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BASIC ECONOMIC INFORMATION

Indicaters 1985 1986 1987 1988 1989

GDP M Mill /a 308.9 311.0 333.3 374.9 382.7
GDhP % change 3.3 0.7 7.2 12.5 2.1
GNP M Mill /a 572.4 560.4 597.8 656.9 638.2
GNP % change -2.4 -2.1 6.7 9.9 -2.8
GDP per capita M 205.0 197.0 205.0 226.0 224.0
Populaticon 00 1502.0 1577.5 1618.0 1670.0 1738.9
Exports fob ‘Am 50.0 £8.0 94.7 144.9 171.5
Imports cif “m/c -750.0 -807.4 -954.8 -1292.6 -1243.90
Current Acccunt -16.4 -20.2 -22.7 -156.2 ~-42.8 /b
Exports feb Mm /c 50.0 58.0 94.7 144 .9 171.5
Imports cif Mm /c -751.0 -807.4 984.8 -1292.6 -1243.0
Current Account -15.4 -20.2 -22.17 -156.2 -49.8 /b

e — — ————— — ————— —— ———— — ———————— ——— — — T — —_——— — ——— ————— —— ——— —— " —— . S

.  —— — —— ———— —————— i~ — A —————— T ————————————— T ——— —— —— —— — — - -

Lesctho: Total Land area, 30,355 km 2

Total arzable land area, 300,000 he

Currency - Maloti, M 1 Loti = 1t Rand = $0.20
CRIGIN OF GCP, 19892 Mm /a COMPONENT OF GDP 1989 Mm /a
Sectors % of total % of total
Agriculture £4.7 Private consumption 516.€
Manufacturing 47.7 Govt. ccnsumption 90.7
Utility & Ccnstr. 3.3 Gross fixed capital 147 .4
Transport & Comm. 14.9 Change in stock 0.0
Covernment 99.2 Net exports of goods 75.0
OCther 121.5 Imports of goods 356.2
ChP at factcr cost 241.3 GDP at market prices 382.7

Source: 1982 Annual Report, Central Bank of Lesotho
/e constant 1980 prices

MAIM IMPORTS (1985) MAIN EXPORTS (1985)

in million raloti, fob in Million Maloti, cif
Meat, graine & beveragee; 145.2 Diamond 17.9
Fabrics and garment . 49.0 Mohair 12.8
Transport ecuipment 123.6 Hidee & Skins 11.2

Misc consumer goods 73.7
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UNDP
UNIDC
we
IDDA
gLs
M2
MDPF
SAF
ECAF
IMF
EC

African, Caribbean and Pacific States
Basctho Enterprice Develcopment Corporation
Common Mcnetary Area

Symbol fer the National currency (Matoti)
Economic Development & Planning Ministry
Gross Domestic Preduct

Gross Naticnrnzl Product

Internationzl Standard Industrial Classification
Lesotho Electricity Corporaticn

Lesotho Highlands Development Project
Lesotho Manufacturers Association

Lesotho Maticnal Development Corporation
Lesotho Chamber cof Commerce and Industry
Ministry of Finance

Ministry of Trade and Industry
Mznufacturing Value Added

Mcn-Gavernmental Organization

Preferential Trade Area

Republic of Scuth Africa

Scuthern Africa Customs Unicn

Scuthern Africa Development Coordination Conference
Srall Scale Enterprises

Technical Acssistance

UM Capital Development Fund

Urited Naticns Development Programme
Urited Maticns Industrial Development Organization
Werld Bank

Irdustrial Development Decade for Africa
Qcotswana, Lesotho, Swaziland

Brcad Money Supply

M:ners’ Deferred Payments Fund

St.ructural Adjustment Facility

Enhanced Structural Adjustment Facility
International Monetary Fund

European Community
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Congtructicon has heen growing strongly during the 'ast few
vears, reflecting in particular work on the Lesotho Highland
Water Project. Since the project in all its stages will not
be completed until well into the next century (at a tetal cost
cf at least US £2.6 billion), the construction sector is set
to perform strengly - and spark off significant spin-off
activities throughout the period of IDPDA 2. The establichment
cf conetruction-suppertive industries, including zement, is
already under sctive consideration.

a2 sm2ll cpen economy. Like all small lesc-
1zed countries which are part of esub-regionzal
angements deminated by a large, more industrialized partner
linkage at par with the large partner’s
currency, the use of the majer instruments of macrcecenomiz
policy is severely ceonstrained. Although politically the
small ccuntry is a sovereign independent ctate, as an economy
it ig constrained in effect tc operate like a disadvantaged
regicn ¢f the combined economic grouping. Free movement of
goods and largely unconstrained movement of the factors of
production (labour and capital) tend to caucse both labour and
capital to migrate from one region to ancther within the
combined economic area whenever a sufficiently large gap cpens
o in the rewards to labour and capital (wages and interest
ates) between the countries in the grouping. Since normally
can be expected that wages, at least, (if not interest
ates) will b2 1lower 1in the poorer, Jless-industrialized
ountry than in the richer country, there will tend to be 2
net out-flow of labour from the former to the latter. Capital
would alse tend tc move in the same direction unless interecst
rates in the disadvantaged area are maintained more or less
at par with thoee in the more-industrialized area. Indeed,
it might be advisable to keep them at a2 higher level were -t
not for the fact that this would discourage borrowing by
industrialists - and therefore investment by local and foreign
industrialiste - in the less-industrialized country.
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Ancther effect con the small open econemy in 2 regicnal
arrangement with a larrar more-industrialized country is the
effect on prices. Cince 2 customs unicn or other similar
regional arrangement is designed te encoirage trade and since
that tends to result in the less-industrialized region
importing meost of its capital and consumer gecds from the
more-industrialized partner, prices will tend to reflect those

in the latter ccuntry. Price rices will be transmitted
directl from 1t to ot lese-industrialized country. The most
? ontrelling inflation, therefore, is to

see to it that production and dicstribution activities in its
ocwn economy are as efficient as possible o that local cests
do not add on any further inflationary effects

Another important effect on the emall open eccneomy which
deriveg from the mecbility of goods and factores is that GNP iz
frequentiy significantly greater than CGDP because cof the
inflow of migrants’ remittances. (In Lesotho's case its GDP
1s normally arcund 50-84 per cent of GMNP)

It 1 against this general background that the operaticn o
macroeconomic policy in Lesotho can be evamined.

“*

Monetary Policy and Financial Institutions
does not operate an independent monetary or exchange
te policy. With RSA and Swaziland, it is a2 member of the
rmon Monetary Area, The 1974 agreement, which was reviced
1986, provides access tc the South African capital market
the Lecsothe banking system. The Lescthe currency, the
i (plural maloti), was introduced in 1979 and the Central
nk was establisked in 1982 tco iscue the currency and to
intain a stable and effective monetary system., Maloti issued
the Central Bank have to be backec by a 100 per cent
reserve cover, over €0 per cent of which is in RSA rands The
exchange rate is fixed at par with tne rand which cwrcul tes
freely 1in Lesotho. Acs a2 result, monetary and price
developments are basically a reflection of Scuth African
monetary policy. Through the pegged evxchange rate and the
free flow of gocods, Scuth African inflation is transmitted
directly to Lescthe: in 1989 the average arnnual inflation rate
in Legotho was 14.9 per cent,
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othe ig 2 highly mcretized economy for 2 country of its

ome level and the degree of menetization grew throughcut
19e0sg, ‘yer cre-third of 211 hcouseholds have savings
L : thiz is largely a consequence of the way 1in

h miners’ earnings are transferred back tc Lesothe

cugh the Miners' Deferred Pay Fund) and the delay between
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baing earned and cpent. The broad meoney supply (M2) in
ho ie defined to include not only monev in circulation
ban!. deposits but alse the Deferred Pay Fund so the M2/GDP
c is exceptionzally high at 50 per cen If M2 is related
“ab!y 2 mere relevant level cf econcmic activity
o pewer in Lesctho - the ratic #211ls to cne more
-income countries; if the MDPF is excluded the
en further to 24 per cent, the lower range for
However, if an eetlnate for the circulation
h Africar rand .n1fh circulates freely in Lesotho were
In and if, morecver, lLesothc residents' holdings
deposits in Dc! could 2lso be taken into account, the
ic of meney to economic activity in Lesotho weould agairn be
n to be significantly 2above average for its stage of
] evalopment, Mobilization of this money through the
1 system is essential for preoviding the resources for
nt Lesothe has been reasconably successful in this
e
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the Central Bank, the financial sector includes
maents They are {(a) depositery institutions

n he thr°e commercial banks (the government- owned
Ban!., and the local branches of twc long-establiched
banl ¢, Standard Chartered and Barclayes), two
'ernmente”ned epecialized banke (the Lescthc Agricultural
evelopment Bank and the tescothe Ruilding Firance
crpeoratieon),and a 73-member rural credit union system,

the lLesothc Cooperative Credit Union lLeague; and (b) the
insurance sector vhich includes the Lesoctho Mational Insurance
Company in which the government is the majority shareholder,
nine breckere and a relatively large agent for an RSA life
assurer, In addition, the twwo irductrial development
agencies, the Lesothc Mational) Development Corporation and,
to a much lesser extent, the Basuto Enterprise Development
Corporatior., have been invelved in premeting economic activity
threugh lending functions, especially to the manufacturing
cectors,
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The Central RBanlk determines minimum depocit rates and the
nrime jending rate for commercial banks. Generally interest
rates set by the Central Bank are glightly leower than in the
PeEA 25 2 means of prometing domestic demand for credit. OQther

rates are market-determined but are essentially in line with
thoce in the RSA, ¥ith the same ovbjective of stimulatinrg

domestic utilization of credit, minimum local asset
requirements for the commercial banks have 2alse been
established. The barking system has tended to be very liguid,
nartly due to the lachk of profitable investment opportunities
nd - aespecially in the case of small-cscale enterprises (SSEs)

lack of acceptable colliateral which has made the bank:z
reluctant tc lend. The Lescthe Bank has been exempted from
paying company tax in exchange for its sunpert in develeping
domestic entrepreneurial capacity. Its willingness and
ability to lend tc SSEc will be enhanced from neow on with the
deposit at the Central Bank of 2 grant of USs 1.8 miilicor from
the United Mations Carital Develeopment Fund (UMCDE) which will
capitalize a revelving fund for lending te SSEs and vhoss
existence will act as a guarantee to the Lescthe Bank in liesu
cf ceollateral.

