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EXECUTIVE SUMMARY 

Overview of Findings and Recommendations 

Framework Analysis Policy Implications and Options Leading Institutions 

The MoFDP has not yet been empowered to efficiently 

carry out its central gate-keeping functions of providing 

guidelines, manuals, and monitoring of different stages 

of the PIM system. 

Enhance top political support for the PIM 

reforms and assign a central role to the 

MoFDP. 

The GoL and MoFDP, 

with the support of 

donors. 

Projects/programs are not always closely linked to 

national development priorities. The existing strategic 

documents define the sector objectives and priorities in 

broad terms and lack coherence.  

Link projects to long-term development plans 

in accordance with sector priorities, especially 

as Lesotho is adopting the new NDP and 

preparing a PSIP.  

The MoFDP, in 

coordination with line 

ministries. 

There are challenges to integrating capital projects into 

the MTEF. 

There is a long-standing weak link between investments 

and recurrent costs. 

There is no strong policy framework to guide resource 

allocation. 

Strengthen capital spending and integrate 

capital and current expenditures through 

effective implementation of the MTEF.  

The MoFDP, with the 

support of line 

ministries. 

Re-establishment of the PAC has brought some order to 

the formal process of project formulation and appraisal, 

but the process remains weak. 

Guidelines for the control of time and costs, 

monitoring, and project adjustment during the 

implementation phase are inadequate. 

Improve the quality of PIM through further 

institutional and procedural reforms over the 

short to long term, for example, revising the 

PAC guidelines (short term) and instituting 

changes in institutional arrangement and 

procedures to select projects (medium to long 

term). 

The MoFDP, in 

consultation with line 

ministries and other 

stakeholders. 

There is limited demand and low capacity for rigorous 

project appraisal. 

Create demand and build capacity for appraisal 

at various levels with well-sequenced and 

continuous training at the level of both the 

MoFDP and MDAs. 

The MoFDP, MPS, and 

line ministries, with the 

support of donors. 

Given the government’s limited capacity, the question 

of outsourcing project appraisal was raised. But the 

potential benefits and costs of the two alternatives (in-

house and outsourced appraisal) have to be weighed. 

Consider the benefits and costs of outsourcing 

the project appraisal function vs. in-house 

appraisal. 

The MoFDP, in 

consultation with line 

ministries. 

There is a lack of effective monitoring of 

projects/programs by the MoFDP during 

implementation and ex-post.  

Project adjustment does not take place as a result of any 

systematic review by a central agency. On the other 

hand, there is a tendency for the line ministries to 

continue projects/programs even if their net benefits are 

put in doubt by changes in circumstances. 

Establish an effective and accountable 

mechanism for monitoring and ex-post 

evaluation, such as the two-level M&E, first at 

the MDAs and second at the MoFDP, which 

should be linked to release of funds based on 

performance. 

The MoFDP and line 

ministries. 

The pilot PPP achieved initial success in the health 

sector. But this modality generally involves high risks 

to achieve high rewards.  

Refine the PPP model and potentially extend it 

to more sectors, for example, infrastructure. 

Careful planning for extending the PPP models 

should be envisioned, including establishment 

of a legal framework and guidelines, and 

capacity building in contract management. 

The MoFDP, in 

coordination with line 

ministries and with 

support from donors. 

Decentralization just started recently and there is still a 

learning curve for both central government agencies— 

including the MoFDP—and local governments.  

Appropriate systems and the workforce with the skills 

needed to support local governments are required. 

Augment the quality of PIM through effective 

decentralization with appropriate delegation of 

the PIM functions to district councils in line 

with a timeline for local capacity enhancement. 

 

The Ministry of Local 

Government, MoFDP, 

Ministry of Works and 

line ministries, 

especially the Ministry 

of Health and Ministry 

of Education. 
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The Kingdom of Lesotho is a small country completely landlocked within Africa’s biggest 

economy, the Republic of South Africa. The country’s small population of 2.1 million, with a 

young and large labor force, is shrinking due to declining fertility and increasing mortality. 

Although only 9 percent of its total land area is arable, Lesotho has traditionally relied on 

subsistence agriculture and has only begun to capitalize on its natural wealth of diamond mines 

and hydropower. Its close ties to the South African economy have helped Lesotho stabilize its 

exchange rate and water exports and cleared a path for the remittances received from Basotho 

miners in South Africa.  

 

In the past decade, Lesotho has achieved substantial progress in growth and per capita 

income. But there remain numerous challenges to its economic and social development, which 

require that greater attention be given to the role and quality of public investment. Having 

arrived at a low-medium-income status, Lesotho’s gross domestic product (GDP) per capita was 

$1,023 and gross national income (GNI) per capita was $1,080 in 2010 (Atlas method). 

Consistent growth of an average 3.7 percent over the past 10 years has been largely driven by the 

emergence of two export-oriented industries: the garment and clothing industry and diamond 

mining. While per capita income has doubled since 2001, Lesotho is still the least developed 

country in the Southern African Customs Union (SACU). The country faces serious challenges 

on the human development front, among the most acute of which is the high prevalence of 

HIV/AIDS. According to available data circa 2002–03, about half the population (43.4 percent) 

lived below the poverty line and youth unemployment rate was estimated to be higher than 50 

percent (WDI). Wealth distribution is highly inequitable, with the Gini coefficient of 63.2, higher 

than that of South Africa, Botswana, Mozambique, and Swaziland. There is a strong correlation 

between geography and poverty, which is concentrated in the mountain areas where service 

delivery is also more difficult. 

