However, there is ample e\idencc that this problem can 
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be resoh-ed in Lesotho factories if the workers are properly mOli\"ated. The resistance to the need 
lo learn new procedures in o:-der to produce unfamiliar product lines obscn-ed in some factories 
does not relate to any inherent character defect which sets the Basotbo apart from the rest of 
mankind. It has been adequately demonstrated that Basotho workforces are able to make the 
necessary adjustments if proper!~- handled_ The problems encountered by some companies arc an 
expression of dissatisfaction 'Aith specific conditions some of which it is 'Aithin the power of 
management to ameliorate. 

It is also possible that the failure of companies lo dc\·elop alternati\-C outlets for clothing: from 
their Lesotho factories is attributahle. in part at least. to decisions to manufacture higher \-alue 
items in Clther plant elsewhere in the world and to send the higher grade managers to those 
locations. (It is unlikely. for instance. that low \·alue shirts and trousers would be made in high 
wage c05t :ocations such as Taiwan Prmincc. Hong: Kong. Singapore and California where some 
of the groups operating in Lesotho also ha\·c factories.) Such -iecisions are. of course. taken on 
commercial grounds. It would be futile and probably counterproductive for the Gol to attempt 
to influence them other than by making Lesotho more anractive for investors. It is. after all. the 
basis of the LNDC's promotional appeal that producers should establish plant in Lesotho because 
it would be to their commercial benefit to do so. 

11 is also e\idenl that many of the Far Eastern groups 'Aith prodcc1ion facilities in Lesotho ha\·e 
little experience of selling in10 European markets. Taiwanese producers in general terms ha\"c 
tended to concen,rate more exclusively on the North American market than those in Hong Kong 
in particular. (It will have been noted that the Chinese company which mosl successfully responded 
to the new opportunities opened up in the EU market by the derogations secured there was the 
Hong Kong-owned CGM, although the enterprise of the Taiwanese-o'A11ed Lesotho Hawk ;md 
C& Y in developing sales in what is understood to be a new market for those companies is also 
remarked.) 

A c.imbcr of the South African groups with mills in Lesotho have historically had more developed 
links with EU markets than their Taiwanese counterparts. Howe\"er, parti~ for internal reasons and 
partly because the international market had become more competitive in recent years, they 11ow 
fmd it very difficult 10 sustain their position there and a number of them have given up the 
slrugglc. 

b.1.2 Reasons for preferring a knitwear producer with experience of EU markets 

These consideratiuns suggest that the GoL should attempt to recruit another group to invest in 
an export-oriented garment manufacturing project in the country. However, any such effort should 
be very specifically targ.::ted towards knitwear producers (i.e. companies producing i1ems falling 
under MFA category 5, knitted cardigans, pullovers etc). Preference should also be given to 
identifying potential investors with experience of the EU market as well as the US market. 

Knitwear project: The recommendation that preference be given to a knitwear producer, reflects 
the Lome Convention rules of origin governing duty free access for garments from ACP countries. 
These state that such garments must be knilled from yarn or produced from textile fabric woven 
from yarn. As Lesotho has no industrial weaving capacity, any company seeking to manufacture 
apparel on the basis of locally woven fabrics would have lo produce these itself_ However, the 
capital and operating costs of a plant capable of performing these operations would be much 
higher than those of a commercially viable kniuing mill. 

Admiuedly, woven garments originating from an ACP country can qualify for duty-free access to 
the EU under the Lome Convention if they arc made from fabric from another ACP country. 
However, the experience of existing Lesotho producers suggests that only denim from such sources 
as Mauritius and Botswana can compete economically with material from Far Eastern sources 
while top-weight fabrics arc almost invariably more cheaply and more reliably sourced from that 
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region. In any case. it is in Lesotho"s interesb that as mucb \·alue as p.JSSihlc should hc added in 
Lesotho itself. 

For all these reasons preference sh,1ulJ be given to auracting a lniuing project. Howe\·er. the 
failure or the KTI project - f>C:C Chapter .u - suggest<; rhar ii would be \"cry diffo.-ult [O auract 
another \-Colure to produce knitted fat-iri.: in rhc present condition of rhe nali\)nal and internarional 
marker and it j_., for this reason that a kaitwcar project is proposed. 

EU orimt.atioa: In suggtsring chat. in seeking potential im-estors. preferen'--c should he gi\·cn I'' 
companiec; v.ith experience of the European market. it is not proposed that experience of the l"S 
market should not also be a criteri.Jn in idemi~ing potenrial in\-esrors. The l'.SA will continue In 
be the world"s largest sing.le mar!.:ct seniced hy a relati\·ely small number of distributors and. for 
this reason. it will remain the most auracti\-C outlet for garment producers. Howe\·er. the El. 
markers taken rogerher arc already larger than that in the l'SA and it will increasingly take on thc 
characteristics of a true single market with pan-European distributors equivalent lo K-~fart. Sear~. 
j_C. Penney etc. This process was encouraged by the economic rccessicn of the early 1991.Js...,which 
also promoted a greater dependence on low·-cost sources of supply outside the El". - An 
additional consideration is that ~lexican and Caribhcan producers will enjoy an increasin~ 

ad\'aotage .:wer other LDC suppliers in the L'S market. on the basis of prderemial access under 
the NAFf A and their geographic proximity. 

b.1.3 Critttia for selecting pot~ntial iinntors 

Potential investor~ in new garment projects should. therefore. be sought among companies with 
the fo:Iowing characteristics: 

A track-record of producing knitw-ear for sale in European countries (particularly 
Germany. the UK. and France) as well as in the LSA: 

A demonstrated capacity for producing highcr-\·aluc as well as basic clothing items: 

The fi:iancia! resources to sustain a project in Lesotho while this is being worked up lo 
an cificicn: level of operation: 

Experience of manufacturing in off-shore locations. preferably beyond the Far East and 
South-East Asia - i.e. so it bas a demonstrable capacity for training and moti\·ating non
Chinese and, prcferahly. non-Asian workforces. 

In adc!i;ion, the companies identified for a specific promotional effori lo persuade them to come 
to Lesotho should b.: under pressure from production costs and/or shortage of US and European 
quota in their present main production locations. These factors might be expected to predispose 
them to consider an additional off-shore manufacturing location where such pressures would be 
reduced. 

b.J .4 Where potential investors sh!>uld be sought 

It is recommended that potential investors should he sought in Hong Kong and Mauritius. 

Hong Kong: A manufacturing group conforming to these criteria would he most likely to he found 
in Hong Kong. 

T::./ Sec P J.B. Steele. "Textile and garment sourcing and the single European marker. Textile 
Outlook International No. 57. January 1995, Textile.~ Intelligence Ltd. 
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It is likely chat l:ty now. most Hong Kong garment producers ha\-e made 1heir dispositions fm the 
lakc'''er of the British colony tiy China and those "ishing 10 de,·clop precauiionary off-shore 
manufacruring locations he~-ond the reach of a Chinese Go,-emmcnt de;ermined 10 renege on its 
commitments in Lhe Joint Declaration 'Ailh the l"K of 1 '8-l and its own Ba.sic Law will ha\e 
already done: this. 

Howe\"er. lhc:re will almost cenainl~ be companies considering such a mc)\-e for 1he reasons already 
suggested. Lahour is now so costly in Hong Kong rdali\"C lo almosl any LDC manufacruring 
location lhal. for the most pan. only the higher \-alue ready-to-wear clochin~ lines are acrually 
produced in the colony icself.'.'1 ll is unlikely that such operations could be lal:en o\-Cr by an 
inexperienced 'A-Orkforce in LcSOlho. Howc">·cr. il mighl be possible lo transfer appropriale worL: 
from locations such as China and Olhcr countries now experiencing pressure on quotas or lo us.: 
the Lesotho plant lo supplemenl lhe effons of facrories in such countries. 

Mauritius: Howe\i:r, in addition lo Hong Kong. suitable candidates might also be sought in 
Mauritius. possibly among garmen1-makers associated v.i1h Hong Kong groups. Mauriti!JS might 
prm-e a fruitful source for a potential im-estor in Lcsocho for a number of reasons: 

The GO\-crnment of Mauritius is eager lo di\-ers~- its industrial base away from wha1 it 
now considers to he an excessni: reliance on lahour-intcnsi\-e garment manufacture. 11 is 
understood that it might be prepared to encourage: maoufacrurc:rs to rdocatc: away from 
the island. particularly the production of lower \"aiue items. by maliing a,-aiJable the 
marketing facilities of the Mauritius Expon De\"clopmenl and ln\"estment Authority 
(MEDIA) where: this can supplc:ment the companies· own capabilities in this area:

7°' 

The very success of Mauritius since it passed its Export Processing Zone Act in 1970 in 
achie,ing expon-led growth has put pressure on its labour resource v.ith a corresponding 
impact on labour costs; 

The Mauritian clothing industry has panicular expe1;eocc of the EC market. particular!~· 
in the area of cotton and wool knitwear produced from yam; 

Many of the Mauritian companies are associated with Hong Kong garr.-.;:nt producers and 
arc able to call upon their marketing expcnise and. possibly. their resources. 

b.? Rttommendrd action 

I~ is recommended that the GoL take steps to identify possible new investors in Hong Kong and 
Mauritius lo establish a knitwear plant oriented towards the European as well as the US market 
and then consider an appropriate promotional effort to acquaint these companies ~ith the 
advantages of Lesotho ~ an investment location. 

In order to ensure any such promotional effort has the gJ"eatesl possible: impact, it should be 
undertaken in concert with a determined effort to implemenl tlac other recommendations of this 
report. 

7J/ 

14j 

For a discussion of how Hong Kong corr.panics allocale orders belwcen prnduclion 
facilities in different countries according to production cmts sec P J.B. Steele. "Hong 
Kong clothing: waiting for China", op. cit. 

The UNIDO mission understands that a numhcr of Mauritian knitwear factories have 
rclncatc:d to Madagascar on this basis. 
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c. Sfg9tiatiag a new- trxtilr tradr agrftlllftlt with the l'SA 

c.I Background to m:ommmckd action 

It should Ix assumed that the l'S Go\·ernmcnt 1A.'ill insist e\-entually on negociating a new texrile 
trade agreement with leSOlho if producers in the kingdom maintain shipments of the products 
"'iiich were under quOla until December. l'l9-i. at 199-i levels. Furtherm:irc. as indiC:lted in 
Chapter 6.2.C ab<we. there is good reason to suppose that the fraudulent transshipment items 
falling within the trouser etc category 1TSL'SA class. 33SB/3398/6388/6398) to secure for these 
l..esolho origin continues apace · ii is undersrood thar the L'S Gtn-cmment"s rcprcsentati\es have 
expr('ssed this concern. In preparation for an approach h~ the Go\-emment of the l'SA. GoL 
should gn-e anention to: 

Completing its accession lo the \\TO; 

Discouraging shipments to the LISA in excess of national export quota.<; hy tightening up 
the monitoring of garment expons. especially where this in\·ol\"CS foreign-produced goods 
for which Lesotho origin is false!~· established; 

Preparing arguments for maximizing quota le\-els. 

Membership of the \\TO 

It would be to l...esolho"s ad\-antage to enter the negotiation of new textile trade agreement a.c; a 
full member of the \\TO ha\ing ~-ompleted ail national and international formali~ies to realize the 
decision that it is understood the Gol has already taken in principle. 

Almost certainly. the US Govc:mment will frame its proposals as though Lesotho IA.'aS a member 
of the ATC - ju·;t as it proceeded unde• the MFA rules in the 1992 agreement even though 
Lesotho ~'aS uOl then a member of the GA TI. Howe"-:r, it would be better for the Lesotho 
negotiating position thct the US representa1ivcs be obliged to proceed in this way· i.e. because 
its relarions with Les01ho in respect of textile trade are hy rreary governed by A TC rules under 
the GA TI • rather that it should be able to present rhis as some sort of volunrary concession on 
its part for which it might reasonably demand a quid pro quo in the maner of lower quota levels 
and quota growth-rate and/or harsh anri-transshipment provisil)ns. It is undersrood from the WTO 
in Geneva that rhe Gol had still 10 compiere rhe formalities of joining rhe organization al end
March, 1995. 

Mea.~ures to control rhe export of garment categories under quora 

The bargaining position of Lcsorbo in negotiaring a new textile trade agreemenr would be greatly 
slrengthened if it were lo he able to demonsrrare rhar ir had raken additional steps to ensure thar 
goods do not arrive in rhc USA certified ar, being of Lesotho u. igin when they do nor qualify for 
rhar description. The syslem mosr 1ru.o;1ed hv the US Cusroms in rhis respect is thar opera1c:d by 
rhe Hong Kong Dcparrment of Trade. An overview of this sysrcm \JI.ill he found in Appendix IV 
of rhis report. 11 i.'i suggesred 1ha1 rhe Gol should adopr the sys1em, modifying it according 10 irs 
own specific needs. 