[ e

.2 Fiscal Policy and the Public Finances

othe, budgetary data, as published for example by the
1 Bark in its annual report, dces not separate revenues
and expencditures intc current and capital sub-divisicons.
netead, both recurrent revenues (mainly customs receipts ard
xeg) and grants (for c=p' tal and recurrent purpcoses) are
ired under the heading "Total Receipts”™ and both recurrent
nﬂ1*ures and capital expenditures are combined under the
ng "Total expenditures”™. As a result, a "surplus”™ and
icit” mean an cverall (recurrent and capital) balance.
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In recent years, total government expenditures (recurrent and
capital) huave exceeded 558 per cent of GDP and apprecached €0
per cent in 1983-89. As revenues fell from as much as 48.5
per cent of GDP in 1284-88 to under 40 per cent in 1988-89,
the gcovernment’s overall deficit as a share of CGDP roze to
around 20 per cent by that date. The majcor item on the
revenue cside has been customs receipts through SACU; cothers
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inclyde caieg taves, income taves, and company taves. As part
of the conditieone attached to the 2-year structural adjustment
facility (SAF) agreed with the IMF  the government has adepted
stringent measures to reduce the size cof the coverall deficit.
There has been more success to date on the revenue-raising
side than or the expenditure-reduction cide. The main
contributeors to the recent growth in revenue have been customs
receipts 2nd sales tax receipts, the latter the result cf
improvements in the cellection machinery and the broadening
of ite bas2 te include public utility services,
On the expenditure cide, the problem which emerged ir e
1980 wae not jucst one of increased publiz spending bul 2
2 shift of recurrent expenditure away from ecconomic and socral
services., Between 1288787 and 19290/080, interest payments on
cublic debt have almeost trebled from M28 .4 m to M82 m as Table
1.2 showse,
Tabla 1.2 Scevernment Evpenditure
M2¥cty Million
Prelimi- Prelimi-
nary nary
Actuale Estimatec
‘e /g6 'ge/g7  '87/828 '8e/g9 ‘ga/a0
Recurrent Expenditure 222.7 278.9 2n2.9 384.0 212.9
Percsonal emoluments 106 .1 112.9 117.2 170.0 180.9
Intarest paymente 20.7 28.4 29.9 A2.1 82.0
Subsidies and transfers 17.0 17.2 26.1 28.1 25.8
Otl:er goode and cervices 78.9 117.4 129.7 142.5 124.2
Ccapital Evpenditure 100.9 112.1 168.3 200.9 18,2
Tontal 223.¢ 282.90 171.2 £84.9 6111
Memorandum Item
Government Savings 23.8 -1.8 -3.8 -18.§ 25.9
Securce: Ministry of Finance

11
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Iry 1980-90  2g 2 rasult of the various attempte tc correct the
public finances, preliminary estimates sug g t that the total
deficit will be M76 m, less than half cf it oag-29 level as
Table 1.4 ahcws. According to the SAF °°*1n tes the overall
doficit will fall further to MES1Y. 7 m in 1290-91_ Financing
of the go"ernme.* deficit is expected to cshift from heav:

Jencndaq a

e

a
To) he domestic banking s'stem ~the practice cver
the nacst four years - to foreign berrowing.
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v
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Economic Plans

0
0

the's firet five-year plan ran from 19689/70 to 1974775,
was largely exp!cratcry, estahlishing a plarning capacity
survnvérg for minnra! During the pericd of the second
1978,/76 -~ 19079/80), gnificant progress was made n the
uction of 2 nat1onal road netweork and other physical
ructure: the growth targets for GDP and investment were
met but the cutturn was well chort as regards
reation. The main chjective of the third plan
1094/9‘) was the reduction in dependence cn RS2
s1d1a'" ohjective was the improvement of planning
3nd overall economic management. rtctual
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The fourth E-year plan was launched in 19868, Various sectoral
objectives were established - including the ecstablishment cof
rescurce-based industries - and the need to strengthen the
planning, management and administrative machinery was again
emphacized. However, by mid-1988 the detericration in the
public finances 1led to the agreement of a structural
adjustment facility {(SAF) with the IMF worth SDR 9.6 millicn
(Use 12.4 nillicon at August 1988 rates) over three years, in
support of an economic and financial programme agreed with the
government. The principal cobjectives of the SAF are
increasing the rate of eceromic growth and reducing the
overall budget and balance of payments deficitse. In a recent
review of the programme with the IMF, both it and the
government declared themcelves catisfied vith its
implamentation and resulte to date. Following the preparation
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SECTION 2

THE MAMUFACTURING SECTOR

Structure and Performance

The Manufacturing sector in Lesothe has grewn quil
imprescively since independence. From leccs than 1 per ce
of GDP and formal employment in the mid-1960s, it account
for about 12 per cent of GDP and 9 per cent of tetal form
empleymant in 19892, Despite this achievement however cver th
2% years, the sector’s growth performance, when examined year-
by-year or subpericd-by-subpericd, has been erratic, being
more a reflection of ghifting reacticns to external evente
rather than a steady performance resulting

ation of 2 ccherent set of industrial
strategiec and peclicies on the part cof government. As the
Fourth Plan put 1t (p.42)

€ were concentrated
s invelving direct
11y in import
€. Brometicnal
ted on locating

By the mid-1970¢ many of thece
subsidiaries were coperating at a loss and
industrial production actually fell in
1977/78. In line with Government
commitment to invelve private enterprice,
LNDC stepped up jts attempts actively to
seek to attract fereign capital and know-
hov:. In recent years, in particular,
labcur intencsive projects, empleoying up
to 500 people, have been located in
Lesctheo. Such projects are almost
entirely export oriented”.
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tral Bank, the sloewdeown in the rate of

ing 1989 was due to ealking of some
ctu-ing 1industries and adverse effects of the SAF
preogramme. t alsc reperts that csome establishments
indicated that the intrcduction of the general sales tax In
public utilities such as water, electricity and
telecommunication icees as well as the raicing of the
tc 12 per cent during 1982, has

i t of industrial inputs and overheads guite
significantly. It is argued that this has, in effect,
uced the competitiveness of export oriented manufacturing
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In the twenty-year pericd from the late sixties to the late
eighties, emplcoyment in manufacturing rose more rapidly than
ocutput because of the increasing use of labour-intensive
methode

- .

-

Although the labour force 1ic considered to be high?
trainable, there is an absolute shcrtage of technical skill
and consequently a great need for ckille development. Th
incremental capital ocutput ratio apnears to have fallen, from
B QLOMRd—3 boetween the mid 1870 and the early 12¢2¢
implving 3 more efficient use cf capitzl.
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Location of Industry and Employment
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Although there is a dearth of information available on
categories of employses in thece areas, irformation available
coutld be uced to deduce the folleowing:

- there is a predominance cof woman in employment in
middle management, skilled, and unskilled grades.

- Expatriatez contrel the management of foreign owned
enterprices.

- There are many expatriates 1in the sur:rvisory
grades.

Acs already noted, one of the favorable aspects of labour in
Lescthe ie that they are trainable. However there is a need
for training in management in order to develep leadership
charactericstice, improve deciciorn-making abilities and
managerial skills,
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3.1

SECTION 3

INDUSTRIAL STRATEGIES AND POLICIES

Since independence, Lesotho’s strategy for development of the
manufacturing sector has been clearly articulated to be
development through the private sector. The government has nect
generally undertaken industrial production through parastatals
nor has it 1impcsed significant regulations on economic
activities. It has also been export coriented. In recent
vears due to government’'s efforts in support of exports, the
export performance has improved significantly.

Hovever, Lesotho €till needs imported capital, technology, and
assistance in exploiting its many international market
opportunities. Foreign investment 1is perceived to be
necessary and is welcemed from all countries.

Objectives of Industrial Policy

In the government's Fourth Plan (1986/87-90/91) the main
objectives cof industrial development are stated to be
promotion of Lesotho’s growth and increase 1in 1its self-
reliance. These general objectives are consistent with those
of the Lagos Plan of Action and IDDA 2.

The plan’s subsidiary objectives are the following:
- reducing the unfavourable balance of trade

- creating additional employment opportunities
- promoting Basotho entrepreneurshipn

- encouraging greater regional decentralization and
dispersal of industrial benefits in the country through
resource-based and small-scale industries.

The growth target for manufacturing over the period of the
plan was set at 9 per cent p.a. which was designed to result
in a 7.3 per cent share of GDP in 1990/91. The incremental
capital output ratio (ICOR) was assumed to be 5.1. In the
event, the ICOR is estimated to be around 3:t1 and
manufacturing is now 11 per cent of GDP. The sector’'s job
creaticn target cof 7,600 should also be more than realized.
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3.2

Oon the issue of strategies and policies, the plan states that
degspite notable achievements industrial development has been
hampered, up until the Plan's launch, by lack of a clearly
articulated strategy and strong commitment to supporting
policies. 1L premised that decision-making, monitoring, and
executive capabilities in the Industry Division of the
Ministry of Trade and Industry wculd be increased. The
government declared its intention to review and modify the
inventives system and to give careful consideration to the use
of Article €&, the Protection Clause, in the Customs Union
Agreement, vhere this would be benreficial to Lesothe’s
development. Acs will be seen below, the incentives system
has, ir the meantime, been reviewed and modified. However,
Article 6 of the SACU agreement has not been activated by
Lesothc as a means of promoting infant industries.

In addition tc undertaking institutional reforms at the level
of the Ministry of Trade and Industry, the plan also promises
to improve its services to private entrepreneurs, large,
medium, and small-scale through its parastatal investment
promotion institutions, the Lesotho MNational Development
Curporation (LNDC) and the Basuto Enterprise Development
Corporation (B8EDCO) and to support *the activities of the
private <cector agencies involved in the promotion of
manufacturing and trading activities. Finally, the plan
especifically declared that industries manufacturing inputs for
the Lesotho Highland Water Project (LHWP) would be given
priority status during the plan period.

Institutional Support for Industrial Cevelopment

Institutional support for Lesothe'’s industrial sector s
provided in the main through two development corporations, the
Lesothc National Development Corporation (LNDC) and the Basuto
Enterprise Development Corporation (BEDCO). LNDC was the
first of the two to be established at a time when there was
a need to deal effectively with foreign investors. Later the
governmnent realized the need to put more effort into promoting
domestic small-scale industry.
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3.2.1 Government

The Ministry of Trade and Industry (MT1) is responsible for
the formulation cf industrial policy. 1Its task alsc includes
the supervision and coordination of the industrial! and
commercial parastatals including LNDC and BEDCO. 1Its staff
is weak both in numbers and, for the most part, in
professional experience. Recently it has created a Department
of Industry which has the services of a UNIDO Technical
Adviser.

The Department’'s staff at the moment consists of 13
professional staff most of whom are inexperienced. With UNIDO
assistance it has carried out a survey of -small scale
enterprises (SSEs) and prepared prejects for SSE entrepreneurs
to submit to the Lesotho Bank for finance. The Lesotho Bank
Projects Unit at the moment looks to MTI’'s SSE division as its
main source of projects.

The Trade Promotion Unit (TPU) of the Ministry of Trade and
Industry was established in 1878 to promote, coordinate, and
develop the country’s foreign trade with a view to expediting
realization of the country’s industrial and agricultural
potential. 1In general TPU offers technical assistance and
advice to the business sector, promotes and publiicizes the
country’s exports abroad, undertakes market research and
studies on specific exportable products, and assists fcreign
buyers.

TPU is an integral part of the Ministry but receives support
from the International Trade Centre UNCTAD/GATT (ITC). The
Unit needs strengthening but, with ITC assistance and support,
has maraged tc provide essential services to investors. Since
its inception TPU has been assisted by the ITC, through a
project financed by the Government of Norway. A team of
resident advicers is available to assiet exporters and foreign
buyers. In addition, ITC’s world-wide trade information
networ!: and contacts are available on request. The EC also
provides assistance to TPU in organizing participation at
coverseas trade fairs as well as other specialized areas of

export promotion and development. From time to time
assistance ie provided by UNCTAD, the Commonwealth

Secretariat/CFTC, and other international technical
cooperation agencies. .
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3.2.2 Parastatal Institutions

The twc parastatal instituticns which operate as investment
promotion agencies are LNDC and BEDCO. The LNDC was
established in 1967, to initiate, promote and faciliitate the
development of the manufacturing and nrocessing industries,
mining, and commerce in a manner calculated to raise the level
of inccome and development in Lesotho.

The LNDC identifies medium-scale and large-scale projects and
looks for potential investors. The arrangement with BEDCO is
that LMDC deals with projects involving investment of more
than M250,000, (BEDCC with investments below this figure) but
this 1imit has not been adhered to strictly. LNDC invests
directly in projects where other investors are nct forthcoming
and prcvides funds in the form of both equity and loans to
enterprises assisted. The LNDC also provides serviced sites
and industrial and commercial premises on a rental basis.

Because in practice LNDC is involved in virtually aill new
large and medium scale (and even some small scale) industrial
development in the country, it has been directly invelved in
all government plans and strategies for industrial
development. For nearly 20 years, LNDC remained completely
owned by GOL, reporting to the Ministry of Trade and Industry,
and operating under the provisions of the LNDC Acts, as
amended from time to time. The West German agency DEG has,
however, recently purchased convertible preference shares
vhich entitle it to become a 10 per cent shareholder in LMDC,
and is contemplating further equity linked investments.