 

In terms of governance, Lesotho has made significant progress toward strengthening 

governance institutions since its transition to democracy. The government has embarked on an 

ambitious program of Public Sector Improvement and Reform Program (PSIRP) in response to 

the need to strengthen governance as a basis for achieving accelerated growth and poverty 

reduction. Nonetheless, it is perceived that institutional weaknesses have hindered government 

efforts to improve the efficiency of public spending in general, and public investment 

management (PIM) in particular. Public financial management, particularly public sector 

procurement, is perceived as an area most vulnerable to suboptimal practices. 

 

The high level of public expenditure has raised concerns about fiscal sustainability, as it is 

based on historically high SACU receipts. The government has used public expenditures as a key 

tool in the fight against poverty. But such expenditures have reached high levels, averaging 

around 60 percent of GDP over the past 3 years. Public investment in turn has increased from an 

average 7.5 percent of GDP between 2003–04 and 2006–07 to 10 percent in 2006–08, and shot 

up in the past 2 years, reaching 21 percent in 2009–11. Such a high level of public spending may 

not be sustainable over the medium term, given that it is largely based on high SACU transfers. 

In the coming years, SACU transfers are expected to decline and stabilize at significantly lower 

levels.  

Strengthening the PIM system could generate considerable economic gains, directly 

translate into better service delivery, and facilitate the structural economic transformation in the 
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country. A trend analysis of Lesotho’s public investment shows that capital budget allocations 

have favored public works, finance and planning, and natural resource management. Ministries 

in charge of these areas consistently receive the highest investment as a percentage of GDP. 

Sources of financing for capital projects include the government, foreign grants, and loans. The 

overall outturn rate has improved significantly in the period 2008–09 to 2010–11, when it 

reached above 80 percent of the capital budget, in contrast with the persistent “execution deficit” 

of the previous years. For a number of reasons elaborated in this report, the disbursement rate for 

government-funded programs tends to be higher than those financed through foreign capital. 

There is room for reform, as well as a need for government willingness to improve the PIM 

system with an end to achieving the national development goals.  

 

This report responds to an explicit request for technical assistance from the Ministry of 

Finance and Development Planning (MoFDP). It aims at supporting the Government of Lesotho 

(GoL) in enhancing the efficiency of the PIM system. Its objective is to provide technical advice 

to the GoL in its efforts to prioritize public resource allocation and increase value for money in 

capital spending, with the ultimate goal of contributing to improved governance, service 

delivery, and economic growth. To this end, the report identifies the major weaknesses in PIM 

and proposes a set of politically feasible and capacity-compatible recommendations for “lock-in” 

reforms—that is, the reform initiatives that would catalyze or make other actions fall into place 

to enhance overall PIM efficiency. Emphasis will be placed on the issue of investment 

efficiency, with a discussion of efficacy suitably embedded. In the context of Lesotho’s PIM, the 

two issues of efficiency and efficacy are interwoven, as the system has a number of critical 

functions that are either missing or underperforming. 

 

An exercise in mapping institutions and stakeholders suggests that while recent changes in 

legislation have the potential to significantly improve the prospects of PIM in the country, 

implementing these changes will likely face challenges for a number of reasons. First, the 

interests of the political leadership and civil servants are not necessarily aligned. Second, some 

reforms aiming to improve the transparency and accountability of PIM might be perceived as a 

threat by powerful business elites that might be benefitting from the status quo and a de facto 

preferential access to government contracts. And third, the ultimate beneficiaries of reforms—the 

citizens—need to be empowered to articulate stronger demands for improved performance and 

hold the authorities accountable.  

 

The diagnostic framework of Rajaram et al (2010) identifies eight key features of a sound 

public investment system, drawing from global experience and analysis of cross-cutting issues in 

PIM design and implementation. Based on the framework, the diagnostic assessment reveals that 

despite initial improvements, the PIM system in Lesotho has considerable scope to improve 

throughout the stages of project design and formulation, screening and appraisal, and 

downstream execution.  

 

 In terms of project selection, some projects/programs are not always closely linked to 

national priorities and often might be included for political reasons, including the 

inducement of development partners (DPs). The existing strategic documents define the 

sector objectives and priorities only in broad terms and lack coherence.  
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 A Medium-Term Expenditure Framework (MTEF) has been adopted and passed through 

the first phase. A decentralized procurement structure has been put in place, but has yet to 

improve the procurement process or reduce the level of corruption in the MDAs. The 

Integrated Financial Management Information System (IFMIS) is operational, but 

implementation difficulties are yet to be fully ironed out. 

 Many large-scale projects do not go through a rigorous appraisal process in practice, 

although efforts are being made to reform and strengthen the institutional arrangements 

of the appraisal function.  

 There is limited capacity for project appraisal at both the MoFDP and line ministry 

levels; and incentives and policies meant to retain skilled persons in the public sector are 

yet to prove effective. In addition, line ministries demonstrate they lack critical skills and 

capacity in conducting core functions of PIM, including project design, implementation 

and contract management, and monitoring. 

 The long-standing weakness of the link between capital investments and recurrent costs 

poses a serious challenge for the efficient use of limited resources.  

