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The greatest challenge Lesotho faces today is the eradication of poverty. In sub-Saharan
Africa, Lesotho is ranked ninth richest out of 32 countries with populations over 1 million. Its
per capita GNP is four to five times greater than some of the poorest African countries. How-
ever, of the 40 developing countries for which data are available, only nine—including Lesotho—
have severely skewed income distributions. Hence, nearly half of Lesotho’s population is poor.
This poverty is worst in the rural areas where the profitability of family farming is low and

dependence on miners’ remittances is high.

This report proposes a strategy and an action plan for reducing poverty. Prepared in a
collaborative way between the Government, the Lesotho Council of NGOs and donors, this
report makes concrete, practical suggestions. They are not meant to be prescriptive. They are
meant to provide a basis for democratic debate and policy formulation. Because only through a
transparent and inclusive democratic process can we find solutions that will help us reach our
goal. Nala—this is our goal. Prosperity for all Basotho. It is the vision we have as we forge our

pathway out of poverty.

Moeketsi Senaoana
Minister of Finance and
Economic Planning
March 1996
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In 1993, the Kingdom of Lesotho returned té democracy after 23 years of authoritarian rule.
The democratically elected Government of Lesotho assigns high priority to the reduction of
poverty. The aim of this document, produced in collaboration with the Government of Lesotho,
is to help develop a strategy and action plan for reducing poverty in an efficient and sustainable
way. It should help in setting development priorities, and should also be useful to non- govern-
mental organizations (NGOs) and donors, many of which are reorienting their programs to ad-
dress poverty reduction goals. The Lesotho Council of NGOs and its associated NGOs, the Euro-
pean Union (EU) and the United States Agency for International Development (USAID) pro-
vided invaluable help in the preparation of this document. Most of the policy recommendations
in this report came from Basotho sources—NGOs, academicians, civil servants, entrepreneurs,
and villagers. They are not meant to be prescriptive. Rather, the options presented should be
debated by appropriate democratic institutions, both local and national. At this point in Lesotho’s
history, the process of formulating policy is as important as the outcome, if not more so. And

that process should be both transparent and inclusive.

Lesotho faces a number of enormous challenges. The young democratic process has proven
to be fragile, but has valiantly survived its turbulent first years due to broad-based popular
support for the principles of democracy. Across the border, the peaceful transition to democracy
in South Africa—one of the political miracles of this century—has completely changed the re-
gional environment. These changes bring Lesotho new opportunities, as well as risks. This re-
port highlights a set of polices which can help Lesotho reduce poverty by seizing these opportu-

nities and minimizing the risks.

This report shows that poverty is worst in the rural areas. Many observers have all but
written off broad-based agricultural growth as a viable economic strategy for poverty reduc-
tion in Lesotho, pointing to its limited and increasingly degraded natural resources. But only
if the urban economy were able to generate massive amounts of employment and it is un-
likely to do so in the medium term, could the rural economy be absolved from the need to
create more sustainable rural livelihoods. In the meantime, more profitable part-time, small-
scale farming and livestock activities must be developed to compensate for a declining stream
of mineworker remittance incomes on which many rural households currently depend for

their subsistence. The rural challenge facing Lesotho is to make family farming more profit-
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able by shifting away from extensive grain production, in which it holds no comparative ad-
vantage, to those labor-intensive crop and livestock activities in which it can compete in the
region and internationally. The priority policy changes necessary to reduce rural poverty are
deregulating agricultural markets in order to attract private traders and processors, improving
tenure security, especially for women who are the main farmers, and increasing investment in
those types of rural infrastructure that make small-scale family farming more profitable. More-
over, rural infrastructure investment which makes more use of local knowledge, management,

labor and private contractors, will have a poverty reducing effect all of its own.

Access to wage income, either directly or indirectly (through remittances), reduces poverty.
Currently, domestic wage employment absorbs only a small fraction of the total labor force, but
its momentum is picking up, driven by an export boomlet in textiles, garments and light manu-
factures. And domestic wage employment should increase rapidly to compensate for a likely
decline in the demand for unskilled, foreign wage labor in South Africa’s mines. While the
Government and the Lesotho unions should vigorously enforce health and safety standards,
there can be no doubt that a continued and accelerated expansion of these industries will in-
crease employment dramatically and constitutes a key element of a strategy to reduce poverty.
What will benefit the poor most in the long run is increased competition between more and
more firms for local labor. To maximize the poverty reduction impact of private sector-led ex-
port growth, the Government should keep wages competitive, improve industrial relations, in-
crease efficiency in utility supply, and join hands with the private sector in increasing the sup-

ply of skilled workers through training and education.

Broad-based investment in human capital is the single most important input in the creation
of employment-intensive, poverty-reducing growth. In both health and education, the Govern-
ment should increase geographic equity and lower the costs of education and health services to
the poor. In health care, a free or low-fee package of basic health services can be provided, while
children under five, the elderly and the disabled should be exempted from user fees. In educa-
tion, primary school costs to parents should be reduced, and more attention should be given to
technical and vocational education. Particular care should be given to boys’ education. Boys in
Lesotho are less educated than girls. They are apparently the victims of a cultural expectation
pattern that designates them for careers as herdboys and mineworkers and makes parents dis-

count investments in their education.

This report also argues for a stronger social safety net, largely based on self-targeting mea-
sures. First, lowering the cost to the poor of essential goods such as food, fuel, water, health care,
and education will greatly, and immediately, alleviate poverty. These basics use up most of the

household budget of the poor. In particular, the artificially high food prices, remnants of a failed
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strategy to attain national food self-sufficiency, can be brought down by liberalizing markets for |
food staples. This is an important poverty-reducing policy action in a country that imports more
than half of its food requirements, and where about 90 percent of rural households are net con-
sumers of maize, the main staple. Second, a substantially expanded employment-intensive public
works program should be contemplated, in which below-market level wages would be used to
self-target the employment supply to the poor. Third, particularly vulnerable groups (e.g. the eld-
erly, the disabled, children under five) should benefit from a food-supplement program.

The sale of water to South Africa will bring in an important flow of revenues. Part of these
revenues is set aside in a Development Fund. As this fund grows in size, it is essential that these
revenues contribute to increasing the productive potential of the country and reducing poverty,
in particular in the rural areas. At the heart of rural development is a core of rather simple, small
investment projects, such as the construction of rural roads and bridges, the digging of wells,
the development of small-scale irrigation, and the building and repair of schools and primary
health posts. When coordination and implementation of these activities is undertaken by a far-
away central bureaucracy or project authority, rural development becomes overly complex, costly
and ineffective. In contrast, locally planning and executing such activities usually does not
involve complex and costly coordination or information gathering. The Development Fund pro-
vides a unique opportunity for developing more decentralized mechanisms of making invest-

ments targeted at poverty reduction.

There can be no doubt that Lesotho faces an uncertain future. But with apartheid rel-
egated to the history books, an economy characterized by macroeconomic stability and high
growth rates, a relatively well-educated and productive labor force, a small but quickly ex-
panding export base, an agrarian structure based on family farming, and a sizable inflow of
revenues from the imminent sale of water to South Africa, Lesotho should be able to find a

pathway out of poverty.
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B. CoUNTRY CONTEXT

Lesotho is often described as an economic ’“lpr'ovince” of South Africa, from where 95 per-
cent of its imports come and to which 40 percent of its exports go. Lesotho is part of the Rand
zone; its Loti is tied to the South African Rand at a fixed exchange rate of 1:1. It is a member of
the South Africa Customs Union (SACU), so South Africa collects its trade taxes. But most
important is Lesotho’s export of human capital to South Africa, for which it has gained its
reputation as a labor pool for South Africa’s mines. About 40 percent of the male labor force is

employed in South Africa, and remittances account for a third of GNP,

Lesotho’s emergence as a labor pool for South Africa closely followed the general pattern of
the creation of native reserves in the Southern African region. In the mid-nineteenth century
European settler regimes effectively lowered the potential profits in a free African farming sector
to force peasants into farm or mine labor. European settlers seized most of Lesotho’s arable land,
confining independent Basotho farming to a remote and mountainous area that was to become the
independent state of Lesotho, and adopting protectionist measures against agricultural exports
from Lesotho. During the twentieth century, Lesotho’s dependence on the South African economy
cast it in the role of exporter of labor and exposed it to the long-term consequences of South
Africa’s economic policies. The failure of the inward-looking and capital-intensive South African
economy to use its plentiful supply of labor efficiently has meant a general decline in employ-
ment opportunities, with negative consequences for Lesotho. And the mine labor recruitment
policies followed in South Africa have had devastating effects on family structure in the recruit-

ment areas, including Lesotho.

Not surprisingly, Lesotho’s economy is highly vulnerable to changes in South Africa. In the
mid-1980s, structural declines in external sources of revenue (SACU receipts and remittances
from mining workers) led to an economic downturn and aggravated domestic imbalances: in-
creasing unemployment, deteriorating social indicators, and a growing fiscal deficit. The need
for macroeconomic stability was underscored by the signing, in 1986, of the Treaty which staﬁed
the implementation of the first phase of the Lesotho Highlands Water Project'. In 1988, the
Government, assisted by the IMF and the World Bank, embarked on a structural adjustment program

aimed at reversing the downturn. Lesotho’s membership in SACU and the Rand zone gave it little

! The Lesotho Highlands Water Project is a large infrastructure project aimed at exporting potable water from the moun-
tains of Lesotho to the industrial heartland of South Africa and generating electricity for domestic consumption. Its initial
phase will cost about US$2.5 billion at 1990 prices. Full scale construction began in 1990. Exports of water will start in
1998 and are estimated to yield revenues of about $55 million per year.

4



An Action Plan for Lesotho

flexibility in trade and monetary policies. Hence, the adjustment program implemented by the Gov-
ernment aimed to: reduce the fiscal deficit; avoid “Dutch disease” by creating a series of fiscal
surpluses to absorb the flows of high import duties due to peak construction levels of the Lesotho
Highlands Water Project (LHWP); encourage private sector development, including the attraction of

foreign investment; and increase social spending (especially on health care and education).

The adjustment program was largely successful and triggered an almost “classic” sequence
of changes in the main macroeconomic variables (F igure 1). The pattern of growth of GDP and
GNP? was characterized by a contractionary period from the start of the program in 1988 until
1992. This contraction was amplified by two years of drought in 1991 and 1992 and declining
mineworkers’ remittances. However, the economy turned around after 1992, when economic
growth resumed, driven by peak activity in LHWP construction and export growth in textiles,
garménts, footwear and light manufactures.® The fiscal balance was restored quite rapidly in
the first two years of the program, and continued to improve during the rest of the period,

until a small fiscal surplus was attained.

Figure 1: GDP and GNP Growth and Overall Fiscal Surplus/Deficit as a Percent of GNP
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It is difficult to assess the impact of structural adjustment on the poor, mainly because of a
lack of compatible, consistent household survey data collected at regular intervals. But model
simulations (based on a Social Accounting Matrix and a Semi-Input-Output model developed
for this report) show that structural adjustment, which was mainly associated with a tightening
of fiscal policy, seems to have had a limited impact on household incomes in Lesotho, and

seems not to have disproportionately affected the poor. Of four factors analyzed, the drought

* In the case of Lesotho, which relies so heavily on remittances from Basotho working in South Africa, the difference
between GDP and GNP is important. The GNP estimate adds net factor payments (mainly migrant mineworkers’ remit-
tances) to the GDP estimate. In the last few years, GDP constituted about 60 percent of GNP.

! From 1988 to 1994 , the annual growth rates of real GDP and GNP averaged 8.5 percent and 6 percent.
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had the worst impact on the incomes of the poor, and the decline in workers’ remittances the
least impact. The decline in workers’ remittances mostly hurt the non-poor. Construction activi-
ties under LHWP and growth in labor-intensive industry — also part of the Government’s struc-
tural adjustment strategy — appear to have increased household incomes, largely offsetting the
adverse shocks of drought, reduced migrant earnings, and fiscal conservatism. But these esti-
mates are only indicative and should not lead to complacency. Poverty in Lesotho is wide-

spread, as the poverty profile that follows shows.
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. PROFILE

Q

Developing and implementing a comprehensive strategy for sustainable poverty reduction
requires a poverty profile, a systematic analysis of available information about the number and
characteristics of the poor, as well as an assessment of the implications of existing policies and
programs affecting the living standards of the poor. For the poverty profile, two sources of pri-
mary data were used: the Lesotho Bureau of Statistics’ 1986/87 Household Budget Survey and a
1993 household survey undertaken by Sechaba Consultants of Maseru, commissioned by the

Drought Relief Implementation Group.
Lesotho’s Ranking by Important Socioeconomic Indicators

Lesotho’s per capita GNP of US$580 (in 1991) ranks it as one of the world’s 40 lowest-income
economies — 93rd among 127 countries. In sub-Saharan Africa, however, it fares better, raniking
ninth richest out of 32 countries.* Indeed, Lesotho’s per capita GNP is four to five times greater
than some of the poorest African countries, such as Mozambique and Tanzania. Lesotho is also
ahead of many of its African neighbors on social indicators, including some with much higher
average incomes. In sub-Saharan Africa, for example, it ranks third in life expectancy and net
primary school enrollment and has the fourth lowest maternal mortality rate among countries for
which data are available. Still, Lesotho’s social indicators are much worse than those of non-
African countries with similar per capita GNP levels. In other words, there remains considerable

scope for improving the quality of life of the Basotho people even at present income levels.