LNDC has until now relied for its funding on government grants
as well as loans from the European Investment Bank, the
Africar Development Bank, and IDA, as well as commercial loans
from the Commonwealth Development Corporation (CDC), EDESA,
SIDIFA, and the Lesotho Bank. The World Bank/IDA hase provided
two credits to LNDC, the most recent for US$ 4 million
approved in 1980 and closed in 1987.
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8EDCO was established in 1975 as a subsidiary of the LNDC with
the obiective of establishing and developing Basotho-cwned
business enterprises. In 1980 the BEDCC Act was promulgated
and it established BEDCO as a parastatal on its own. The
BEDCO Act does not specify the size or nature of the
enterprises to be promoted. Despite this lack of specificity
BEDCO has regarded its task as assisting local small-scale
entrepreneurs in the manufacturing, trading, and service
sectors.

From the beginning BEDCO has depended on the support of
international donors. The dominant supporting agency has been
CIDA - the Canadian Internztional Development Agency - which
provided C$ 7.9 million in the period 1975 to 1985 when CIDA
support was terminated. CIDA provided funds for the

construction of esmall industrial estate outside Maseru, for
equipment for woodworking and metalworking and common facility
workshcps and also funds for BEDCO's credit line for SSEs.
CIDA also provided three expatriates who directly managed
BEDCO’s main functions. The small estate at Mohale’s. Hoek was
funded by a grant from ODA of the United Kingdom and that at
Leribe by a loan from the African Development Bank. The World
Bank/IDA gave US$ 300,000 for BEDCO’s credit line 1in an
earlier credit. Technical assistance to BEDCO was also
provided by a variety of multilateral and bilateral agencies.

In the period 1977-1987 BEDCO approved 271 louns for an amount
of M3.€ million. Of this amount, 24€¢ loans for a total of
M3.168 million were actually disbursed by late 1988. Average
loan size was M12,900 (around US$ 6,000 at the time). BEDCC's
loans have never exceeded M100,000 despite the fact that the
upper 1imit was theoretically raised, per arrangement with the
LNDC, to M250,000.

As regerds BEDCO’s other activities, its business extension
and advisory service has been virtually non-existent mzinly
because of lack of qualified staff. Membere of the Lesotho
Manufacturers’ Association (LMA) complain that while SEDCO
promised marketing help and technical advice, this was never
delivered. There are also charges that whatever marketing
help was given was to a favoured few. The LMA, whose members
form the main clientele for BEDCO’s services (including
membere who occupy premises on the BEDCO estate) are generally
criticael of the institution. BEDCO has developed a number
of useful courses, however, including an entrepreneurial
development training course introduced by a German advisor in
1987.
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3.2.3 Private-Sector Institutions

The Lesotho Chamber of Commerce and Industry (LCCI) was
registered in 1976 and currently enjoys a membership of some
2,500, mainly in the trade and service sector. The LCCI
represants the amalgamation of the two business asscciaticns
that were active at the time, namely the Lesotho Chamber of
Commerze and the Basotho Traders Association. The LCCI is
managed by a committee of its members referred to as the
Mational Council. The National Council 1is made up cof
representatives from all the branches of the LCCI and meets
annually during the Annual General Meeting. TJo facilitate
the management of LCCI business, the National Council appoints
an Executive Committee which is mandated to meet at least once
every quarter. In turn, the Executive Committee is empowered
tc appoint a Management Committee tc oversee the day-to-day
affairs of the LCCI. With support from USAID, the LCCI was
able, early in 1990, to secure the services of a highly
qualified full-time Executive Director to assist the
Management Committee, and take respeonsibility for office
management.

The LCCI works very closely with the Ministry of Trade and
Industry on matters relating to investment promotion and
facilitation. It 1is invariably consulted before new laws
affecting the business community are promulgated. The bulk
of the members of the LCCI are in the small-scale enterprise
sector and require services tc upgrade their business skills.
LCCI runs a number of projects in this area in cooperation
with the Business Training Centre, Jjointly run by the
University and the Ministry of Trade and 1Industry. In
addition LCCI promotes skills training in its effort to
encourage and ascist members to enter more into the productive
sector, It is considering a major restructuring exercise
aimed at making itself more amenable to the needs of
businessmen in the manufacturing sector. Discussions have
been initiated with the LMA to see how the new restructured
LCCI would operate. ’

The Lesotho Manufacturers®’ Association (LMA) was established
in 1981. The major objectives of the LMA are to consult with
the Government on matters of concern and interest to members,
and to initiate programmes that would alleviate the problems
facing their members in such areas as finance, marketing, and
skills.
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One _f the major constraints that members of the LMA cite
relates to the difficulty of getting bank credit because of
lack of collateral. LMA now provides loans to members from
its own revolving loan fund. It also sponsors management and
skills training with technical assistance from the German Agrc
Action agency as wvell as a graduate assistance programme.
Under this programme LMA subsidizes salaries of qualified
graduates engaged by members for one year. The objective is
for businessmen to notice the incremental benefit of employing
a qualified graduate, with the hope that this will lead to an
improvement in the management and operation of members’
enterprises. Other services provided by the LMA to its
members include marketing support for their products.

3.2.4 Priority Industries

There are certain types of investments which the government
considers to be especially suitable for Lesotho. In offering
incentives to investors, LMDC gives priority to them.

They are:

- export-oriented industries
- industries using labour-intensive technologies

- industries which establish or strengthen backward and
forward linkages

- certain import-substitution industries.

In its Investment Guide to Lesotho, the LNDC explains its

priorities as follows:

(i) In view of the small size of the local market,
industrial development 1is geared towards the
establishment of export oriented manufacturing
units. In principle, any export oriented project
found suitable for Lesotho is encouraged, provided
it satisfied established criteria related to
employment creation, fore¢ign exchange benefits and
importance of technology and know-how introduced.
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(1i1) Prime consideration 1is given to appropriate
technologies in manufacturing with significant input
of manual skills, and mzanufacturing based on local
raw materials. Encouragement 1is given to
manufacturing of labour-intensive consumer goods
such as clothing and footwear, bags, furniture,
electrenic and other light engineering proaducts.

(1i1) The textile sector has witnessed an impressive
grovth, especially the garment manufacturing aspect.
However, all of the fabrics are currently imported
and therefore the situation is ripe for vertical
integration by establishing spinning, weaving and
dyeing processes in Lesothc. These types of
industries are encouraged together with ancillary
industries to the textile sector such as preduction
of zi1p fasteners, collar supports, trimmings,
elastic braids and buttons.

(iv) The government is currently implementing the Lesotho
Highland Water Project (LHWP). It has the potential
to generate spin-offs in construction and
engineering materials and other indirect supplies.
The gcvernment intends to maximize benefits to
industry from the project by promoting industries
which would provide it with 1inputs such as
construction materials and processed focds.

In relation to this last-named issue, the government set up
a committee in November 1990 to examine how best to exploit
the economic benefits arising from the LHWP.

Membership cof the Committee, which will be chaired by the
MTI’s commissioner for Industry, will include representatives
from the Lesctho Highland Water Authority (LHWA), relevant
government ministries including the Ministry of Works, and
relevant agencies such as LNDC and BEDCO.

The LHWP could also be expected to act as a catalyst for
tourism development in the Highlands and such tourism activity
viould itself tend to generate demand for many inputs which
could be provided by Basotho entrepreneurs.
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3.2.5 Industrial Incentives

The industrial incentives offered by Lesotho include:
- industrial sites and purpose-built faciories for rental

- concessionary loan finance and, if required, equity
participation

- loan guarantees on finance provided by the banks
- training grants

- free movement of capital, but with profits and interest
subject to 2 withholding tax

- export finarncing facility

- refunds cof customs duties on imported raw materials and
ccemponents used in the processing manufacture of gocds
fer export.

- guarantee of foreign investments under the World Bank’'s
Multilateral Investment Guarantee Agency.

- a company tax rate which has recently been reduced from
thirty seven and half per cent to 15 per cent for
manufacturing concerns. (It would also be helpful to
industry if the government were to reexamine the
disincentive effect which the general sales tax (GST) on
cepital, raw materials, and intermediate inputs is having
orn industrial investment).

In the past, investment promotion had been fragmented, with
responeibility divided between a number of government
egencies. The government 1is now in the process of
establishing the "one-stop shop™ facility within the LNDC
vhich has always been at the forefront of investment
promotion. In this effort the government is being assisted
by the World Bank. The bulk of the support provided under
this new initiative is likely to go to foreign investore and
tc large and medium-sized enterprises covered by the
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3.3

Industrial Licensing Act. The indigencus small-scale sector
is unlikely to benefit much from it. However, the
government’s cbjective of increasing job creation in industry
can only be achieved if it provides significant and visible
sunport to the small-scale sector. Thus the gevernment needs
to give strong support to BEDCO in its efforts tc promote the
indigerous small-scale entrepreneurs.

Related Policy Issues

There are a number of other policy issues which 1impirge
directly or indirectly on develcpment of the manufacturing
csector in Lesotho. They are:

- wages policy

- resource-hased industries

- timely provision of industrial infrastructure

- industrial land

- technology policy

- industrial ckills and training needs

women in industry

3.3.1 Wage Policy

There 1is a Statutory Wages Advisory Board which was
established to fix minimum wages for employees 1in the
commercial and industrial sectors. Minimum wages are reviewved
pericdically. When this happens, howev2r, employers often
suggest that it will lead to a reauction in Lesctho’s
competitiveness compared with that of its neighbcurs,
especially the South African "homelands”. Low wages which
undoubtedly act as an attraction for footloose capital in many
parts of the werld, can act as a double-edged sword in
Lesctho’s case.
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From the worker's point of view, wages that are lower than
those in neighbouring areas will tend to drive them out to
ceek employment in those relatively high-wage areas, thus
depriving the sending area of mobile (usually yocung and
energetic) and prcbably skilled labour. For example, althcugh
migrant remittances are obviously beneficial as a major
element in the financing of Lesothe’s substantial trade
deficit, the loss of skilled manpower is a disadvantage for
the economy, particularly in the agricultural sector.

Since 1983, there has been a new "brain drain” of professional
and govarnment workers from Lesotho to the "homelands™ of
Socuth Africa in response to substantially higher wages and
benefits. It weould be wasteful of scarce resources for
tesotho to spend substantiz1 sums on development of industrial
and entrepreneurial skills if large numbers cof the trained
pecple were later to migrate out of the country because of
higher wages elsewhere. There is a conflict to be resclved
in Lesotho’s case between the twin objectives of low wages and
availability of skills for industry or, to put it another way,
between competitive wages from the macro viewpeint (relatively
low) and competitive wages from the micro viewpoint
(relatively high,.

3.3.2 Resource—-based industries

Although LNDC encourages foreign investment, it makes no
practical distinction between indig2nous and foreign investors
in its award of incentives. However, it appears to be anxious
to try to reserve for indigenous entrepreneurs resource-base
manufacturing activities (those which process domestic raw
materials such as wool and mohair, clay, and so on) which it
regards as "strategic”. Indeed, if indigenous entrepreneurs
are not ready to participate in such activities, LNDC has
declared its intention to assume the role of 1local jeoint
venture partner with 51 per cent equity holding until such
time as a local entrepreneur is able to get involved. This
has tended to have the effect of slowing down investment in
such activities. For this reason, the more recent change of
attitude whereby LNDC has declared its intention of being
"flexible” by removing the existing reguirement that the LNDC
retain a majority ownership in joint ventures in resource-
based induetries is to be welcomed.
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3.3.3 Timely provision of industrial infrastructure

As already ncted under 2.6 above, there are often sericus
delays 1in the provision of physical infrastructure and
cervices to industry such as roads tc industrial estates,
electricity, telecommunications, and water services.
Basically the prcblem arises from lack of forward planning of
major developments. Utility companies need a minimum of three
years befere major works can be mobilized.