 Central guidelines for project implementation have not been developed. There is no 

effective monitoring of projects/programs by the MoFDP during the implementation 

phase.  

 Project adjustment does not take place as a result of any systematic review by a 

centralized agency. Meanwhile, there is a tendency for the line ministries to continue 

projects/programs even if their net benefits are put in doubt by changes in circumstances.  

 Asset management is a missing link in the PIM system; and the preparation of a national 

assets registry remains incomplete.  

 There is no effective monitoring of projects/programs during ex-post evaluation. 

 

Some policy implications that clearly emerge from this study may be summarized as follows.  

 

Enhancing Top Political Support for PIM Reforms and Assigning a Central Role to the 

MoFDP 

International experience reveals that creating and maintaining a demand for a sound PIM system 

can be challenging. Success in initiating such a process would require strong leadership and 

political will from the top levels. The MoFDP combines the functions of finance and planning, 

which makes it the natural driver of the entire process. Furthermore, institutional analysis shows 

that the MoFDP has vested interests in ensuring that the PFM reforms and the PIM system 

become more effective. The ministry may, however, be constrained politically to exercise a 

central agency role, unless it receives strong backing of the cabinet and prime minister. The lack 

of appropriate mandate and necessary capacity, particularly in the attraction and retention of 

trained staff, will also hinder its ability to play an active role in the reform process. 
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Linking Project Design and Selection to Long-term Development Plans 

As Lesotho is adopting the new NDP and preparing a Public Sector Investment Program (PSIP), 

aligning project design with sector priorities is both crucial and technically feasible. The NDP 

will provide useful guidance for line ministries to better define their priorities and objectives, and 

therefore enhance the quality of design, effective prescreening, and appraisal of new investment 

proposals. A clear set of guidelines for screening project proposals to be included in the PSIP—

and to select proposals from the investment program for financing—could be developed in 

consultation with line ministries and other stakeholders and widely published. 

 

Integrating Capital and Current Expenditures through Effective Implementation of the 

MTEF to Strengthen Capital Spending 

Lesotho has already adopted the MTEF. This and the preparation of the Budget Framework 

Papers by line ministries, under the guidance of the NDP, are seen as steps toward augmenting 

line ministries’ capacity for project formulation. Deeper implementation of the MTEF lies in 

sufficient spending updates on ongoing projects against estimated cost and appropriately 

adjusted funding requirements. Enhancing the capacity for capital expenditure reporting will 

ensure more adequate provisions and adjustment of operational and monitoring costs, thereby 

improving the quality of program/project implementation. 

 

Improving the Quality of PIM through Further Institutional and Procedural Reforms over the 

Short to Long Term 

Undoubtedly, there is a need to redefine and strengthen the role of the PAC. This is a time-

consuming process. In the short run, the PAC’s mandate could be effectively communicated to 

all the line ministries and its guidelines could be revised to be more concise and pointed—thus 

avoiding confusion and subjective interpretation by line ministries. In the medium to long run, 

three basic changes would benefit the system of appraisal. One, the first round of 

project/program appraisal could be conducted at the level of the line ministries, departments, and 

development agencies (MDAs) that sponsor the proposal, while the PAC could have the 

independent review of the appraisal carried out by the MDAs. Two, an extensive capacity-

building program could be undertaken with a view to training officials at different levels of 

MDAs as well as members of the PAC on the appraisal process. Three, a clear mandate that all 

projects/programs irrespective of their source of funding go through the PAC needs to be 

strongly enforced. This means that the DPs can bring their projects/programs, duly formulated 

and appraised, but they must go through the PAC like any other proposal.  
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Creating Demand and Building Capacity for Appraisal at Various Levels 

The revival of the PAC is in itself a major first step by the GoL toward strengthening PIM 

efficiency. Projects are at least being examined in terms of their demand, cost implications, 

preparedness for implementation, stakeholder interests, and environmental impact. The task of 

assessing the cost effectiveness of proposals as well as their viability is yet to be undertaken. 

This measure is necessary to ensure that the benefits of new investments outweigh their costs, 

and that any given project/program contributes positively to the country’s economic growth, and 

negative externalities are accounted for and minimized. Meanwhile, new and specific policies are 

needed to retain capable staff in government jobs in general and in project appraisal in particular. 

The GoL would benefit from further donor support in establishing an effective multipronged 

retention policy, particularly in an area as crucial as project appraisal.  

 

Considering the Benefits and Costs of Outsourcing the Appraisal Function vs. Keeping It In-

House  

Given that the demand for strong appraisal remains small and that it takes time to build capacity, 

a question has been raised about the possibility of outsourcing this central function. The 

management of institutions such as the LNDC indicate that outsourcing the appraisal function is 

appealing given the PAC’s weak capacity. This capacity appears unlikely to be improved in the 

short term or sustained given current remuneration levels. But the costs and benefits of 

outsourcing would need to be evaluated carefully.   

 

Establishing an Effective Mechanism for Monitoring and Ex-post Evaluation 

Although the MoFDP has put in place tools for monitoring during implementation, this is 

presently being done at best in an ad-hoc fashion. There is a need to put in place a monitoring 

system at two levels. The first level of monitoring should be done by the MDAs that propose and 

implement the project/program; this would entail the preparation of monthly physical and 

financial progress reports in a prescribed format. The second level of monitoring should be done 

at the level of the MoFDP on a quarterly basis; this should be linked to the release of funds based 

on performance. Finally, an annual report on all projects funded needs to be presented to the 

cabinet of ministers. 