In addirion, rhe Lesorho Cu.r,toms shoulrl he direcrcd 10 seek the cooperarion of Sourh African 
Cus1c-11s in invcstiga1ing claims tha1 Sourh African goods arc somcrimes added 10 Lcso1ho 
i:onraancrs on rheir pas.o;age rhrough 1ha1 counrry. II is difficuh 10 unders1and why Sourh African 
producers should wish 10 rcsorl 10 rhis suhrerfuge now rhat they are fn:e 10 trade dirccrly with rhc 
USA · especially as Sourh African garmenr exports 10 rhe USA arc nor limired hy quoras . and 
enquiries should probably be made amoniz 1he Lesorho producers who ship 10 the USA 10 
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delcnnine ·whether lhis is Slill a prohtem hcf,1re a formal approach is made ll' the Go,,~mmcnl 
of the RS..\ 

Fmally. when the other measures haw hcen put in trair_ the Gol should ack.nov.·ledgc:: that 
fraudulent transshipment outside the Lesotho juri...Jiction may he a prot>lem and offer Ill cooperate 
111.ith the l'S Government in suppr~ssing thi~ in wa~s thac do nOI: punish the Lc~llho in.!ust~ a_<; 

a wiiole for the possible transgression..' ,,f others or impinge.: on lc~llho s..1,ae~l~. 

Future l'S export quota lc,,~L.; 

It was not possible to disco\"Cr whether the.: t·s (j,wcmment will v.i..;h '''proceed in rene~Oiiating 
a rcnev;al of its former lextik trade ;?greemcnt wilh Le~11h,1 on the ba_.;:S thal the qu0la5 sh,1uld 
be an extension of those in force up until cnd-'."tn'l!mt>cr. l'N-1. or whether it will prckr to sec.:L: 
new restrictions under the safeguard mech.mism of the A TC 

In the former case. the l'S Go\-emmenl could argue thal the 1993/1994 quotas should be the basis 
for cakulating the 1994-95 basc-le\-el. although il would be obliged to allow a 16 per cent increase 
in the annual grov.1h-ra:es in force under lhc lasl agreemenl - i.e. the l'm/95 quOla.~ would ha"·e 
to be 6.% per cenl above the comparable 1Q93/q.i level ralher than b ~r cent. In lhis ca.-;c the 
minimum le\'els Leso<ho could demand v.-ould be: 

Knit shirts etc 
(excluding T-shirts. tank tops elc) 
Trouser.; etc 

861.669 dozen pieces 

·'25.166 dozen pieces 

On the other band. if the l rs GO\-ernment were to v.i.c;h to treat the quota5 as new restraints under 
the Aniclc 6 safeguard clause. the minimum lc\·cl of restraint would he as laid do~11 in para 8 -
i.c:. -... the level or restrainl shall be fixed at a le\·el nol lower than lhc actual bd or exports o: 
imports ft.lm the Member or Members (of the \\10) concerned during the C-month period 
lenninating rv.·o monlbs preceding the month iu which the request for con.or,ultation was made:. 
Assuming that the US Note r.:o. 94-!5 to the Minister of Foreign Affairs dated 14 November 1994. 
be deemed the "request for cor..sultation" and the CS record of its impc,rts in the yc:ar to cnd
September, 1994, be u.~d for calculation purposes (as opposed to the Lesotho record or its 
exports). the quotas for 1994-1995 would be: 

Knit shirts CIC 

Trousers etc 
785,503 dozen pieces 
376,15-' dozen pieces 

Prima facie. thi..or, suggests that it would he more advantageous to Lesotho lhat the quolas should 
be treated as an extension of those in force in 1991/94. However. under the safeguard mechanism. 
Lesotho would qualify for favourable treatment under para 6.(a) and 6.(l>.) On the other hand. ibis 
provision might also apply in the: case of extended !\.ff A quotas. Speciali5l ad\ ice should be sough1 
in this matter in preparing 1hc Lesotho negotiating brief. 

c.l Recommended action 

It i..c; recommended that the follov.ing aclions he taken by lhe Gol in prepara1ion for negotiati0ns 
on a renewal of th'" US-Lesotho textile lrade agrcemen1: 

Thal the completion of all neccsi;a~· measurc5 rcla1ing to l.c'\otho·5 accc!;sion to 1hc \\TO 
he lrealed a.c; a matter of the Ulm05t urgency in lhe ordering <lf government business; 

Thal an in\'c5tigation of complain1s aboul !he fraudulent anribu1ion of Lcsolho ori~in lo 
non-Lesotho import" int<l 1he es marker should he underlaken and. if ii seemed 
appropriate, this he followed up by a high-level enquiry 10 resolve this problem; 
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That a re\ie1A. he undertaken of pro..--cdures for authori7ing the t"xport of textile and 
ganm:nl products 1A.ith a \iew to making any necessa~ impnwemcr.ts in the present 
system: 

That ad\ ice tic sought from an agency 1A.ith experience of lhc negotiation of textile trade 
agre•;mcnts under the MFA with a 'ie1A. to preparing a brief for the GoL for lhe 
forthcoming textik trade ne~otiations with the l"SA. 

d. Extmsioa of currmt dttogation agrttmtnt with tht El'. 

cl.I Background to rtt0mmmdtd action 

It is unlikely that in the foreseeable future it will he economic to produce WlWen or knitted fahric 
for garment production in Lesorho. It will not be possible. therefore. to n:.anufacture gannents 
conforming to the Lome Con\"cntion criteria ')f origin for du~·-frec access to the El: market on 
!he basi..-. or local materials. lnc.:ntn-es to encourage the indust~· to locate fabric sources in ACP 
countries. the SACl" and the El' itsc:lf. might be considered. Howe,·er. it should be recognized 
tlut Indian and Far Eastern sources are usual!~- more economic and 1ha1 the Chinese-owned 
Lesotho garmenl-makcrs ma~- tu\-c preferential access to these sources on the basis of commercial 
agreements entered into by their group head offices. 

In view of this. it is recommended that the Gol should begin to 1bink in terms of extending i1s 
present agreemenl 'IAlilh the El' for five more ~-ears. The same products should continue to he 
covered. 

In addition. the possibilit~· of introducing a shor!er-term derogation covering knitwear (!Jarticularly 
sweaters. pullo\"ers etc) might be explored wilh the Et.:. The purpose of this would be to allow a 
newly-established producer to export items ba<ied on imported panels for up to one year lo allow 
it time to work up its production capacily in leSOlho to internationally competitive lc\ds of 
efficiency. (Any derogation for this product should not be sought on the same terms as tha1 
appl~ing to the produ..:ts covered by the prescnl agreemenl or the proposed future agreemcnl -
i.e. ii should nOl be valid for an extended period - as it is desirable that any knirwear producer 
attracted to Le~olho should begin to export items 'IA.ith 1he highest possible local added ,-alue a5 
soon a.'i possible. This means tha1 it should be knitting panels in Lesotho as soon as possiMe. To 
encourage thi!. the Ge L ~ .ght make it a condition of the new company·s operation i'l the country 
that. after tw-clve monl'.'<. panel-; cannot be impofled from Mauritius or other ACP countries.) 

d.2 Rttommtndcd action 

The Gol should: 

Make preparation.<; for requesting an extension of the present agreement derogating from 
the Lome Convention rules of origin for certain garanent categories for five further years 
from end-March, 1996; 

Explore the possibility of introducing an additional deroga1ion for knitted swcalers etc 
(Et.: MFA categor) ~) manufac:ured from cotton, wooL mmf and silk and silk blends 
allo'IA.ing for the import into 1he EU on a duty-free basis of item!> based on imported 
panels for one year only. This derogation should he capable of being brought inlo force 
by 1tic GoL al an~ lime during lhc extended agreement simply hy gi\ing notice to the 
European Commission. 
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e. Allocation of national e1port quot.as to garment produttrs 

e.1 Background to rttommendrd action 

lbr prnent system 

The present sy-stem of allocating the L'S export quota..<. to indi\"idual garment producers i_._ judged 
to be not entirely saiisfacto~· and should he modified. It is considered thal il was a mistake on the 
part of the GoL to ha\-C compounded the impact of a reduction in anticipated rates of g:ro111.1h on 
those companies which had heen most successful in devcltlping sales of affected products hy 
iac;,isling in addition on absolute reductions in their permitted export le\-cls. It has heen 
demonstrated thal this was the con..c;,equence of the operation of the presenl s~-s1em. This mast ha\·e 
affected their ahility to finance the de\·elopmcnl of allernali\"e product lines and could ha\·e had 
a deleterious effect on their overall financial siiuation. 

It is acknowledged that the Ministry of Trade a:id Industry has sho111.n itself willing to reallOC3te 
unwanted quota in the course of a quOla year. bu1 the inadequacy of i1s system for monitoring 
quota usage and the lack of any mechanism at its disposal l~l compel or. at leas!. encourage. those 
witll unwanted qt•ora to surrender it in good time has made it difficult for those seeking additional 
quota to conclude possible export sales and plan their production programmes. This has meant 
that. according to Lesotho records if not those of the L'S Go\"ernment. the national trou..o;er quota 
has been under-utilized. 

The object of the present system was to encourage the maximum employment of labour. It is 
argued that this would best be secured as a result of the commercial success of garment-malers 
rather than hy direct government inter\"ention. Garment-malting is by its nature labour-intensi\"e 
and higher levels of output almost invariably require additional ~mployment. Admittedly. sa\ings 
can be made a..r, a result of improved manpower producti\ity. but it is in the long-term interests 
of the indu.c;,try in Lesotho that this should be encouraged and nOl discouraged which is the effect 
of the present sy-stem. In addition. there is e\"e~· possibility tl:.at the weighting put on the labour 
factor in allocating quota has encouraged companies to overstate the numbers they employ. 

Suggested reforms 

A'\ Lesotho i.c;, likely to be compelled to accept continued restraint on its exports of certain 
products, the prime objective of ~overnment policy in this regard should be to ensure thal the 
quota\ arc fully utilized. lnlernational experience suggcsls that this is bes! secured by: 

Basing the allocation of quotas pro rata on pas! performance; 

Ensuring that unwanled quota is surrendered to other produce!'s, requiring hi.c;, lo be 
done as early as possible in each quota-year so !hat orders can be confiden11f accepted 
and production planned; 

Encouraging producers 10 move from !he manufacture of quota items to more profitable 
product lines. 

The allocation syMcm should he wholly transparent. i.e. based on kno\\n rules and criteria and 
adminislcred in such a way as to minimize the discretion that can he exercised by the government 
department operaling the syia.::m. The outcome of company applications for quota at the beginning 
of each quota-year ~hould be highly predictahlc. al10111.ing producers to develop their marketing 
programmes in full knowledge of the amount of quota 1hey are going to he allocated. 
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Th~ Hong Kong mod~I 

The most efficient w;:!y of allocating quota gi\·en the abo\"e desiderata is that of the Hong Kong 
government and it is recommended that this system should. as far possibk he adopted by Lesotho. 
The main features of the system are these: 

Applicanls for quola arc granled an alloca1ion for one year on lhe basis of their 
shipmenls in lhe twel\"e mosl recenl momhs. If lhey then ship quanlities equivalcnl lo 95 
per cent of lheir allocation lhcy \11,ill he offered a similar allocation in lhc follo\11,ing year. 
subjeCI to whate,·er gro\\th-rarc ha.-; been agreed for the nalional quot<i. If they ship less 
taan 95 per cent they \11,ill lose their entitkment lo quota in the follo\11,ing year in 
proportion to their failure lo perform. (Thus. if. say. they ship only 80 per cent of their 
allocation. in the follo\\ing year they \\ill be offered 80 per cent of that allocation - suhjcct 
to the national gro\11,th-rate.} 

Quota holders are encouraged to transfer unused quota to other companies or to 
surrender it to the Department of Trade for reallocation. A quota holder may transfer 
up to 50 per cent of its quota holding in any one year \11,ilhout losing its righl to a full 
reallocation in the st:bsequent year - subject. of course. to lhe transferee making adequate 
use of it - and may do this for three successive years. Although lhe Department of Trade 
has to approve the transfer. there is no prohibi1ion on quota being sold. The emergence 
of a class of "quola farmer;," hao; been largely discouraged by lhe facl lhat the Department 
of Trade will only a~prove transfers ro registered producers and exporters. 

When quota holders cannot transfer unwanted quota in a temporary lransfer deal they 
are enc-oll!aged to surrender it as quickly as possible. Those who do so within four 
months \11,ill be offered 50 per cent of the surrendered quanlity in the follo\11,ing year. 
Those who delay are penalized - the longer the delay. the smaller lhe proportion of the 
surrendered quota offered in the follo\\ing year. 

Encouraging production of non-quota categories 

It will be noted that there is no specific prO\ision in this system for encouraging Hong Kong 
~uppliers to lransfer production aCli\ity from categories where the export quola is hca\ily 
subscribed to those where it is less utilized. This reflee1s the fact that, in the ca~e of Hong Kong. 
almost all produCls for which there is any demand are already subject to quota, not only in the 
USA and the EU, but in most other international markets as well. In addition, it has never seemed 
necessary to give Hong Kong businessmen any artificial stimulu.\ to encourage them to explore new 
marker opportunities. In Lesotho there might weU be an argument for giving producers such 
incentives. A scheme which links additional quota pro rata to sales of non-quota products in the 
same market might prove most effective in this respect. 

e.2 Rttommended action 

It is recommended that: 

75/ 

The present quola allocation svstem he amended along the lines of lhal operated hy the 
Governl"lcnt of Hong Kong.757 

It is sugger.ted that, in the firs! year or 1he operation or the sysrem, allocation5 should he 
made pro rota on the hasis of their contrihution to total ship:ncnts in 1992. (This is 
intended as far as possihlc lo enahlc the mos! cflicienl exporter~ 10 recoup the lo-.se~ in 
market opportunity they incurred in 1991 and 1994 as a resuh of the operarion or the 
prescnl system.) 
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In addition. the possibilit~· of linking additional quota-entitlement to exports of non-quota 
products might also be considered. 