These problems need to be resolved in a country like Lesotho
vhich is competing with neighbouring areas in terms of its
incentives package, part of which is its infrastructural
facilities. )

3.3.4 Provision of Industrial land

The 1272 Land Act creates some problems for foreign investoers
and companies with majority foreign ownership. They cannot
buy cr lease land but only obtain sub-leases for limited
periods. Such sub-leases, given the terms attached to them
by LNDC, are coften not acceptable by banks as ccllateral for
loans. Indigenous investors face their own problems in
chtaining land from the Land Commission for industrial
purposes. The process whereby investors in general obtain
land and can use it as collateral for loans needs to be
streamlined.

3.3.5 Technology

The more developed becomes the manufacturing sector in Lesotho
the more necessary becomes development of a strategy and
policy technology. Technological development has to be 1inked
to industrial development. Lesothe has to develop its
technological capability so that it can select, acquire,
adapt, absorb, and diffuse imported technologies and negotiate
better on their acquisition . It is important to choose and
utilize appropriate technoclogies. 1Ites technical training at
all levels needs to be upgraded. Lesoctho neede to develop a
policy on technology and to implement it through appropriate
ingtitutions and mechanisms. One of the Fcurth Plan’s
objectives is8 the establishment of a National Council on
Science and Technology.
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3.3.6 Industrial Skills

Industrial technology and the skills required to use and
manage it are subject to continucus charge. The imparting of
skills to suit today’s technology is an insufficient basis for
the creative adopticon, let alone adaptation, of whatever
technolecgies will be used temorrow. The basis for training
programmes in industrial skills and management is thus a sound
basic education for all which encourages the search for
creative and inncvateory approacnes. A sustainable indigenous
industrial sector - as distinct from one subject to the whims
of footloose foreign investors - can be developed if training
programmes in production and management skills are based on
the realizaticn that skills competencies have tc be
continuously upgraded and renewed.

The apprcach moet likely to succeed in technical training
programmes 1ic cne that imparts an understanding of how
machines work, why they must be continucusly maintained, that
there may be better ways of doing the job, and that these ways
should be constantly sought.

3.3.7 Women in Industry

For nc group in society is education and production and
management training programmes that embody the characteristics
outlined under 3.3.6 so necessary as in the case of womzn.
The women of Lesotho are strong in terms of numbers and in

latest management and entrepreneurial capabilities. They
carry the main l1oad in the agriculture sector and in
parenting. One of the reasons for - low productivity in

agriculture and small-scale industry is because women are not
receiving training, or are not receiving the right type of
training, and sufficient encouragement to realize their
bueiness potential because of restrictions on access to
credit. Their special needs and experiences need to be taken
into account and turned to advantage. Moreover, in the case
of all public sector and donor assisted programmee, their
direct and indirect impacts on women muet be formally ascessed
at the design stage.
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SECTION 4

ASSESSMENT OF THE IMPLEMENTATIOM OF THE FIRST IDDA PROGRAMME ANMND

CURRENT DEVELOPMENT AID

Assessment of first IDDA programme

The idea of designating the 1980s as the Industrial
Development Decade for Africa (IDDA) arose from the Lagos
Plan of Action 1980 and the adopticn by the African Heads
ofStates and Governments of the concepte of self-reliance and
celf-sustainment as an cbjective approach te
industrializaticn on the continent. Both stressed the
imporarce of viewing the continent as a whole or in sub-
regions rather than as "40 to 50 bits and pieces”. O9Only in
this wey could a reduction in dependance on external inputs
and markets be achieved and "internal engines of growth”™ be
constructed. Consequently, as a continental strategy, the
deliberate enlargement and ccnsolidation of domestic markets
and their combination, through economic cooperation, into
markets accomocdating economies of scale was to be pursued.
According to an independant evaluation of IDDA I completed in
1989 (CAMI 9/20 Add 1 and ICE 1989/20 Add 1, 12 April 1989),
the basic strengths of the IDDA approach consisted in its:

(a) defining of goals from the Lagos Plan of Action, namely
cself-reliance, self-sustainment, and the creation of
internal engines of growth;

(b) provisiecn c¢f a framework within which individual
countries could design their industrial development
strategies; and

(c) th2 flexibility left to individual countries to prepare
their industrialization plans to suit their own
circumstances.

The wea'<nesses were seen to be:

{d) 1IDDA lacked a programme identity;

(e) it was toc diffuse and amorphous to become an
oparational instrument;
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(f) it was over-optimistic 1in its assumptions of the
practical pecssibilities of majcr industrial investments
in the Decade;

(g) it was equally over-optimistic about the practical
pessibilities of regional cocperation;

(h) it lacked quantitative targets;

(i) 1t paid inadequate attention to the economics of
investment and to resource availability; and

{j) it lacked a budget (p 119).

civen that the cverall objectives set out under (a) above
were ccuched in continental or regional terms, over—-cptimism
regarding the practical possibilities of regional cooperation
certainly acted as a major constraint on the achievement of
the self-reliance goal. It 1is also doubtful whether
individual ccuntries subsequently produced IDDA programmes as
they are now doing for IDDA 2 (certainly Lesotho did not) or
even ucsed IDDA as a framework within which to design their
own industrial development plans. Nevertheless, it must be
acknowledged that the very generality of the IDDA approach
(or "diffuse and amorphous”™ to uce the evaluator’s wcrds)
permits most national industrial programmes to be consistent
with it. This is certainly true in the case of lesothe’s
approach to industrial development.

The 1930s concided with recession and aid cut-backs in
industrialized ccuntries and are generally considered ~ nct
only because of such exogenous factors but also for
endogenous reasons - to have bezan "a lost development decade
for Africa”. With respect to the objectives of IDDA, the
evaluatoars implicity conclude that the Decade was a failure
when they state that “the dependency factor has not been
reduced (and) the industrialization of Africa has not become
a reality.” (g 120).
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This ccnclusicn that the Decade failed is made explicit 1in
the ninth joint progress report on the implementation of IDDA
produced by the secretariats of the 0AU, ECA and UNIDO in
March 1980. That report provided a list of what it described
as "complex constraints” to explain the failure of the
Decade. They include:

(a) Structural weaknesses (lack of core industries with
backward and ferward 1inkages, small size of the
domestic markets and their lack of regional
intergration, low capacity utilization, import
dependance, lack of 1mportant components of pasic

engineering, concentration on easy impert
substitution, deficiencies in institutional
infrastructure);

() inadequate and inefficient industrial strategies
and policies;

(c) 1lack of political commitment to market and rescurce
pooling at the sub-regional level;

(¢) 1lack of major factor inputs, repair and maintenance
capavilities, entrepreneurship and financial
rescurces as well as mounting debt and high
interecst rates; and

(e) exogencus factores such as a deterioraticen in the
terms of trade, falling aid flows, balance of
payments deficits, and the impact of operations of
both transnational corporations and of structural
adjustment programmes.

If this liet is meant as an explanation for the failure of
Africa (and its individual countries) to make significant
progress during the 1980s to increase industrial output, then
the 1ist is only in part a description of constraints. To a
much greater extent it is a listing of those very conditions
vhich the development process - and especially the
development of industry - is designed to overcome. In other
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words, put in positive terms, most of them become the
obiectives of industrial development strategy. As a listing
which might assist in the design of IDDA 2 it is not very
helpful. The main reasons why the Decade made very little
progress toward reaching its geals (increasing regional self-
reliance and self-sustainment, reducing dependence on
external inputs and markets) are the following:

(a) a “"top-down”™ approach: very little involvement of
individual governments in the formulation cof IDDA;
little use, if any, of IDDA by governments as a
framework within which to formulate their national
industrial development programmes (reflecting a
lack of sensitization to the IDDA) and a consequent
failure cf these programmes to “"feed up™ into a
reviced IDDA to any significant extent;

(b) inadequancies in the regional cooperation element
of the strategy: a general failure to persuade
individual countries to take 2 complementary rather
than competitive approach to selection of
potentially regional or sub-regional projects as
wellas poor precject design at this level and lack
of clarity on how projects are prioritized for
inclusicn in regional and sub-regional programmes
or how thei implementation is to be advanced;

(c! deficiencies in the institutional infrastructure to
implement objectives and cocrdinate actors tc do
the jobs; and

(d} lack of government and donor funds.

These are the most important constraints that will have tc be
addressed in the formulation and implementaticn of the second
IDDA.

Development Assistance

Given the need for donor assistance . help realize the
objectises of the IDDA, it is relevant in Lesotho's case to
examine the recent record in terms of official development
assistance (ODA). It is also relevant to try to deduce the
reasons for fluctuations from year to year.
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In real terms Lesotho’'s net receipts of ODA declined over 30
per cent between 1980 and 1986. There were signs of recovery
in 1987. This increase was consolidated in 1988. Since this
increase in inflows over the 2-year pericd concided with the
announcament of the IMF’s structural adjustment programme, it
can be deduced that a perception on the part of doncrs that
a country's abscorptive capacity has improved will tend to
lead to increased ODA flows. Oof course need is also a
povierful determinant and Lesotho’s classification as a least-
developad country undoubtedly explains the very high grant
element in its ODA receipts. O©Overall, it ws abcut 82 per
cent i:; 1988 with all the bilateral aid being on grant terms.

After debt service on the non-grant element of earlier
support, Lesotho’s net receipts of development aid rose by
some 20 per cent between 1986 and 1988.

The importance of multilateral assistance continues, but a
near doubling of EC disbursements eclipsed the contributicne
of the African Development Fund and the World Bank’s IDA in
1988. Bilateral 2id is very diversified, but the USA, West
Cermany and the UK accounted for about three fifths of the
total.
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Table 4.1 Gross official development assistance

Bilateral 57.3 67.4 69.3 55.1 58.2 €2.6 70.2
of which:
USA 25.0 25.0 32.0 19.0 19.0 19.¢ 21.0
wWest German: 9.8 14.8 11.7 8.2 12.0 10.8 10.6
Sweden 2.1 3.4 2.6 €.9 €.7 8.1 9.5
1] 4 8.6 7.1 7.0 3.1 5.6 6.4 8.7
Multilateral 35.58 40.8 31.7 40.6 34.4 47.1 40.0
of which:
ADF 7.9 3.5 1.8 4.8 5.4 11.1 7.3
WFpP 3.4 10.6 8.3 10.2 8.1 10.6 4.0
EC 6.7 5.5 7.5 7.5 €.2 7.4 14.1
IDA 8.3 8.5 6.0 7.9 6.0 8.6 7.0
Teotal 93.8 108.3 101.1 95.6 92.7 110.3 110.2
of which:
grants 73.2 88.1 86.5 76.1 80.0 86.0 90.9
2

Disbursements. Oficial development assistance is defined as gants
and loans with at least a 25 per cent grant element, provided by
CECD and Opez member countries and multilateral agencies, and
admiristered with the aim of promoting development and welfare in
the recipient country. IMF loans, other than Trsust Fund
facilities, are excluded, as is aid from the Eastern bloc.

Source: OECD Development Assistance Committee, Geographical
Distribution of Financial Flows to Developing Countries, 1990.

In 1989 +total reported external assistance to Lesotho
amounted to USg 86 million. Of that the UN system delivered
just over 34 per cent, bilateral donors 31.7 per cent, non-UN
multilateral agencies 31.1 per cent, and NGOs 2.7 per cent.
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About three quarters of UN aid delivered through UNDP's
Fourth Zountry Progamme (1987-91) is being spent under fcur
main headings: agriculture 31 per cent, general develcpment
issues 22.4 per cent, transport 11.6 per cent, and industry
8.9 per cent. Technical assistance to industry is designed
to assist the Ministry of Trade and Industry to develop an
industrial strategy and coordination mechanism and provide
technical support to women entrepreneurs. Under thcse
headings the focus 1is on 3 key areas: strengthening the
rlanning and economic management process especially in the
productive secters of the economy; training; and premoting
expert-oriented income generating activities in rural areas.