 

Refining the Public-Private Partnership Model and Potentially Extending It to More Sectors 

Private participation can help ameliorate the resource bottlenecks and increase productivity in the 

provision of public goods and services, though it may also bring higher risks. Based on the initial 

success of the pilot project in health-care service, the PPP model shows the potential to enhance 

service delivery in Lesotho without undue burden on the government budget. The PPP pilots can 

offer guidelines for the pricing of other types of services. Further, reforms require that the legal 

framework and guidelines for this type of financing be prepared, and in-house capacity for 

managing the PPP contracts be built systematically. The MoFDP is championing the refinement 

of the PPP model and considering its expansion to more sectors.  
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Strengthening the Quality of PIM through Effective Decentralization 

PIM could be transformed by decentralizing the formulation and appraisal of projects/programs 

at the local level, where the services are provided. The draft NDP rightly emphasizes the need to 

reenergize the decentralization process in several strategic directions. The first step is to give 

local councils responsibility and enable them to formulate, appraise, and implement development 

projects that emerge from the village communities. But as the decentralization process has 

evolved recently, its pace has been rather slow; genuine decentralization is yet to take place. A 

basic question remains: will decentralization become a central feature of the PIM system or will 

it remain only on paper? Another problem is the lack of systems or a qualified workforce with 

the capacity needed to support local governance. These factors are clearly necessary for further 

devolution from the line ministries (LMs), particularly the ministries of public works, education, 

and health. 
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INTRODUCTION 

I. Country Background 

 

1. Lesotho is a small landlocked country with a homogenous population of 2.1 million. Three-

quarters of its land area is mountainous. The country is transitioning from a predominantly 

subsistence economy to achieve middle-income status. This transition has involved a shift 

of growth and consumption drivers from subsistence agriculture and remittances from 

abroad to exports of natural resources and manufactured goods. Lesotho’s gross domestic 

product (GDP) per capita was $1,023 and gross national income (GNI) per capita was 

$1,080 in 2010 (Atlas method). While this level has doubled from $500 in 2001, Lesotho is 

still the least developed country in the Southern African Customs Union (SACU). 

According to available data circa 2002–03 (WDI), about half the population (43.4 percent) 

lived below the poverty line and youth unemployment rate was estimated to be higher than 

50 percent. In the past, public investment has played a major role in crowding out private 

investment. The country also faces numerous challenges to its social and human 

development. In this context, more attention on the role and quality of public investment is 

warranted. 

2. Human development constraints are manifest in grave statistics: a 23.2 percent HIV 

prevalence rate (one of the highest of the world), 61/1000 infant mortality rate, and a life 

expectancy of 45 years (2007). Lesotho ranked 10th out of 53 African countries on the 

Ibrahim Index on African Governance in 2010, but fared considerably less well compared 

to its southern African neighbors on government effectiveness, regulatory quality, and 

control of corruption. Long periods of military rule and restrictions on citizens’ access to 

government information have become challenges to the development of demands for good 

governance initiatives in Lesotho. Civil society organizations (CSOs) and the media have 

not been empowered to play an effective watchdog role in government accountability and 

governance efficiency. 

 

II. Why a Study on PIM in Lesotho? 

 

3. The GoL has demonstrated strong commitment to reform the PIM system, launching a 

number of initiatives to address governance constraints in the public sector. Many of the 

new measures have direct implications for the efficiency of public investment. For instance, 

the Ministry of Finance and Development Planning (MoFDP) has recently revived and 

planned to strengthen the Project Appraisal Committee (PAC). The Ministry of the Public 

Service is implementing a 2007–12 Strategic Plan focusing on four priorities: (i) motivation 

and support to public officers, (ii) promotion of discipline and professionalism, 

(iii) improvement of performance and service delivery, and (iv) enhancement of capacity of 

public officers. Efforts are also being made to fight corruption, including strengthening 

human resources at the Directorate on Corruption and Economic Offences (DCEO), under 

the Ministry of Justice. To improve public accountability and transparency, the GoL 
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introduced the automated Integrated Financial Management Information System (IFMIS) in 

April 2009.
1
 

4. Government efforts to address public sector efficiency and performance are commendable, 

but further progress is needed as several challenges remain. In 2001 the government 

introduced the Public Sector Improvement and Reform Program (PSIRP) with three core 

components: improvement of public finance management, decentralization, and 

improvement of public sector management. More recently, in light of the fiscal crisis 

associated with a sharp decline in the main source of revenues from the SACU in 2010–11, 

the government has adopted a program of medium-term fiscal consolidation. This reform 

program targets both rationalization of recurrent expenditures and enhancement of the 

quality of capital spending, and focuses on structural reforms to enhance growth in the 

economy. In 2010 the government and the International Monetary Fund (IMF) entered into 

a three-year Extended Credit Facility (ECF) program, an arrangement to support the 

country’s medium-term adjustment program and help reduce the balance-of-payment risks 

(IMF 2010). Despite these efforts, however, public investment management still faces 

multiple challenges with regards to skills from both the supply and demand sides, policies 

and procedures, and financing. Several PIM “must-have” functions (Rajaram et al 2010), 

such as monitoring and ex-post evaluation, are largely missing or remain in early stages of 

development.  