Table 1: Social Indicators for Countries of Comparable Per Capita GNP

Honduras Sri Lanka Céte d'Ivoire Lesotho Armenia Egypt Azerbaijan
Per capita GNP 600 600 630 650 - 660 660 730
(USs) :
Life expectancy 68 72 51 61 73 B4 71
(vears) '
Infant mortality 41 17 91 77 21 64 28
rate (per 1000)
Adult illiteracy 27 12 46 38 n.a. 52 n.a.
rate (%) &
Under 5 21 45 12 27 n.a. 13 n.a.
malnutrition rate (%) ‘

Note: Data in this table are for 1993 and have been taken from the 1995 World Development Report {WDR) for consistency
of international comparisons. Data in this table may not be consistent with data cited elsewhers in this chapter and in the
text, which were drawn from more recent Lesotho-specific surveys and reports.

* Data are available only for sub-Saharan African countries with populations over 1 million.
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Because of the country’s inequitable income distribution, absolute poverty in Lesotho may
be more prevalent than average income figures suggest. Of 40 developing countries for which
data are available, only nine—including Lesotho—have Gini coefficients above 0.55, indicating
a severely skewed income distribution.® Five of the nine highly inequitable countries are in
Latin America and four are in sub-Saharan Africa. There has been a marked increase in income
inequality in Lesotho, especially in rural areas, over the past 25 years. Gini coefficients, which
show inequality, climbed from 0.23 in rural areas in 1967/69 to 0.55 in 1993. In 1993, the richest
10 percent of households received 44 percent of national income, more than five times the

income share of the bottom 40 percent, which received only 8 percent.
Patterns of Poverty

To distinguish poor households from non-poor or better-off households requires choosing a
poverty line, a level of welfare below which poverty is said to exist. Lesotho has no current
official absolute poverty line, so we set two relative poverty lines for the purposes of this report:
We characterize as relatively poor, households whose members consume less than half of the
mean consumption level. We characterize as very poor, or ultra-poor, households that spend
less than 25 percent of the mean consumption level. To give the reader an idea of what these
poverty lines mean in terms of meeting daily needs: A household with a spending level at the
first poverty line would probably need to spend about 51 percent of its total household budget
to get a basic daily adult diet of about 2500 calories. A household at the second, ultra-poverty

line would need to spend its whole budget to get the same diet and caloric intake.

Certain patterns emerge from the poverty profile. Relative poverty levels in Lesotho are
high. Nearly half of all Basotho households are poor (with consumption levels below half of
average) and more than a quarter are ultra-poor (with consumption levels below 25 percent of
average). A severely poor fifth of the population spends nearly two-thirds of its resources just
on food and another 25 percent or so on such necessities as water, fuel, health and education.

And malnutrition levels among children under five are unacceptably high everywhere.

Nearly half of Lesotho’s populace is poor and slightly over a quarter is ultra-poor, but the
poverty gap—the depth of poverty—is relatively small. In 1993, using the lower poverty line,
the poverty gap was only 9.12 percent, which means that if perfect targeting were possible, a
transfer of only M38.52 per person a year (or 2.3 percent of average adult-equivalent spending)
would be enough to eliminate ultra-poverty. Using the higher poverty line, M203.04 per person

a year (or 12.0 percent of mean adult-equivalent spending) would be needed to eliminate pov-

5 Chen, Datt and Ravallion, 1993, and World Bank staff estimates for Lesotho based on survey data. The Gini coefficient
measures the degree of (in)equality, with 0 signifying absolute equality and 1 indicating absolute inequality.
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erty. That translates nationally into M44.2 million (US$13 million) a year at the lower poverty
line and M232.9 million (US$68.5 million) at the upper poverty line.*

Poverty is disproportionately high in the nearly 40 percent of Basotho households that rely
on farming, herding, informal business, or casual labor for most of their income, as well as
among the roughly 7 percent of people living in households headed by unemployed adults. By
contrast, the incidence of poverty is below half the national average in households relying mainly
on mining remittances from South Africa. It is also lower than average in households headed by

regular wage earners working in Lesotho or by retirees receiving formal pensions.

Poverty is greater in rural than in urban Lesotho. Over 80 percent of Basotho households are
rural (Figure 2). About 54 percent of rural households are poor, compared with a Maseru average of
28 percent and an other urban areas’ average of 27 percent (Figure 3). These numbers show that the
incidence of poverty is lowest in urban areas outside of Maseru; only 4.5 percent of the population

lives in these smaller towns. Of the poor population, 90 percent live in rural households (F igure 4).

Figure 2: Geographic Distribution of Population
Total Population=1.9 million

Maseru

D Other Urban

2] Rural

82%

Figure 3: Incidence of Poverty Figure 4: Where the Poor Live
% of People Living Below Poverty Line Total Poor = 980,000

D Urban

Rural

Maseru  Other Rural
Urban

® In comparison, official development assistance averaged US$104.7 million a year between 1990 and 1993, which, if
perfectly targeted, is much more than what is needed to eliminate poverty in Lesotho. Of course, in Lesotho, as elsewhere,
perfect targeting is nearly impossible. It is difficult to identify the poor, let alone design strategies that transfer exactly the
amounts needed to each household. But the above estimates suggest that substantially reducing poverty in Lesotho is an
achievable goal in the medium term.
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Poverty is much deeper in rural areas (Table 2). In ultra-poor rural households, average
adult-equivalent spending amounts to just 22 percent of mean adult-equivalent spending. The

pattern is similar in poor households. Poverty is also far more severe in rural areas—more than

3 times worse than in Maseru.

Table 2: Rural and Urban Poverty (1993)

Incidence (P0) Depth (P1) Severity (P2) Population
Poor | Ultra- Poor| Ultra- Poor | Ultra- share (%)
poor poor poor
Rural 53.86 28.63 26.53 10.24 16.16 5.60 81.91
Other urban 26.84 11.00 12.06 4.86 7.12 2.39 4.48
Maseru, urban 28.14 13.63 12.80 3.73 7.09 1.80 13.61
All 49.15 25.79 24.01 9.12 14.52 4.94 100.00

Source: World Bank estimates based on the 1993 Sechaba survey.

Notes: The PO measure (or head count index or incidence of poverty) measures the percentage of individuals below a
given poverty line, relative to the total population.

The P1 index (or poverty gap index) measures the depth of poverty as the relative gap between average actual income in
poor households and the poverty line. It measures the percentage of the poverty line income which is needed to bring
everyone below the poverty line up to the poverty line.

The P2 index is a modification of the P1 index. It weighs the shortfall of a household’s income more heavily, the further it
falls below the poverty line, suggesting the severity of poverty for the poorest of the poor.

Poverty is worst in the mountains. The incidence of poverty is deeper and far more severe
in the mountain and Senqu valley zone than in the foothills and lowlands. The mountainous
and predominantly rural districts (breakdown by district not shown in Table 2) of Thaba Tseka,
Mokhotlong, and Quthing are far poorer than other parts of the country, while households in
Maseru, Leribe, Berea, and Mafeteng are better off than average. The incidence of ultra-poverty
in Thaba Tseka and Mokhotlong is nearly double the national average, and severe poverty at the

lower poverty line is similarly high (especially in Mokhotlong).

The incidence, depth, and severity of poverty are also generally below the national average
in the predominantly lowland/foothill districts of Leribe, Berea, and Mafeteng. By contrast, the
incidence of poverty is substantially below average in Maseru district, where 37 percent of
residents are poor and 18 percent are ultra-poor. But because 25 percent of the Basotho popula-

tion lives in Maseru District, the contribution to national poverty (18 to 19 percent) is still high.

Malnutrition levels among children under five are unacceptably high everywhere, but ur-
ban children are considerably better off than children in mountain areas; children in the low-
lands and foothills fall somewhere in between. One sees similar geographic patterns in indica-
tors for mortality and morbidity, access to safe water and sanitation facilities, and school enroll-

ment ratios. Moreover, the quality of school, and hence educational achievement, is far worse in

10
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the mountains than elsewhere. Because better schooling is associated with higher income, these

findings are especially troubling.

Poor households often have an unfavorable demographic structure. Lesotho’s rural house-
holds are somewhat larger than urban ones and have significantly higher dependency ratios, which
is typically associated with greater poverty. Rural households average about one more child under
16 than households in Maseru, the capital, and twice as many adults over 60. In many poor house-

holds, too few members of working age support too many young and elderly dependents.

Some types of households and individuals are more disadvantaged than others no matter
where they are. Households headed by old people or de jure headed by women are much poorer
on average than other households. The number of households de jure headed by women who
are single, divorced, widowed, or abandoned by their spouses (25 percent) is higher than in
many other African countries, undoubtedly because of the long tradition of Basotho men leav-
ing to work in South African mines. And women are de facto heads of households in another 30
percent of households, an unsurprising figure given the high proportion of Basotho men em-
ployed in South African mines. These characteristics of poor households suggest that there is a
strong life-cycle component to poverty, often aggravated by the fragility of the family structure
caused by male labor migrancy. Poor households contain a higher number of persons of retire-

ment age, with not enough life savings built up during their productive lives.

Especially vulnerable within households are children under five (especially boys), who ap-
parently suffer malnutrition severe enough to inhibit their cognitive development, and boys six to
15 (who have much lower school-enrollment ratios than girls). Boys suffer more than girls, partly
because even young rural boys are sent to help tend livestock, and partly because job expectations

for Basotho boys are often for unskilled work in the mines in South Africa (Box 1).
Targeting the Poor

Statistical analysis undertaken for this report suggests that it may be virtually impossible
to identify a group of easily measurable, objective household characteristics to distinguish
poor households from non-poor households, for purposes of targeting direct assistance with
an acceptable level of error. Education levels are lower in poor households, for example, but
they are low in many non-poor households, too. What this means from a policy standpoint is
that directly targeted assistance programs that require administrations to identify the poor or
ultra-poor will probably not be an efficient or effective means of reducing poverty in Lesotho.

More emphasis must be placed on self-targeting approaches, such as public employment schemes.

11
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of sendlng even very young boys (three to ﬁve) with older brothers to tend farnlly hve

Box 1: Gender Differences

| Gender bias against boys. Evidence of gender bias favorlng boys has been found v1n
much of Asia; evrdence for Africa suggests more eqmtable patterns. In Lesotho, howeve
there seems tobea gender bias favoring girls over boys regardless of the gender and othe
characterrstlcs of the head of household. For example for all measures of malnutrltlon— ‘
stunting, wasting, and underwerght——boys under five fare substantrally worse than glrls"

under five. The most comrnon explanation offered for this is the common rural practice .
stock as a result of Wthh the boys eat only sporadrc or madequate meals.

And Basotho boys clearly get less prrmary schoohng than glrls Lower school en- -

rollment for boys is found in all income groups, regrons and ecologlcal zones, and i in

* households headed by both men and women. The greatest disparity, however, is found:
in herdlng-orlented mountain zones, where nearly 30 percent more girls than boys at-

tend school, lending credence to the view that livestock -tending depresses boys’ school

enrollment levels. Still, that would not explain sizable disparities in school enrollment .
levelsi in urban areas. Other factors must be at play. One pos51b111ty is that many parents

still view Workrng in South African mines as the most promising ]ob prospect for Basotho

men, and de- empha31ze boys education as irrelevant for unskilled and semi-skilled -

mining work. Clearly the quality of Basotho boys’ lives and their income earning poten-

tial are diminished by low education levels.

Children in female-headed households. Some data from the 1993 survey suggest
that children living in households headed by a male resident have somewhat lower
levels of welfare—poor nutrition and educational status—than those living in house-
holds headed officially, i.e. de jure, by women, and considerably lower levels of wel-
fare than children living in households de facto headed by women. It is difficult to

explain why children in households de jure headed by women fare better than those '

headed by resident men , despite the fact that the households de jure headed by women

are generally slightly poorer. Based on evidence from other African countries, it seems
likely that when income is controlled by women rather than by men, proportionately
more household resources are allocated to children’s welfare, partly because women

traditionally bear more childcare.responsibilities.

12
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Basotho Perspectives on Poverty

To learn about Basotho experiences of, and attitudes toward, poverty, we consulted two
qualitative studies of poverty in Lesotho, both conducted by Sechaba consultants. The studies
used such participatory techniques as focus group discussions, case studies, and participant

~observation to get the perspectives on poverty of Basotho citizens (urban and rural).

Poverty, especially severe poverty, is viewed as widespread in Lesotho, affecting every com-
munity visited by the research teams. In discussions with groups of individuals identified by
‘researchers as both poor and better-off, the most common response to the question “What is it to
be poor?” was that poverty meant a lack of food and clothing. Basotho communities seem to
identify only the most destitute—probably a subset of the ultra-poor—as poor. People also often
defined poverty as including: lack of employment (money), livestock, and agricultural assets;
poor mental or physical health; and insecure shelter. Lack of adequate water and education

were sometimes mentioned as defining poverty, but only infrequently.’