Among rilateral denors, the tep five in 1989 were the US (48
per cert), Sweder (18.7), UK (15), Canada (7.9) and Ireland
(7.8). Doncers have endorsed the programme approach to aid
delivery. This brings them into line with the approach which
the UN is using and the approach which the government has
declared 1its 1intention of using 1in preparing the Ffifth
Development Plan. This concidence of approach promises to
improve the overall allocation of resources available to
government during the next plan period and throughout the
IDDA.
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SECTION 5

PROGRAMME FOR THE SECOMD IDDA

Objectives, strategies and policies fer the second IDDA

£.1.1 Cverall IDCA objectives and strategies

The fundamental goal of the second ICDA, as in the case of
the first, is the achievement of self-reliance and celf-
sustairment in the African continent. This calls for an
increacsing use of local factor inputs, instituticnalizing and
intensifying 1integraticon and cocoperation schemes amcng
Africar countries with the full invclvement of indigencus
enterprises, both public and private, and the building up of
domestic production structures capable of meeting changing
local cdemand.

These cbjectives at the continental level are to be realized
throughr: the fcllewing broad strategic approaches:

() wusing industrialization as a means cf attaining
self-reliance and seli-sustainment;

() reducing traditional dependence on forces anc
factors outcside the continent;

(c) promoting internal engines of growth;
(¢) increacsing the use of domestic factor inputs;

(e) promoting the establishment in Africa of core and
strategic industries;

(f) developing critical national capabilities, human,
ingtitutional and infrastructural, for project
design, project execution, negotiating skills,
mobilization of financial resources, support
services, entrepreneurship and business management;

(g) promoting regional and sub-regional cooperaticn as
a practical means of enlarging markets,
establishing multinational core projecte, and
strengthening the interdependent physical and human
infrastructure.



Given the crisis in Africa and unfavorable conditions at the
global level in the eiahties - which blew the first IDDA off-
ccurcse - it will be necessary in IDDA2 to strengthen these
strategies to include the following pragmatic areas of
action:

(z) promoting the consolidation of existing investment,
through rehzbilitation of existing industries where
necessary and the implementation of prcgrammes of
preventive maintenance throughcut industry.

(k) expanding existing assets end promoting new core
investments, keeping in mind national endcwments,
markets capabilities, and viability based on sound
commercial and socio-economic considerations;

{c) promoting the creation and upgrading cf all types
of human skills required for 1ntegrated industrial
development;

{(d) developing an appropriate supporting physical
infrastructure;

{e) 1improving the quality and range of the
institutional infrastructure;

{(f) s=rengthening and extending programmes of regional
and sub-regional cooperation.

5.1.2 National IDDA Objectives
The cbjectives 2and strategies of the second IDDA are
certainly compatible vwith Lesotho’s development goals for the
coming decade. However, in terms of objectives, those vhich
wwill guide the Lesotho programme during IDDA2 alsc
specifically include the following:

- Increaszed domestic employment, particularly in the
industrial sector

- Increased productivity leading to rising real incomes

- Improved urban-rural balance
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- Environmental sustainability
- Enhanced socio-economic status of women

- Improving both the balance of trade and the baltance of
pavments positions

The challenge facing Lesotho is to create as much productive
employment as possible through growth in the domestic
eccnemy. Given the country’s limited natural resources and
ite unique geographical position. Lesctho faces a number of
sonstraints con its future development. The economy faces
uncertainties as South Africa moves away from apartheid to
full democratic rule, especially with respect to future
migrant remittances and the continuation of current economic
arrangements in their present form. Soil erosion a1 general
environmental degradation continue to impede growth in
agricultural productivity, while the land tenure system
continues to be perceived by investors as a problem.

5.1.2.1 The employment creation objective

The employment challenge is brought into sharp relief by
examining some demographic and employment data. In 1986, 290
per cent of the total labour force was employed in South
Africa: this represented 40 per cent of males in the labour
force and 59 per cent of males aged 20 to 44 years. In
contrast, the modern sector resident in Lesoctho (the domestic
labour force) employed 65,000 or just over 9.5 per cent of
the total labour force. The residual of 450,000 (cr arocund
70 per cent of the total) was engaged in (mainly subsistence)
agriculture and the informal sectors.

As already noted, there are uncertainties regarding the
numbers of mining jobs which will be available to Besotho in
the years ahead. The probability is that they will decline.
If we were to assume that they would decline by around 2 per
cernt per annum during the Decade and Lesotho-based fcrmal
cector employment were to increase by around 3.7 per cent per
annum, then the residual labour force would grow to reach 77
per cent of the total by the year 2000.(This is because the
decline in the fcrmer, although smaller in percentage terms
than the increase in the latter, has a bigger absolute effect
because of its larger base in absolute numbers). The growth
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te 77 per cent in the residual would be an unsatisfactory
develcpment especially in terms cof reaching the priority
national objectivecs of IDDA2. The government's intention is
that the size of the residual in 2000 would not only be below
77 per cent of the tctal but below its present level of 70
per cent. The challenge for employment creation in the
formal sector and especially within manufacturing is thus a
foermidable one especially if the outlaok for migrant
empleyment “s werse than that already assumed. The total
labour force is prcjected to grow to almost a million by 2000

(from 672,000 :n 1986). If the residual is to remain at 70
per cent of the total labour force in 2000 employment in the
formal sectcer will have to reach 17 per cent of the total by
that date (compared with 9.5 per cent in 1986). If the
residual is to brought below 70 per cent, a reascnable
target, thar the formal sub-sector will have to expand even
more.

Another priority objective is increased labcur productivity.
Clearly, labour-intersive methods cof production are going tc
have to be widely used if a significant ‘ncrease is to be
attained simultaneoucsly with an increase in the numbers
employed in the formal sector, especially in industry. These
twin objectives of increasing formal emplcyment and raising
preductivity can only be reconciled if the general education
and €kills development programmes are correctly focused.

5.1.3. Mational IDDA strategies

Strategies being developed by the government of Lesothc are
very much in line with those adopted for IDDA2 at the African
Tevel. However, in crder to reconcile strategies at the
national level with the objectives listed at the national
iavel, the continental-level strategies are reinforced by the
following snecific national list.

1. sStrengthening public sector planning, management, and
administrative machinery

2, Preparing a programme of sound environmental management
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10.

11,

Enhancing the role of the private sector in production,
including manufacturing, supported by an 1improved
enabling envircnment and policies provided by government

Improving the provision of basic services, including
physical infrastructure and communications in tkre rural
areas.

Restructuring and increasing suppert to investment
promotion institutions, especially LNDC, BEDCO, and TPU

Promoting small-scale and informal sectors

Releacsing the creativity of the pcpulation by providing
a sourd basic education.

Harnessing the latent entrepreneurial talentes of
Basotho, especially of Basotho women, through increasing
policy support for indigenouc enterprises.

Upgrading technical skills through the promotion of an
apprerticeship scheme and apprenticeship training as
well as by strengthening formal techrnical education.
Develcping maintenance and repair capabilities

Gearing agricultural production toward income generation
and the provision of increased inpute to industry

Exploiting to the full the country’s tourist potential

Rehabilitating existing industries in order to make them
more eft.cient and profitable

Promoting backward and forward and lateral linkages
Restructuring the government’s procurement system,
especially for minor works, so that it supports
employment creation in the private sector.

Expanding the financial system established to improve

access to bank credit by Basotho, 2specially Basotho
vomen entrepreneurs.
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17. Supperting regicnal and sub-regiconal cooperation in
prevision of factor inputs, human rescurce develuopment,
and in the establishment of regional and sub-regional
investmants.

£.1.4 Assumptions underlying the IDDA programme

As already acknowledged in Section 1, designing a national
IDDA2 programme for Lesotho at this time is a very difficult
task. It is 1lccated in a region which 1is undergoing
irreversable transformation. But the details of the
transformation process and their impact on Lesotho are
unknown, To produce en 1IDDA2 programme, however, it is
necessary to make a number of assumptions regarding the ways
in vhich some of the major factors influencing the industrial

The assumptions that 1lie behind this IDDA programme for
tesotho are that during the 1990s political developmente in
South Africa will be such that:

- RSA’s trade arnd investment links with the rest of the
world will be ncrmalized;

- by the end of the decade all the countries of East and
Scuthern Africa, including RSA, will be members of SADCC
and the PTA;

- production and trading 1links throughout the whole
continent will be significantly greater than they are at
present - 1in other words that the realization of the
main objectives of IDDA, increased celf-reliance and
self-sustainment in Africa, will have been put in train
to an important extent.

Some of these develcpments will have negative and some
pesitive implications for Lesotho’s industrial s-zctor. on
balance they should have positive implications. T.1is belief
that they will on balance be positive is based on a wumber of
further assumptions, namely that:

- private industrial investment will increase

cignificantly in Africa as a whole and in Southern
Africa in particular during the 1990s;
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- private foreign investnent will be increasingly
attracted 1into the region as a result of positive
perceptions of the investment environment (because of
the first two assumptions above);

- Lescthe will not lose out con this investment upsurge
provided it develops an indigenous economic core based
on its comparative advantage within the regicn;

- aid flows will not decrease significantly and may even
be increased provided Lesotho demonstrates to the
internzticnal community that its absorptive capacity is
increasing.

A basic premise of this naticnal programme for Lesotho is
that a strategy of industrial development does not have to be
approached by focusing exclusively on the industrial sector
itself. It is already widely acknowledged that a fccused
development of the agricultural sector can promote
industrialization through processing of agricultural outputs
in resource based industries. This approach is already
underway tc some extent in Lesctho and should be more
strongly developed.

The pctentizl of tourism to act as a major contributor to the
industrial develcpment of Lesotho has generally nct been
adequately acknowledged.

The resource base for tourism in Lesotho is very streng. It
ics being given a large boost through the LHWP. The tourist
industry should be viewed as a core activity which could

generate activity in the industrial sector. If correctly
focused and planned such an approach would be self-sustaining
- a key concern of IDDA - since it would be baced on a

complex set of 1inter-sectoral and inter-industry linkages.

Agriculture would be linked to industry (for example through
proceseing 2f food; hides and skins and wool for clothing,
floor and wall coverirgs, bags; clay for pottery and building
materials). Tourism would be 1linked to agriculture and
industry through these products and many more, incliuding the
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preduction of shoes and clething, crafts and souvenirs,
building and construction, and furniture. Tourism would alsc
greatly enhance the cize of the domestic market for these
preducts through the income generated from tourism receipts.
In Lesotho 1income per loti invested 1in tourism s
significantly higher than for other investments.

The service sectcr would receive a major bcost from all these
activities. Transpert and communications, management and
accountancy services, and a2 host of cthers would need to be
developed and expanded. Improvements of these services in
turn would ircrease the range cf investment opportunities in
industry and tourism. Improvement in the design input to
crafts and construction will spill over 1intc a general
raising of design standards in industry.

Lesctho’s populatien will still be very esmall - around 2
million - by the end of the decade. With 1its present
development strategy the employment creaticn challenge lccks
formidable, given its rate of popuiation growth. The correct
chcice and appropriate promotion of a major core activity -
tourism - at the centre of its 1industrial development
pregramme would make the job creaticon objective much more
achievable.

5.1.5 The policy context

Cfficial development assistance to Lesotho has been declininrg
in the last few years. This has mainly been because there is
a percepticon that the absorptive capacity is weak. This issue
has been indicated as a concern in the current 4th Five-Year
Develcpmen=< Plan. The plan itself was published after the
date on which it was intended to have gone into effect,
indicating some weaknesses in the planning process. 1f
Lesotho i1is to effectively stand up to the challenges posed by
the uncertainty of the impact of the regional changes, it is
important that the planning, management and administrative
machinrery of Government is improved. The improvement will
have to go beyond an increase in the human resources
available for this task and be preceded by a thorough review
of the structure, procedures, and the decision-making process
associated with this exercise. For example, consideration
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chould be given to the establishment of an Economic Ccuncil
or Mational Planning Board which would enable people frem
ocutcide government tc contribute to the planning exercise.
Acs i1t is, planning is fragmented and the Ministry is not able
te exercise full autherity over the implementation of plans.

