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Chapter 1
Background Information on the Country
Introduction
1. Lesotho with its population of 2.2 million is included amongst 42 least developed countries (LDCs) with a total population of 440 million.  The group of LDCs constitutes the weakest segment of the international community.  Like all LDCs Lesotho is particularly ill-equipped to develop its domestic economy and ensure an adequate standard of living for its population.  Thus the economic and social development of LDCs represents a major challenge for themselves as well as for their development partners.

1.1
The national goals and objectives

Consecutive National Development Plans for Lesotho have sought to address the following priority goals and objectives: Poverty Reduction, Employment creation, conservation of Lesotho’s environment and natural resource base as well as management of population growth within a sustainable and growing economy. The aim of these plans was to promote sustainable human development resulting in improvement of the quality of life for all Basotho.

The above objectives were only partially met, as economic growth measured by GNP growth rate averaged 5% between 1988 and 1998 his growth was mainly due to considerable construction activities under the Lesotho Highlands Water Project (LHWP) and the expansion of the textile manufacturing industry.  Population growth rate was also maintained at a low level of 2.6 percent during the same period. However, poverty continued to declining agricultural productivity caused mainly by unfavorable climatic conditions, a rapid spread of HIV/AIDS, insufficient capacity of the security system manifesting itself into high theft and crime rate, inadequate coordination within ministries and with other stakeholders and limited monitoring to ensure adequate attention to implementation of programmes and projects.

1.2
The policy planning process in transition

After independence, Lesotho adopted a strategy of five year development plans for articulating policy direction. These plans were also used by the donor communities to support Lesotho’s developments efforts. The first of such plans came into operation in 1970, covering 1970/71-1974/75. In 1996 Lesotho shifted to three year rolling plans, thus her Six National Development Plan covered by1996/97-1998/99. The main emphasis of these plans has been to improve the well-being of the people of Lesotho. 

The realization that Lesotho needs a long term national vision to guide short to medium term policies and strategies, and also that in the absence of such a vision, policies are more reactive to either international/regional developments or to internal problems, than being strategically planned to take advantage of Lesotho’s opportunities and market competitiveness, led to yet another transition in Lesotho’s planning process. Since March 2000, Lesotho has been in the process of developing a 20 year comprehensive vision. The National Vision 2002 is planned to be completed in the first half of 2003

Chapter 2
National Policies of Poverty Reduction
2.1 Priority Poverty Reduction Policies 
The policy matrix shown in the I-PRSP has been the subject of a Joint Ministers’ Task Force and Technical Committee (JMTFTC, who, with the co-ordination of the Fiscal Analysis and Policy Unit (FAPU), have been updating both its size and implementation. Equally importantly, the sources-of-growth-and-employment study referred to above – which also examined distribution/re-distribution aspects of prospective growth – has suggested the policy options to be examined by the Macroeconomic Management Working Group that mainly focused on establishing the resource envelope. In fact, the format of the PRSP is such that only priority poverty reduction policies and strategies have been selected, as a result of a serious problem analysis carried out before drafting the document.
This SWG comprises the FAPU; Budget and Debt Sections of the Ministry of Finance; the Central Bank of Lesotho; the Department of Economic Policy and Bureau of Statistics, of the Ministry of Development Planning; UNDP; the Standard Bank Group; indeed a broader consultative network than the JMTFTC. The objective of this effort is to ensure that Lesotho’s medium-term macro-economic strategy within which the PRSP is embedded, is, itself, an outcome of a participatory planning of the nature, size, and flow of the resource envelope to be made available for the next three years of implementing the PRSP. It is therefore plausible that, taken together, the Lesotho Parliament, SWGs, TGs, as well as the community-level structures consulted, do cover an inclusive policy environment characterized by linkages and syntheses required for addressing short-, medium- and long-term concerns for economic growth with equitable distribution. 