9.3 SMALL-SCALE PRODUCERS OF TEXllLES A~D GARI\1E~IS 

A. FINDINGS 

The main functio!!S of Lesotho·s small-scak textile and garment producers are: 

Substituting for imports from the RSA in the case of school uniform sweaters and dresses: 

Producing goods not a\·ailable from foreign sources - i.e. national dress. bespoke garment5 
for females; 

Supplying international demand fur high-grade hand knitted garments and textile crafts -
e.g. tapestries - either directly or through sales to tourists. 

These activities employ some thousands of workers (mostly women) for whom such opportunities 
are presently severely limited. This must be considered the chief benefit they confer on the 
domestic economy anJ the chief reason for continuing the support they already enjoy and making 
~his more effective_ 

Present GoL policy towards the indigenous sector as a whole is considered to reflect a realistic 
assessm..:nt of its developmt:nt potential and no specific departures are recommended. 

However. it is argued that SMEs in the garment sector would be the chief beneficiaries of the 
suggestion already made for considering ways of amalgamating such \'CD!ures into enterpri.~es that 
could be brought \\ithin the scope of the investment incenti\·e regime should this be considered 
practical in the light of the prnposed re\iew of thal regime. 

It is also suggested that these enterprises be invited lo participate on the proposed JGIGC which 
w.:>uld have the effect of strengthening their representations for specific changes in GoL policy -
for instance as regards the imposition of sales tax on imports of yams, fabrics and olher 
consumables used in woven garment and knilwear production and tht modification of the criteria 
on which official procurement policies are issued lo favour local bids. 

B. RECOMMENDED ACTION 

No specific changes in currenl Gol policy are recommended olher 1han 1hose already discussed 
in 1his chapler under olher headings. Given the importance of lextile and garment production in 
the SME sector, producers in this area would be major beneficiaries of any improvements arising 
from the studies which ii is proposed should be undertaken by BAPS in the preceding cha.,ter 
which made recommendations for the manufacturing sector as a whole . 
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CHAPTER 10. PROPOSED TECHNICAL 
INITIATIVES 

10.1 INTRODUCTION 

COOPERATION 

The strategic review of the industrial sector in Lesorho with panicular reference to the te:ttile and 
garment subscctor which has been the subject of this repon has made a number of 
recommendations for action by Gol which might be considered as a basis for possible technical 
cooperation projects to be discussed with UNIDO/UNDP. These recommendations include: 

A study of existing investment incentives with a view to briefing Parliamentary Counsel 
on the drafting of an Investment Code; 

A study of the potential for further diversifying the manufacturing base by attracting 
investment in expon-oriented projects not in the garment sector; 

As a possible spin-off from the above project, a review of the Lesotho industrial sector 
addressed to the international industrial community, investors in panicular, focusing on 
subscctoraJ investment and trade opportunities; 

Assistance in establishing a joint government/industry Garment Council to formulate 
government policy as this affects the production of clothing for expon; 

Identification of potential investors in a Hong Kong and Mauritius which might be 
persuaded to establish a knitwear plant in Lesotho oriented to the EU as well as the US 
market and the development of a promotional strategy to attract such potential investors 
to Lesotho; 

An enquiry into how non-Lesotho goods arc entering the US market certified as being 
of Lesotho origin and to determine ways of preventing this; 

A review of cenificate of origin procedures for exports of garments from Lesotho· 

The preparation of a briefing for the Gol negotiators in connection with the renewal of 
the textile trade agref'.ment with the USA; 

A review of the system for allocating national garment export quotas to local producers. 
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10.2 PROPOSED PROJECTS 

A. RE\1EW OF l!\'\'ESTMENT INCE~'Tl\'E REGIME 

a. Recommendation 

ll is recommended lhal the governmenl should consider the introduclion of an imestmenl code 
and, in preparing this. consider in detail lhe various incentives offered and lhe role of the 
IPC,'LNDC as lhe administering agency. 

This recommendalion reflecls lhe conclusion that such a code would facilitale lhe process of 
anracling industrial investmenl lo Lesotho both hy advenising the incenlives on offer and by 
making more lransparenl lhc processes hy which they are made a\·ailahle to bona fide inveslors. 
Its preparalion would also afford an opportunily for a reconsideration of lhe incentive regime in 
the lighl of the new circumslances Lesolho has lo conlend \\ith. especially following lhe 
readmittance of lhe RSA inlo full membership of the community of nalions. 

b. faide:ice of government priorities 

This recommendalion is made in the light of the Gol's known wish to promote the expansion of 
the industrial sector of the economy. It is seen as a logical continuation of the process begun by 
the establishment of the IPC within the LNDC structure. 

c. Nature of project and objective 

It is proposed that GoL discusses with UNIDO/UNDP the possibility of initiating a technical 
cooperation project to realize this recommendation. The project would involve: 

A critical review of existing investment incentives leading to proposals to amend/ extend 
these. This might include recommendations that bodies which organi7e the activities of 
SME producers on an outwork or a cooperative basis should, in certain defined 
circumstances, be brought under the a:gis of incentive regime; in the light of this re\iew 

Preparation of a detailed report with recommendations which, subject to government 
approval, .:ould be used as the basis of a brief for Parliamentary Counsel in drafting the 
necessary statutory instruments; 

Consideration of the function of the IPC/LNDC in investment promotion an<l the most 
appropriate relationship between investment and trade promotion functions;76

/ 

Assisting IPC/LNDC in developing its role. 

B. REVIEW OF POTE1''TIAL FOR DJVERSlmNG MANUFACTURING SECTOR 
INVESTMENT 

a. R··commendation 

It is recommended that Gol consider the potential for expanding its indm.trial investment 
promotional activities to include, ;ojects other than those in the export-oriented garment sector. 

76/ This could involve con~ideration of the role of the Trade Promotion l.Jnit of the Mini!'.try 
of Trade and lndu!'.try and the advantages of amalgamating that body with the 
IPC/LNDC. 

• 124 . 



b. El·idrnce or gm·emmrnt priori!it~ 

This recommendation reflects the knn\\11 \\ish l'f Gnl to promote Lesotho as a location for 
invesrment in non-garment pnljccrs. The limitati,,nJ of the .- xport-oriented garment enterprises a!> 
regards their contrihution to the de\"clopmcnt of the manufaduring sector wcre correcrly identified 
in the Agro-Industrial Project - sec Chapter 3 - and it was recommended that the that there he 
a consciol!s cflor! ro di\"ersify tltc in\"estmcnt promotion programme: to rdlcct this. Funhermorc. 
the present srudy attention has hcen dra\\11 to de\-clnpm..:nrs in rhe inrernarinnal market siruarinn. 
including changes in the intcrnarional lc:\1ilc rradc regime. which arc wnsidcred likely lll impacl 
on the willingness of garment producers to esrahlish producrion facilities in rhc kinfdl1rn. 

c. ~ature or projrct and objrcthr 

It is proposed tbar Gol discuss \l.ilh l"'.'\IDO/l'~DP rhe possibili:y of initiating a techni.:al 
cooperation project to reali7e this recommendation. The prnjccl would be concerned tn: 

Consider rbe extent to which Lesotho has hecn ahlc lo attract non-garment projech and 
the commercial performance of such projects: 

Re\iew international circun1stances bearing c:t the \l.illingness of foreign indust·ialisb !ll 
esrablish manufacturing facilities in LDC economies and the extent lo which Lesn1h,, 
might hope lo benefir from rhesc. 

Withour in any way wishing lo pre-empl the findings of such a srudy. ii is likely thal parlicular 
attention would be gi\"en lo elecrronic pruducrs asscmhly projecrs mainly oriented ~o rhc Sourh 
African market. Other areas of lighr engineering mighr also be considered and dara-proccssing. 

Should rhere appear lo be polenrial for anracring such projecls. considera1ion would also he gi\·cn 
10 a~propri:ilc rromo:ional programmes. In this latter conneclion. :he findings of !he .-;1udy could 
he wrillen up for puhlica1ion in !he form of a repor! on !he industrial scclor which could he 
published for use by IPC/LNDC in its overall promotional p.-ogramme. There would be manifest 
ad\'anlages in lhus making the expcndi1ure of resources in chis area •ervc rwo distincl purpose~ .. 

C. ASSISTANCE IN ESTABLISHING A JOl1'T GO\'ERNMPff /INDUSTRY GAR~1E1'T 
COUNCIL CJGIGC~ 

I! is recommen:ied thal the government seek industry cooperation in es!ablishing a high k\"c) 
Garmen! Council (JGIGC) 10 consider issues affecring !he export-orien!ed garmenl industry and 
advise on the formularion of governmenl policy a.ffecting the indus1ry. This recommendation 
reflects rhe empirical need for such a body ro ensure 1ha1 measures raken are, as far as possible, 
appropriale to irs requirements and also the need to assure the indumy of rhc impor!ance the 
government al!aches to its well-being. 

a. Evidence or government priorities 

The Gol is awarc of the imporlance allaching t>l the export-oriented garmenl induslry as a means 
of generaring foreign exchange and providing emplo~ent for some 11,000 workers I! is also 
aware through the LNDC of the difficuhies the indus1ry currently faces and 1he effecl this ha~ hau 
on morale. The estabfo;hment of the proposed JGIGC would 'dcmonslralc thi~ awareness as well 
as creating a suitable ins1rument for formulaling government policy and moniloring ii~ 

irr.plcmentalion. 
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b. Sature of project and objecthe 

It is proposed that Gol discuss \\ith U!l.1DO/UNDP the possibilit~· of initiating a technical 
cooperation project to realize the .ibove recommendation. 

The purpose of the project w:luld be to assist the DirectClr of L!\UC/IPC (proposed as the 
secret~· of the JGIGC) in setting up the council and in establishing irs procedures and agenda. 

It is considered that the JGIG': would be an appropriate agency for considering the need for the 
other garment-related projects outlined below. for formulating detailed project proposals and for 
supervising their execution. It is eD\isaged that the secretary to the Council wouJr' ,lay a major 
administrative role in this work. 

D. THE IDE1'TIFICATION OF POTE1'TIAL K.~ITI,"EAR INVESTORS A."lD 
PROMOTIONAL ACTl\1TIES 

It is proposed that suitable knitwear producers be identified and an atJpropriate promotional 
programme be devised in an attempt to persuade one or more of these to establish a project in 
Les1Jtho. oriented to the EU market as well as to that in the USA It is proposed that this 
promotional effort be particularly directed towa.fds Hong Kong and Mauritius. 

It is felt that a knitwear project would be mo!e \iable in the Lesotho conditions than one based 
on woven fabric which bas lo be imported and so cannot always benefit from the prmisions 
governing duty-free access to the EU market in the Lome Convention. The stipulation regarding 
orientation to the EU market reflects the lack of experience of that market demonstrated by most 
existing producers in Lesotho and the perceived need to make more of the opportunities there. 
It is felt that companies of the type required arc most likely to be found in Hong Kong and 
Mauritius. 

a. Evidence of government priorities 

It is known that Gol regards the attraction of additional foreign investment into Lesotho as a 
major plank in its overall strategy for the manufacturing sector. It is felt that a prnject of the kind 
outlined above is very appropriate to conditions in Lesotho and has a good possibility of achie\ing 
a s•!ccessfol ourcome. 

b. Nature of project and objecti'le 

It is proposed that Got discuss with UNIDO/UNDP a technical cooperation project to help 
redize the above recommendation. 

The project would be in two phases, the first to identify potential investors, the second attract such 
investors to Lesotho. It is envisaged that the search would concentrate on Hong Kong and/o; 
Mauritius and involve visits to those countries. The subsequent promotional programme would he 
developed in the light of phase one. 

In that particular connection. direct approaches to the companies identified as suitable candidates 
on an individual basis are likely to be a necessary first step. In both countries key figures in the 
business cmnmunity will have to be persuaded on an individual basis. Onl) when this has been 
done should the need for and swpc of a more formal promotional effort he considered. 