In terms of resource allocaticn, the Department of Industry
has not fared well, compared with other Government
Departments. This 1is probably because the LNDC was
established in 1967, befecre there was a Department of
Industry. It is the small-scale industry sector that holds
out the greatest promise for industrial development in
Lesothe. It needs more official support. Suppert to this
sector its minimal because of the resources, human and
material, at the disposal of the Industry Ministry. BEDCO,
which is spa2cifically charged with respensibility to support
the small ecale industry sector, has virtually survived on
external donor suppert, and has shown little vitality since
the departivre of the main sponsor, CIDA. Thus, the small
scale industry sector does not enjoy the support it deserves.
Government is aware that this situation will have to change
if tne sector is to be the spearhead of the new strategy of
increasing employment, particularly in the rural areas.

The respective rcles of the MTI, LNDC, BEDCO and TPU shcould
be reviewed. clearly defined and articulated without delay.
Such articulation will have to invelve their actual
restructuring and strengthening. With the support of the
world Bank, this process is already underway in LNDC. Strong
UMIDO, UMDP and World Bank support will be needed for MTI and
BEDC?. The LNDC should continue primarily to be responsibile
for the prcmotion and facilitation of investment in Lesotho.
The Trade Promoticn Unit of the MTI, which has - 1ike BEDCO -

survived almost exclusively on donor support, should be
transferrec and merged with the planned Directorate cof
Investment Promotion at LNDC. BEDCO’s role should
eccentially be to provide support and assistance to the small
scale entetprise sector, particularly small scale industry.
MTI should concentrate on providing a strong policy support
to the sector, providing the needed infrastructure, and
goliciting needed support for the two promotiocnal
institutiore.
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5.1.5.1 Development of the private sector

The private sector 1is recognized as holding out the best
prospects for accelerated economic development and employment
creaticen in the country. Lesotho does not lack either the
entrepreneurial talent or financial rescurces for an
effective private sector involvement. What is needed is the
creation of the enabling environment for the private sector
to develop and prosper. The most prominent private sector
cperators in Lesothe have tended to be expatriate. Pecple in
business have tended tc be lcoked upon as rich and capable of
holding their own without any kind of assistance from
Government. This attitude has tended to create a policy
envircnment that 1is not supportive of the private sector.
The Government now intends to throw its full support tehind
the encouragement of the private sector as the engine of
growth,

Apart from increased support to BEDCO and better resource
allecaticon to the MTI, the administrative infrastructure for
the promotion and support of the cooperative movement and
cempany form of business organization will be strengthened.
The mechanism for the registration and monitoring of
cempanies and ccoperatives will be strengthened and placed
under the MTI. This will enabie Government to effectively
menitor their performance and to include their needs in day-
to-day policy considerations. It is recognized that when the
legislation relating to companies was promulgated, in 1968,
there was ro MTI. Again, cooperatives were in the past
censidered to be rural sector organizaticns and therefore
better housad in the MoA. The potential for building the
cooperative movement for private sector invelvement in the
industrial <sector and development of Lesotho 1is now
recognized and will be better exploited.

Access to credit has been one of the major constraints fecing
the private sector. With the assistance of UNCDF, Government
has succeesfully initiated a programme that effectively deals
with this problem. However, due to limited resources the
coverage is €till rather emall. 1t is planned to expand this
facility ard to continue to explere other instruments in
order to put resources available from migrant remittances
increasingly intc production rather than the current
csituation where they go almost exclusively into consumption.
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Other acticns contemplated for the support of the private
sector include the restructuring of the judicial system tc
orovide fer small claims courts in the rural! areas.

Programme of consolidation

There are a number of problems and censtraints affecting
existing enterprises within Lesotho’s manufacturing sector.
Thue, an impertant factor in the country's naticonal programme
for the second IDDA is the rehabilitatien cof existing
industry.

5.2.1 Programme of rehabilitation

In the UNMIDO integrated ~“tcp-down/bottom-up™ approach te
rehabilitation candidate enterprises are studied in relation
to their total economic environment. 1Its diagnostic analysis
and remedial acticn programmes are not confined to a plant’s
technical prcoblems. They cever the entire range of
techrnical, managerial and technology issues at plant level as
well as the overall financial, commercial and structural
issues at the branch and macroeconomic levels. The UNIDO
apprecach begine with an examination of the macroeconomic and
institutional environment (e.g. government tariff policies,
foreign exchange allocation system, etc), descends through
the sector, sub-sector and branch levels and finally arrives
at the plant level,. With this approach, industrial
rehabilitation becomes an exercise in securing the optimal
use of existing capacities and resources for future, general
industrial growth in a country and within Africa as a whele.
In Lesotho, the fellowing industries need 3investigation to
determine their rehabilitation needs. ’

(a) Food end beverages

There are 18 licensed establicshments in this subsector. The
branches that constitute the sub-sector are: meat processing
(2 plante) wheat and maize milling (3), milk processing (1),
vegetable =zanning (1), packaging of fruits and vegetables
(2), ice cream preoduction (1), bakery productes (6), brewery,
beer and scoft drinks (1). An oil milling piant, and a plant
for processing of malt are under active consideration. The
cector contains the largest share of public sector
investment. The parastatals in this sector are Lesothc Flour
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Mille, Basotho Canners, Lesotho Dairy, and the National
sbhattoir, Government 1is currently cconsidering a2 majer
restructuring of these parastatals with a view to privatizing
them. 4Yith reference tc the technoclogy in use, the National
Arattoir had been equipped with modern machines but due to
certain inherent problems in the producticen lines it has net
been abkle to function as envisaged. Meat is only packaged
and no procassing as such is undertaken. The cannery, the
brewery anc¢ the flour Mills wuse packagaed technology.
Standarde and quality are maintained but the machinery is
guite cld.

{(b) Leather:

The manufaclure of fcctwear dominates this sub-sector, wnere
there are 11 manufacturing units. The main preducts are
footwear, sheepskin products, slippers, bags, and shoe
components. Hides and skins are exported tc the Republic cof
South Africa (RSA) in the raw form, although a plant was
ecstablished to semi-process tc wet blue stage. This unit in
particular, a parastatal under LNDC, i a candidate for
rehabilitation in terms of improving its technology and
reinforcing its maragement. Because of the potential of this
subsector in terms cof backward and forward linkages, and
despite the fact that the leather producte manufacturing
sector does not have a complex technological base, there is
a2 need te undertake a major study of this sub-sector. Such
a study would form a2 basis feor future expansicn. Currently
the sector amploys around 10 per cent of the total employment
in the industrial sector.

{c) Textiles and clothing

There are 18 establishments in this subsector licensed to
manufacture textiles and wearing apparel, and 9 to produce
woven producte. There are, in addition, a number of small
anterprises in the small-scale industry subsector and in the
informal seztor which do not hold industrial licenses. Woven
producte include carpets, tapestry, Jjerseys and shawls.
Denime, sportewear, beach wear, T-shirts are the main
garments menufactured, Due to the absence of a scouring
plant, wool and mchair are exported tc RSA and the processed
preduct is imported. Machines are imported from RSA and there
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is no maintanance facility for mest of these machines. Many
enternrises in this subsector are operating at sub-optimal
levels because of lTimitations in both czapital and management.
A survey of rehabilitaticon needs in this subsector is needed
to determine the specific needs cof each enterprise. fhis
ub-secteor acccunts for about 582 per cent of employment in
the industrial sector.

[}

{d) Metal Fabrication

There are 12 manufacturing enterprises licensed in this
subsecter, preducing grills, gates, doer and window frames,
corrugated cheets, and grain mills. The equipment used in
thic cector is old and energy inefficient, As in other
areac, heavy reliaznce is placed on obtaining material from
RSA. It is, perhaps, those unite in the small-scale and
informal secters that are most in need of rehabilitation.
Institutional suppert to BEDCO will improve capacity to
assess and respond tc the specific needs of all enterpricses
in this subsector.

A
©

) Chemical and allied:

3

O [{ ]
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ubcector is made up of 2 paintfirme, 1 pharmaceutical,
"et*c company, and 1 cocugh syrup manufacturing unrit.
aw matarial for raint is cbtained under licence from the
and fewer than 50 persons are emplcyed in  this
ation. The pharmaceutical corporation ic the largest in
subsector employing around 135 people. Ite main
aint 1s access to the PTA and other African markets.
he age of privatization, and within the context of the
country’s structural adjustment programme, the corporaticn
will need to be restructured to meet the challenges of IDDA2.
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(d) Printing and packaging:

There are ! licernsed printing units though there are other
emall-scale unites in operation. There is no packaging
industry. The equipment in the printing subsector is aged
arnd in need of rehabilitation. Two of the largest printing
units are church-owned and in need of restructuring.
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(g) Ncn-Metallic mineral-based

Thic is one sub-sector where Bascothd entrepreneurship is
rredominant. It is also based on products available ir
Lesothc. Bricks are sun dried and consequently the quality
is not consistent and there is considerable wastage. There
is a great need to upgrade the level of technology in this
csubsector. The managements cf most of the Basotho-owned
units require maragement assistance. Such assistance may be
provided through BEDCO.

£.2.2 Programme of preventive maintenance

The country is littered with piles of scrap metal. This is
mostly scrap care but it also includes scrap machines, scrap
tractors, compressors, electric motors, and other
miscellaneous items. A recent survey by the MTI concluded
that in the main there 1is no maintenance work dorne in
Lasothc. The only maintenance done in most places is
emergency mainterance. The MTI survey observed that foreign
companies in the main do not emplcy maintenance personnel hut
csimply call in maintenance contractors from RSA when there is
2 breakdown. None of the companies cor workshops in the
curvey carried out any preventative maintenance as part of a
planned maintenance programme. The vast majority of
companies have no specific budget for maintenance purposes.
The few companies thayv do employ maintenance personrnel report
that graduates cf Lerotholi Polytechnic were not trainad to
the standards required, and therefore had to do on-the-job
training. In general nc information is kept on machinres and
equipment; thus there are generally no maintenance records
kept.

If Lesotho is to sustain its economic growth by increasing
industrializaticn, then urgent censideration must be given to
the very pocr state of maintenance. <Consideration should be
given to setting up an industrial maintenance treaining centre
to train craftsmen and technicians in mechanical, electrical
and construction maintenance practices for machines, plant
and equipment. A small training unit housed in BEDCO to
train maintenance personnel to service machines and equipment
used in small businesses such as knitting, sewing, light
metal vork, etc. should be considered. A full-time
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maintenance consultant to advise Government on all aspects of
plant and equipment maintenance is required. The consultant
could also advise on the organizaticn cf a common maintenance
facility tc cater for the small enterprise sector.

5.2.3 Revitalizing public enterprises

There is a very small industrial publi: enterprise sector in
Ltesothe. What there is, is concentrated in the agro-industry
sub-sector, is generally geared towards import substitution,
and ie largely under the supervision of the Ministry of
Agriculture. Mcst of these enterprises are operated on
managem2nt contracts with foreign companies and have their
boards dominated by government officials. Maturally they
benefit from CGovernment support and protection and some are
doing tetter than others. As indicated earlier, there is
need to upgrade the technolcgy and replace some of the
equipment in these enterprises. More important, there is
need tc restructure them with a view to putting them on a
firm commercial footing that will see them survive the
challenges ahead during IDDA2,

£.3 Programme of expansion

The assumptions made in 5.1 in relation to the impact on Lecotho
of changes in the sub-region during IDDA were generally pecsitive.
Proceeding from those assumptions and taking account cf the
national objectives and strategies also outlined in 5.1, the
programme coT expansicn for the industrial sector during IDDA2
chould focucs on the fellowing areas:

- improvement of key infrastructural facilities
- expansicn of resource-based industries

- expansion of the tourist industry and prcomotiorn of
"industriee for tourism” programme

- improvement in the enabling envircnment within which the
industrial cector operates, with particular focus on
strengthening the Department of Industry in MTI and the
industrial promotion institutione, and expanding and
improving training programmes serving industry and
tocurism.
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£.3.1 Infrastructural facilities

To underpin the precgramme of expansion in the industrial
sector and, at the same time, maximize the long-term benefits
which will accrue to Lesotho from LHWP, a necessary
preccendition is expansicn of the country's infrastructural
facilities. The most important projects which merit
consideratiecn in any such expansicn programme include
extencsions to the railway 1line, expansion of airport
facilities, building of an export-precessing zone (EPZ) near
the airport, and expansion of industrial estates.