Also, a word must be said about the timing of other major policy-related national-level initiatives: the National Vision 2020, the Public Sector Improvement and Reform Programme and a National Civic Education Network (the latter under formation by a Task Force co-ordinated by the Independent Electoral Commission). Documents defining these initiatives are all targeted for completion this year; and under the new political dispensation, it can be hoped that policy dialogue will be espoused, as part of ‘the Network’, whose intended outcome is greater awareness and appreciation among citizens in Lesotho of democratic values and principles (I-PRSP: 2000, 23-24). It is noteworthy that the Lesotho Council of NGOs is a member of the Network and has already introduced the subject in its Civil Society Poverty Reduction Forum for joint policy dialogue with the JMTFTC.

As part of a conducive policy environment for preparation of the PRSP, the Government of Lesotho has created a Poverty Fund Account, which is a basket fund with contributions by Ireland Aid, DFID, UNDP, UNICEF and the Government of Lesotho. The partners have signed a Memorandum of Understanding that provides for additional resources to be secured from other sources but has guaranteed the minimum financial resources necessary for production of the Zero Draft PRSP. The Fund was actually sufficient for production of a full PRSP. 

Chapter 3
Small Medium and Micro Enterprises
Situation Analysis
The Small, Micro and Medium Enterprises (SMMEs) form a sizeable component of Lesotho’s economy.  It is apparent from this background that small-scale enterprises have been found to play an important role in the economy of Lesotho in creation of employment especially for the semi-skilled and unskilled labour force.  In Lesotho, the majority of these enterprises are located in the rural areas where the poor people live.  The enterprises of this nature do not require sophisticated infrastructure, therefore, they can be set up anywhere in the country.  Their promotion and development will undoubtedly, go a long way in addressing the poverty problem in the most remote areas. 

Opportunities of SMMEs

a) Cutting-across all the sectors affords ability to create market niche in all types of businesses through improved economic and physical infrastructure.

b) Expertise can be provided by individuals or groups informally or formally,

c) Customized products / services can be provided for specific market requirements,
Increased demand for business support
Because of the continuing retrenchment in both the South African mines and public sector enterprises here in Lesotho result in many people seeking ways in which to profitably invest monies received in compensation.  In this way the demand for SMMEs’ services will increase in the identification and realization of opportunities for self-employment.  Another contributing factor to the increased demand for business support services will be the improvements in infrastructure under the Lesotho Highlands Water Project.  The improved road infrastructure and locally produced electrical energy should reduce both the business start-up and operating costs, by easing access to production inputs and markets.

Current interventions

1.  ADB Line of Credit
This intervention is ongoing.  The LNDC can assist local entrepreneurs with loan finance for agro-industry projects.  The total project cost must be over M0.5 million and the activities must be in processing and or manufacturing.

There are a number of projects under consideration for funding under this facility.  When they take off they will generate more than 800 jobs for Basotho.

2.  Reconstruction Fund by BEDCO
After 1998 Political riots the government of Lesotho set aside five million Maloti (M5M) to assist the SMMEs who were adversely affected by the 1998 political riots.  The fund was housed at BEDCO as a micro financing scheme.  The scheme is revised with a view to comply with the Micro finance international standards and best-practices; group solidarity anchored on peer pressure.  Delivery capacity and wide out-reach will be enhanced under the new approach.  To-date, two hundred and seventy-five (275) entrepreneurs have benefited under the scheme from the districts of Maseru, Mafeteng and Mohale’s Hoek.

3.  SMME Network and GTZ/SMME Project
The project started in 2000 as a pilot program, while the main phase commenced in August 2001.  The main objective of the project is to support the increased contribution of the SMME sector through sustainable job creation.  This project target group is at the intermediary level, the Business Development Service Providers (BDSP), which then service their respective clients or entrepreneurs.  The project focuses on capacity building of these organizations so that they deliver effective, efficient and sustainable services to SMMEs.