In rural areas, participants in discussion groups often associated poverty with small house-
holds comprised of only adult women or women and children without support from an adult
male, principally because of a spouse or grown-up son’s death, desertion, or illness (especially
a mental or physical disability or tuberculosis). This is similar to findings of the quantitative

analysis.

By contrast, those identified as destitute in urban areas were themselves largely unemployed
adult men, classified by the researchers as: {1) mine applicants—queuing daily outside the mining
employment office in the hope of recruitment; (2) circle men—some of them former mining appli-
cants, who sleep “rough” in and around Maseru’s main traffic circle, having depleted both social
and material resources and having lost hope of stable employment; (3) shebeen men—who remain
around informal liquor houses hoping for drink or accommodation; and (4) beggars, scavengers,
and street boys—of whom the researchers felt there were relatively few in Lesotho compared with
other countries. To be sure, the predominantly rural character of Lesotho, based on a relatively
equitable agrarian structure which is small-scale in nature, has prevented the emergence of large
peri-urban slums such as can be found in South Africa and Latin America, where the rural poor

typically have very limited access to land.

7 By and large, education was not seen as a major factor in bringing about prosperity. Rather, prosperity was seen—
especially by rural dwellers—as driven largely by the ability to secure mine employment, an occupation believed to
require physical courage and endurance more than skills in literacy and NUMETracy.
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Causes of poverty. Participants’ responses about the causes of poverty differed slightly in
the 1991 and 1993 studies, partly because interviewers in the two studies took different ap-

proaches.® In the 1991 study, the four causes of poverty mentioned most often were:

(4

% Unemployment.
& Environmental disaster (including drought, floods, and hailstorms as well as loss

of soil fertility and productive pasture land).
& The lack of adequate agricultural land and inputs.

% 111 health or disability.
In the 1993 study, the causes of poverty mentioned most often were:

% Alcoholism, which participants considered to be the most common cause of poverty.
% Unemployment (which moved from first to second place).
< The drought.

Personal failings such as laziness.

R
0‘0 <,

L4

& Political factors such as injustice, oppression, and corruption, especially in local

government.

% Social issues such as conflict, hatred, and witchcraft.

Not all of these issues can be addressed directly through public policy, but some have policy
implications. Alcoholism, for example, is a preventable, treatable health problem that can be
addressed through public health measures. Action in this area may be especially important
because participants strongly associated alcohol abuse with adultery, suggesting that it may be
an important factor in the spread of AIDS. Similarly, the shocks to households from natural
disasters could be lessened through better monitoring of weather conditions, prompt design
and implementation of assistance interventions, and investment in irrigation. F inally, the fre-
quent mention of abuses of local power must be kept firmly in mind if these authorities are to be
involved in identifying the poor for fee exemptions (for health care, for example) or for direct

assistance (for food relief rations, for example).

8 The first study took a “needs assessment” approach to causes of poverty, trying to link poverty with the lack of access to
economic services or opportunities or to social services. In the second study, researchers used a list of 42 pre-selected
concepts to elic it participants’ rankings of a range of issues—including theft, adultery, alcoholism, and corruption—that
they felt contributed to or affected poverty.
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D. FoSTERING LABOR-INTENSIVE GROWTH

The poor depend mainly on income from labor to meet their daily needs. Any national
strategy to reduce poVerty in Lesotho must promote not only macroeconomic stability and
rapid economic growth, but more productive use of labor, the country’s—especially the
poor’s—most abundant resource. Given Lesotho’s high unemployment rate and incidence of
rural poverty, there can be little doubt that the general medium—to long-term strategy for
balanced, sustainable poverty reduction must emphasize labor-intensive growth in agricul-
ture, small enterprises, and labor-intensive, export-oriented manufacturing, underpinned
by major investments in the development of human capital. In a labor-surplus economy like
Lesotho’s, the recommended sector-specific policy changes and program initiatives to re-
duce poverty are also fully consistent with achieving rapid growth and maintaining a

macroeconomic balance (Box 2).
Macroeconomic Perspective

Historically, Lesotho’s development strategy has unduly emphasized self-sufficiency in
the production of basic commodities, whether or not Lesotho had a comparative advantage in
doing so. In both agriculture and industry, Lesotho’s policies have tended to promote capital-
intensive import substitution. The strategy has been one of parastatals, state companies, ex-
plicit and implicit capital cost subsidies, protectionist measures, and restrictive business li-
censing. Attempts to create mechanized, large-scale maize, wheat, and vegetable farms using
rainfed and irrigated agriculture largely failed, despite considerable government support.
Lesotho imports steadily increasing amounts of these foods. Attempts to create an industrial
and agro-industrial base producing for the local market have produced a range of subsidy or
monopolistic rent-dependent public companies and parastatals. These parastatals have pro-
duced precious few jobs and harmed the poor in at least three ways: by distorting budget
allocations (for example, subsidizing parastatals at the expense of investments in rural infra-
structure that would help the poor), by raising the consumer price of basic goods that domi-
nate the household budgets of the poor, and by crowding out more labor-intensive, small and

medium-scale private enterprises.
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: Box 2: Policy Recommendations for Fostering Labor-Intensive Growth

In Agrlculture
< Remove pnce marketing, and processmg distortions. ,
¢ Invest in rural infrastructure that supports 1nten51f19d agrlculture and the 5

production of export crops.

9,
L 2od

Make land tenure (and women’s rights to land) more secure-and rental e
markets more flexible.

Promote a reduction in herd size.

9,
0.0

7
0‘0

Reorient agricultural research and extension.

In the Small Busmess Sector:

*,
0‘0

Make it easier for small entrepreneurs (and in particular women) to get
credit and do business. ' ‘

-4 Shift the empha51s away from broad entrepreneurship training in manu-
facturing toward training in skills needed in the export and service sectors.

% Develop rural and urban marketplaces.

In Export -Oriented Light Manufacturing:

& Keep minimum wages down to a competitive level

K/
.0

Improve industrial relations.

L)

7
"0

Reduce utility costs by increasing competition, regulation, and
decentralization in the utility sector. '

& Root export firms more firmly in the economy by selling them factdry shells
and leases and by supporting skills training that promotes the use of local

skilled workers in the export industry.

In Tourism:
& Work much more closely with South African travel agents.

R/

& Develop a special “Lesotho package.”

Through Infrastructure Investment:
& Invest more using labor-intensive approaches, but decentralize
implementation.

% Use private contractors on public works.
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The import-substitution strategy was partly inspired by the political economy of the re-
gion—which meant rendering the country as independent as possible from South Africa’s apart-
heid regime. But expansion of a labor-intensive private sector cannot be based on an inward-
looking strategy. Lesotho’s domestic market is simply too small for import substitution. More
important, in a small, open economy that is not isolated by unduly high transportation costs
from its major trade partner, any evidence that import substitution works implies an opportu-

nity to increase exports and to expand quickly.

Employment. There are high levels of under- and unemployment and far too few employ-
ment opportunities, in both Lesotho and South Africa. Underemployment and its by—producf,
poverty, are widespread in rural Lesotho and open unemployment is growing in urban areas. The
little data on employment that exists shows the labor force to be greatly under-used. Projections
from the 1986 census show the labor force to be 800,000°. And population growth rates were high
(2.6 percent a year) in the period between censuses (1976 and 1986), so net annual increases to the

potential labor force should be between 20,000 and 25,000 over the next few years.

In 1993, opportunities for formal employment fell far short of need (Figure 5). Altogether
only 28 percent of the workforce, or an estimated 225,000 people held formal wage jobs, distrib-

uted roughly as follows (based on estimates from various sources):

*

115,000 Basotho worked in South African mines.

<+ 21,000 were civil servants (including both salaried and waged workers).

* 20,000 were employed in domestic manufacturing.

% 18,000 worked in retail trade.

% 15,000 worked in construction.

< 13,000 did other work in South Africa—for example, in agriculture, private industry,
domestic service, or a professional occupation.

% 10,000 were employed as teachers.

% 7,000 had jobs in hotels, restaurants, transportation, or financial services.

< 4,000 were employed in military or police security.

% 2,000 worked in other services, nonprofit organizations, or private health care.

That left roughly 72 percent of the labor force (about 575,000 workers) to work in agricul-
ture and the informal sector, sectors in which returns to labor are generally low. The unemploy-
ment rate in 1993-—counting both unemployment and underemployment—was estimated to be

an alarming 35 to 45 percent.

¥ The potential labor force in 1993 (that is people 15 to 64) was slightly over 1 million, out of a total population of about
1.9 million. The actual labor force is calculated assuming labor force participation rates of about 85 percent for men and
75 percent for women.
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Multiplier effects. Poverty has been reduced somewhat as the result of recent initiatives to
develop the labor-intensive, export-oriented light industry (about 5,500 jobs created in five years,
mainly in textiles) and the start up of the Lesotho Highlands Water Project (around 3,000 jobs in
construction), but the poverty-reducing potential of these initiatives has not yet been fully ex-
ploited. In both cases, the benefits to the economy only consist of their direct employment
effects. What is missing is a more economy-wide multiplier effect, which could greatly enhance
the employment impact of both the export boomlet in textiles and the massive construction

investments under LHWP.

Figure 5: Lesotho Labor Force

Labor Force—Total 800,000 Formal Labor Force 225,000
6% 4% e
% B RSA Mines
8% - @ Civil Servants

289 -
28% Dom. Manuf.
Retail

Construction
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9%
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It is important that Lesotho’s growth strategy produce both direct and indirect growth in
jobs and income (multiplier effects). The question is, from a multiplier perspective, which is
more efficient: to invest directly in agriculture, for instance, or to invest in other sectors that
could indirectly increase demand for rural products? To answer this question, the World Bank
mission developed a Semi Input-Output (SIO) moglel of Lesotho’s economy to analyze the direct
and indirect (multiplier) effects of changes in output in all sectors of the economy relative to
their impact on the average incomes of Basotho households. In terms of poverty reduction, the

model produced three main conclusions:

> Development projects and policies aimed at stimulating the demand-side of the
economy cannot count on significant multiplier effects . In Lesotho, links between
sectors are generally weak. Lesotho’s economy is tightly knit with that of South
Africa, through relatively open borders, membership in the Common Moretary
Area (CMA), and the flow of migrant labor from Lesotho to South Africa. This
tightlv knit relationship helps to stabilize prices, encourage trade, and raise house-
hold incomes from migrant remittances, but results in substantial leakage from the
domestic economy and thus few multiplier effects in Lesotho. Most goods and some

services are tradable, so increased demand is met largely through increased imports.
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% Because links between sectors are weak, the direct effects of changes in supply
generally outweigh the indirect or multiplier effects. So the investments most likely
to reduce poverty are those in sectors that direct a large share of value added to the
poor. Most poor Basotho households are in rural areas, so increases in agricultural
income have the most general potential to reduce poverty.

% Increasing Lesotho’s export orientation is likely to strengthen supply links. In the
long run, more local investment in, and increased production of tradables (or the
conversion of non-tradables to tradables—for example, by canning vegetables),
could substantially increase multiplier effects. Next to overseas markets, Lesotho
could exploit the proximity and potential of the large South African market by
developing exports for which productivity in Lesotho is high because of special

characteristics of its land, existing investments, or available skilled labor.
Fostering Labor-Intensive Agriculture and Rural Development

Despite agriculture’s declining share of GDP (from 35 percent in the 1970s to less than 20
percent today), its contribution to the economy is critical. Nearly 85 percent of Basotho house-
holds live in rural areas and about 70 percent derive part of their income from agriculture.
And by and large, the 35 to 40 percent of households that rely mainly on agriculture for in-
come are disproportionately represented among the poor and ultra poor. Agricultural employ-
ment and incomes must be expanded to avert medium- to longer-term increases in poverty
resulting from rapid population grthh combined with stagnaﬁng opportunities for mine em-
ployment and too little expansion of formal employment to absorb the annual supply of new
entrants to the labor force. To be sure, agriculture alone is unlikely to generate enough income
to support the present rural population, given Lesotho’s poor natural resource endowment
(mountainous topography, limited arable land, unreliable climate, and serious soil erosion).
But agricultural performance (and rural incomes) could improve substantially if the right poli-
cies were implemented: diversifying toward high-value export crops, involving the private

sector more in marketing and processing, and improving land use efficiency.

From food self-sufficiency to food security. Since the late 1970s, Lesotho’s agricultural
policies have been shaped largely by the perceived political need to reduce dependence on
food imports from South Africa and to protect domestic producers from unfair competition
from the heavily subsidized, large-scale South African producers. With the aid of a number of
donors, including the World Bank, Lesotho promoted food self-sufficiency in agriculture, with
a focus on increasing output for staple food crops (especially maize). The assumption was that

maize self-sufficiency was vital in case South Africa suddenly closed the border with Lesotho.
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In spite of massive subsidies and project assistance, Lesotho’s maize production has contin-
ued to decline. Currently, even in a year with good rainfall, maize grain must be imported to meet
as much as 60 to 65 percent of national food requirements. Roughly 90 percent of rural agricul-
tural households, as well as the rural landless and nearly all urban households, are net consumers
of basic staples. Data from the 1986/87 household survey show only about 14 percent of national
food consumption being home-grown; the figures for 1993 are even lower, because of the drought.
Only 1 to 10 percent of the maize processed by Lesotho’s three industrial mills is procured from

local sources; everything else is purchased from the South African Maize Board.