The justif:ications for these infrastructural developmente are
presented below.

(a) Extensions to railway line

The first extension propcsed for the railway line is within
the Maseru area.

The RSA railway system has an extension cf about 3 km up to
Maseru industrial area through a railway-cum-road bridge in
Maseru. The other industrial area in Thetsane in Maseru has
no railway lines. Tc enable more efficient movement of goods
to and frcm Thetsane Industrial Area and Maseru Industrial
Area, the nresent rcad-cum-rail! bridge shoauld be modified to
allow for rail movement only and a new railway line should be
extended t2 Thetsane industrial area which is about 3 km away
from the existing bridge. The Railway lines in due course
may be extended to the proposed EPZ. A separate road bridge
should be constructed at Maseru border to avoid the existing
bottleneck in the mecvement of road traffic.

The second extension proposed for the railway line is the
building of a spur from Ficksburg in RSA to Maputsoe 1in
Lesotho. At present the RSA railway line passes close to the
border but has no spur into Maputsoe. 1In order to satisfy
demand by LHWP for cement, it 1is proposed to build a cement
blending and mixing plant at Maputsoe. From there, the
oroduct could be transported by road to the highlands. It is
oroposed to build a Railway spur from Fickburg in RSA to a
new Railway terminal in Maputsoe, the construction to
involve building cof a new railway bridge.
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(b) Export-processing zone and commercial _airport at Maseru

At present, Lesotho’s access to export markets 1is thrcugh
RSA's rail, road, seapcrt, and airport systems which are
rated very highly irn world terms.

Lesctho &e1so has an international airport which has
facilities to accommodate large passenger and cargo aircrafts
of the Boeing 707 class. Thus, Lesotho has ready access tec
an efficient and develcped infrastructure system. The
Ministry of Trade and Industry proposes that an Export
Precessing Zone be established close to the internaticnal
airpert ir order to attract a variety cof light manufacturing
industriec to l1ocate in this area. As the industries woculd
have to utilize the current facilities of the internaticnal
airport to bring in raw materials and components to be
prccessed and/or assembled into finished products for export
to marketes beyond SACU it would be necessary to examine the
facilities available and the charges irvolved to make the
operations of the airport commercially viable on its own
without anry extra costs and incenvenience to the industries
located in the proposed export zone nearby. The successful
implementation of such a scheme would greatly assist in
utilizing the idle capacity of the airport which suffers from
low passerger traffic and an aimost complete absence of cargo
traffic.

MT! now wiches to evaluate the feasibility of such a2 scheme
for Lesothe and to determine and establish the cost of the
scheme, the type of industries which could be attracted to
lccate within the EPZ, the range and type of incentives that
Government could extend to such industries, as well the
crganizational structure and funding needed to establish,
operate and manage both the EPZ and the commercial airport.

(c) Extension of industrial estates programme

In order to implement the government’s objective of promoting
industrialization in small centres and improving rural-urbkan
balance, it 1is proposed to build industrial estates
containing sheds, utilities, and a Common Facility Centre at
a number of Jlocations around the country. Technical
assistance is needed to select sites and design and produce
cost estimates for the various facilities that will be
located in the industrial estates.
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5§.3.2 Rescurce—based industries

The resouurce-based 1industries which hold out the best
pesesibilities for successful expansion are those invelved in
production of building and construction materials, fcod
processing, textiles and clothing, and crafts.

(a) Building and construction materials

The building and construction industrvy in Lesotho can be
expected to perform very strongly over the next decade - and
indeed well into the next century - as a result of LHWP,
lesotho has a wide rang: of natural resources which can
previde inputs tc the construction industry. They include
aggregat2s and sands, dolorites and basalts, used in the
production of manufactured aggregates; and stone and clay for
uce in construction of public buildings and housing. At the
same time, many Basotho enternrises in the ceonstruction
industry are too small to get involved in large projects such
as LHWP, or other public works and need assistance in gaining
access to machinery on terms which do not tie. up all their
capital or force them to take on major loans. The most
important projects which merit consideration in any programme
of expansion ir the construction sub-sector include cement
blending and mixing, manufacture ot aggregates, production of
galvanizad wire and light steel products, and technological
upgrading of stone and brick production.

The justifications for these expansion programmes are
presented below:

(i) Cement blending and mixing plant

Most of the output for this plant would be produced
to meet the demands of LHWP to build its dams and
tunnels. The plant can also serve the needs of the
recst of the construction industry 1in Lesotho.
Clinkers and gypsum can be imported from other PTA
countries, giving this project a regional
component.
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(ii)

(iti)

Manufacture of aggregates

For the dams and tunnels, apart from cement, flyash
and slags, LHWP construction contractors will need
aggregates and sand. Lesothce has send in various
river beds. It has also vast deposits of delorites
and basalts for aggregates. Although these
dolorites and basalts are of the same geclogical
preperties as in RSA, it is necessary to scurce
suitable supplies as neartc the dam sites ac
possible in order to minimize transportation cests.
These deposits are to be tested for quality and
quantity in cooperation and consultation with LHWP
so that the Ministry of Trade and Industry can
identify manufacturers to supply aggregates ard
sands of approved quality to the contracters. To
ensure appropriate gquality, a testing laboratory
will be set up in association with LHWP. Socme work
has already been done by LHWP in this regard.

Production of galvanized wire and light structural
products

Light structurals can be manufactured from billets
in small rolling mills with facilities of coal
fired heating furnaces. Light structurals 1like
rods, angles, flats, and *ees can be used for
various structural requirements in reinforcement,
fabrication, window grills, security fencing and
for various engineering construction jobs. The
biggest demand is in the components for
distribution and transmission lines for electric
povier. Most of the components used in electric
poles and pylons are light galvanized structurals.
Another line of production starting from rods is to
drav wires from them and use them for welded mesh,
for various construction and fencing requirements.
The wires can be galvanized and used for fencing
materials. From the wires, a variety of wire
productes (galvanized and black) can be made. 1If a
modern galvanizing complex with latest technology
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(iv)

(v)

is set up, it should e possiblie to add
manufacture of <cheet products, both plain and
corrugated at later stages. There is a big market
for all these products in RSA and in the PTA
countries so this project has a regional ccmponent.

Stene _and brick production

There are very iarge deposits of stone but it is
not as widely used in construction as it used to be
because the levei of technology used in extraction
and cutting uses manual methcds and is out-dated in
relation to the needs of the expanding construction
sector. Lesotho also has large deposits of clay
for brick making but the technology used in most of
the small brick making enterprises is low-level and
the quality of the bricks is not consistent. Both
stone and brick production need studies tc
determine their requirements in terms of
techneological upgrading.

Maintenance and equipment lezasing workshops

The number of construction jobs in LHWP, public
works, and even housing cpen to Basotho builders
vould be much greater than it is if they had access
to machinery at reasonable rates. Construction
machinery, like any other, always requires regular
mainterance and most small contractors are not
skilled in such tasks. One way of circumventing
the high capital and maintenance costs would be to
get a private-sector investor to purchase the
machinery and rent or lease it to the emall
construction enterprises.

The investor could buy shares in these enterprises
vwith management and technical assistance to be part
of such participation. Maintenance would be the
responeibility of the investor. This project would
help the 1local contractore to undertake bigger
contractse and equipment at present with various
government authorities could be used more
rationally and economically through this private
sector investment. Some of the equipment could
also be leaced to small diamond diggers who are too
poor tc purchase their own machines.
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{b) Fccd processing

There 1is scope for expansion within the food-prccessing
branch,. Lesotho has very large herds of cattle, sheep, and
goats. Many owners regard their animals as symbels of wezalth
more than sources of further wealth creation. Consequently,
the arimal <slaughtering and meat and dairy processing
industries are quite small. A feasibility study should be
undertaken to examine the scope for developing these
activities in a significant way. Export markets in the
regicn are large: the PTA countries import huge quantities of
milk and milk preducts.

There 1is a large demand for edible o0il 1in Lesothc and
generally in the PTA region. It could be produced lozally
from sunflowers which could be grown 1in Lesotho. A by-
product, oilcake, could be used in animal-feed producticn.
Establicshment of an edible o©0il mill 1is now under active
consideration.

(c) Textiles and clothing

Lesothc encounters no quota restrictions on exports of
textiles to the European Community, USA, and Canada. RSA has
nct modernized its textile industry in recent years. Wool
and mohair are available in Lesotho. There is a good market
for blankets made from woollen and acrylic yarns. <Cotton is
availabkle in RSA and polyester, viscose and other raw
materiels are available in PTA and other areas at competitive
prices. There is, therefore, a potential to establish a
medern integrated textile industry in Lesotho tc take
advantege of its market preferences anrd raw materials.

Lesothc's large herds of animals provide a range of hides and
ckins which could provide inputse to an integrated leather
industry. At present, almost all hides and ekins are
exported in unprocessed form to RSA. The single tannery
processes some of the local hides and skins. Shoe and bag
manufacturers and producers of other 1leather-based products
import their processed leather requirements from RSA. There
is neec for a feasibility study to examine all aspects of the
leather industry and to make reccmmendations regarding its
future development in Lesotho.
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5.4

£.3.3 Pharmaceuticals

Lesotho already has one pharmaceuticals plant. Production
could be diversified and the plant could be expanded so as to
axport. to PTA countries provided ~ PTA policy on
rationalization and trarmonization of standards etc. is
agreed.

£.3.4 Tourism

As already noted under 5.1, Lesotho is very well endowed with
the resources - natural and human - uvpen which a major
tourism industry cculd be developed. Moreover, as has also
been pointed out, suck an industry can act as an important
catalyst for further expansion of the type of resource-based
industries zlready establiched in Lesotho. These include
construction, food preccessing, textiles and clothing, and
crafts. It would alsc provide increased demand for services
csuch as trarsport and communications amcng cthers. If the
"tourism” 1industry were to expand tc include a major
conference and convention component, and a medical component
{a practical idea given the healthy mountain climate), the
multiplier offects on industry would be ceorrespondingly
greater. The LHWP will, as each stage is completed, offer
increasing cpportunities for sporting and leisure activities
{(water sports, fishing, and so on) and thus for local
manufacture of inputs to service them such as small boats,
ckie, special clothing, and fishing equipment.

In other words, a major expansion of the tourism industry
could spark off a major expansion of industry for tourism.
A major feasibility study is now needed as a prelude to the
design of a tourism development plan for Lesotho.

Support programme

The MT1 and BEDCO urgently need support to enhance their
capacity to provide effective assistance to the industrial
sector. At its current level of development, the private
csector cannct be expected to carry the momentum of industrial
development with merely minimum direction and support frem
government. It is essential that Lesotho's ability to
respond quickly and positively to investment opportunities is
improved through the provision of qualified personnel vho
have the ability to undertake fast appraisal anc evaluation
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of policy and prejects.” The small-scale industry secter -
and indeed the entire small-scale enterprise sector including
informal enterprises - requires support urgently. LNDC also
regquires suppert: it is already receiving an encouraging
amount of ascsistance from the World Bank.

othe’s industrial sector has been expanding in recent
re but nct yet at a rate or in a sufficiently self-
ta
er

® 0

ining way as tc make the kind cof 1impact that the

nment weould ncw like to see being achieved during IDDAZ.
oncerted rehabilitatinn programme needs tc be mcunted in
arder to ccnsolide the progress already made.
Rehabilitaticn needs,  ecially in the small-scale secter
are quite varied. It is suggested that UMNIDO undertake =z
rehabilitaticn mission to Lesotho to assess needs and prepare
a pregramme cf regquired rehabilitation.