4.  BEDCO - Industrial Parks and Commercial Centers
BEDCO has established industrial estates in six districts; the seventh estate is under construction in Botha Bothe.  This is in pursuit of the decentralization of SMMEs service delivery.

5.  National Government Procurement
Efforts have been made to assist local enterprises to participate in the National Government Procurement function; currently the procurement function is being reviewed with the purpose of transforming the system to make it accessible to the local enterprises.

Chapter 4
The Problem Analysis of the Sector
The prosperity and development of this sector has been hampered by the non-existence of the SMME policy for so many years.  The sector has, so far, received meager attention despite the fact that it has great potential in employment creation and income generation.  Other challenges, which make it difficult for the sector to participate effectively in the main stream of economic activities, include:

a) Difficulty in accessing financial assistance.  Even some of the development funds alluded to here has stringent requirements that make it difficult for SMMEs to break-through.

b) Failure to meet schedules (completion of jobs and timeous supply of goods and services),

c) Vulnerability to stiff competition in the globalized market,

d) Exposure to natural and man-made hazards e.g. HIV-AIDS, and other un-curable diseases, theft and burglary,

e) High “Xerox” syndrome in SMMEs - copying each other without adding value and heavy dependence on imported goods and services,

f) Limited access to research and development.

g) Inadequate industrial infrastructure

h) Lack of linkages between small and large entrepreneurs

i) Limited entrepreneurial skills

Policy Framework
1.  Description of the Existing Policy and Legislative Situation
Two sets of high-level focus which bear on the promotion and development of the Small, Medium and Micro Enterprises (SMMEs) sector are identified along the following imperatives:

The first imperative is in the form of the National Industrial Policy and the Small, Medium and Micro Enterprises Policy both of which are in the making.  The absence of these policies led to the fragmented approach and implementation of well-intended initiatives to grow the sector.

The second imperative takes the form of legislation act i.e. small business act that harmonize with financial acts and regulatory acts in other sub-sectors.  It must be mentioned that some of the legislations and regulations are counter-productive and to a far extent stifling the vibrancy of the very same sector they are intended to promote.  The majority of the micro and small scale enterprises are women-owned and -driven.  Women may not enter into contract transactions without their spouses.  The Company Act does not provide for the needs of the micro and small enterprises because of the cumbersomeness and complexities.

It is quite apparent that there is a “knife-edge” between these two imperatives to define.  In defining the knife-edge there is a need to agree on the division of labor, i.e. who must do what and how.  The basis would be defining and agreeing on the meaning of the terms: Small, Medium and Micro Enterprises.  Once the definitions are made there would be an enabling policy strategies targeting at the development of each sub-sector.

Chapter 5
SMME Strategies for Poverty Reduction
The following strategies will be employed to effect the combatment of poverty:

1. Enhancement of scope and out-reach through Infrastructure Investment
(i) Labour intensive infrastructure can help reduce poverty in one or many ways, for example: the poor would benefit from infrastructure developments and maintenance directly, as wage labourers and indirectly as consumers of private firms emerging as spin-offs in the improved environment.  For instance: maintenance of the newly constructed public roads and bridges, school buildings and small-scale water supply system, construction and building of industrial parks, estates and factory shells.

 ii) Expansion of the Estate Networks;

SMMEs need workshops, kiosks, machine hire services, specialized material for their manufacturing and small occupations enhanced by the availability of BEDCO and LNDC estates varying the sizes required.

2. Improve access to capital and to business advice
Modern institutions, especially Lesotho’s domestic commercial banks, generally fail to reach the neediest part of the population with the small amounts of capital they need.  They especially don’t reach women and rural dwellers.

The traditional savings and credit organizations or community-based organizations (CBOs) seem to work.  They serve both men and women and seem to be able to maintain financial discipline among their members mainly through peer pressure.  BEDCO “SOLIDARITY GROUP” Micro finance Scheme is being developed from what used to be “Reconstruction Fund for the 1998 Political Riots Victims”.  The scheme will now spread out through the whole country especially the poverty stricken areas.