5. Low efficiency of public investment has manifested in a number of dimensions. Such 

dimensions include weak institutional capacity for development planning and project 

implementation, low absorption capacity, project delays and incompleteness, poor 

procurement procedures, and failures to operate and maintain assets to achieve expected 

quality of service delivery. According to the latest public expenditure and financial 

accountability (PEFA) report (2009), these problems have only worsened as the 

decentralization of procurement decisions to line ministries has not been accompanied by 

sufficient capacity building and oversight. Lesotho’s fiduciary framework and public 

expenditure management are also severely hindered by weaknesses in its financial reporting 

and procurement systems, contributing to risks of corruption and poor development 

outcomes. In addition, the limited availability of budget information continues to constrain 

oversight by the legislature, civil society, and the media in assessing government policy 

implementation. 

6. Budget credibility remains poor and the absorption rate is particularly low for the capital 

budget. The level of public investment shot up from the low level of 7.46 percent of GDP 

between 2003–04 and 2006–07 to as high as 21 percent in 2010–11. This rising trend in 

capital expenditures suggests that even a small improvement in PIM efficiency would 

generate substantial economic gains, translating into better service delivery. Low absorption 

rates of capital budgeting, especially on development partner (DP) funds, have long been 

the major concern of the government. There exists a dual system of PIM—one for 

government-financed and the other for DP-funded projects. Historically, Lesotho has 

struggled to expend the funds budgeted for specific projects, leading to relatively low 

                                                 
1
 More recently, in his budget speech to Parliament for the 2010–11 fiscal year, Honorable Timothy T. Thahane, 

minister of finance and development planning, emphasized that enhancing PIM efficiency is critically important to 

promote growth and that public investment will need to be targeted to the development of a minimum platform—

consisting of core infrastructure like roads, power, water, and telecommunications—to support private sector 

investment, the necessary skilled workforce, along with effective institutions.  
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disbursement/allocation rates. For example, during the 2006–07 and 2007–08 fiscal years, 

just 56 percent and 61 percent, respectively, of budgeted funds were spent. In the most 

recent years, however, the GoL has markedly improved its implementation of the capital 

budget, absorbing more than 80 percent of the budget over the three consecutive fiscal 

years from 2008–09 to 2010–11. At present, however, there is no systematic approach to 

capital budgeting in Lesotho, and the performance continues to be suboptimal. Moreover, 

Lesotho’s topography is dominated by highland, less than 10 percent of which is suitable 

for cultivation; two-thirds of the population lives in mountainous areas, posing additional 

challenges to PIM efficiency since service provision is both difficult and costly.  

7. The need for enhancing public investment management efficiency—“doing better with 

less”—is urgent due to the volatility of the SACU revenues. The volatility, uncertainty, and 

unpredictability of the SACU revenues have become a substantial risk for the economy and 

a big challenge to national budgeting. The budget speech for the 2010–11 fiscal year 

outlines a prudent long-term fiscal strategy that aligns expenditures to long-term domestic 

revenues, and not SACU revenues. 

8. With public spending already high and prospects for new spending limited, enhancing public 

investment management (PIM) efficiency and efficacy has become ever more critical. The 

study will emphasize the issue of efficiency, with a discussion of efficacy embedded 

appropriately. In the context of Lesotho’s PIM, the two issues of efficiency and efficacy are 

interwoven—the system has a number of critical functions either missing or 

underperforming while the efficiency gain in PIM is called for to better delivery services 

and further the economic structural transformation. The focus turns to improving the quality 

of investments through strengthening institutions, streamlining procedures, and removing 

capacity constraints that have had adverse effects on the performance of capital 

expenditures in the past.  

 

III. Aims and Objectives of the Report 

 

9. The proposed study directly responds to an explicit request of technical assistance from the 

MoFDP
2
 and aims at supporting the GoL in its major reform efforts to enhance the 

efficiency of PIM and increase the “value for money” in capital spending. 

10. The overarching objective of this study is to support the GoL in its efforts to prioritize public 

resource allocation and enhance efficiency in capital spending, with the ultimate goal of 

contributing to improved governance, service delivery, and economic growth. The proposed 

work is aligned with the World Bank Country Assistance Strategy (CAS) 2010–14, in 

particular its first pillar on fiscal adjustment and public sector efficiency.
3
 The focus on 

PIM efficiency will benefit from the report on the Third Poverty Reduction Support Grant 

and Credit (PRSC-3) and complement the programmatic Public Expenditure Review (PER). 

While the PER will focus on helping the government move toward fiscal sustainability and 

greater allocative efficiency in public expenditures at the aggregate level, this report 

                                                 
2
 The World Bank Identification Mission in December 8–14, 2010, reached an agreement with the Government of 

Lesotho (GoL) on the development objective and scope of the proposed Economic and Sector Work (ESW). 
3
 The CAS was developed by the World Bank within the context of the country’s strategy for growth and sustainable 

development as expressed in the Vision 2020 and its Interim National Development Framework. The CAS focuses 

on three areas of engagement, that is, fiscal adjustment and public sector efficiency, human development and 

improved service delivery, and economic diversification and improved competitiveness. 
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emphasizes the complementary aspects of the institutions, incentives, capacity, and process-

related constraints to the functioning of PIM. The focus of this report would also 

complement ongoing public financial management (PFM) support by other development 

partners. 