Lesotho failed to achieve food self-sufficiency largely because of the unsuitability of its
agro-climate for maize and wheat production, including the vagaries of local rainfall patterns
and the poor quality of its soils. Local and temporary dry periods are standard any summer,
making rainfed maize production a risky venture every year. And drought—a prolonged dry
period over an extended area—is relatively common. Erosion is severe because little of the land
is protected by forest, pasture, or crop cover, for reasons related to land tenure, overgrazing, and
fuel shortage problems. On top of these climate-related problems, some of the price incentives
offered under the food self-sufficiency strategy have accelerated soil erosion, by encouraging
farmers to plant unsuitable marginal land to maize. This is especially true in the lowlands and
foothills where extensive long-term cultivation of food crops—mainly maize—combined with

heavy grazing has caused the crusting and erosion of surface soil.

Lesotho’s drive for self-sufficiency in food crops——-—especially maize—has hurt the poor and
does not exploit of the country’s comparative advantage in agriculture. Lesotho’s food prices,
which are set administratively, have conéistently been kept above South African prices, which
are also administratively set and kept well above world prices. Both countries have introduced
price and marketing distortions to help producers and to achieve national food self-sufficiency,
but instead they have hurt their poor in the process. Because the poor are more likely to suffer
food deficits and spend proportionately more of their income on food than the rich, the current
marketing system is effectively a tax on the poor, one that largely benefits South African produc-
ers and Lesotho’s large-scale mills. A poverty action plan that did not redress this inequity
would miss an immediate, unique opportunity to reduce poverty and increase food security.
Initial estimates suggest that lifting the ban on flour imports would reduce the price of maize
flour at least 30 percent. Using the household expenditure analysis done for this report, this
would imply a reduction in the incidence of poverty from 49 to 44 percent, and of ultra-poverty

from 26 to 18 percent.

Moving toward crop diversification. Nontraditional crops such as asparagus, potatoes, and

cabbage are much more labor-intensive than such traditional crops as maize, sorghum, and beans
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and yield greater returns per hectare planted. But artificially high food prices send the wrong
price signal to farmers who should be diversifying away from the traditional food-grain mono-
crops toward non-traditional, high-value, labor-intensive agricultural activities in which Lesotho
has a comparative advantage. Lesotho shares a unique regional agro-climate with the Eastern
Orange Free State and the northern mountain areas of the Eastern Cape. The areas bordering
Lesotho suggest the agro-climate’s potential. The area around Ficksburg in the Eastern Orange
Free State (50 km from Maseru) is the center of South Africa’s cherry production for export.
Areas in the Eastern Cape bordering Lesotho do very well producing wool and mohair. A recent
Bank study' concludes that Lesotho’s potential for agricultural diversification is considerable
because the country seems to hold a comparative advantage in several high-value export crops
(including asparagus, saffron, and some nuts and berries) and in some vegetables and fruits
(including cabbage, potatoes, tomatoes, onions, apples, pears, and peaches). The Ministry of
Agriculture has identified other products for which Lesotho might have a comparative advan-

tage: beans, peas, sunflower, soybeans, and dairy products.

Lesotho’s agriculture strategy should be firmly targeted to shifting the country’s agricultural
product mix toward this comparative advantage. It should do so by (1) removing price, market-
ing, and processing distortions that favor crops for which Lesotho has no clear comparative
advantage; (2) investing in rural infrastructure that supports agricultural intensification and a
new mix of agricultural products; (3) making land tenure (and women'’s rights to land) more
secure and making land rental markets more flexible; (4) intensifying efforts to promote smaller
herds; and (5) reorienting agricultural research and extension toward the most promising crops

and farming systems.

Remove price, marketing, and processing distortions. To reduce food prices and shift the
relative prices from food to export crops would require a phased deregulation of food grain and
flour imports. This measure would greatly alleviate poverty by cutting consumer prices, help-
ing restrain the upward pressure on wages, which helps the labor-intensive export industry, and
contributing to the sustained, long-term profitability of agricultural production by inducing a

shift in production away from maize toward crops more suitable for Lesotho.

For Lesotho’s agriculture to develop, both indigenous and foreign traders should be able to
operate in a liberalized market free of unnecessary regulation and the uncertainty of ad hoc
government intervention. The Government should consider actively promoting private sector
involvement in agricultural trade as a way to encourage agricultural diversification and raise
rural household incomes. It is a common fallacy to assume that small farmers could be made to

market their produce themselves. International experience clearly shows that this only applies

19 “Lesotho: Environment and Agricultural Diversification Study,” World Bank Report No. 11906-LSO.
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1

to situations in which farmers can directly sell their produce ata nearby village market. As soon
as the farmer wants to diversify into crops demanded by markets which are further away (say
the fresh asparagus market in Johannesburg), he or she will lack the relevant information on
price, quality and quantity. Traders are the economic agents who bridge this information gap
between producers and the market. To constrain their operations ultimately means constraining

the incomes of farmers.

Increased private trade would help expand the production of asparagus, one of the most
promising export crops. Asparagus is mot only labor-intensive but involves activities tradition-
ally considered suitable for women—an important consideration in Lesotho, where men are
often absent from the household. Asparagus has been grown in Lesotho for export since the
mid-1970s. Asparagus has been moderately popular with growers: The area planted to aspara-
gus has grown from about 30 hectares in mid-1970 to about 400 hectares at present. Much more
rapid growth would be possible, were it not for the policy environment. Tight conirols on com-
petition and private involvement in asparagus marketing, bans on private exports to South Af-
rica in order to protect the Lesotho National Development Corp oration-owned cannery, and the

use of inappropriate technology have restrained yields to less than half their potential.

Until recently, Co-op Lesotho (a mainly government-funded farmers’ cooperative) had a
virtual monopoly on buying agricultural produce from growers and supplying them With agri-
cultural inputs. Because of serious financial difficulties, Co-op Lesotho has now suspended
operations, and some de facto liberalization has thus occurred. But trade and marketing contin-
ues to be excessively regulated by restrictive licensing practices. A more liberal marketing envi-
ronment would attract private traders and undoubtedly diversify the crop mix, raise producer

prices and increase yields.

Invest in rural infrastructure that supports intensified agriculture and the production of
export crops. It will be impossible to exploit the country’s comparative advantage in crop pro-
duction without essential infrastructure. Rural infrastructure can widen the range of crops grown
and reduce production costs at the same time that it can lower marketing and transportation
costs, make agricultural activities more profitable, and lower the price of urban imports. Such
infrastructure may be related to water harvesting (for example, roof catchments, small dams,
and dam linings), soil conservation, or small-scale irrigation (provided production is organized
on a household basis), and may range from fencing for garden areas to the physical infrastruc-

ture needed to establish periodic markets.

Make land tenure (and women’s rights) more secure and land rental markets more flex-

ible. Lesotho’s relatively equitable distribution of land is an important asset, both for agricul-
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tural growth and as a social safety net. Despite what powerful agricultﬁral lobbies the world
over assert, small-scale farming is not less efficient than large-scale farming. And the pattern of
rural and economic growth associated with the development of a small-scale farm sector is
unambiguously pro-poor. So the small average farm size in Lesotho should be seen as an asset,

not as an impediment to future agricultural growth.

Secure land-use rights to even a little land give the poor an important social safety net, espe-
cially in the absence of a formal social security system. Lesotho should avoid the problem of
landlessness, which is increasing, and which has grave implications for rural poverty and urban
slums. The government should resist any attempt to redistribute land rights away from the poor in
the name of so-called agricultural development. The premature introduction of land markets will
merely allow the rich to accumulate land, because they often have better access to credit and
subsidies than the poor. The decision to allow land sales and purchases—especially to people
outside the village but also to people within the village—should be left to the communities them-

selves. Even then, equity can be ensured only if community government is basically democratic.

Agricultural efficiency is currently most constrained by the reluctance of resource-poor
households to rent out their land. This reluctance stems from the household’s perception that
renting out land, in particular for longer periods, could lead to the gradual extinction of prop-
erty rights in that land. To ensure a well-functioning rental market and agricultural efficiency, it
is important to establish secure property (use or leasehold) rights and legally enforceable (but
unregulated) rental contracts. The Land Act of 1979 goes a long way toward protecting property
rights and making contracts enforceable. It gives communities the option of allowing individu-
als to transform traditional use rights into 99-year leases that can be sold, subleased, or mort-
gaged. But the Land Act has not been thoroughly explained to communities, its implementation
has been haphazard, and survey requirements are sometimes too lengthy and costly for the poor.
Legal uncertainty about property rights especially harms the poor, who do not have the means
to establish de facto ownership through such extra-legal channels as personal contacts, bribes,
and political clout. The Land Act should be vigorously propagated and implemented. At a mini-
mum, the current option of converting traditionally held use rights to leasehold rights should be

widely publicized and the survey requirements should be relaxed and made less costly.

More than half of all households in Lesotho are headed by women. Although the Land Act
expressly allows women to hold leases," their continued status as minors under Lesotho’s cus-
tomary (and modern) law hinders their ability to acquire land use rights from their chiefs in
their own names, which makes it difficult for them to apply for government leases. There is an

urgent need to review the constraints women face in acquiring and keeping land rights and seek

1 That is, to acquire the rights to land use from a deceased husband.
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appropriate solutions. How will women’s rights be interpreted in the Land Act and its amend-
ments? That is still open for debate and women’s rights to own landed property apparently
remain vulnerable. Yet their right to acquire secure land rights is important both for poverty

reduction and for agricultural efficiency.

Promote a reduction in herd sizes. Replacing livestock, a savings asset with a low and
risky financial return, with a more attractive financial asset could both contribute to raising
living standards and help protect the environment. In Lesotho, livestock production is roughly
as important as the production of field crops in terms of value added. The livestock subsector’s
contribution to GDP declined from about 8 percent of GDP in 1985 to about 6.5 percent in 1990.
Yet during the same time the number of animals actually rose. The number of cattle increased
from about 525,000 in 1986 to about 641,000 in 1990, while there were about 1.5 million sheep

and 1 million goats.

In Basotho tradition, cattle, sheep, goats, horses, and donkeys, are generally considered to
be men’s animals. Livestock belongs to the man in the sense that only he can sell it. And men
value livestock for more than its potential to generate income. It is valued, among other reasons,
because (1) animals are used to pay bohale or bridewealth at the time of marriage; (2) social
prestige is accorded to livestock owners when, as is common, they place some animals with
other households, allowing those households to benefit from products such as milk, wool and
dung; (3) livestock visibly demonstrates to the community that an absentee husband is still
providing for his family; and (4) and perhaps most important, livestock functions as a store of
wealth or relatively illiquid saving that may be drawn upon only in times of great need or as a
pension for old age. This gives livestock an attractive quality: it is relatively illiquid. As a result,

Basotho men have tended to increase herd sizes at every opportunity.

Everyone knows overgrazing in Lesotho is a problem, but solving the problem is compli-
cated because people hold cattle not only for production purposes but as a form of savings. For
those who hold cattle for productive purposes, we recommend pursuing the standard economic
solution: Bring individual financial costs in line with economic costs by introducing grazing
fees, or restricting the number of animals per household. But rules should be set and enforced
by communities themselves. For instance, fees should be collected by local voluntary grazing
associations, which should be allowed to keep most of the fees collected. Grazing fees could be
used to improve range management and to compensate households that do not own cattle—

usually the poor—for the use of the range , which is, after all, common property?2.

'* Whereas in theory the chiefs manage grazing rights on behalf of the community, in practice it seems that some have
tended to view certain grazing rights as their personal property. The issue of grazing rights is therefore often politically
sensitive, and unlikely to be solved in the near future.
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But introducing grazing fees may not lead to a noticeable reduction of the herds held mainly
for savings purposes, because people holding cattle as a savings asset may care much less about
their financial rate of return than about their cattle’s function as an illiquid savings deposit. The
logical complement to grazing fees, then, might be to introduce a new savings instrument that
could replace cattle as a savings asset. One promising option is long-term contractual savings

instruments (certificate-of-deposit type instruments, for example, for pension purposes).

Reorient agricultural research and extension. With a shift away from the past emphasis
on food self-sufficiency, Lesotho’s research and extension efforts should be redirected toward
different crops and farming systems. Applied research and related extension services are criti-
cal to the development of many new horticultural cash crops, including such vegetables as
pinto beans, seed potatoes, sweet corn, baby corn, French beans, and broccoli; such fruits as
apples, pears, and peaches; a variety of nuts and berries; spices such as saffron; and some spe-
cies of flowers that can be dried for export.”® To alleviate the severe, extensive poverty that
flourishes in mountain districts, highest priority should be given to developing crops (such as

seed potatoes) that are likely to grow well in the highlands.