Other initiatives come through Central Bank of Lesotho:

- Rural Finance and Enterprise Support Project (RF&ESP)

- Export Finance Guarantee Scheme

- Development Fund Scheme (in the pipeline)

3. Focus of Small Business and Entrepreneurial Training
Experience in Lesotho and elsewhere has it that the local entrepreneurs will emerge from the pool of skilled workers in formal industry (machinists, technicians and supervisors) rather than from the pool of unemployment and self-employed.  Perhaps, it is time that focus should shift to primary school level curriculum to start teaching and training entrepreneurship in industry (Manufacturing trade and service sectors).

4. 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 and/or rely middlemen and traders to convey to them information about their products market demand.  Other initiatives could be considered; rotating periodic rural markets, flea markets, etc., would give small business operators an opportunity to sell and advertise their merchandise to more clients.  BEDCO has already taken up this initiative (Flea Market) and the private sectors will hopefully join.

5. Enterprise Development Process
This entails the holistic efforts concerted with the view to create and support small manufacturing enterprises.  The process of enterprise development comprehensively addresses aspects such as enterprise establishment, sustainability, incubation, competitiveness improvement, and the design and implementation of national support programmes.  The envisaged projects or programmes are:

a) Establishment of National Productivity Center.  The project Proposal   has been approved by Government Projects Approval Committee some 3 years back but it could not take-off because of lack of funds.

b) Research and Development Unit establishment, which will serve as idea-generation, design products prototypes, market and Technical feasibility studies, etc. for SMMEs.  BEDCO as the direct Government organ to promote SMMEs is already preparing itself for this under-taking.

c) Business Incubation and support to be rendered on-site (at estate centers).   The technical support on business, markets and legal support to foster growth will also be provided.   

d)  Identify potential local and international large companies for possible matching with our small entrepreneurs.  

6. Fostering Labor-Intensive Growth in Export-Oriented

Sandstone cutting

Sandstone is one of the few abundant resources available in the country.  It is a traditional building material in Lesotho and several landmarks have been constructed over many generations, using this abundant resource through out the country.  The potential of developing this industry has long been realized and the people of this country are in agreement that Lesotho’s economy shall be boosted through utilization of its three major resources, namely; water, people and sandstone.  The exploration of this product through mining and fabrication can address the problem of poverty by creating employment for the people of this country while also supporting the production sector thus supporting the economy of the country

Leather processing

Lesotho is essentially a pastoral country, with a very high percentage of Basotho owning livestock as a form of wealth.  The fact that a great majority of the skin and hides are wasted or under utilized without any substantial economic benefits to the country constitutes a major constraint to the development of the sub-sector.  In the rural areas, large quantities of skin and hides are simply thrown away and not even given preliminary treatment to enable them to be sold.  The intervention to be undertaken in this sub-sector is to strengthen the leather and leather products training facilities in order to sustain pool of qualified personnel in leather and leather products manufacturing needed in Lesotho.

c) Fostering and investing in labour-intensive Agricultural and Rural   Development (Fruit and vegetables processing)
      

Agriculture alone cannot generate enough income to support the present rural population.  There is a need to improve agricultural performance by putting in place the right policies: diversifying towards high-value export crops, involving the private sector more in marketing and processing and improving land use efficiency:

Moving toward crop diversification non-traditional crops such as asparagus, potatoes, saffron, apples, pears and peaches, etc., have already been identified as products for which Lesotho might have a comparative advantage and are intensive-intensive.

7. Improved Economic and Social Infrastructure
The improved road infrastructure should reduce the costs of providing business support services by making it possible to reach more SMMEs.  Availability of locally generated electrical energy should lead to improvements in efficiency as modern technologies can now be used to deliver.

HIV\AIDS Epidemic

The alarming rate of HIV\Aids infection amongst the workforce and the SMMEs promoters results in man\hour losses and deaths. 
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