E. ESQUIRY l~TO FR.\UDULE~T CERTIFICATIOS OF SOS-LESOTHO GOODS AS 
REISG OF LESOTHO ORIGIS 

It is recommended that Gol initiate an investigation of complaints about tile fraudulent anribution 
of Lesotho origin io imports of non-Lesotho garments into the l!S market should be undertaken 
and. if it seemed appropriate. this be followed up by a high-level enquiry by a Royal Commission 
to discover how fraudulent transshipment is carried O'l and the partie~ engaged in this trade. 

a. Evidence of government priorities 

It has been argued that the difference between the Lesotho record of products stJhject to L'S 
export quotas and the US record of imports of these items can be explained hy fraudulent 
transshipment - especially in the case of the wo,·en trousers category. This seems to ha\·e been a 
major factor that induced the VS Go,·emmcnt to "call" Lesotho in respect of its exports of knitted 
tops and woven trousers even though its shipments of the latter category did not meet the 
minimum quantitative criteria for determining market disruption. The measures proposed by the 
US Government for resolving this problem were also one reason underlying Gol"s determination 
not to agree an extension of the current textile trade agreement at the end of 199-J on the grounds 
that these constituted an unacceplable infringemenl of Lesotho sovereignty. Ho~ever. under 
Article 5 of the A TC. Gol is obliged to cooi-erate "-ith the US Government in this 
connection77

/ UNIDO is not aware that the US Government has made any specific approach 
to the Gol under Article 5. para 2. but it would be advC>ntageous to appear to hi.· an1icipating such 
action. 

b. l'liatun of project and objectin 

It is proposed that Gol discuss with Ul\lDO/l'NDP a technical coopera1ion project 10 realize 
the recommended action. The project would take place in two phases. firstly. to determine whether 
there is substance in reports of large-scale transshipment and. if these appear to be justified. to 
advise on the form of enquiry to determine how transhipment is carried out and the persons 
involved. The second phase would consist of a Commission of Enquir}. It is proposed that this be 
undertaken by a senior member of the Lesotho Civil Bar who would be empowered to mandate 
the cooperation of the industry in Lesotho and the Lesotho Customs depar1ment and to seek that 
of the South African Customs department. (The gove-rnment should be prepared give the 
commission every assistance in approaching the South African Customs as and when such 
assistance is required.) The possibility of cooperating with the US Customs service might also be 
considered. The enquiry should be able to take evidence on a confidential basis and be empowered 
to offer immunity from possible prosecution to witnesse~. 

It is suggested that this project be carried on in tandem with that invohing the rc,iew of export 
authori7.ation procedures - see below. It is likely that the expert appointed under that project could 
be usefully associated with the enquiry. 

i7 / The relevant text reads: 

" ... parties should estahlish the nece!>sary legal provisions and/or administrative procedures 
to address and take action against <;uch circumvention (i.e. of the prmisions of the ATC 
hy transshipment. rerouting and fal~c declaration concerning country or place of origin 
etc). Parties further agree that. consisteni with their domestic laws and prncedures, they 
will cooperate fully to address the problems arising from circumvention." 
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F. REFORM OF PROCEDURES FOR MA."liiAGl!'\G EXPORTS OF GARME!\ITS -
PARTICUL.UU. Y THOSE SUBJECT TO QUOTA RESTRICTIOSS 

It is recommended that Gol review its procedures for authorizing the export of textile and 
garment products \\lth a \lCW to making any neeessa~· improvements in the present system. It is 
also recommended that the present system for allocating national !!arment export quotas be 
amended in the interests of securing maximum utilization of quota~. The re\iew would include 
consideration of the most appropriate machine~· for car~ing out the recommended procedures 
and possibly involve a strengthening of the present mechanism \\ithin !\ITI. 

a. E\idence of government priorities 

This recommendation relates lll the dissatisfaction expressed in some official quarters \\lth the 
management of garment exports - particularly as these relate to exports of products under quota. 
It is suggested that impro\·ements in this area could help in resohing possible fraudulent 
attribution of Lesotho origin to non-Lesotho products - the subject of a proposed ~eparate enquiry 
- and also make for the more efficient allocation of export quotas. It should also allow Gol to 
exercise the kind of control over garment exports which is desirable given the current international 
textile trade regime. 

b. Nature of project and objective 

The two recommendations made under this heading are distinct. but closely related and it is felt 
that they would both be addressed by a reform of the procedures for managing garrm:nt exports 
as proposed. It is, accordingly. proposed that GoL discuss with l:!\100/V~'DP a technical 
COO!)Cration project to assist in the realization of both recommendations. 

The project would involve: 

78/ 

79/ 

A review of the various procedures for authorizing exports of garment categories to all 
destinations.781 whether or not subject tc export quotas. \\ith a 'wiew to putting these 
on a uniform basis. The need to incorporate these procedures in regulatory form would 
also be considered and. if necessary. a brief:ng would he prepared for Parliamentary 
Counsel; 

A review of the functions of the various agencies currently involved in authori7ing such 
exports with a view to improving the efficiency with which these are carried out. It is 
emisaged that responsibility for garment export authoriz.ation will be given to a single 
body, possibly to be known as the Textile Export Certification Unit;79

/ 

A revi::w of the present system for allocating quotas lJetween the various producers with 
a view to ensuring quotas are utilized as fully as possible and encouraging the export of 
products not under quota. It is envisaged that this part of the project would involve the 
development of an up-to-the minute data base indicating exports of all product categories 

It is proposed that the certification procedures would appl'w siulilarly to exports to the 
USA, the EU, Canada and the RSA. 

The responsibility for carrying oul textile: export certification fun~tions currently lies with 
MTI, but, in practice. some of the functions relating to the granting of a \i.-.a for 
shipments consigned to the USA fall within the Customs department. On the hasis of 
Hong Kong and Jamaican experience. th.::c would .-.eem to be merit in separating textile 
export certification from those more properly hclonging lo Custom-;. However, this i.-. not 
to pre-empt the conclusions of the proposed rc'wiew. 
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by company of origin and des1ina1ion. This would ensure rhal lhe proposed TECl' was 
furnished \\ilh lhe dala il requir-:d for lhc efficienl managemenl of expon quolas. 

ll is likely that the system de\"eloped as a resuh of lhis project would based on lhe Hong Kong 
system as adapled to lhe idios~11cralic requiremenls of the siluation in Lesotho. 

G. PREPAR.\TIOS OF A ''1:GOTIATISG BRIEF FOR A RE'"EWED LESOTHO/USA 
TEXTILE TR.\DE AGREEMEl'ff 

It is recommended that GoL prepare lo negolialc a lextile lrade agn:cmcnl \\ilh the USA \\ilh 
a view to ensuring thal any exporl quolas arc set al the highesl possibk base le\"els \\ilh maximum 
annual growth rales and thal there arc no infringements of Lesotho sm·crcig:nty in the procedures 
for controlling fraudulent attribution Clf Lesolho origin. 

a. Evidence of government priorities 

Having postponed making a detailed response to the US Government"s request that the existing 
textile trade agreement be renewed/extended. in November, 1994. GoL musl expect this matter 
to be raised again. Given that the 1992 agreement which imposed export quotas on the cwo most 
popular items seriously diminished Lesotho"s attractions as a location for manufacturing garmenls 
for the US market. it is desirable thal more favourable terms reflecling the country's status as a 
relatively new supplier and one of the world"s poorest countries be secured. 

b. Nature of project and objective 

It is proposed that GoL discuss \\ith Ul'-100/Ul\'DP a technical cooperation project to assist in 
realizing the above recommendations. It is likely that the projecl would involve the preparation 
of a brief for the negotiating team and provision of ad\"ice while negoliations are in progress. 

10.3 PROJECT PRIORITIES 

It is recognized that all the projects rec.>mmended above could not be undertaken al one and the 
same time. The coordination of so many separate exercises would prcsenl massive problems cf 
organization, both for UNIDO and for the GoL which, it is assumed, will be fully involved in 
implementing proposals formulated under the agro-industrial project. Further01ore, a number of 
ihese projects are dependent upon one of the others having been previously undertaken. Ha\ing 
regard to this, the projects are graded in some order of priori1y reflec1ing both their discrete 
importance and their relationship to each other. 

In this context the Preparation of and implementation of an investment code and the 
Establishment of a joint Garment Council arc considered to be tho ~ which it would be desirable 
to initiate as soon as possible. 

It could be that the first has already been the subject of consideration under the World Bank's 
Agro-Industrial project in which case, of course, the effort should not be duplicated. The Garment 
Council is seen not only of important in itself, but it is also seen as a mean!> of assessing the need 
for other projects relating to the garment sector and supervising their execution. For this reason 
it should logically be given priority over those projects. 

However, it might be noted th<it the enquil')· into possible fraudulent transshipment and thr 
reform of certificate of origin procedures would be most usefully undertaken simultaneousiy. The 
negotiation of a morT favourable textile trade agreement with the USA might also be inOucnced 
by the fact of these projects having been already commissioned which suggests that they should 
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ha\'C some prioricy in 1erms of timing. Attracling additional in,ntm~nt in garm~nt projttb is 
seen as desirable. bu1 is more likely 10 be successfully undertaken if some effor1 ha..., aln:ady been 
made lo address 1he 01her concerns of the industry in Lesotho. This project would. therefore. be 
appropriately poslponed un1il the others have been largely implemented. Similar considerations 
\ll;ould seem to apply in the case of the study of the potential for pwmoting Lesotho as a location 
for non-garmHt export-oriented industrial pn,jccts. 

The preparation of an Industrial De\"elopmenl Rc\iew of Lesotho according Ill the established 
outline of l'!l-100 Industrial Development Re\iew Series should be gi\"en utmost importance once 
an Im·estmcnt Code is finalized. The proposed Rc\icw should be tailor-made lo prmid.: potential 
investors with information and analyses of subscctoral investment and trad.: prospects. and th.: 
document should be used for world-""ide dissemination 1hrnugh the estahlish.:d l"'.'\IDO 
distribution network. 
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APPENDIX I 

TIIE INTERNATIONAL TEXTILE TR.\DE REGII\1E 

I.I BACKGROl ~D 

A. GE!\"ERAL 

For thirty fm:: ~t:ars the inrernatior::il lradc in rcx:iles and garments has hcen suhject lo a special 
regime \\ilich has formally exduded it from the general driv~ rowards a more lit>cral world tradin!! 
order with rcspecr to industrial products which bas hecn pursued under the auspices o~ the GATL 
This special textile regime has auern!'{ed lo reconcile two contradicro~ ohjcctives: 

That of tH main t~xti~ and gannmt impnrting countOO (i_c_ the industriali7cd 
economies and. in particular. the t.:SA and the EC m:::mber-states) lo regulate trade in 
t::nilc producrs in order to protect their domestic industries: 

That oftH main k:di~ and garment nporting countries (i_e_ in general terms the newt~ 
industrialized and de\t:loping economies) to maximize exports_ 

To scn-c both these ends, a mechanism \\-as e\"Ol\'ed intended to secure orderly gro\\1h in the trade 
behind a screen of controls on the assumption that this could be a tempor~ measure which. 
ultimately, would become no longer necessary and textile!> and clothing would be treated as any 
otner internationally traded industrial products_ In the lI ruguay R..lund of the GA TT it was 
determined that the time had come to begin a phased dismantling of th.: system of controls and 
that. \\ithin ten years of I January, 1995. the final vestiges of special trcatmenl for the lcxtilc and 
dothing indusll')" would be dispensed \\ith. This is lhc prcsenl regime known as Che GA TI 
Agreemenl on Textiles and Clothing (ATC) 

8. THE BASIC PHILOSOPHY OF THE GA IT 

For most of the period since the end of World War II in 1945 the main ideological influence on 
the development of the trading regime governing relations becween the advanced free market 
countries, and between these countries and other less developed economic!>. bas been the GA TI 
(General Agreement on Tariffs and Trade:.) This seeks a progressive diminution in the: barriers 
to the free movement of goods and senices between its signatory nalions. The GA TI bas been 
the inlernalional expression of a cenlral lcnel of classical liberal economic lheory - thal free trade 
is lhe surest way of securing to all nalions the benefils of economic development. 

Thi.-; is, of course, largely a slatement of an ideai - a pious aspiration. Most counlries in lhe 
world maintain complex regimes lo prolecl lheir domeslic production. These arc: justified on lhc: 
grounds that unfeuered import competition can lead lo serious short term consequences for 
eslablished economic structures. with resulting political lensions .. furthermore, lhe efforcs of many 
countries to bolster artificially lhe compe1i1i..-eness of their exports perpetuates in the importing 
countriec;.' virw rh,. ne.!d fo• protection. Preferential trading arrangements between GA TI 
signatories have also proliferated since 1945 - the Eli being only the m0sl significanr or many 
instances. 

Neverlheless. succcssi..-e rounds of multilaleral trade negotiatior1'.; (MT!'lis) under the GA TI have 
eslaOlishcd limircd largets for the reduction of proteclivc mechanisms to be achieved over periods 
of years. Considerable progress has been made in this direction. parlicularly with respect to fiscal 
concrols {lariffs). less so wilh respect to physical (non-lariff) barriers . 
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Mon: imp.,rtantly. perhaps. the: \-C~ c::tislc:nec.: llf the: GA TI as a sta1emc:r.r of an idea i.nflu::nccs 
the: w:i~ in which the major economies approach thc who!e pnlt>km ,,f international trade: in 
general terms and ensures tha! there: is wntinual m,lral rr::ssurc: on them to mo,.-c 1c thc dircction 
of greater freedom_ The: effect of this cona:pt of ccom.lmic morality on rh:: bc:ha\iour. and e\-C:D 
the con\ictions. of g0•-.::mmc:nb annot be: dismis!i.cd. 