Omne potentially successful extension model has been initiated—the Production through
Conservation Approach, supported by the Swedish International Development Agency—and
efforts should be made to improve, intensify and expand the program.** Lesotho has also pro-
duced a number of private farmer “champions” like Mr. ‘Musi, who, supported by the German-
funded Matelile Rural Development Project, successfully designed a soil conservation strategy,
reclaiming gullies by planting shrubs and grass. Role models like Mr. ‘Musi are important and
should be actively used in Lesotho’s agricultural extension program, because in farmers’ eyes '
they are often more credible advocates of innovation than are the extension agents. And several
NGOs (such as the Basotho Mineworkers Labour Cooperative, Lesotho Home Makers, and the
Seventh-Day Adventists) have already accumulated considerable knowledge about small-scale

“farm models which can be tapped to better adapt extension messages to local opportunities.
Fostering Labor-Intensive Small Businesses

A number of export-oriented firms have met with considerable success recently and efforts to
promote their expansion should continue unabated. But Lesotho’s private sector consists mainly of
small businesses, which continue to be neglected and under-served. Developing the small business

sector is essential to solving Lesotho’s unemployment problem, especially among the poor. It is

3 These crops, and issues affecting agricultural research and extension, are discussed more fully in the 1993 World Bank
“Environment and Agricultural Diversification Study”.

14 Byt farmers’ investments in soil conservation are unlikely to be financially profitable under the traditional crop mix of
maize and sorghum (Convery, 1995). This constitutes yet another reason to shift towards the more profitable export crops.
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important to increase their (including women'’s) access to capital and to business advice, to provide

suitable training, and to develop rural and urban market places where they can do business.

The main impetus for labor-intensive growth in the small business sector will come from an
increased demand for services resulting in turn from increased formal employment in the large
export firms. As the export sector grows, more workers will be hired and competitive pressures
will cause wages to rise. Part of these wages will be spent on imported goods, but another part
will be spent locally, especially on services. Setting up service businesses (such as construction,
small restaurants, processed foods, and the repair of durable consumer goods) does not require
the substantial capital outlays often needed for small-scale manufacturing. Many service busi-

nesses can start small and grow by reinvesting profits.

Some small firms may succeed in exporting to certain niche markets in South Africa. That
market is likely to grow considerably in the medium term. In the past, excessive regulation often
kept Basotho firms out of the South African market, but gradual deregulation in South Africa should
open up new opportunities to small businesses in Lesotho. But because small firms rarely possess
sufficient marketing skills to undertake export marketing themselves, the key to developing the

export orientation of small firms lies in linking them to larger firms which do possess such skills.

Improve access to capital and to business advice. Lesotho’s domestic commercial banks, unlike
some of their South African counterparts, seem reluctant to expand into the small business sector,
partly because they are so risk averse and face so little competition. But there is substantial and grow-
ing demand among small businesses for capital and practical business advice, judging from the thriv-

ing informal credit market and recent private initiatives in small business lending and advice.

Modern institutions generally fail to reach the neediest part of the population with the
small amounts of capital they need. They especially don’t reach women or rural dwellers. And
Basotho households outside the formal sector either cannot grasp or cope with the basic de-
mands of bank borrowing or they view such loans as simple subsidies, because over the years
Lesotho’s financial institutions have repeatedly failed to enforce repayment. By contrast, tradi-
tional savings organizations seem to work. These organizations are predominantly rural-based,
serve both men and women, and seem to be able to maintain financial discipline among their
members, mainly through peer pressure. Two traditional savings and credit organizations that

seem to be effective in Lesotho are the stokvel and the burial society.
Stokvels and burial societies have been so successful as traditional savings and credit clubs

that effectively promoting their growth in numbers may be a sustainable way to give small

business owners and micro-entrepreneurs more access to needed capital. The clubs directly
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provide capital to small businesses or help finance certain “lumpy” household expenses (such
as health care costs or school fees, in addition to burial feasts) and thus free up household
income for use in business. Banks could promote the opening of joint accounts for these clubs,
and extend loans to them which could be fully collateralized by savings. And membership of a
group with an outstanding savings and repayment record could help qualify an individual fora
personal loan, thereby linking the informal to the formal sector. To encourage more innovative
approaches to the financing of small businesses, and to business support for project preparation
and implementation, the Government should strongly promote competition in the financial

sector by various means and help banks design new types of financial intermediation.

Box 3: Tradltlonal Savmgs and Credlt Orgamzatmns

The stokvel,*s Whlch 1s relatlvely common in developlng Countrles and known in the :
literature as rotating sav1ngs and credit assoolatlon, functlons 1n a 51mple Cost—effectlvev‘
way. A group of individuals with a common bond—suoh as klnshlp, communrty or em-
'ployment—agree to save together a fixed amount of cash over a fixed penod Then mem-
bers of the group take turns using the funds accumulated For example ten people agree‘
to save M10 a month for ten months Each month a dlfferent member uses the comblned |
savings of M100, until everyone has had a turn The borrowmg order is negotiated prlor :
to the savings contract. The economic efhcrency of this mstltutlon is simple and elegant,
for two main reasons. All but the last person in the cycle has acoess toa lump sum earlier
than by saving for it individually, and all hut the last person receives an interest-free
loan. As long as group discipline is maintained, the system isa highly efficient method to
mobilize business capital or funds for lumpy household expenditures. The amount of
capital which can be raised depends on the capacity of the group to increase membership

or individual contributions and still maintain strict (re)payment discipline.

Burial societies function much like insurance clubs, collecting a fixed monthly amount
from members. The amount collected, usually by an elected treasurer, may be small—for
example, less than M1 a month. Part of the accumulated funds are used when needed to
defray the costs of the burial feast for someone in a member’s family. Some burial societies
have developed into small banks and lend money, against interest, to both members and
non-members. All surplus funds are maintained as general reserves (rather than belonging
to individual members). The treasurer often deposits them in the nearest bank. There are -
usually more members in a burial society than in a stokvel, often as many as 150. Butasin -

stokvels, members usually have a common bond, such as residence in the same village.

5 Stokvels may not be especially useful for seasonal activities such as agriculture, because members would all need cash
at about the same time of year. But they do lend themselves to periodic microenterprises, including those that purchase
goods for retail, garment manufacturing, and so on.
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Make it easier for women to get credit and do business. The small business sector is domi-
nated by women. But women in Lesotho can still not get credit without their husband’s consent,
even if they have been long-standing depositors, and even if their deposits have been sizable.
These restrictions hamper small business development. Women-specific restrictions on business
and credit should be identified and eliminated. Indeed, all legislation—all customary and com-
mon law, including “personal” law—should be systematically reviewed for provisions that erode
women’s legal status and prevent their equitable treatment under the law, The National Organiza-

tion of Women Lawyers in Lesotho has already done extensive work in this regard.

Change the focus of small business training. Lesotho is ahead of the region in general level
of schooling, but to stimulate economic growth it must improve labor skills in large firms and the
business skills of small-scale entrepreneurs in the service sector. Some argue for targeting much of
the training toward people already working in the export industry, rather than to people with no
formal job experience. There is considerable merit to this argument. Experience in both Lesotho
and elsewhere suggests that local entrepreneurs will emerge from the pool of skilled workers in
formal industry (machinists, technicians, and supervisors), rather than from the pool of the unem-
ployed and self-employed. To begin i improving, training institutions should consult more with
businesses to identify the skills they need. By financing joint government-industry training pro-
grams, the Government can encourage export firms to train more local skilled labor on-site. Some
organizations offer business training programs, but they are largely geared toward small and me-
dium-scale manufacturing for the local market, when training for the service sector might be more
relevant. And some of the managerial training offered seems too sophisticated for emerging busi-
nesses. Small new businesses are often in urgent need of simple bookkeeping skills, for which no
appropriate training is available. Perhaps Lesotho’s stokvels and burial societies, which appar-
ently have excellent bookkeeping systems, could serve as a model for locally developed book-

keeping systems, a model that could in time be upgraded to a more formal system.

Develop rural and urban marketplaces. Small manufacturers often run into marketing
problems. The solution proposed to remedy these problems is generally to provide training in
marketing skills. However, small manufacturers (and small farmers) generally do not market
their products themselves, but rely on middlemen and traders to convey to them information
about the demand side of the market. To promote the marketing of small business products,
initiatives other than training in marketing techniques should be cousidered. A legacy of the
colonial, settler-dominated history of Southern Africa is the near-total absence of physical mar-
ketplaces where small businesses and producers can market their goods and services. Even a
city like Maseru provides mainly for up-scale businesses, and has only a rudimentary bazaar-
type central market. In the rural areas, no system of periodic, rotating markets has developed, as

it has in other parts of Africa. Periodic rural markets would give local small business operators
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an opportunity to sell and advertise their merchandise to more clients and to get valuable infor-

mation on demand, supply, and prices.

Fostering Labor-Intensive Growth in Export-Oriented Light
Manufacturing

Lesotho has actively been developing an export-oriented light manufacturing sector. And the
wisdom of a strategy of labor-intensive, export-oriented firms has already been confirmed for large
Lesotho-based firms. Since the late 1980s, foreign direct investment in the textile and garment
industry has created a small base of labor-intensive, export-oriented firms, attracted by Lesotho’s
low wages and preferential trade agreements with Europe, North America, and South Africa. In
the last five years this export boom created 5,500 jobs. (By contrast, after nearly three decades of
government investment and subsidies, Lesotho’s 51 parastatals currently support a total of 7,700

jobs). The textile and garment industry can still expand and dramatically increase employment.

Currently Lesotho ranks third out of ten African countries exporting apparel and textiles to
the United States®. So far, Lesotho’s strategy for creating more formal sector jobs and growth in
exports of manufactured goods has largely succeeded, but there has been some concern that
external factors will slow down the rate of growth. For one thing, the lifting of sanctions against
South Africa has made investments in Lesotho less attractive for regional investors. At the same
time, past U.S. quotas” on some Lesotho clothing exports, as well as problems (under the Léme
Convention) with domestic value-added on exports to Europe, may have had a negative effect
on the investment plans of some foreign investors. But international experience suggests that
the U.S. quota system, although disruptive, has never prevented a particular country from con-
tinuing to export to the U.S. market. Continuous switching to non-quota items—for instance,

from jeans to shirts—reduces much of the “bite” of the system.

Expanding labor-intensive light manufacturingis the most promising component of Lesotho’s
industrial strategy. It could create direct and indirect jobs on a large scale. Local businesses can
emerge from the pool of skilled, experienced machinists, technicians, and supervisors already
working in large export firms. Continued expansion of the export industry will also increase
demand for services as varied as catering, machine repair, and building construction and main-
tenance. Local sourcing of more inputs (such as packaging and transport) would also give local

business new opportunities. And some production (for example, embroidering) could be given

16 Tn 1994, Lesotho exported 17.7 million square metres to the U.S., compared to 17.1 for Kenya, 23.8 for South Africa, and
50.4 million square metres for Mauritius.

17 The U.S. quota on textile categories 338/339, 638/639, and 347/348 were suspended in late 1994, after having filled
about 90% of the quota. At the writing of this report, no quota call has been made by the Committee for Implementation of
Textile Agreements or the U.S. Trade Representative’s Office for consultations concerning new quotas.
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out as piece work to local subcontractors. Hence, if export industries continue to expand, the
ripple effects will be felt throughout the economy and will lead to reduced unemployment and
higher wages—both crucial to poverty reduction. To keep the cost of doing business down,
Lesotho should maintain the minimum wage at competitive levels, improve industrial rela-

tions, and regulate utility cost pricing.

Keep minimum wages down to éompetil:ive levels. Although the Government should refrain
from administratively setting private wage scales, some would argue that it has a social obligation
to set the minimum wage. But it should avoid the temptation to set the minimum wage at or near
South African levels. Doing so would merely result in job rationing, more unemployment or par-
allel labor markets, and a loss of foreign direct investment. Export industries were attracted to
Lesotho because of its preferential trade agreements and the low cost of doing business in the
country. The cost of business could rise, however, if increased union activity and the excessive
salary demands now emanating from civil servants raise the wages of those employed in the for-
mal employment to the levels prevailing in South Africa. Lesotho would then mimic South Africa’s
inefficient growth path and associated social problems: high unemployment for most, along with
higher wages and better working conditions for those fortunate enough to find employment in the

formal sector. It is important that Lesotho not fall into this trap.

Improve industrial relations. The Government has engaged in few pro-active attempts to
improve strained relations between management and organized labor. It behooves the Govern-
ment to actively foster regular communications between management and labor on a range of .

issues, perhaps by organizing regular deliberation councils on the East Asian model.

Lower utility costs by increasing competition, regulation, and decentralization in the
utility industry. It will be easier to improve wages and working conditions if utility costs—
typically second in importance to labor costs—can be kept under control. To date, there have
been few attempts to regulate utility cost pricing or to allow competition in the sector. The
result has been aggressive cost recovery by utility companies, with no market or regulatory
counterforces to push costs down. In telecommunications, for example, the number of employ-
ees per 100 lines increased from 48 to 68 under structural adjustment, meaning that the utility
became less efficient while recovering costs. Similar trends exist in the other utility parastatals.
Consumers and businesses will suffer, and unemployment will increase, if the trend is not re-
versed. Several studies of utility costs are currently under way or planned; their recommenda-

tions should be implemented as soon as they are available.