11. The specific objective is to identify the major weaknesses in PIM and propose a set of 

politically feasible and capacity-compatible recommendations for “lock-in” reforms that 

would catalyze or make other actions fall into place for enhancing overall PIM efficiency.  

 

IV. Research Design: Sources, Data, and Methodology 

 

12. Sources. The present report draws upon a wealth of secondary sources, including 

independent research as well as studies and reports produced by the GoL, the World Bank, 

and other development partners. These existing sources have been complemented by the 

findings emerging from the field research carried out in Lesotho between December 2010 

and March 2011. While gathering critical data and information for the report, the team 

largely benefitted from the MoFDP’s active engagement, support, and collaboration to 

organize several rounds of interviews and meetings with relevant counterparts in the 

government.  

13. Data. In arriving at the key findings underlying this report, efforts have been made to move 

beyond anecdotal evidence and, to the extent possible, combine qualitative assessments 

with more quantitative data and evidence, including, among others: (i) capital budget data 

from 2000 to 2010, (ii) data and indicators from the (draft) report on Capital Projects 

Review (MoFDP 2010), (iii) data and indicators from the Afrobarometer surveys and 

reports on citizens’ perception of and support to political institutions in Lesotho, and (iv) 

data and findings from the 2010 Africa Peer Review Mechanism progress report, especially 

with regard to various governance challenges and constraints to PIM in Lesotho. 

14. Methodology. The study has been conducted with active support by and in close 

collaboration with the MoFDP. To adequately address both the breadth and depth of the 

issues to be investigated, the research design involved several tools, including (i) a 

diagnostic framework for PIM, (ii) mapping of institutions and stakeholders and (iii) 

interviews with government officials, representatives from civil society and the private 

sector, as well as development partners.  

15. The “Diagnostic Framework for Assessing Public Investment Management” by Rajaram et al 

(2010) has been adopted as the underpinning analytical tool for the proposed ESW. The 

framework identifies eight key institutional features, which are to be tailored to the country 

context that would address the major risks of inefficiency and lack of transparency. The 

eight steps link up to an effective process for managing public investments along the eight 

key “must-have” features of a well-functioning public investment system: (i) investment 

guidance, project development, and preliminary screening; (ii) formal investment appraisal; 

(iii) independent review of appraisal; (iv) project selection and budgeting; (v) project 

implementation; (vi) project adjustment during construction period; (vii) facility operation; 

and (viii) project evaluation. 
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V. Structure of the Report 

 

16. The report is presented in four chapters, which are organized as follows. Chapter 1 offers a 

macro-level country analysis, chapter 2 presents recent trends in public investments, 

chapter 3 focuses on institution mapping and the diagnostic assessment of the PIM system, 

and chapter 4 concludes with policy implications. 

 

VI. Audience and Dissemination 

 

17. The primary audience of this report is the GoL’s MoFDP, as well as other LMs. The Country 

Management Unit will provide guidance on how the report could be shared and 

disseminated more broadly with other stakeholders—including development partners, 

NGOs, and private sector organizations. 
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CHAPTER 1.  MACRO-LEVEL COUNTRY ANALYSIS 

I. Institutional and Governance Contexts 

 

18. Since Lesotho gained independence from Britain in 1966, its political history has been 

marked by prolonged periods of instability, postelection violence, and extreme turmoil 

under successive military regimes from 1970 to 1993. A military coup d’état that occurred 

at the end of this period paved the way for a democratically elected government and marked 

a decisive turn in Lesotho’s political landscape. Since the reintroduction of multiparty 

politics in March 1993, voters in Lesotho have gone to the polls four times in 1993, 1998, 

2002, and 2007. But post-election conflict has often escalated to widespread episodes of 

violence, and threatened to jeopardize the prospects of political stability. In an effort to 

address the root causes of popular protests and political instability, the GoL embarked on 

implementing new electoral laws, featuring the mixed member proportional (MMP) system 

to ensure better representation in the parliament. The system is particularly targeted for 

smaller political groups to gain access to the legislative decision making.
4
 Nonetheless, 

while the MMP system has contributed to greater political inclusiveness and broader 

representation, it has also been open to political machination among parties.
5
 Moreover, 

pre-election pacts and coalitions had contributed to the lack of clarity about the system, 

which has limited the ability of coalition parties to make credible commitments to reforms 

in the medium and long run (Santho 2007). 

19. A historical legacy of military rule and restrictions on citizens’ access to government 

information has inhibited popular demand for good governance. Civil society actors 

generally lack the muscle to hold politicians and civil servants accountable or do not have 

access to the means to expose government shortcomings. According to an ADB governance 

report (2006:12), “social consciousness about government use of its power is very low and 

the Basotho society lacks a formidable civic culture.” While the government generally 

respects freedom of speech and the press, the media environment has not broadened 

citizens’ capacity to access government information. According to the latest Freedom 

House report (2010), “media criticism of the government may result in heavy libel 

penalties, and reporters are occasionally harassed or attacked.” The enforcement of good 

governance practices is further limited by the marginal watchdog role played by civil 

society organizations (CSOs).
6
 The country’s sparse population distribution and remarkable 

urban density plays a role in setting this pattern. Most NGOs are based in Maseru and are 

insufficiently linked to organizations operating at the community level. This creates gaps 

between advocacy priorities of national-level CSOs and the aspirations of rural 

communities represented by community board organizations. As a result, governance 

indicators in Lesotho lag behind those of many of its neighbors in the southern African 

region—Botswana, Namibia, South Africa, and Swaziland. This is especially true of 