C. THE SPECLU. POSITIO'.\ OF THE TE:\llU . .\_~D CLOTHl'.\G l'.\Dl"STRl[S 

l"ntil the: l'.ruguay Round. ks..' pwg.rcs..<. ha_;, been madc towards the: reaiu~tion of the: frc:c: trade 
ideals of the: GAIT in the case of tc:xtilc:s and clothing. than with any Olher sing.k catc:go~ of 
goods. with the: possible: exception of agricultural commodities. 

In all the: major free market econllmic:~ the textile: anJ clothing. industry. like: the: agricuhural 
sector. is a major contributor to GDP - bolh directly. and indirectly through the industries which 
exist largely to sef'\-e it. The industry is also an important emplo~·er of labour in these countries. 
In addition. a substantial deg.rec of nation<tl self-sufficiency in tcxtJc:s and clothing i<. traditionally 
regarded as a <;trategic necessity_ In the CSA. certainly. the ahility t•l doth the armed forces from 
national resourc":"s is a \irtual shibboleth - if not for admini<.trations. certainly for politically 
influential groups whose \ie~-s cannot be ignored. 

a. In the dn-eloping world 

Against this perception of the importance of textile and clothing production for the wellbeing of 
their m11m economies. western statesmen arc also well a'1"are of the i~portance of textile and 
clothing production in the efforts of de\·doping coun:ries to develop ex-port-orientated in<lustries. 
It is generally recognized that these indu.<.tries - and particuhrly the clothing indu.<.t~· - with their 
relatively simple and labour intensive technologies. low capital requirements and mas.si\·c assured 
markets. constit:Jle a particularly suitable means by which developing countries ~ith a substantial 
resource of low cost labour can take a first step towards higher levels or industrializ.ation. 

For may yc.:ars developing. economies have wanted to become more than mere suppliers of basic 
commoditie~ in return for imports of high value processed goods_ In recent years this has been 
reinforcec!. first. by the declin:: in the relati\'e \·alue of such commodities and, second, by the need 
to find additional sources of foreign exchange in order to senice th.: massi\'e burden of deb! 
accumulated in the 1960s and 1970s as a result of efforts 10 de\-elop an industrial ba.<.c: more 
orienlated to the domeslic market. 

Wes1ern governments have. in fact. promoted e:onomic restructuring to this end through 
international bodies such as the IMF (International Monetary Fund) and the World Bank. and 
throu~ national lechnical assistance agencies. This has in effect. encouraged the devclopmenl of 
export-orientated textile ent::rprises which would suhscquently challenge their own industries in 
their domestic markets. 

b. Thr diltmma or thr West 

The western countries have. therefore. found them!iclves in a dilemma. They need on ti1e one 
hanc:. to protect th.:m~eh·es against the seemingly intolerable !ihort-tcrm economic. political and 
even strategic comequences of allowing their domestic textile and clothing industries to be 
disrupted hy the competition or low cost imports; and. on the other. to allow such imports as one 
of the more oh\iou~. means or a\'oiding the calamity of large-scale default hy their Third World 
debtor!".. underlying these immediate concerns is an alT .. ·st instincli\'e coO\iction that freer 
interna1ional trade would be lo the long-term benelil of 1he world economy. 
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In an effort w meet bolh these concerns they ha"-c resorted increasing!~ w the regulation of the 
international trade in textile products. 

1.2 FISCAL CO~IROLS O~ TE:\'TILE TRADE 

A. THE Rf.Dl'.CTIO~ Of ITXTILE TARIFF LE\"El.S BY WESITR."'<i ECOSO\llES 

Before the Second World War tariffs were the main mechanism by which lhe industrialized 
eronomies pro<ected their nali\-e textile (and garment) indUSlries from import competition. 
HoWC\"Cr. since the ad\'enl or the GA IT. the \-e~- high le\'elS of the 1930s ha\·e ocen significantly 
reduced_ Thi.-. has bcen one aspect or a general tenden~- lo reduce tariffs on industrial products. 
As will tt seen from Table LI helm11.. this process v.-;o nOl much ad\-anced ~-1he l"ruguay Round 
,.ilich suggests that the main ,.-estcm go\"t":rnmenls see their tariffs b;t\'e nov.- reached lc:\'els which 
arc praoicall~- irreducible:_ 

Tariffs on textile products still tend to be higher than those on Olher traded industrial goods. The 
gcecral panem is. the higher the \'alue added. the higher the prOlc:ction_ This means that ~-arns 
ha\'C higher tariffs than fibres. fabrics than ~-arr.s. clOlhing than fabrics Cle. The le\'~ls of protection 
afforded to clOlhing in particular rdlect the: labour inte!lSil'~- of cl<.'lhing production which gi\'es low 
labour cost countries a comparati\-c am-antage which cannot only be offset 10 a limited cXleal by 
increased capital imrcsunc:nl in the: ach-ancc:d economies. (Which is wh~- the garment indust~- in 
the USA cannOl compete with that in Lcso<ho as a supplier of basic lrm:sers and knit tops.) 

The down~-ard !~end in all industrial tariffs can be seen in part as a measure of rhc deference 
accorded free trade \i.rtuc by proteoionist "ice. On the: other hand. the willingness of the main 
lcxtilc importing countries to gi\'e ground here can be seen in a more ~nical light - as an 
acJmowlcdgcmcnl that fiscal controls arc relali\·cly inefficient in effecting the regulation thal the 
textile trade i_c; percei\'ed as requiring. 

B. TARIFFS A.lliD THE DE\'EWPISG WORLD 

Historically the West has been more loleranl of high tariffs set al levels intended to exclude all 
import compelilion in countries in the developing world. This was partly because il was accepted 
that these countries needed lo erect some sort of protection for lheir nascent industries - the 
"infant induslry'" argumen· was specifically recogni7.cd in the GA IT - partly. no doubt hecause 
western governments did not expect their o'Ml industries to sell large volumes of such basic items 
ac; clothing into poor countries. This anitude changed in the Uruguay Round and great pressure 
wa.-. pul on such countries as the Republic of Korea and India to undertake to reduce their tariff 
barriers and also lo increase the numher of tariffs for which they fixed maximum rales lhal lhey 
were hound nol lo increase. (As was seen in lhe report. South Africa too was obliged to bring 
do'Ml its tariffs a.-. part ol the price of acceding lo the GAIT.) The n~ed lo bring the more 
successful developing economies and the newly industriali7jng countries into line may be one factor 
underlying the fairly limited reductions offered by the weslem governments in lhe Uruguay Round_ 
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Table I.I. A'~ tariffs on imports Qf tntilrs and dotbing bdon and a!ln- the t: rugua~ 
Roond 
(Percentage ad ;·a/oremJ 

Country SectO!" Pre-UR Post-URa/ R~uctiond/ 
Average

0
, 

tariffs ' 
Sectob/ 
bcund 

Av~rage /di 
tari ffsc ' 

Sect%, 
bound I 

(Perc'"n:age} tPercentage) (Percentage) 

European Union Textile 9.4 99.6 6.6 100.0 2ti.2 
Clothing 12 .9 100 11.4 100.0 11.9 

United States Textile 13.4 100 8.1 lOu.O 45. l 
Clothing 14.0 99 8.5 100.0 19.3 

Canada Textile 18.7 99.8 11.3 100.0 41.6 
Clothing 23.7 100 17.7 !00.0 26.9 

Japan Textile 9.1 99.8 5.9 100.0 32.6 
Clothing 14.2 100 8.9 100.0 33.8 

R~lic of Korea Textile 26.5 4 14.6 99.6 34.2 
Clothing 43.9 21.6 27.5 100.0 25.9 

Indonesia Textile 4i.2 4C.O lCO.O 2.9 
Clothing 56.6 40.0 100.0 29.3 

ttalaysiz Textile 27 .1 19.l 92.8 28.9 
Clothing 32.5 23.2 96.3 26.7 

Thailand Textile 61.5 o.~ 28.2 91.7 42.3 
Clothing 96.l 30.5 99.0 69.3 

Brazil Textile 83.2 o.c:: 34.9 100.0 56.5 
Clothing 104.0 35.0 lCO.O 66.6 

Argenti l Textile 37.2 0.4 35.0 100.0 4.0 
Clothing 37 .8 35.0 100.0 7.9 

Australia Te1:tile 33.6 2.7 17.5 89.5 46.6 
Clothing 59.7 o.:: 40.7 95.1 40.l 

flew Zealand Textile 19.6 60.2 13.4 100.0 36.1 
Clothing 57.0 35.! 39.7 99.7 32.9 

Source: 0 1..cs oHrcs tarifa1rcs tcxt1lc-hab1llcmcnt clans le cadre de ITruguay Round-. Comncxtal. Brussels. Bulleun '14i5. 
llascd on EC data. 

a/ To!>'! achieved by I Janual'). 2005. 
b/ Propon1on or total tanrrs defined lly the Harmon:zcd S~~tcm rhat rhc ;oun!ry has bound 1uclr nor 10 increase 

atio..-c rhe srarcd level. 
cf A~"'ragc or bound tariffs only. 
d/ Average rates arc trade-based. They arc ralcularcd on the basis or rradc wuh non·pn:rcrcnual sources • 1.c 

such as ACP counrnes • in the case or rhe Et.: and on rradc •11h rhc F.t.: in rhc case or other rountnes. 

C. LIMITATIONS OF TARIFF PROTECTION 

a. lnnexibility 

The main concern of western governments in developing textile trade policy has been lo devise 
a system of regulation which, on the one hand, permirs "fair rrade" in rhese produces - i.e lrade 
based on fair competition between domesric indust~ies and those in other countries in which 
neither party has any artificial advantage and i~ therefore beneficial 10 cfficieilcy in both • and, on 
the other, can respond lo sudden upsels in lhe prevailing balance between domestic production 
and imporls cause.I by sudden unforseen increases in the arrivals of low cosl products. Such surges 
of imporh pose the greatest threat of economic disruption to domesric industries in lerms of 
unanticipated mill closures, labour lay-offs. etc, and consequential political pressures. Tariffs arc 
nol an efficient safeguard againr.1 them. 
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b. Tariffs must ~ appl:rct ~on-all~ 

l:psurges in imports tend to occur in the case of particular products. The tariff s!ructurc cannot 
anticipate which products will ht: endangered. and cannot ensure that protection is at a lcvd 
sufficient lo counter this. And if the generality· of tariffs Imposed by a major economy was high 
enough to allow for such specific emergencies. the importing coun1ry would lay itself tlpen to 
retaliatory action against its exporl trade. In any case. lo be dkcli\·c: in preventing specific 
instances of market disruption. all tariffs would have to be set al lc\ds that w,mld exclude all 
impons and it is generally accepted that import competition~ beneficial to ad\·anced economies -
if it is not disruptive. (It is argued in this report thal the efficiency of the Soulh African industry 
has suffered from tariff protection which was deliberately set al a level whi~h stifled all import 
compc1i1ion.) 

Tariff:; arc alsc an in;:ffcctive instrument in dealing \\ith markel disruption hy low-priced imporls 
because they muse be applied equally to all countries which enjoy Most Farnu:-ed !"ation ( ~f P') 
status under the GA TI - i.e. e~ omnes. This is laid do\\n in Article XI:\ of the ag:rcemenl which 
deals specifically \\ith permiued safeguards against market disruption hy low-priced imports when 
these low prices arc nol a resuh of unfair lrading practices. bul reflect 1hc genuinely low cost of 
one of the faciors in production in the offending country - in the case of textiles and. more 
p::.rticularly. clothing. the lahour factor. Thus. if a counlry imposes ducies on products from such 
a source. ii must apply a similar duty on the same product from a high-cos! source. 

1.3 PHYSICAL CO~IROLS 

A. THE l\IPORTA."liCE or THE QUOTA 

The main instrument of conlrnl used lo reguialc the textile trade - cenainly since !he 1950s - has 
been the quota. The quota is a quantitative restriction imposed on impons of specific products 
from specific sources when these arc deemed to threaten to disrupt domcs1ic markets. In 1his 
context. disruption takes on a particular technical meaning in thal the materials al issue arc hcing 
imported in such volumes as to be likely to displace those produced domestically and. therefore. 
to force the closure of uncompclitive national mills and endanger the livelihood of national 
workforces. 

8. MARKET DISRUPTIO~ A.SD GAIT 

a. GA IT decision on market disruption 

The principle of specific restriction - rhe central feature of the internalional trade regime . was 
formulated in the GA TI Decision on Market Disruption of 1960. This allowed restrictions to be 
imoosed selectively by importing countries when a sharp increase in imports of specific produc1s 
from a specific source had occurred because of prices thal could no! be malched hy domestic 
suppliers. This could be done even though damage 10 !he domestic marker mighl no! ye! have 
occurred. hut was only lhrcalened. 