Lesotho could probably significantly reduce its utility costs by increasing competition in

the utility sector (from both domestic and South African sources) and by strictly regulating
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utility price increases. At the same time, the country should rationalize the management and
sources of utilities. In telecommunications and electricity supply, for example, it should con-
sider complete integration with South African utilities. Lesotho’s export firms would benefit
from South Africa’s cellular phone companies entering Lesotho’s market, Lesotho’s industrial
estates could benefit from direct hook-ups to South Africa’s electricity grid, and many parts of
the country would be more easily connected to the South African electricity grid than by
investing in costly transmission lines emanating from Maseru. At the same time, decentralization
of some utility services would increase coverage by reducing costs. For example, international
experience shows that per capita water production costs are four times higher in centralized than

in fully decentralized systems and are lowest under centrally coordinated decentralized systems.

Root export firms more firmly in the economy by selling them factory buildings and
leases and by supporting skills training that promotes the use of skilled local workers in the
export industry. There is concern that Lesotho’s export industry is footloose and could easily
pack up and leave. LNDC (which currently owns factory buildings, holds the lease to the land,
and Vcharges the companies a rental fee) could sell the buildings and transfer the leases to the
export firms. This would give LNDC the capital to build new shells. Government-supported
training programs that elevate local workers into technical and supervisory jobs in the export

firms would also help root the industry in the local economy.
Fostering Labor-Intensive Tourism

In the past, Lesotho followed the South African-inspired hotel and casino model for tourist
development. This may not suit Lesotho’s comparative advantage or goal of labor-intensive devel-
opment. Rather than expand the traditional hotel and casino package, the Government could try
to develop more small-scale tourism (small hotels, lodges, and cabins); this would be more labor-
intensive and would provide more opportunities for local entrepreneurs. A real opportunity ex-

ists to involve local communities in the design and management of such small-scale tourism.

Tourism is still an underdeveloped sector in Lesotho, despite the country’s beautiful scen-
ery. The most important tourist market may be South Africa itself, where interest in African
culture and village life is growing. But with tourism booming in South Africa and interna-
tional demand for eco-tourism increasing rapidly, Lesotho should also develop a tourist prod-
uct attractive to tourists visiting South Africa. Rather than go it alone, Lesotho should market
a Lesotho option as part of an integrated tour package to South Africa. To begin with, Lesotho
could start harmonizing its visa regulations with South Africa’s to prevent border hassles on

side trips to Lesotho.
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Investing in Labor-Intensive Infrastructure

Investing in labor-intensive infrastructure can help reduce poverty in two ways: The poor
would benefit from infrastructure development and maintenance directly, as wage laborers, and
indirectly, as consumers of infrastructure services and as employees of private firms emerging
in the improved environment. Unfortunately, Lesotho’s infrastructure bureaucracy has not been
adept at developing labor-intensive infrastructure, especially in rural areas. Priorities set cen-
trally are not responsive to local concerns and technologies chosen centrally have tended to be
capital-intensive. Without local involvement in the planning and implementation of public works,
maintenance suffers and infrastructure deteriorates rapidly. Lesotho needs to decentralize imple-
mentation and use more private contractors in public works. Future financing of a substantial
expansion of labor-intensive public works programs can be secured from the Development Fund

in which part of the revenues of the Lesotho Highlands Water Project are deposited.

Decentralize implementation. Public infrastructure projects can be made more efficient
and equitable by decentralizing decision-making to the local level. Decentralized programs can
quickly and cheaply create and maintain rural investment in such technically simple infra-
structure as rural roads and bridges, school buildings, and small-scale water supply systems. A
recent World Bank review of experience in 42 developing countries found that where road main-
tenance was decentralized, backlogs were considerably lower and road conditions tended to be

twice as good.

Use private contractors in public works. Public infrastructure development and mainte-
nance has traditionally been a monopoly of the public sector, But efficiency could be enhanced,
output expanded, and more jobs created if the public sector restricted its role to planning and
coordinating infrastructure investment, privatizing infrastructure development wherever pos-

sible, and leaving infrastructure maintenance to local communities and the private sector.
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E. INVESTING IN HUMAN RESOURCES
/ \

Lesotho’s record on human resource development has been more favorable than many other
African countries at similar levels of development. For at least a decade, one government after
another has recognized that human resource development is central to Lesotho’s development
prospects and allocations for social services have steadily increased. Over the last ten years, real
per capita public spending on health care and education has nearly doubled, despite rapid popu-
lation growth; allocations for those sectors climbed from under 20 percent of public spending in
1982/83 to nearly 30 percent in 1993/94. This financial commitment, combined with generally
favorable sectoral policies, has enabled Lesotho to expand access to basic social services consider-
ably. Lesotho has established a broad-based, decentralized health care system and has signifi-
cantly expanded primary health care services targeted at major childhood and adult diseases. It
now provides more potable water for urban and rural citizens. And school enrollment has in-

creased dramatically: 30 percent in primary schools and 70 percent in secondary schools.

Still, the general level of human resource development is low, especially among the poor,
and consistent, effective action is needed to stem declines in the quality and coverage of ser-
vices. A comparatively high proportion of household spending goes to health and education,
both in the population as a whole and especially in the three lower income quintiles. As expe-
rience in countries such as Honduras, Sri Lanka, and Zimbabwe shows, resources can be used
more cost-effectively, thereby giving the poor better coverage and producing better sectoral out-
comes generally. Human capital is, almost by definition, the only capital the poor possess. In

the long run, investing in human capital is the only way to eradicate poverty in Lesotho.

Simultaneous action is needed in several mutually reinforcing social services, including
health care, primary education, water and sanitation, and family planning (Box 4). Educating
women not only makes their worktime more productive, but is also associated with better health
and nutrition for children. Investments in family planning services improve the health and
incomes of women who choose to space or limit pregnancies and also lower infant mortality
and morbidity rates. Lower fertility and (hence) population growth rates reduce pressure on

limited health care and education resources. Healthy, well-fed children learn more.
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Strengthen informal education for out-of-school youth.

Improving the Health Status of the Poor

Lesotho has a relatively well-developed network of health services, in which the churches
and NGOs play an active role. This network is an important asset that can be improved by stream-
lining the activities of service providers, especially through joint planning of health activities. In
many respects, current health priorities, policies, and programs provide an appropriate frame-
work within which to improve the health status of the poor. The Ministry of Health has empha-
sized that broad-based primary health care is to be stressed over more sophisticated care as the
principal means of dealing with preventable (or easily treatable) infectious diseases, the primary
cause of serious illness and death among the poor. Priority is also given to decentralization (through
health service areas) and to fostering a working partnership with private (often church-related

NGO) health providers to expand coverage into more remote rural areas where the poor often live.
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The Ministry of Health is emphasizing health, family planning, and nutrition interventions tar-
geted to children under five and to mothers as well as the treatment of debilitating illnesses (such
as tuberculosis) that affect adults’ ability to work. These priorities are consistent with poverty

reduction goals because they focus on some of the most vulnerable individuals in society.

Still, the poor are not served as well as the better-off; they do not have the same access to
basic services and to good health care. By and large, health care facilities and outreach programs
serve proportionately more people in richer areas than poor areas, and rural mountain areas get

less attention than urban centers. The following policy actions could improve this situation.

Improve geographic equity. Poverty in Lesotho is associated with geography, and rural
mountain areas harbor the worst poverty. It is important to target health services increasingly

toward these poor areas. To improve geographic equity, the sector should:

& Review the current distribution of health services, to provide a benchmark for
future planning.

& Target investments to the Senqu valley and rural mountains, where poverty is
concentrated.

& Create appropriate—real, market-related—incentives for health care workers to serve
in remote areas: Make it pay both financially and professionally to be posted to
remote rural areas.

# Strengthen community-based approaches, so health services can expand

cost-effectively into poorer regions.

Exempt children under five, the elderly, and the disabled from user fees. Increased ef-
forts to recover costs under structural adjustment have often meant across-the-board fee in-
creases. It is important to exempt the poor from such cost increases and to target free health

services to vulnerable groups.

Introduce a free or low-fee package of basic health services. To improve universal access
to basic primary health care, the public health system should identify a package of basic health
services, assign very low fees for services in the basic package and aim for full cost recovery on
all other services. Most of the basic-package services are generally provided by low-end facili-
ties rather than by hospitals, so delivery would be biased toward the poor, since low-end facili-

ties service the poor, not the rich.

Decentralize by allowing facilities to retain certain fees. Service delivery could improve

if health services were decentralized. Local participation in the management and maintenance
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of health service facilities will improve if people feel their paying user fees allow health care

services to function and feel they have local control over the use of such fees.

Pay more attention to important but under-emphasized health problems. It is crucial to
put more emphasis on AIDS prevention, given the potential for an epidemic and the fact that
AIDS tends to strike adults in their prime, leaving whole households without a means of sup-
port. And considering the known links between poverty and alcohol abuse, the sector should

probably also study ways to address problems of alcoholism.
Improving Access to Safe Water and Sanitation Services

Improving health, especially where infectious diseases account for most illness and death,
generally involves making safe water and sanitation facilities more widely available. One study
credited improved waste disposal with a 36 percent reduction of diarrhea in Lesotho, prompt-
ing the conclusion that many sanitary interventions could have a bigger impact on health than
improvements in health care services do, especially in highly contaminated environments. As a
result, government policy emphasizes that all households have access to safe water and sub-

stantially increased access to improved latrine facilities.

To date, however, less than half of rural households in Lesotho have access to clean water,
although the situation is better today (an estimated 35 to 45 percent coverage) than it was in 1984
(14 percent). Sanitation facilities are available to even fewer rural households (less than 20 per-
cent). In urban areas, especially in Maseru, about 80 to 85 percent of households have access to
safe water, and about 60 percent have access to sanitation facilities. Spending for urban water and
sanitation (from both donor and government sources) is proportionately much higher than spend-
ing on rural services. Government policies seem to favor the richer urban population over poorer
urban-dwellers, although this may be partly because of the greater risks of infection and epidem-
ics in densely populated areas. More telling are coverage differentials within rural and urban

areas, which do suggest that the poorest are neglected while better-off areas receive service.

The Government should consider the following measures to give the poor better access to

water and sanitation services:

e

7

*  Review program priorities in the water sector and find ways to make water
distribution more equitable geographically. Safe water is far less available in the
poorest rural districts (Thaba Tseka and Mokhotlong) and the newer areas of
fast-growing towns such as Maseru and Maputsoe.

% Steadily increase government allocations for maintenance of water systems and
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gradually reduce the current dependence on donor resources, to ensure that sectoral

investments are sustainable.

*
Q’O

Strengthen local staffing for central and district management of water and sanitation
programs, to ensure a smooth transition when donor-funded expatriate staff are
phased out. Priority should also be given to coordinating activities in now-separate
rural water and rural sanitation programs, especially in such areas as hygiene
education and promotion.

& Consider subsidizing the building of sanitary facilities, so poorer households can
afford them. The cost of building materials (M400-M500} is now well beyond fhe
reach of most poor families. The high public returns from better sanitation could

justify a public subsidy.

.
*

» Replace up-front connection charges with loans. The main barrier to using
infrastructure services is often that poor households cannot mobilize the heavy
initial connection charges. In urban areas, utilities can be useful conduits for loans
extended to finance connection costs because payment can be secured using regular

billing procedures.
Improving Education

Massive investments in primary education are a common denominator in economic suc-
cess stories all over the world. Top priority should be given to investing in primary education,
for which the social returns are extraordinarily high. Lesotho should aggressively ensure pri-
mary education to as much of the population as possible. A good argument can be made for

providing primary education virtually free of charge.

Spend proportionately more public funds on primary education and proportionately less
on college and university education. Tt is difficult to overstate the importance of primary educa-
tion to a pro-poor economic growth pattern. Lesotho’s general growth in spending on education is
currently pegged at fiscally sustainable levels, so increasing primary education’s share of the sector’s
budget should be achieved mainly by redirecting expenditures within the sector. Some costs can
be cut by continuing to decentralize the educational system, but most of the proposed increase in
spending on primary education should come from reduced spending on tertiary education. Cur-
rently, the government spends only about M200 per primary school student, compared with M1,000

per secondary school student and a staggering M15,000 per university student.
About a quarter of the Ministry of Education’s budget is allocated to the National University

of Lesotho (NUL), which spends three-quarters of its budget on administrative overhead. Stu-

dents at NUL receive a generous “all-inclusive” benefit package (which even includes laundry
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and student-room cleaning services). Students also receive loans, but repayments rates are very
low and Government could show more diligence in recovering these loans. Students in Lesotho,
as in most other countries, should get funding from various sources, including means-tested
and merit-based scholarships and part-time work. But government spending per student is so
high that it would probably be more efficient to send students to first-class South African uni-
versities than to educate them at NUL . The Government could save substantially by financing
scholarships for studies abroad (in particular in South Africa), rather than try to offer compre-

hensive, first-rate tertiary education in Lesotho.