                                                 
4
 Smiddy, mimeo. 

5
 See APRM report (2010); and Elklit (2002). 

6
 These actors remain structurally weak in Lesotho and hardly have the capacity to engage with government 

authorities and hold them accountable. The key CSOs are the Transformation Resources Centre (TRC) and the 

Lesotho Council of Non-Governmental Organizations (LCN), although a plethora of other internationally funded 

and local NGOs exist, but they tend to focus mostly on community development and health, in particular HIV and 

AIDS. 
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government effectiveness (Figure 1), regulatory quality (Figure 2), and control of 

corruption (Figure 3). In 2010 Lesotho ranked tenth out of 53 African countries on the 

Ibrahim Index on African Governance, which underscores the governance deficit that 

characterizes the continent as a whole. 

 

Figure 1: Comparative Perspective on Lesotho’s Government Effectiveness (1996–2009) 

 

Source: Worldwide Governance Indicator 2010. 

Note: Average is calculated using a sample of four countries in the southern African region (Botswana, Namibia, 

South Africa, and Swaziland). 

 

Figure 2: Comparative Perspective on Lesotho’s Regulatory Quality (1996–2009) 

 
Source: Worldwide Governance Indicator 2010. 

Note: Average is calculated using a sample of four countries in the southern Africa region (Botswana, Namibia, 

South Africa, and Swaziland). 
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Figure 3: Comparative Perspective on Lesotho’s Control of Corruption (1996–2009) 

 
Source: Worldwide Governance Indicator 2010.  

Note: Average is calculated using a sample of four countries in the southern Africa region (Botswana, Namibia, 

South Africa, and Swaziland). 

 

 

20. The lack of transparency and designation of checks and balances in the public financial 

management system has created loopholes for the abuse of power in the public sector. 

According to the 2008 report of the auditor general, public accounts suffered from serious 

errors and omissions, which led to misrepresentation of the government’s financial position. 

Errors included expenditure misappropriation, a lack of ledger accounts reconciliations, a 

lack of ministerial expenditure and revenue reports reconciliations, unauthorized excess 

expenditures, and nondisclosure of expenditures in some capital projects. To address these 

problems, the government has introduced the Integrated Financial Management Information 

System (IFMIS) to help manage government funds more effectively and ensure 

accountability. 

21. The establishment of the Directorate on Corruption and Economic Offenses (DCEO) in May 

2003 was aimed to address inefficiencies in the public sector, such as public procurement.
7
 

This marked a significant progress in building more effective governance and anti-

corruption institutions. The DCEO’s capacity to fully exercise its power, however, has been 

limited by human resource and funding constraints. These institutional limitations have led 

to low conviction rates, a case overload, and backlogs. Since its establishment, the DCEO 

had submitted 37 cases for prosecution under the law, and 9 cases were submitted to the 

Director of Public Prosecutions (DPP) for directives.
8
 Nevertheless, only two of these cases 

have been served with guilty verdicts, in part because the DCEO lacks the requisite human 

and technical resources to tackle complex economic crimes, such as money laundering, 

which require special skills and expertise.
9
 

                                                 
7
 As Honorable Minister Timothy T. Thahane noted in his 2011–12 budget speech on February 14, 2011:  

“There is a lot of rampant fraud and corruption involving collaboration between public servants and private sector.” 

This perception is widely shared by all stakeholders, suggesting that corruption remains a key challenge to 

government efforts to improve efficiency of public investments. 
8
 A number of these cases involved high profile officials, such as the principal secretary in the Ministry of Justice, 

the deputy commissioner of police, and the director of the Poverty Reduction Program in the Cabinet Office.  
9
 DCEO Annual Report 2007–08. 

20

30

40

50

60

70

80

1
9

9
6

1
9

9
8

2
0

0
0

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

Lesotho

Southern Africa
average



9 

 

22. Recognizing these institutional constraints, the government has included governance as one 

of the main pillars of both the Poverty Reduction Strategy (PRS)
10

 and the National Vision 

2020 toward the realization of socioeconomic development in the country. In addition, the 

government has also embarked on the ambitious Public Sector Improvement and Reform 

Program (PSIRP). Box 1 explains this initiative in depth. 

 

Box 1: Overview of PSIRP 

The PSIRP is a government initiative that is being formulated in collaboration with development 

partners in response to the need to strengthen good governance as a basis to achieve accelerated growth 

and poverty reduction. It is a multidimensional reform package and its objectives are to improve the 

effectiveness and efficiency of public service delivery and public financial management. It is therefore 

central to the success of the efforts to implement PRS objectives. The GoL understands that public sector 

improvement and reform programs often fail because projects tend to be too complex and attempt to do 

too much and too quickly with a low capacity base. Consequently, phase I of the PSIRP sets a horizon 

with a focus on getting the basics right in a few key components, of which public financial management 

subprogram is a major component: 

Component I: Improving public financial management and accountability. This seeks to improve 

public financial management through: (i) a shift in the MTEF performance budgeting approach, starting 

from the 2005–06 financial year, supported by the development of a macroeconomic model, to facilitate 

the achievement of the government’s poverty reduction and other development goals; (ii) the phased 

replacement of the GoL Financial Information System (GOLFIS) through the introduction of an 

integrated budgeting and financial management information system (IFMIS); and (iii) public procurement 

reform. In addition, the reform program will strengthen the operation of the Auditor General’s Office and 

assist the Public Accounts Committee in executing its oversight role effectively. 