As already implied. the clcmenl of source speciliciry in rhc imposi1ion of these rcs1ric1ions i~ 

directly contrary lo the e~1 omnes principle of (jA TT Anick XIX. lhc original measure intended 
to deal -with markel disruption. Thus. arrangements which take advanlagc of lhc 1960 decision arc 
acknowledged as derogalions from the GA TI · i.e. dclihcrale dcparlurcs from ils prini;iplcs and 
rules. 
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It is importanl to note 1ha1 under the 1960 deeisi;.1n ii wa.-; not necessary to pro\·e that the low 
price!' which were ::ausing or threa1ening markc1 disruption were 1hemselves a consequence of 
"unfair trading· practices on the part of suppliers. Such practices may oflen be factors contributing 
to the low prices of imported products - indeed. garment producers in western countries claiming 
market disruption would argue that they are almost invariably the cause. But "unfair trading" as 
sach was an issue quite distincl from markel disrup1ion and was deal! v.ith separa:el~· by the 
GATI. 

b. u~ confined to ~tern imports of textile!> and clothing 

The 1960 decision was applicable 10 all products. bu! has only been used in respect of textiles and 
clothing. Further. it has only been applied by major industrialized economies against imports from 
developing countries and the communist world. (As already intimated. these countries have 
usually preferred to exclude imports as far as possible and have therefore relied on crippling tariff 
protection (as in the RSA) or even administrative controls.) The main users of the protective 
measures which it permits have been the USA. the EC member states. Canada, the Scandina\ian 
economies.. Austria and Switzerland. 

The fact that use of the market disruption principle has been confined to textiles and clothing is 
a reflection of the particular sensiti\ity of the ad\'anced economies in this area for reasons that 
have already been rehearsed. As for why measures under it should ha\'e been directed only at 
Third World producers,801 this is often cited as an instance of the discrimination the West 
habiu:ally practises against these cc•mtries. 

Less cynicalty. it can be argued that oni.~· in the case of the developing country exports is the threat 
to national markets in the advanced economies based upon low prices rather that considerations 
of style. quality. etc. In addition, much of the trade between the western economics consists of 
exchanges between member states of the EC or between countries which ha\'e free trade 
agreemenls which preclude the use of non-tariff barriers. 

C. THE MULTIFIBRE ARRANGEMENT (MFA> 

a. A long lasting regime 

The GA TT Arrangement Regarding International Trade in Textiles - the Multifibre Arrangemenl 
(MFA) • wa.; the last of a series of such arrangements entered into by GATT signatories since 
1961. All of these arrangements set aside !he GATT rules and prmided a multinational 
framework within which individual importing countries could impose restrictions on imports of 
textile products from individual supplier countries. The main distinguishing feature of the MF A 
from its predecessors was its comprehensive nature · the earlier arrangements had covered only 
cotton products: the MFA covered cotton. wool and mmf and. eventually, silk products· and its 
longevity. Having come into force in 1974, it was renewed three times - in 1977, 1981 and 1986. 

80/ In fact Japan accepted quotas on its exports of certain products to the USA in an 
agreement in 1987. The reason for this was that certain Korean manufacturers were 
thoug,t>t to be avoiding quota limitations imposed on these products when they originated 
in the Republic of Korea by fraudulently passing them off a~ Japanese. The similarity of 
this case to that of Lesotho when it was obliged '.o agree quota!". on its exports of trousers 
etc to the USA in 1992 because of the fraudulent transshipment of Chinese(?) trousers 
will be noted. 

·BR· 



b. Obj«tiv~ 

The original format of the MFA was determined hy the concerns of the western economies. 
particularly the USA and the EC member states. Its subsequent de\"elopment was influenced by 
the particular nature of those concerns a those times when the arrangement came up for renewal. 
Its longe\ily was sufficienlly explained hy the continuing rele\"ance of those concerns. 

Essentially. the MFA had two ohjecti\"es. as follow": 

to allow importing countries to protect their domestic industries from the damaging 
impact of unrestrained import competition hased upon low prices: 

to allow an orderly gro\\1h of exports to those countries from low c,,,,l Third World 
producers. this being accepted as of benefit to hoth parties. 

The corollary of the right to protect their domestic industries. which the arrangement secured for 
importing countries, was the obligation it imposed oa them to ensure that these industries were 
restructured in such a way as to render them less \"Ulnerable l<' low cost import competition. The 
assumption was that the special protection enjoyed by the industry would e\"entually become 
superfluous because it had become internationally competitive. 

c. Main provisions of the MF A 

Bilateral agreements 

Under the MFA, two countries (or other recognized trading entities such as !he EC) which were 
party to the arrangement could enter into bilateral agreements to impose restrictions on specific 
categories of products emanating from one of the countries which were disrupting. or threatening 
to disrupt. the domestic market of the other. The principal features of such agreements were: 

Base quotas levels: The level of restraint applicable in the first year of the agreement had to 
reflect the supplying country's historical export performance· there could be no "roll back". Later 
versions of the MF A made special provision for new entrants to the marl:et who would have 
suffered in tern.s of !he opportunities open !o them for the growth of their •rade if strictly 
historical criteria had been adhered to in the determinations of base quotas. 

Growth-rates: Products so restrained had to be allowed to grow at positive rates each year. Six per 
cent was stipulated in the MFA I, although exceptions to this were to become the rule in the case 
of agreements with larger suppliers, particularly for sensitive items. Again, new exporting 
countries. small suppliers and the least developed countries were often allowed more generous 
growth rates. 

Flexibility: In order to allow for full ulili7.ation of quotas, there had to be flexibility in enforcing 
the maximum level of imports permiued in any one year. This was the origin of the concept of 
"swing" - by which the limits of one agreed quota (for a particular product) might be exceeded as 
long as the others were correspondingly adjusted. Flexibility also applied in the form of "carry 
forward'', by which unused portions of the previous year's quotas could be carried forward to the 
present year, and "carryover", by which certain proportions of the quotas established for the 
coming year could be borrowed for use in the curre11t year. Of course, all such flexibility 
provisions had limits restricting the amounts of quota which could be transferred in this way. 
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New quotas in the lifetime of a bilateral agrttment 

In the case nf products not specifically co\ered. quoras could be introduced durinc the life of a 
bilaieral agreement under the MFA if market disruption began to occur or was threatened. Where 
two countries could not agree to the imposition t1f quotas in these cir;:umstances. or cou!d not 
agrer at what level they sh~mld be imposed. the importing country could unilaterally impose 
restrictions during the life of the agreement. hut its rights to iw.pose restriction~ under this head 
were more circumscribed than where it acted in rnncert \\ith the importer. 

Market disruption criteria 

Despite considerable efforts on the par! of the original MFA negotiators. no obje.::ive criteria of 
market disruption were agreed in 1973 and subsequent experience served only to increase the 
degree of suhjecti\ity surrounding this key concept. There were. however a number of guidelines. 
as follows: 

Market disruption had to relate lo serious damage which was being cau"ed or threatened to the 
domestic i.Ldustry. This could be assessed \\ilh reference lo such factor~ a.~ sales. market share. 
profits, employment and pruduction. 

The damage bad to be clearly connected with a sharp and substantial increase in imports from a 
particular source. In addition, or alternatively. the prices of those imports had to be considerably 
lower than those prevailing on the domestic market for similar products from local and other 
import sources - and this had 10 be for reasons not attributable to subsidies or dumping. In other 
words the lower prices had to be attributable 10 comparative advanta~e or higher efficiency. 

It will be noted that these criteria do not really ad,·ancc the objective definition of what constiluh:s 
market disruption beyond the original 1960 decision. 

Supen-isory bodies 

The Textile Sun-eillance Body (TSB) 

An international g:-ouping known as the Tcxti!e Su•veillance Bod~ (TSBl was set up 10 supervise 
the functioning of the MFA. The TSB reviewed all agreements and safeguard measures taken 
under the MF A. It was also the principle forum for settling disputes. 

The developing countries - i.e. the countries chiefly affected by restrictions on textile products 
imposed by advanced western economies - considered that the effectiveness of the TSB was limited 
by the fact that four of rhe eight seats were allocated to "importers" and three of these arc 
allocated to the USA, the EC and Japan on a permanent basis. (The fourth rotated between the 
Scandinavian countries and Canada.) The four "exporter" scats, on the other hand, were occupied 
by developing country representatives who normaliy only had a short posting. This meant that the 
western representatives could build up a body of personal expertise and they were, in ad<i"tion, 
better sen.iced by their domestic governments. It was argued that, as a result, the deliberations 
of the TSB tend to be biased in favour of the West and criticism <'f actions taken by western 
government!\ was consequently muted. Whatever the merits of the complaint. the actions of 
western countries were rarely f.uccessfully challenged in the TSB. 

Textiles Committee of the GATT 

A textile!> committee of the GA TI wa!\ sci up to monitor the operation of the Mc.i. It Wa!\ the 
final arbiter under the MFA for interpreting its provi!'.ions and constituted a court of appeal for 
disputes that could no! be resolved in the TSB. There is no record of the committee ever !\eriously 
thwarting the wishes of a major importing country . 
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d. Tighlening of restrictions 

There was a tendency for the prole-:uve prmisions a\·ailabk lo importing countries under the MFA 
lo become more stringent \\llh each successive protocol of eXlension. This generally reflected the 
preoccupations of the ElJ and the l'SA. \\llh whichever of these two was currently mosl concerned 
by import trends selling the pace. 

1.4 URUGUAY ROL~D AGREEMENT 01" TEX'TILES A~D 
CLOTHI~G (ATC) 

A. BACKGROUND 

a. The Punta del Este declaration 

It was agreed al the initial meeting of the Uruguay Round of the GA TT held al Punta del Esle 
in 1986 that trade in leXlile products should be reintegrated into the GA TT. This meant that trade 
in textile product:. would be governed by the general rules of the GA TT and the Principle of 
Specific Restriction agreed in 1960 would no longer be applied as a derogation from the GA TT 
in respect of leXlile products. 

b. Underlying considerations 

The view from the west 

It is unnecessary here to speculate in depth on the many factors w!1ich persuaded western 
governments that they should at lasl give up the special protection formally afforded the textile 
and garment industry by multilateral agreemcnl since 1960 - and informally on bilateral bases for 
many years before that. Suffice to say that it was considered an acceptable price to pay for 
bringing the developing economies - particularly the Newly Industrializing Countrie~ - within the 
a:gis of the GA TT (which had been strengthened in the course of the Uruguay Round to enforce 
more liberal trading regimes on mc:mber states) and opening them up lo western trade. 

It is also fair lo remark that the textile industry in western countries had made great strides in 
improving its efficiency on the basis of technological advances since the 196Us which went a long 
way to reducing the comparative advantage of the industry in devclop:Tlg countries derived from 
low cost labour. Similar changes had not taken place to anything like the same extent in the case 
of the clothing industry, but it was probably tacitly accepted that, eventual!~. the bulk of the West's 
requirements of basic clothing would be sourced in the Third World and that the developed 
countries would only produce very high value, short-run categories of apparel. The breathing space 
given the western industries had, at least, given them the opportunity of managing their decline 
in an orderly manner and of mitigating the worst social consequences. 

Concerns CJf the LDCs 

It should be noted that, as the l!ruguay Round negotiations progressed, many LDC garment 
producers had become increasingly unhappy as they confronted the reality of the abolition of the 
MFA. They became.. aware that the MFA quotas guaranteed them a certain share of developed 
country markets - albeit inadequate in their own particular circumstances - which would be by no 
means assured in free 1rade conditions. It was reasoned by many governmenls tha1 the real 
beneficiaries of the move to integrate textiles into the GA TT would be very low cost producers 
such as India and, of course, China. 11 was India in particular which had pressed for the removal 
of MFA restrictions despite the doubts expressed hy r.uch minor players as Jamaica . 

. 141 . 



The position of China 

The positior. of China under the new dispensation v.ill be critical for other LDC producers gi\'en 
the massi\·e size of the garment industr·~· in that country and its very low wage costs. If China is 
admitted to the \\TO v.ith no special restraint placed on its apparel exports. it is feared that it 
would effectively swamp the world market for low cos! doching for many years. h remains to be 
seen how far the L'S and El" Go\'ernments in their eagerness to ahsorh China inw !he world 
economic order and open up its \·as! markel co western investmenl arc prepared lo m·crlook ics 
ol'l\ious limi1a1ions as a liberal economy worthy of GA TI memhcrship and pri\ilcges. 

B. MAIS fEATI'RES OF THE ATC 

a. Pba~ integration of textile and garment products into the GA TI 

The A TC agreed a transition period in three stages: 

Stage I: As from 1 January 1995. each country would chose lextile and garment products which 
accounted for at least 16 per cent of their total volume of imports of these products in 1990 and 
integrate these into the GA TI • i.e. they could no longer subject them to specific rest~J.int i!i the 
event of market disruption, but would have to rely on wbate\·er pro!ection the GA TI Article XIX 
could afford. 

Stage II: As from 1 January 1998, they would integrate products accounting for 17 per ecol of 
their 1990 import volume. 

Stage Ill: As from 1 January 2002, they would integrate products accounting for 18 per cent of 
their 1990 import volume. 

All remaining products would be integrated on 1 January :!005. 