In any case, political changes in South Africa and Lesotho demand that tertiary education
be evaluated more and more from a regional perspective, and achieving “self-sufficiency” in
tertiary education may turn out to be too costly to be sustainable. NUL's academic reputation is
not strong enough to warrant continued across-the-board public subsidies. Instead, NUL should
try to establish a regional comparative advantage in pre-college and college-level education,
possibly with an increased emphasis on technical, health, and education training. If NUL suc-
ceeded in providing bachelor-level college education at a regionally competitive level, it might
increasingly attract paying students from South Africa, which would reduce Lesotho’s fiscal

burden. And the Government could direct those cost savings toward primary education.

Invest more in poorer regions. Investing more in basic education in the rural mountain
zones would be unambiguously pro-poor. But as educational services in remote rural areas
expand, the country must also develop more cost-effective ways to deliver educational ser-
vices. Decentralization would both improve the delivery of education and reduce costs. School
buildings could be maintained more cost-effectively (and more labor-intensively) by local

communities than by a central bureaucracy.

Give qualified teachers an incentive to teach in remote areas. If primary education is
the cornerstone of Lesotho’s human resource development strategy, teachers—the first-line
providers of education—should be paid accordingly. Government should carefully monitor
teachers’ salaries and keep salary levels competitive. To get teachers to work in remote areas,
the system must put together an attractive remuneration package that combines real financial

and career incentives.

Lower the costs to parents of primary and secondary schooling. Basic primary school
fees, currently about M100 a year, are already excessive and clearly anti-poor. In addition, par-
ents must pay many extra costs (for books, school uniforms, and fees to hire extra teachers). And
certain exam fees are prohibitively expensive, often several hundred Maloti. These costs are

biased against the poor and result in high dropout rates. There have been several studies of what
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schooling actually costs parents. These studies should be used to formulate policies to cut fam-
ily costs. General costs could also be lowered through decentralization—for example, by creat-

ing local school boards with authority over local budgets.

Improve vocational and technical education. The general level of schooling in Lesotho
puts it ahead of the rest of the.region, but it is weak in vocational and technical education. Yet
jobs and the economy cannot grow unless firms can hire enough workers with the right skills.
The impact of LHWP on domestic employment has been below expectations partly because the
Basotho labor pool lacked the right skills. Education planning in Lesotho seems to assume that
students will one day be employed in the public sector; the idea of the private sector as a stake-
holder in education is fairly new. But Lesotho’s private sector should be encoufaged to partici-

pate in curriculum design so that the skills mix of the labor pool improves.

The Government, in collaboration with the private sector, should undertake market re-
search to determine what types of vocational and technical education are in high demand and
short supply, and should develop the institutional framework appropriate for providing and
finaricing the vocational and technical education needed. Such a framework might include,
for example, a business training center operated as a joint venture between the Government

and the private sector.

Strengthen informal education for out-of-school youth. The low level of education for
boys is a serious social problem in Lesotho. In the past, it was realistic to expect no more for
boys than a career of unskilled physical work in South African mines, but Basotho parents are
still unwilling to invest in their boys’ education, and instead of sending boys to school often use
them as cheap labor for herding livestock. Declining mine employment will eventually change
people’s attitudes, but the Government can help by actively promoting education and changing
public perceptions about future opportunities for mine work. Next to reducing the cost of pri-
mary education, the Government should consider imposing age restrictions on herding. It might
also be more effective to allow local teachers to earn overtime by providing afternoon and evening
classes to out-of-school youth. The overtime option might add to the allure of teaching in re-

mote rural areas.
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F. STRENGTHENING THE;,SOCIAL SAFETY NET

The first two strands of the poverty reduction strategy—fostering labor-intensive growth
and investing in human resources—aim to reduce poverty indirectly and in the long run. An
essential third strand—short-term and direct—is to strengthen the social safety net. The best
way to begin is to lower the cost of staple foods, expand labor-intensive public works (self-
targeted to the poor), consolidate existing safety net-type programs, and target special programs

to vulnerable groups (Box 5).

Box5 Strengthemng The Safety Net il

Lo Lower the Consumer prlce of malze meal sorghum meal
sorghum and cookmg 011 : o
> Remove trade marketmg, and processmg restrlctlons

> Exempt basic foods from the general sales tax.

e

Expand labor-lntenswe pubhc works.

> Decentrahze planmng and management to looal Commumtles :
| for cost- reductlon effectiveness. i :
> Pay in cash (at below market wages, to make projects self—
targeting), rather than in-kind.

% Provide free food supplements to vulnerable groups.

Several government agencies and NGOs carry out a range of safety net programs in Lesotho,
but these programs are often not reaching the poor in a cost-effective way. There is no frame-
work of priorities (in terms of vulnerable households or individuals to be targeted), impact
monitoring is virtually nonexistent, and the risk of duplication is high—meaning that a single
household or individual could draw benefits from more than one program while others with
equal or greater needs are shut out. The consolidation of a number of existing fragmented and

uncoordinated safety net-type programs can result in substantial efficiency gains.

Administrative targeting of safety-net programs will be difficult, however. The statistical
analysis done in this report concluded that there may be no clear-cut set of household charac-
teristics by which to identify poor households in Lesotho; poor households are not easily
differentiated from non-poor households. And the alternative—to rely on village leaders to

select program beneficiaries—may invite nepotism or rent-seeking. Under the circumstances,
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the best way to target assistance to the poor may be self-targeted safety net approaches—for
example, lowering the price of goods consumed primarily by the poor, or paying below-nor-

mal wages in public works programs designed to strengthen the social safety net.

The safety net proposed here takes three roads to addressing the needs of special groups:
first, making policy changes to lower prices for basic food commodities to indirectly help all
poor households, rural and urban; second, substantially expanding labor-intensive rural public
works projects that give income in-cash or kind to poor rural households with unemployed or
under-employed able-bodied adults; third, giving food supplements to those with special needs

(such as malnourished children and disabled adults), in particular during drought periods.

Lower the consumer price of four food staples—maize meal, sorghum meal, sorghum,
and cooking oil. These foods represent a major share of spending in poor households and a "
minor share in richer households. Lower prices would be achieved principally by abandoning |
trade, marketing, and processing restrictions (which tend to raise the prices of these prod-
ucts). Consumers suffer a per capita loss of M21 a year—or about M126 for an average house-
hold of six**—because of trade restrictions that benefit only Lesotho’s inefficiently operated
industrial mills. In effect, consumers are taxed to benefit producers and the industrial mills.*
Another M26 per capita—or about M156 per household—would be saved if South Africa would
remove its international trade restrictions, and stop protecting inefficient domestic producers
of maize. And because poor households spend proportionately more on food than better-off
households do, current policies are unambiguously regressive. The poorest 20 percent of the
population spends roughly two-thirds of its income on food—especially maize meal—while
the top 20 percent spends only 30 to 35 percent of its income on a much more varied diet,
spending only a fraction of its food budget on maize). Lowering consumer prices for maize

would also benefit labor-intensive industry, by reducing the pressure on wage bills.

Moreover, the Government could consider returning to the pre-1991 exemption of less
refined food staples from the general sales tax. Poorer households tend to consume coarser
qualities of meal, so better targeting might be possible by exempting from taxes only unsifted
maize meal produced by industrial mills and all meal produced by village hammer mills,
while retaining the tax on the more refined meals consumed by the better-off. This option
would be feasible if the contemplated shift to a value-added tax system is implemented. Note,

however, that Lesotho’s value-added tax system will have to be in line with South Africa’s to

18 The per capita loss is calculated assuming a population of about 1.7 million for 1992/93. The total loss each year is an
estimated M35.11 million, even with conservative assumptions about costs.

19 Tg the extent that maize-consuming households also produce maize, consumption losses are partially offset by produc-
tion gains (estimated at about M19 million in 1992/93). But the reduction in losses is relatively small. Domestic produc-
tion accounted for less than 15 percent of consumption in 1992/93.
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prevent smuggling. Because South Africa exempts food staples from the value-added tax,

Lesotho would need to do the same anyway.

Shift from free food distribution schemes toward a substantially expanded labor-intensive
public works initiative. Targeted to the able-bodied but un- or under-employed poor, this initia-
tive would build on existing food-for-work schemes, the labor-intensive rural roads program,
and recent drought emergency relief efforts. It would employ a self-targeting mechanism (be-
low-normal wages) as well as some geographic targeting to reach the poor; it would probably
emphasize cash rather than in-kind wages; and it would focus on projects (such as small-scale
irrigation, feeder roads, foot bridges, anti-erosion works, and afforestation) with high labor- to-
capital ratios as well as high economic returns. Institutional constraints would be relieved partly
by merging disparate government units, partly by establishing mechanisms to effect collabora-
tion between line ministries, but mainly by involving NGOs, private contractors, and local com-
munities in all aspects of program design and implementation. If adopted, this initiative could
be financed by reallocating ineffective safety-net funds as well as through the Lesotho High-

lands Water Project Development Fund.

Provide food supplements to vulnerable groups. The third element of the proposed safety
net program is to replace the current school feeding program with a community-based supple-
mentary feeding program targeted to the most vulnerable groups in Basotho society: malnour-
ished pre-school children, pregnant and lactating mothers, and individuals unable to work
because of severe mental or physical disability, chronic illness, or old age. This program could
build on the recent drought emergency initiative, under which local communities (often the
school feeding committee) weighed children under five and provided meals to those identi-
fied as malnourished. High rates of malnutrition prevail among Basotho pre-school children,

which can seriously limit mental development, learning, and ability to work.

Objective indicators would be used to identify beneficiaries (for example, low weight for
height) with health care facilities or village health workers certifying eligibility. If adopted,
this vulnerable-groups supplementary feeding program could replace the poorly targeted school
feeding program. Financing could come principally from money formerly used to fund the
phased-out or better-targeted school feeding program. Logistical arrangements would rely
heavily on NGO and community involvement, as school feeding now does. Lesotho could also
investigate the feasibility of a food stamp program. Food stamps are like quasi-money, which
beneficiaries can exchange for approved food items in any food store. The government would
guarantee payment of the cash value to the food supplier. We recommend trying this scheme
on a pilot basis, with careful evaluation of the pilots before a final decision on whether to

proceed nationwide.
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Providing food to vulnerable programs is of life-saving importance during droﬁght and
other emergencies. Because Lesotho is so susceptible to climatic and man-made shocks, such
as retrenchments in the employment of mine workers, the government will need to build the
capacity to respond quickly and effectively to sudden adversity. Lesotho’s most recent experi-
ence with drought was ameliorated by the government’s productive collaboration with the
NGO community in delivering drought relief. Rather than rely on ad hoc collaboration, the
Lesotho Council of NGOs and the government should formalize their recent working relation-

ship so a clear institutional mechanism is in constant readiness.
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G. STRENGTHENING

Making a sustained impact on poverty in Lesotho will require coordinated action in many
sectors plus an integrated approach to special assistance programs aimed at reducing poverty. It
is necessary to set clear poverty goals and targets, reorient policies and programs in many sec-
tors, expand some programs and eliminate others, consolidate efforts where there is duplication
and fragmentation, and continuously monitor and evaluate how development programs are af-
fecting poverty. Moreover, all sectors must try harder to reach rural-dwellers, because the poor-
est members of Basotho society often times live in the country-side; often in scattered, remote

communities.

Strengthening institutional capacity is crucial to poverty reduction. The resources now de-
voted to poverty reduction would be far more effective if there were less program fragmentation
and duplication and better coordination of public and NGO resources. NGO’s donors and cen-
tral and local governments have sometimes succeeded in cooperating on poverty-reduction pro-
grams, but usually in programs giving direct income transfers to households. Coordination of

broader development programs has been much more limited.

Strengthening government’s capacity to design and implement poverty reduction strategies
would involve reforming the civil service, decentralizing authority, privatizing activities better
suited to the private sector, improving planning and budgeting, merging fragmented program
units, developing a transparent poverty reduction program from the Development Fund, and

doing annual household surveys (see Box 6).

Box 6: Policy Recommendations for Improving Institutional Capacity

% Reform the civil service. : 5
% Decentralize political, fiscal, and administrative authority.
% Privatize activities better performed by the private sector.

L Improve planning and budgeting.

% Merge ﬁ:agmented program management umts :
< Des1gn and implement a poverty reduction program of

investments financed from the Development Fund.

% Start doing annual household surveys.
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Reform the Civil Service

A decline in civil service performance has contributed to Lesotho’s current crisis in gover-
nance. In the near future, with the help of the UNDP, the Government will implement the civil
service reform Lesotho urgently needs. Civil service reform will require making some politically
difficult choices. First, the Government must take a hard look at which activities to undertake and
which to shed. Many services currently provided by the public sector—tractor services, for ex-
ample, and the maintenance and cleaning of government buildings—could be privatized with no
net reduction in employment in the economy. If the Government wants a high-quality civil service
that undertakes only those activities that the government should be doing (for example, ensuring
law and order, delivering social services, providing public infrastructure, and regulating economic
institutions), it must ensure its civil servants both good pay and rewarding careers. And that
means reducing the size of the civil service to avoid a fiscal crisis. A civil service reform program

that postpones these difficult choices will fail even before it begins.