J ) (0~
O

During IDDA2 cspecial emphasis will be placed on development
of the small-scale sector and informal secters and on the
need for enterprises 1in those sectors to be assisted to
"graduate” from small to larger and from infermal to formal.
The establiskment of a sub-contracting exchange would previde
very valuable suppert to small enterprises in this regard.
Such an exchange would act as an information centre for small
enterprises regarding opportunities for carrying out work for
medium and large enterprises zand would provide the larger
firms with information on small entrepreneurs willing to do
such work. The exchange would act as a 1ink to bring the two
together., The government sector could also be involved: some
goods and services purchased by government ministries and
come services provided by ministries and public authorities
(for example, garbage collection) could be provided by the
small-scale private sector. BEDCO could be the agency that
could act as the sub-centracting exchange in Lesotho provided
it received technical assistance to do so.

Regicnal cooperation under the PTA is essential for Lesotho’s
industrial development. Penetration of this market, however,
ig made difficult by the imposition of trade barriers by some
member countries despite their undertakings under the PTA
Treaty. Support needs to be provided to the PTA Secretariat
to enhance its capacity to monitor the application of the
Treaty. It also neede support to help ite member statee to
design and agree unifcrm product standards.
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The Fourth Plan envisages the establishment of a handicraft
product design and develcpment centre. Such a centre would
be escsential to zupport an expanded tourist industry. This
development should be expedited.

Lesotho already has a fully operational export financing
scheme set up with the assistance of the Central Bank 1in
1988. It is the first of its kind in the SADCC region. The
scheme has greatly improved exporter access to pre- and post-
cshipment credit from the commercial banks, and has
contributed to the recent growth 1in exports. The scheme
could be regionalized during 1DDA2. Lesotho could be the
location far a SAT " "-wide export financing facility.

Lesotho ha3s a majo. problem of environmental degradation in
the rural areas: scil erosion, caused by overgrazing and
drought and bad land management practices, i€ very serious.
At the came time, certain types of industrial development
{(for example, tanneries) also threaten the environment. The
government has produced a Mational Envirunmental Action Plan,
1t needs support tc help it to implement a programme of
environmental management.

Effective implementation of the programmes of consolidation
and expansion calls for a comprehensive support programme to
provide ertrepreneurs, techniciais, artizans, managers and
staff at 211 levels with competent skills and to promote
development of ar enterprise culture. To serve development
needs effactively, training in technical and management
skills ne2ds to be reorganized and rationalized though
reorientation of courses toward identified national needs.
The 1990 UMNIDO Inductrial Sector Programming Mission made a
number of important recommendations in its Draft Report in
December relating to irdustrial skille training and the
improvement of technical training in Lesotho. They included
a recommendation relating to the establishment of an
antrepreneurship training scheme, and recommendations
relating to projects under the headings of a) training of
trainers, b) on-the-job training, c¢) in-country vocational
and ckille training, d) industrial apprenticeship and
attachments. znd e) job enrichment exchanges, external study
tours and chcrt term fellcwships.
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The UNIDO missicn's recommendations were reinforced by
recommendations made in its December 1920 Draft Report by the
I1L0 Employment and Manpower Sector Review Mission. The

government ig currently considering both sets of
recommendations.
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6.1

SECTION 6

RECOMMENDATIONS FOR PROGRAMME IMPLEMENTATION

Modalities fcr Implementation

Toe Lesotho IDDA programme will require strong monitcering ard
inplementaticn machinery - in order to respond apprepriately
to expected changes in RSA and in the sub-region. In tre
course of the programme’s implementaticn there is likely teo
be need for medifications in pelicy direction - not only as
it relates tc industry but also as it affects other areas -
if the primary objectives o¢f the programme are to be
achieved, For this reason a strong political commitment te
the attainment of IDDA objectives must not cnly be indicated
but should be continuously reaffirmed through the process of
monitoring progress, identifying ccnstraints, and taking
timely and decicsive acticn to deal with problems that arise
from time tc time.

In adopting the IDDA programme, it 1is recommended that
government agree to the establishment of a cabinet sub-
committee on the IDDA. The Committee should be charged with
responsibility fer monitoring and recommending appropriate
measur2s needed to provide effective support to the programme
and all its components. The cabinet sub-committee will be
ascisted by an advisory committee on the IDDA made up of
senior government officials in key ministries as well as
represantatives of the private secter. The sub-committee
will receive reports and recommendations from the advisory
committee.

The IDDA prcgramme represents a major policy initiative for
Lescth?. This is why it needs monitcring from a high level
cabinet sub-committee. The IDDA programme will involve all
the economic ministries as well as Education. It is
therefore recommended that the Cabinet sub-committee on the
IDDA be chaired by the Minister for Trade and Industry and
have the Ministers responsible for Labour, Agriculture,
Teurism, Finance, Planning, Education and Youth and Women’s
Affairs as members. From time to time the sub-committee may
ceo-opt other members.
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€.2

The Advsisory Tommittee on the IDDA, which will be chaired by
the Commissioner for Industry will be a technical committee
composed of people representing Government agenciec whose
activities have a bearing on the IDDA as well as members cf
the private secteor. Government cfficials will come from the
ministries of Trade and Industry, Employment, Agriculture,
Tourism, Firnance, Planning, Education, and Youth and Women’'s
Affaire. Private sector representation will come from the
Lesotho Chamber of Commerce and Industry, the Lesctho
Manufacturers Association, Lesctho Employers Associaticn,
Trade Unions, and the two parastatals LNDC and BEDCO. The
sdviscry Committee will have responsibility for making
analyses of developments, preparing reports, and making
recomma2ndations to the Cabinet sub-Committee on the IDDs. It
»il11l also act as a clearing house for discussion of issues
that do not require pelicy determination. The Ministry cof
Trade and Industry will provide a permanent secretariat for
the committee under the supervision of The Commissioner.

Selection _of priority investments and technical assistance
proqrammes

6.2.1 Programme of consolidation

The fcllowing are the priorities under this heading:

(a) Reshabilitation and privatization of parastatals in the
food preccessing industry

(b) Rehabilitation of tannery pemastatad

(c) Survey of rehabilitation needs in the textiles and
clothing industry

(d) Survey cf small-scale metals fabricating enterprises to
determine rehabilitation needs

(e) Survey of non-metallic mineral-based enterprises tco
determinre their rehabilitation needs, including their
need for advice and assistance regarding production
methods and standards.

(f) Establishment of industrial maintenance training centre.
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6.2.2

LA 4

The following

Prcqgramme cof expansion

are the priorities under this heading. A

numbar of them have a regional compenent

(a) Infrastructure

(k)

Building railway spur from Ficksburg in RSA to Maputsce

Building of extensicn of railway line from Maseru to
Theteane industrial estate.

Feasibility study on establishment of export processing
zone near airport in Maseru

Faasibility study on commercializing airport

B8:4i1ding of industrial estates in selected towns around
the country.

Resource~-based industries

(i) Building and construction materials

Cement blending and mixing plant at Maputsoe
Aggregates manufacturing plant near LHWP site

Galvanrized wire and light structural preducts
cemalex

Study to identify technological inputs
recuired to improve quality of output from
small brick worke, and establish procedures
fer testing quality.

Study te identify technological inpute
required to improve quantity and quality of
cut and dressed stone.

Ectablishment of maintenance and equipment
leasing workshop.
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6.3

(ii) Food processing
- Edible o0il plant

- Feasibility study to determine eccnomic
viability of egtablishing major meat
processing industry

- Feasibility study to determine eccnomic
viability of establishing integrated dairy
preducts industry.

(iii) Textiles and clothing

- Feasibility study to determine <eccnomic
viability of establishing integrated textile
complex

- Feasibility study to determine eccnomic
viability of establishing integrated 1leather
industry.

(c) TJYourism Industry
- Fa2asibility study on major expansion of tourist industfy
including implications for 1inked resource-based

industries {(construction, food processing, textiles and
clothing, crafte)

Support programme and technical assistance

The fcllowing are the priorities under this heading. A
number of them have a regional component.

- Technical assistance to strengthen MTI
- Tachnical assistance to strengthen BEDCO

- Tachnical assistance to establish a sub-contracting
exchange
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T2chnical assistance to prcduce a directory of small-
szale industries in the sub-region to facilitate
1linkages among small-scale entrepreneurs and finance
study tours.

T2chnical assistance by UNIDO to PTA secretariat to
ethance its capacity tc monitor the application cf the
PTA Treaty.

Ta2chnizal assistance by UNIDO tec PTA secretariat tec help
its member states design and agree uniform product
standards

Technical assistance to establish SADCC Export Financing
Facility

Tachnical assistance to help establish a Handicraf.
Product Design and Develcpment Centre in Lesotho

Tachnical assistance tc the Ministry of Planning tc help
it prepare and implement a programme of environmental
management

Technical assistance to establish a comprehensive
programmz of preventive maintenance

Technical assistance to expand financial system to
improve access to bank credit by Basothe, especially
Basothc Women entrepreneurs.

T2chnical assistance to upgrade industrial skills
Tachnical assistance tc upgrade management skills
Ta2chnical azsistance to finance scheme to enable Basothe
engineers and technicians to attend university courses
in engineering in universities in East and Southern

Africa and training 1in regional vocational training
cantres.
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Financing and majcr factor inputs

Sources cof finance for the programme include, in theory,
budgetary alleccations, domestic savings, surpluses of public
enterprises, private investment, lcan fundes from development
and comwercial banks, foreign investment, don:r assistance,
and ceed money. GCiven the imperative of controlling public
expenditire in Lesothe, public funding would of necessity be
severely limited. Under these circumstances, the major
sources 2f firancing for the programme would be the domestic
private secter and external! sources such as grants, private
foreign investment, scoft 1loans, and cfficial development
ascsistance. Most of the remaining factor inputs would be
cbtained domestically or, 1in the case of the regional
projects, at least in part frem the IDDA.
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Phafzne
Sebatane
Maiezne
Leute
Adhitari
Jentsch
Dupuy

Sejaramane
Makhekhe

Mahocana

Ramaqele

APDENDIX

UNDP Resident Representative
Asst. UNDP Resident Representative (P)
UMDP Programme Officer

UMIDQ Country Director feor Lesotho
UMIDO Consultant
UNIDO Consultant
Lesotho Country
Vienna

Desk Officer, UNIDO

iLO Regicnal Adviser

LIPA Institutional Mgt. Adviser
ILQC SATEP Regional Adviser

ILO SATEP Expert

General Manager, Cent-al Bank
Manager, Central Bank

Research Directer, Central Bank
Manager, Export Finance, Central Bank

Mortgage Manager, LBFC

Principal Secretary, MTI1

Deputy Principal Secretary, MTI
Commissioner for Industry, MTI

Chief Industry Development Officer, MTI
UNIDO CTA, MTI

UNIDO Associate Expert, MTI

UMIDO Maintenance Counsultant, MTI

Director, Sectoral Programming, MEPD
Director, International Economic
Relations, MEPD

Chief Education Officer, Min. of
Education

Deputy Principal Secretary, Min, of
Agriculture
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Prevcy
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Ramor.aheng
Pihl

Witherall
Masile

Durette
Reibel

Curran
Lundell
Mceala
Metsing

Sellc

Ltelecsa

Chief Planning Min. of

Employment

Officer,

Deputy Director of Planning, LNDC
Managing Directer, BEDCO
Chairperson, LMA

President, LMa

LMA

Acting General Manager, Lesctho Bank

Managing Director, LADB

Chief Engineer, LEC
C and M Engincser, LEC

Chief Roads Engineer, Min. cf Works
Labcur Constructicn Unit

Acting Chief Executive, LHDA
Envircnmental Manager, LHDA

Project Development Officer, USAID
Private Sector Development Officer, USAID

Irish Consul-General

SIDA

Secretary, Mational Council feor Wemen
Woemen’s world Banking, Lesothe

Executive Director, Lesotho Council of

MGOs

Liasen Officer, CARE
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