In all<l""ing the importing countries to chose which products they v.ished to integrate at each stage. 
the formulators of the ATC were well aware that the governments concerned would select those 
towards which their domestic industries were least sensitive. 

b. Existing MF A restrictions 

All quotas in place on 31 December 1994, would be carried over into tlie ATC and maintained 
until they were removed or the products integrated into the GAIT. However, the annual rate of 
grov.th would be 16 per cent higher than envisaged under the MFA agreement, during Stage I. For 
stages II and III the rates would be 15 and 27 per cent higher respertively. 

c:. New restrictions 

There was a specific safeguard mechanism that coulci be applied during the transition period to 
all products not yet integrated into the GAIT. Under this, if an importing country could 
demonstral.e that imports of a particular product category from a particular source were causing 
market disruption - or, of course, threatening to cause it · it could introduce quota restrictions 
just as under the MFA. This meant that such restraints could be introduced bilaterally in 
agreement with the supplier country or unilaterally. In any event, the new quota would be subjr.ct 
to review by the Textiles Monitoring Body (which had succeeded the old TSB). New quota levels 
had to he set at at least the level of imports in the twelve months ending two months before the 
importer asked the exporter for consultations. The quotas could remain in place for up lo three 
years. 

- 142 -



The crileria for delermining markcl disrup1i1'n und.:r lhc ATC arc n1' m11rc ,,hjccli\t: lhan the~ 
were under 1he \IFA before it. There is alst' nn rca~11n I<' surr<"c that the T\18 will he am m11rc 
critical of arguments sutimittcd h~ imponer• than v.a~ the TSB. 

!'cw quo1a.c; imposed on LDCs and rdati\dy small supplier' haJ ll• tic si~ifo:antly m11rt: 
favourable" than those imposed on other gwup' of supplier' and ·1akt: accnunt ,,f lhe fulurt: 
possibilities for 1he development of their trad·· .ind the need tll ;,ill''" c.>mmcrcial qu;,intities of 
imports from lhem".51 · Again. no effort wa,., made l•' sci 11ut Phjecti\c crit::ri;.i f,.r determinin~ 
how these lhings should be done. However. cnuntrit:" such a<. Lc-.1>th11 will h:: ahl:: h' appeal h> 
this stalemcnl of pious in1en1 ·particularly if !hey t111.1 arc fully-fledged mcmhcr<. ,,f rhc \\TO. 

RI/ The A TC. Article 6, para 6. 
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APPENDIX 2 

TIIE CALCULATIOS OF COMPA."f\'Y ALLOCATIONS OF US GARME!\T 
EXPORT QUO-TAS, FOR THE PERIOD 1/12/93-30/11/94 

This refers to Chapter 5.2.C. on the US export quota and the way in which the total national quota 
is allocated as berween the various garment manufacturers. The formula used by the Ministry of 
Trade and Industry for calculating the proportion to be allocated to each company was as follows: 

Allocation = ((~) ~ (Q x :!5) + (\· x 20)) c; of National Quota 
( E 0 V ) 

Where: 
e numbers employed by the company 
E numbers employed by all the companies seeking quota 
q shipments lo USA in 1992 by company 
O shipments to USA in 1992 by all cmnpanies seeking quota 
v = value of company's 1992 shipments to USA 
V value of shipments by all companies seeking quota in 1992. 

The outcome was as indicated overleaf: 

US export quota allocation, 1993-1994 

Export to 
us 1992 
based on Proportion 
fonnula total 

National Employees (Thousand quota 
Item quota 1994 Company (Nimiber) dozen) (S mi 11 icn) (%) 

Knit tops 805.6 Southern X 992 253.1 7.0 25.51 
Lesotho Hinebo 529 123.3 6.0 15.23 
Super Knttg 650 264.7 3.0 17 .72 
Lesotho Hawk 439 169.2 2.5 12 .16 
lnvictus 48 .66 
Horija Txtls 481 6.62 
Lesotho Clthg 200 2 .75 
Lesotho Haps 658 246.4 5.3 19.34 
Total 3.997 1.056.7 23.8 100.00 

Trousers 397 .5 C&Y Gmnts 1,122 173.2 4.9 29.05 
etc Crayon Gmts 612 60.6 3.1 13.93 

Poltex Gmnts 143 3.0 .3 2.19 
CGH lndust. 1.350 30.3 7 .1 24.21 
Southern X 200 35.0 3.1 7.42 
Lesotho Hinebo 100 6.0 .I 1.68 
Lee Clthg 250 2.93 
Lesotho Haps 120 35.8 1.1 4.74 
Maseru Cl thg 541 11.9 1.8 8. 74 
Lesotho Clthg 200 2.5 .6 3.05 
Lesotho Hawk 48 18.8 .3 2.06 
Total 4.686 377 .1 22.4 100.00 

Source Official sources. 
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Allocation 
to 

company 
(Thousand 

dozen) 

205.5 
122.7 
142 .8 
98.0 
5.3 

53.3 
22.2 

155.8 
805.6 

115.5 
55.4 
8.7 

96.2 
29.5 
6.7 

11. 7 
18.8 
34.7 
12.1 
8.2 

397.5 
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APPENDIX 3. USAGE OF EU DEROGATION QUOTAS HY l.ESOTHO GARMENT INDUSTRY HY QUARTER, 
MARCH 1993-NOVEMBER 1994 (EU RECORD) 

HS MFA guota ~ear ~l93-2l94 guota ~ear 3L94-lll94 
First Second Third Fourth Ft rst 

I te111 Code Cat. Quota quarter quarter quarter quarter Total Quota quarter 

11&B 6203 6 800.0 156.0 262.4 23.6 225.0 666.9 800.0 320.8 
woven trousers (83.37) 
etc, cotton 
Shirts 6109 4 180.0 32.7 11.6 0.7 27.2 72.21 180.0 112 .o 
(knit) (40.12) 
Shirts 6205 8 40.2 1.2 4.1 2.6 7.9 40.2 o.o 
Woven (19.68) 
Briefs 6107 13 I. 000.0 131.2 145.0 329.1 605.3 1,000.0 14.9 
11&B, cotton (60.53) 
11&8 6203 17 94.0 5.4 1.3 6.7 94.0 o.o 
jackets (7 .12) 
11&8, 6103 28 500.0 3.2 3.2 500.0 0.1 
W&G 6104 (0.65) 
trousers (knit) 
Knit 6105 4 1,200.0 2.9 61.4 6.2 70.5 1,400.0 ?06.5 
shirts 6106 7 (5.88) 
cotton & nmf 
Briefs 6108 13) 3,000.0 57.3 57.3 3,000.0 
and 6207 18) ( 1. 91) 
panties 

Soun:r: Eumpcan Commission, DO XXI, Customs and Indirect Tuation. 

Figures in parentheses in..-lude pcrcen1agc: oi quota. 

Second Third 
quarter quarter Total 

---------
263.3 68.1 652.3 
(81.53) 

14.9 126.8 
(70. 47) 

(0.35) 
1'1.9 

( 1.49) 
33.9 33.9 

(36.06) 
0.1 

(0.02) 

155.7 67. 7 429.9 
(30. 71) 



APPENDIX 4 

THE HOSG KOSG TEXTILE EXPORT CO'.\TROL REGIME • 
A POSSIBLE MODEL FOR LESOTHO 

l!\'TRODUCTIOS 

It was recommended that in Part Three. Chapter 9.2 of the report that Lesotho should reform its 
p:escnt export control regime in order to secure the confidence of the L'S Government and thus 
facilitate the negotiation of any renewal/extension of the Lesotho/US textile trade agreement. This 
was also proposed as a technical cooperation project to be undertaken \\ith U!\100/U!\TIP. It 
is ~onsidered that the Hong Kong system would afford the best model on which that in Lesotho 
might be based. The main features of that system arc sci out below. 

DESCRIPTION 

Objects 

The Government of Hong Kong acknowledges three objectives in the system it has de·•eloped for 
administering exports of textile products. These are as follows: 

to ensure that Hong Kong discharges fully its obligations arising from the MFA and from 
the bilateral agreements it enters into; 

to ensure that it derives maximum benefits from the rights it has secured under the 
agreements; 

to prmide accurate and up to date informatior. on the pattern and des1ination of Hong 
Kong's exports and re-exports of textiles. 

The third objective derives from the need for information on which to base the effective operation 
of the system and for intelligence for the exporting community (sec The Textile Export Control 
System, Hong Kong Trade Department, 1987.) 

Internationally acknowledged 

The importing countries agree thal the system developed in Hong Kong is highly effective in 
achieving the first of these objectives. The government is recognized as being thorough in its 
efforts to compel its exporters to observe the limits placed upon their trade and ship only products 
conforming to the agreed rules of origin. 

The confidence shown by the importing countries in Hong Kong's ability to stick to the rules had 
been demonstrated in several ways. One was the granting by the USA in the 1986 round of a 
longer agreement term compared with the USA's two other major suppliers, the Republic of 
Korea and Taiwan Pro.,ince. Another was the willingness of both the USA and the EC to accept 
Hong Kong's own export authorization system as the most effective means of monitoring and 
controlling shipments of products not subject to specific limits. (The export authori7.ation system 
is described in more detail below.) 

The legal framrwork 

The textile cxpo·t control system i:; ba~ed upon the requirement of the Import Export Ordinance 
and associated regulations that all textile products exported from Hong Kong should be covered 
by an export licence. The issue and use of such licences are subject to such c"nditions as the 
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director of trade secs fir lo anach lo them. Hence suppliers of transport sen ices muse not acccpl 
a consignment of leXlik prnducls for export 1.1.ithuul an appropriale exporl licence and 1ha1 licence 
muse he submined lv the Trade Dcparlmcnl lll!!Cther "ith the export cargo manifest (list of items) 
1A.ilhin 1.i days of shipment. 

The licensing system 

The control o\·er leXlik exports exercised b~ the Hong Kong Trade Department is essentially 
bureaucratic in its nature depending on the procedures of the licensing s~stcm. Physical inspcclion 
of consignments by the custom!. scnice is intended only to reinforce the operation of this system 
and is only carried out at the discrelion of the departmenl and the scnice. 

Registration a prior requirement 

For exports of products which arc specificatly rcstrickd according to Hong Kong·s hilatcral 
agreements unJer the MFA. licences to ship consignments ( knmm as blue licences from the colour 
of the pro forma) are issued only to companies which are registered for textile control purposes. 

To be registered companies must satisfy the government that they arc actively engaged in the 
exporting of textiles either as manufacturers of pr0<focts or as suppliers of export scnices. This 
requirement is intend~d to discourage the emergence of a class of rentiers mainly concerned 1A.ith 
the exploitation of the licensing system rater <han 1A.ith the business of exporting textile products. 
Registration is not required in the case of products not specifically controlled or for re-exports. 
Ir. these uses the licences arc white. 

Quotas also required -

The other major condition anached to the issue of lhc hluc licence is that the li,cnsee must he 
in possession of enough quota in the targcl market in respect of the conlrolled product!"> to cover 
the rnlumes !.hipped. 

• or export authorization 

For a white licence - permits to ship products not subject to specific restriction - the requirement 
that the applicant be in possession of quota is, of cour~e. not relevant. However, an appropriate 
export authorization from the Trade Department is required in cases where non-restricted 
products arc subject to export authori1.a1ion control under an international agreement. Export 
authorization is a system of monitoring exports of products not considered sufficienlly trouhlesomc 
hy the importing country to justify a specific r:.:straint but which cause it sufficient concern 1.0 make 
it seem desirable lo keep them under continuous surveillance to guard against all possihle market 
disrup:ion. In the case of the EC all products subject lo the basket exit mechanism require export 
authori7.ation and, since 19T, all products not specifically controlled have been regarded as "in the 
basket". The USA introduced a similar comprehensive control in 1986. 

For the Hong Kong exporter the authori1.a1ion is, in effect, a licence to apply for a white licence 
which will cover specifically identified products. It lasts for three months. During the period of 
its validity, an importing country cannot refuse entry to products covered by it. Thus shipmenls arc 
prolected against the disruptive effects of a "call" lo consult on possible market disruplion ;nade 
after a consignment is :;hipped. 
Such "call!;" are a continual source of concern among suppliers of uncontrolled products in other 
countries which have entered inlo hilateral textile agreements, particularly when therr has hcen 
substantial growth in exports of such products over a relatively short period. (The apparent 
readiness of Cita in the USA in the mid-1980s lo issue a call in respect of almost any producl ha~ 
hcen already noted.) The willingness of the EC and the USA lo grant thir. unique pri\ilcge lo 
Hong Kong is an open trihute lo the perceived effectiveness of its monitoring and controlling 
procedures, and the scrnpulous honesty with which Hong Kong discharges its agreements . 
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Thr issuing or littncn 

Licences are issued in quadrupliwte. The original i.~ r::taintd by the Trade Department th:: 
second copy is kepl by lhe exporter. lhc third surrcnd.-red to the shipping con1pany and lhe fourth 
dispalched with lhe ·consignment lo lhe o\·ersea.s importer. (The distribution of the copies is rather 
different in the case oi exports to the EC. but for control purposes the use tll which they arc put 
is the same.) 

Chrcking prottdurrs 

\\'hen the Trade Department issues a licence this is recorded in a computer data banL: by a double 
keying pmcedure: not only does thi.~ almost climinalt: the chanc.: of error during: cm~. I-om it also 
prm.ides a further opportunity for ch.:cking that the licence was correctly issued. 