Decentralize Authority

Decentralizing political, fiscal, and administrative authority is the key to reducing the cost
of, and hence expanding, the delivery of infrastructure, utilities, and social services. Decentral-
ized planning and execution can yield substantial efficiency gains because coordination and
information cost less. At the heart of rural development, for example, is a core of rather simple,
small investment projects, such as the construction of rural roads and bridges, the digging of
wells, the development of small-scale irrigation, and the building and repair of schools and
maternities. Planning and executing such activities locally does not usually involve complex
and costly coordination or information gathering. But when you coordinate and implement
simple activities through a far away central bureaucracy or project authority, rural development

does become both complex and costly.

To be effective, decentralization must proceed along all three paths: political, fiscal, and
administrative. The key is public accountability, which is why leaders should be chosen locally,
finances should be controlled locally, and administration should be the responsibility of local
authorities. Assigning clear responsibilities to a particular government unit and a specific ser-
vice is essential to successful decentralization. If local government does not have clear financial

and managerial discretion, it cannot be held accountable for either success and failure.
Local election of councils, committees, and mayors can greatly improve political account-
ability but other measures are also needed, especially in Lesotho, which has just emerged

from a long period of authoritarian rule characterized by weak local institutions. Such supple-
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mentary measures typically include regular consultation with constituents, strong monitoring

of user satisfaction with local services, and the linking of civil servants’ career paths to their

responsiveness to constituents.

To be held accountable, local leaders must have fiscal and administrative control. This means
control over revenues, which means there must be adequate local finance laws, covering budget-
ing, financial reporting (accounts and audits), taxation, contracting, and dispute settlement. Most
important, fiscal accountability requires being able to tax and to charge user fees. The key to
making decentralized government more sustainable is to allow more local revenue raising, which
includes getting those who use public services the most to pay the most for them. Transfers from
the central government should be widely publicized, for transparency. In Lesotho this means,
among other things, widely publicizing the existence and operating guidelines of the Develop-

ment Fund (in which LHWP revenues accumulate) and all allocations made from it.

In Lesotho, decentralization may initially be hampered by a shortage of the skills and
technical expertise needed for even simple village projects. Here, NGOs and associations of
private firms can help enormously, both to ease the transition from central to local rule, and to
help make the delivery of services more efficient. But local stakeholders should ultimately be
responsible for deciding which particular NGO or firm to hire to help with project planning or
execution, or whether to deliver a specific service. Local capabilities will not grow if man-
dates and resources are simply transferred from the central bureaucracy to NGOs and private
firms that bypass local stakeholders. Rather than fund NGOs directly, central government
could allocate resources to the local administration and let it decide how it wants services to

be delivered—with what mix of line ministries, NGOs, and private firms.

Political, fiscal, and administrative decentralization can quickly and dramatically increase
the number of successfully executed development projects. The key to success, based on in-
ternational experience, is to stress the importance of all local stakeholders participating di-
rectly. Three principles are important to remember. First, beneficiaries should be involved
directly, not through intermediaries who claim to represent the community. (Consulting with
local officials and NGOs is not a substitute for the direct participation of beneficiaries through
something like a regularly held town or village meeting). Second, early consensus should be
sought on project proposals, so costs are kept low and project design is more appropriate in
terms of technological complexity and labor intensity. Third, cash or in-kind contributions
should be mobilized up front. This not only reduces costs to the government, but increases
local commitment, ensures the true setting of priorities, and increases the likelihood of the

community’s subsequent maintenance of the project.
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Privatize Activities Better Suited to the Private Sector

The civil service could be reduced considerably and made more efficient through privatization.
Viewing itself as a necessary substitute for what it views as the weak private sector, the government
continues to involve itself in productive and trading activities. Ironically, loss-making parastatals
are staffed by relatively well-paid civil servants who are unequipped to run companies, while the
delivery of social services is declining because civil servants working in those sectors are underpaid
and have no career prospects. The government should stop trying to substitute for the private sector,
and the people running crucial public services should be paid adequately. Careers in public health

and education should be well-rewarded, attractive career options.

The privatization of parastatals and state companies could give the government the resources
it needs to focus aggressively on activities that address core unemployment and poverty prob-
lems. Because privatization is a politically sensitive issue—mainly for fear of foreigners taking
control of previously state-owned companies—it is tempting to proceed at a snail’s pace on
privatization, but that would be both costly and counterproductive. Experience elsewhere dra-
matizes the many pitfalls of a gradualist approach to privatization and the greatly increasing
cost to Government. The government’s Privatization and Private Sector Development Program,
funded by the World Bank, adopted a process (rather than blueprint) approach, which should
make possible the design of a privatization strategy that will suit conditions in Lesotho, one that

should be able to achieve quick results.
Improve Planning and Budgeting

In Lesotho, annual planning and budgeting often merely replicates historical budget alloca-
tions. There seems to be neither an adjustment to new priorities or a phasing out of old ones. A
rudimentary start was made with public investment planning by incorporating data on develop-
ment aid flows from donor agencies into budget numbers under the Public Sector Investment
Program (PSIP). But to date no efforts have been made to scrutinize the PSIP and to check for
consistency with the government’s stated policy objectives. The Ministries of Economic Plan-
ning and Finance should take the lead in establishing a truly planned budget process; one that
is reflected in the PSIP. Regular consultations with the Ministry of Employment ensure that the

goal of increasing employment is considered in all project design and evaluation.
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Merge Fragmented Program Units and Consolidate Safety Net
Programs

One problem with Lesotho’s safety net programs, administered by several government agen-
cies and NGOs, is that initiatives are highly fragmented. The most pernicious effect of multiple,
uncoordinated programs may be their effect on Lesotho’s institutional capacity to provide assis-
tance. As various initiatives to help the poor were launched, it was apparently more convenient
(and more attractive to external funders) for the government to establish a new office or depart-
ment in a ministry to supervise the program than to strengthen an existing government struc-
ture. As a result, there is a plethora of program offices, often with roughly similar mandates,
each staffed by one or two national professional staff and varying numbers of expatriates. When
expatriate staff are withdrawn, usually upon completion of donor projects, the weakened units
are left behind, each with less than a critical mass of Basotho staff to implement the mandated
program effectively. To transfer resources to the vulnerable groups more efficiently, and to en-
sure the sustainability of safety net programs, it is important to consolidate units, and the pro-
grams they manage, into larger entities géared to reaching clearly specified target populations.

Some initiatives might be replaced and some might be expanded.

As mentioned earlier, the government could establish a more consolidated safety net sys-
tem targeted to the poorest individuals and households and focusing on: (1) self-targeting mecha-
nisms (where feasible) other than administrative targeting, because self-targeting costs less and
is better at reaching the poor; (2) the need to consolidate disparate units to strengthen national
capacity for program management; (3) strengthening existing delivery mechanisms rather than
creating new ones so to avoid straining Lesotho’s already weak institutional capacity; (4) devel-
oping partnerships with NGOs and the private sector; and (5) making the best use of limited

budgetary resources.

Duplication and lack of coordination among complementary operations characterizes other
government and parastatal bureaucracies, too. The Ministry of Works has two units responsible
for paved roads and intermediate roads, for example, while the Civil Works Section of the Min-
istry of Home Affairs is responsible for unpaved roads. These three sections should be merged
into one roads department. Similarly with soil and water conservation: units responsible for
donga reclamation, conservation works, and village water supply, which operate in different
ministries, could cut costs substantially by merging. Water and sewerage are provided through
three organizations: the Ministry of Natural Resources, the Water and Sanitation Authority, and

the Ministry of Home Affairs. Reducing such fragmentation should increase cost-effectiveness.
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Also problematic is the inadequate, fragmented attention paid to small-scale local entrepre-
neurs. LNDC treats foreign investors to a one-stop investment center but local entrepreneurs
have to battle with various bureaucracies, with no support from a strong advocacy institution. A
merger between LNDC, Basotho Enterprises Development Corporation (BEDCO), and the Busi-

ness Advisory and Promotion Service (BAPS) should be considered.

Design and Implement a Transparent Poverty Reduction Program of
Investments Financed from the Development Fund

The Development Fund collects revenues attributable to the Lesotho Highland Water Project.
A transparent, decentralized mechanism to use part of these funds for poverty-reducing invest-
ments such as rural infrastructure would improve the LHWP’s status. The pilot community
survey program undertaken with UNICEF’s assistance, seems a promising example to replicate
nationally. From these community surveys, done by villagers themselves, can emerge priority
investment activities that could be funded from the Development Fund. Currently, the mecha-
nism through which village-level projects are proposed for funding from the Development Fund
is in the process of being elaborated. The government should pay particular attention to the
design of the management and disbursement mechanisms of the fund. The potential of this fund

to create a decentralized, national program of poverty reduction is substantial.
Start Doing Annual Household Surveys

Too much time and effort is wasted debating who the poor are and whether or not they are
hurt by policy changes such as those advocated under structural adjustment. Computer technol-
ogy reduces the financial and manpower demands of representative household surveys to a
fraction of their former levels. These surveys should be conducted annually, with sections on
income, spending, assets, and other indicators of social welfare, perhaps supplemented each
year with a section with a special emphasis for that year (such as nutrition, gender issues, land

tenure, and local government).

To stimulate applied research, the data should be put immediately into the public domain.
And Government could contract for a private institution (a consultancy firm or the National
University) to annually analyze the state of the economy, especially in terms of poverty and
employment. The survey analysis could serve as an independent assessment of how Govern-

ment is doing in important areas.
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The various policy recommendations discussed above will need to be prioritized. A first
attempt is made to differentiate between policy actions which are likely to have a high or me-
dium impact on poverty reduction, and between policy actions which are feasible to implerhent
in the short or medium term (Table 3). The poverty impact of a particular policy action derives
from the poverty profile. The feasibility derives from a rough assessment of implementation

constraints and incremental fiscal costs.

Table 3. Prioritizing the Policy Actions

Poverty reduction Feasibility

Short term Medium term
High impact Policy 1 Policy 2
Medium impact Policy 2 Policy 3

The resulting prioritized summary matrix of policy recommendations made in this report
is reprinted below (Box 7). It is suggested that this matrix can form an input into a more wide
and inclusive process of public debate aimed at designing a concrete set of programs to reduce

poverty in Lesotho.
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FOSTER LABOR-INTENSIVE GROWTH,

E In Agrlculture

*,

& Remove prlce, marketlng, and processmg dlstortlons

o

L Invest in rural 1nfrastructure that supports mtens1fied agrlculture and

~ the productlon of export crops

o
>

Make ]and tenure ( and Women s r1ghts to Iand } more secure and rental

markets more ﬂeX1b]e

‘ Promote a reductlon m herd 51ze

by
e

. 7
"0

Reorlent agrlcultural reseaIch and extensmn

~In the Small Busmess Sector f‘ "

Make it easier for small entrepreneurs (espec1ally women) to get credlt

e
0'0

and do busmess ‘

02
0'0

Sh1ft the emphas1s away from broad entrepreneurshlp trammg in
manufacturmg toward trammg in sk1]]s needed in the eXport cmd
service sectors. ‘ "

% Develop rural and urban marketplaces.

In Export-Oriented Light Manufacturing:

< Keep minimum wages at a competitive level.

% Improve industrial relations.

% Reduce utility costs by increasing competition, regulation, and
decentralization in the utility sector.

< Root export firms more firmly in the economy by selling them factory shell‘sk :
and leases and by supporting skills training that promotes the use of local

skﬂled Workers in the export mdustry

In Tourism:

9,

%  Work much more closely with South African travel agents.

0,

% Develop a special “Lesotho package.”

Through Infrastructure Investments:

0/

- <% Use private contractors on public works.

.

< Invest more using labor-intensive approaches, but decentralize

implementation.
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. Invest more in educatzon in poorer reg1ons

9,
R >

Lower the cost to parents of prlmary schoolmgr
i Strengthen mformal educatlon for out-of-school youth

% ‘,‘.Improve Vocational and technlca] educatmn e Y

,".C'reate 1ncent1ves for qua]1f1ed teachers to teach 1n remote areas
‘,;Spend proportlonately more on prlmary educatlon and proportlonately

e less on college and umversﬁy educatlon

: Lower the cost of staple foods :
e ;> Remove h:ade marketmg, and prooessmg restrlctlons

> Exempt basic foods from the general sales tax.

'Vu]nerab]e grou ps 1nc]ud1ng an 1mproved drought relief program.

INVEST N HUMANRESOURCES o

STRENGTHEN THE SAFETY NET -

EXpand labor-intensive pubhc Works.

> Deoentralize planning and management to local communities for
cost-reduction effectiveness. :

> Pay in cash (at below market wages, to make pro1ects self—targetmg)
rather than in klnd : :

Target spec1a] programs [food-stamp type programs for examp]e} to

IMPROVE INS'I'ITU'I'IONAL CapacITY
Design and implement a poverty reduction program of investments, financed :
from the Development Fund of the Lesotho Highlands Water Project.
Decentralize po]itica] fiscal, and administrative authority.
Reform the civil service. o
Privatize activities better performed by the prlvate sector.

Improve planmng and budgeting.

Merge fragmented program management umts

Start doing annual household surveys.
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