This record is then checked against the triplicate copy of the !icenc.: g:i\·en to the shipping com pan~ 
and the cargo manifest when these are surrendered. This prmides a checL: that what is licensed 
rnincidcs \\ith what is shipped and that there is no fraudulent alteration of a licence. Thus the 
system compels exporters and shippers to act a-. a check on each other ob\iating the need for a 
physical inspection cf each cargo. In addition. lhe Trade Dep:trtment is able to maintain a 
conslantly updatea record of Hong Kong·s export performance in terms of both products and 
destinations. 

lnherrntly effa.tive 

The effectiveness of the licensing syslem as a means of controlling what are highly scnsiti\·c textile 
and clothing exports is to a great extent due to the essential simplicity of its concept and the 
unlikelihood of shippers and exporters colluding to defeat its purposes. Its effectiveness also 
depends on the intelligent and cla<..c attention of those operating it at every lc\·el - much depends 
on fairly junior ddta entry clerks. although lhe system has a multiplicity of built-in checks against 
error. 

A shared interest 

Probably more imporlant than the inherent strength of the system is the sharcti inlcrcst of lhc 
government and lhc export community in its effective operation. Both parties arc aware that the 
compensating benefits that Hong Kong has been able to secure \\ilhin other\\ise restrictive 
agreements depend on the confidence of its trading partners that it discharges its obligations 
scrupulously. Industry organi7.ations arc. accordingly. as cager as the go.,ernment itself to ensure 
the integrity of Hong Kong's trade - if not more so. 
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APPENDIX S 

POLICY FOR nu: DE\'ELOP'.\1E~"T OF S'.\1ALL-SCALE ISDrSTRIES (SSI) 
IS LESOTHO (Anne1 I to the White Paper) 

1. l!'ffRODl;lTIOS 

1.1 The GE~n:-.;1 baseline sur•ey conducted in Lesothll in l'Ntl indicated lhal micro and 
small enterpric;es form a sizeable component of Lesotho"s economy. The results of the 
surve~· showed that ther;: wen: 103.000 micw and small enterprises employing 1!>1.000 
people. This finding meanc; that approximate!~ Zll per cent of thi: !atiour force is engaged 
in the micro and small enterprises· acti,ities ~ri,·en that the labour force is estimated at 
8(X).(XX) people. The s::irvey further indicatt:d that approximately 30 per cent of the 
households had some micro or small-scale acti\ity and 75 per cent of the micro and small 
enterprises obtain more than hall of their household income form their business acti,ity. 

I.:! The \4St majority of the micro and small enterprises ( MSE) in Lcsothu are localed in the 
rural areas. The manufacturing and trade sectors account for O\"er 90 per cenl of the 
MSEs. Tiu:se acti\ities dominate ""ithin the manufacturing sector: food and be\·erages. 
textiie and apparel and woo and grass products. 

13 The survey indicated that women play a dominant role in the;: MSEs. seventy li\"c p::r cent 
,)f the entrepreneurs as well as the lctbour force are women. However. female;: ov.-nership 
is concentrated in certain sectors. particularly food and beverages, straw and grass 
handicraft, knitting and trade. Female ownership is non-existent in metalworking and 
repair. 

1.4 It is apparent from the above background lhat small-scale industries ha,·e been found to 
play an important role in the economy of Lesotho in creation of employment especially 
for the semi-skilled and unskilled labour force. Small-scale industries serve as the base 
for entrepreneurship developmenl. Due to their suitability to be set up in areas without 
sophisticated infra~lructure, they have a potential lo prm.ide better possibilities for the 
geographic distributions of industries. 

1.5 A number of policy measures are needed lo enhance the development of the SSls in 
Lesotho. They include creation of a conducive em.ironment by removing physical. 
administrative, political as well as psychological real or perceived barriers in order to 
motivate entrepreneurs to make long-term investments in the SSI sector, clear definition 
cf SSls, a package of incentives and institutional arrangement for the implementation and 
follow-up. With a view to developing small-scale industries the following policy measures 
will be implemented immediately by the Ministry of Trade and Industry. 

2. POLIC\' MEASURES 

2.1 Definition of small-scale industries in usotho 

2.1.1 Any activity manual or otherwise which transform!"> a product in size. ~hapc and 
appearance by adding value is termed a manufacturing small-scale industry 
pro .. ided that: 

a) the employment is not more than 25 ernployee~. 
b) the investment is not higher than M.100,000 in plant and equipment, and 
c) the annual turnover il"> not higher than M.500,000. 

2.1.2 It is assumed that: 
a) the majority of the employees will he local people. 
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hi 1hc O\\nership will he prcf•:rahly Inca!. 
c) 1hc husincf.S will he operating in Lesothl• under the law:; and rcgulalilms of 

Lesotho. 

::..2 financial iocentins for thr small-scalr iodustrirs 
The \finis1ry of Trade and lndus1ry ( \ITI ). the Basocho Enterprises Dcvclopmenl 
Corp..lralion (BEDCOI. 1he financial institutions and the non·gtwcrnmcm organizalions 
( SGOs) will help small-scale indumiali_~ts in lhe preparation llf \iahk bankable pwposab 
for solici1icg loans from financial insrimtions. The Institutional credit flow Ill the SSI 
seelor will he 5'ig:nificanlly incn:ascd t>y casing wllalcral rcquircmem and hy gi\ing more 
weight on the \iahili1y of the project. th:: asseb [l1 he generated in the projecl and che 
compclence nf 1he enlrepreneur. fl1r projects with g•""ld merits. che finan~;al inslilulions 
will finance 1hem with increased debt equic~· raci,1 up hi 9:1 for SSb. The \ITI will hring 
into operation credit Guaraniee Schemes in the Central Bank of Lesocho co he funded 
by lhe donor agencies and the Cim·ernmenl of Lesolho in order lo reduce lhc risk of the 
financial ins1i1u1ions. The banks will be direCled to strenglhen chcir SSI financing scccion 
wich competent staff to assisting the SSI sector. The BEDCO and hanks will he 
encouraged to buy cquiry in chc SSI projecls at che inicial slage ·.1.ith a \iew lo making 
prO\isicns for rhe SSI promoter 10 acquire such equicy. in slages ouc of profits generated 
by the project. Banh will be g!ven specific financial rargcts by thc Central Bank of 
leSOlho lo finance the SSI projeels. 

2.3 Industrial estate 
Most of the small indusrries do not ha\·e sufficient fund to invest in land. buildings and 
physical infrastrue1urc such a s electriciry. waler and access roads. To enable the SSI 
cnrrepreneur ro use his capital in acquiring rhe productive assets and prmiding for 
working capiral. and ro keep up with the decentralization and rural dcvclopmenr 
programmes. rhc Ministry of Trade and Industry v.ill take a lead role to sec ro it that 
industrial estates arc established throughout the country in suitahlc locations and on the 
basis of ~emand from the S~I sector. Only need-hased common senice facilities will he 
prmidcd ir. these industrial estates. The developed industrial and or industrial estates will 
prmide only the standard infrastrucrures as per requirement of the industrialists. The 
common senice facilities will be given on a lease basis and the subsidized rares will be 
increased to commercial rates within a reasonable time of 3 years of initial usage of the 
faciliry. 

2.4 Subcontracting 
Large industries which arc more amenable for suhcontracting or ancillariZ3tion will he 
given preference for promotion and incentives. To maintain the competitiveness of the 
cooperating large-scale industries. inputs acquired by the large industries from ancillary 
SSls will he exempl from sales tax or purchase tax. if any. The large-scale industries will 
he encouraged to prm.idc for exrension senices in training and technology. There will 
be no sales tax on raw materials used by the SSls and appropriate tariff rebate will be 
given on imported raw materials required hy the SSls. Governmenl will always endeavour 
to encourage direct contracting and subcontracting to small-scale enterprises engaged in 
manufacturing. construction. transportation and senicc indus1ries. 

2.5 Bulk purchase of raw materials 
To sell raw materials al a competitive price to the SSls, there is a dire need tn acquire 
materials in bulk hy a suitable organi1.ation as there arc hardly any manufactures of raw 
materials required hy lhe SSls in Lesotho. Small-scak units oflr.n require varied types 
of raw material in small lots and Sil.cs. Considering the fact that the cost of raw material 
is an :mportant cos! component in pricing of lhe end product. it is essential !o ensure 
steady supply of raw materials and components in small lots timely and al reasonable 
price to the SSh hy a hulk-store. The MTI will promolc a private sector organi1.a1ion for 
this scheme. Finance -will he providl.d a! concessional rate of in1eres1 which is 5 per cent 
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below the prime race for suprlying design. maicria! and finance and markeiing of finished 
producls of small-scale indusiries (project ·n· in 1he While Paper). 

2.6 Pritt prrrerrntt in gonmment purchase and procurement programme 
As the industrial sector is in a nascent scage. lo make the small-scale industri-:s· units 
.:ompetiti•·e \\ithin a short gestation period. all go\-crnment departmencs. contractors. 
suppliers and purchasing agencies will subject to qualicy and specificacions. and he gi\·en 
preference in procurement of goods manufactured in Lesotho. In this conneccion. 
procurement policies and rules will he dcvel,1p:.:d or amended ll~ prmide for price 
preference for chc SSls. 

2.7 Human resource denlopment 
i) Entrepreneurship de\elopmenl !raining ar <;econdary and high school level 

Syllabus of secondary and high schrn,ls \\ill include suhjccts relating ll' 

entrepreneurship development. Besides. suitable training programmes \\ill llc 
introduced in these schools. 

ii) Entreprenet1rship development training al rncational/technical schools 
The emphasis of the training courses in the vocational/technical schools is mainly 
lo make the trainees suitable to be employed by the maintenance contractors and 
manufacturing industries. A paid internship programme of one year \\ill be part 
of the training course during which business and management training will be 
coupled with the practical. technical training. 

iii) Entrepreneurship development training at teachers training colleges 
The introduction of this training at teachers training colleges will serve as a 
training for teachers who will teach entrepreneurship development at secondary 
and high schools. 

iv) General entrepreneurship develor-.nent programme (EDP) 
Entrepreneurship development training programme in business management. 
accounting. marketing. public relations and allied matters will be dra\\11 up and 
implemented by the Business Training Centre and Institute of Extra Mural 
Studies (IEMS) and such other training organizations like Lesotho Institute of 
Public Administration (LIPA), Centre of Accounting Studies (CAS), Lesotho 
Opportunities Industrial Centre (LOIC), banks, Basotho Enterprises 
Development Corporation (BEDCO), Lesotho National Development 
Corporation (LNDC). Ministry of Trade and Industry (MTIJ. Ministry of 
Education and Ministry of Employmen which arc currently encouraging and arc 
engaged in management training. These programmes will be coordinated and 
standardized by the Ministry of Trade and Industry and the Ministry of 
Education. The Basotho Enterprii-.es Development Corporation (BEDCO) will 
be the coordinator in the implementation of standardized programmes approved 
by the Ministry of Education and the Ministry of Trade and Industry. As far as 
practicable and useful, BEDCO will maintain samples of business profiles for 
potential entrepreneurs. in the small-scale industry sector v.ith emphasis on vah .. 
added industries. 

Training grants 
!.7.1 For all these programmes to succeed the government will prm.ide training grant 

to cover institutional training, apprenticeship training or workers in factories and 
Entrepreneurship Development Programme (EDP) training specilieally for the 
SSI sector dcve:lopmcnl through the Ministry of Trade and Industry and the 
Ministry of Education. The training fund will be created out or government 
budget and contributions from cooperating partners. 
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2.1.2 Training of trainers 
In order to enable the Ministry of Trad;: and lndustr·~·. BEDCO. commercial 
banks and pri\'ate sector management consultants to play their respecti\'e roles 
effecti\·ely in Entrepreneurship De\'elopment Programme. officers of these 
organizations shall be trained from time to time to act as effecti\'e trainers \\ith 
the financial and technical assistance of international cooperating agencies. 

2.8 Enabling eoliroomeot 
2.8.1 The bureaucratic licensing. registration and taution procedures will be simplified 

to ensure that they do not hinder de\'elopment of small-scale industries and the 
informal sector. 

2.8.2 Micro enterprises like flea market stall holders. pa\·cment \·endors and artisans 
"ill be prmided \l.ith the required facilities in their work places to ensure 
hygiene. safety and congenial working conditions \l.ithout creating problems to 
others. 

2.9 Institutional arrangement 
2.9.L Within the policy directi\'es of the Mini-;try of Trade and Industry set out in the 

White Paper, the responsibility of spearheading and coordination of acti\'itics for 
the development of small-scale industries and the informal sector \I.ill be 
entrusted with Basotho Enterprises Development Corporation (BEDCO) working 
hand in hand with the Department of Industry of the Ministry of Trade and 
Industry and the concerned institutions and non-governmental organizations. 

2.9.2 To enable BEDCO to play this important role in the small-scale industry and 
informal sector development, the Board of Director$ of BEDCO will be 
appropriately restructured by the Ministry of Trade. 
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