 Component II: Civil service reform. This is to be implemented through a series of key activities that 

include an impact assessment of HIV/AIDS for the whole public sector, monitoring of 

implementation in carefully selected priority areas, and conducting of performance appraisals and 

providing incentives for officers in top PRS priority areas. 

 Component III: Decentralization of service delivery. The GoL is committed to ensuring the 

participation of Basotho in the development process. This component of the program is aimed at 

ensuring that the legislative, fiscal, and institutional framework is in place to implement the 

provisions of the Local Government Act. 

Source: Africa Development Bank 2006: 37. 

 

23. Decentralization reform has become one of the foci of the GoL’s agenda on improving 

service delivery. The absence of effective community participation has been identified as a 

cause of the failure of many previous development initiatives, as the people involved were 

often not consulted and many activities failed to benefit them. As a way of linking the 

people to the national government, a ministry responsible for local governments was 

established in 1994 with the objective of fostering decentralization and establishing 

democratic governance at the local government level. This strategic approach is confirmed 

in the National Poverty Reduction Strategy, where decentralization is identified as one of 

                                                 
10

 Nine key national priorities identified in the PRS are the HIV/AIDS pandemic, employment creation, agricultural 

productivity and food security, environment, deepening governance, improvement of public service delivery, 

infrastructure development, health, and education. 
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the key pillars in deepening democratic governance. The original legal and policy 

frameworks for decentralization can be found in the 1993 Constitution of Lesotho. It 

guarantees citizens the right to participate in local governance and empowers parliament to 

establish local authorities.  

24. The model of decentralization designed and implemented in Lesotho combines elements of 

devolution and deconcentration. The Local Government Act of 1997 and the Local 

Government Elections Act of 1998 (both amended in 2004) provide the legal framework for 

the establishment and functioning of local authorities. The Act created three types of 

devolved structures for local government consisting of community, district, and municipal 

councils. Central government is represented at the local level through “decentralized” 

ministries and by district administrators (DAs), who also supervise the work of other public 

sector agencies and officials at the local level. Annex 2 and 3 summarize the structure of 

the GoL and the architecture of decentralization and local governance. 

25. In terms of administrative decentralization, District Development Coordination Committees 

(DDCCs) have been established, although their capacity and effectiveness are considered 

insufficient to meet local development objectives (Setsabi, Selinyane, and Tsoeu 2008). 

Another challenge to local government is the lack of clarity about the relative roles of 

elected councilors and traditional chiefs. With an aim to promote genuine participation in 

local governance and development planning, there is also the need to sustain capacity 

building for community and district councils, and to better identify and prioritize the needs 

of local communities. The capacity of communities to actively participate in the 

implementation and monitoring of development activities should also be enhanced. In this 

regard, the MOFDP is working with the Ministry of Local Governments (MoLG) to 

establish the modalities of fiscal decentralization, promote accountability and transparency, 

as well as account for funds to be disbursed to the newly established local institutions 

(APRM 2010).  

26. A genuine process of fiscal decentralization is yet to be effectively implemented. The 

allocation of funds among district councils remains unclear, with the perception of arbitrary 

discrimination against certain district areas. The MoLG is currently making efforts toward 

preparing the communities to participate in the local government structures. But until now, 

the government is yet to come up with a comprehensive plan for fiscal decentralization 

(APRM 2010). CSOs have also expressed concerns that the national budget is not informed 

of the needs of the local communities. 

27. While decentralization has the potential to improve the quality of public services through 

more efficient allocation of resources and targeted public investment, further efforts could 

be directed toward the fiscal and administrative reforms that would strengthen the capacity 

of local government to deliver services. The alleged lack of capacity at the local level has 

been used to justify delays in the implementation of the reform agenda. Nonetheless, while 

this might well be the case for the lack of capacity among community and district councils, 

district council secretary offices, and staff of decentralized sector ministries, the findings 

from the Training and Development Needs Assessment (TDNA) review can be extremely 

useful to inform government decentralization policy and identify strategic priorities to 

support skills development and human resource management practices at the local level.
11

 

                                                 
11

 As indicated in the EC report (2009: 11–12), the TDNA was conceptualized as a strategic review tool that would 

assist with identifying the organizational skills required by local government structures to deliver on the local 
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The European Commission is leading such efforts with a series of studies aimed at 

investigating whether weaknesses in the current human resource capacity act as an inhibitor 

to achieving the goals and principles of Lesotho’s decentralization model. 

 

II. Economic Environment 

 

28. Growth has been relatively low in Lesotho, and the country faces numerous challenges to its 

economic and social development. Over the past decade, Lesotho has been successful in 

attracting foreign direct investment (FDI) by capitalizing on its abundance of water 

resources, on trade preferences such as the African Growth Opportunity Act (AGOA), and 

on its geographic position inside South Africa. It has taken steps to diversify its economy 

and reduce its reliance on subsistence agriculture and remittances from South Africa by 

expanding manufacturing, services, and water exports. As a small economy with a limited 

domestic market, however, Lesotho is highly dependent on external markets for growth and 

employment generation. This dependence on external markets and Lesotho’s relatively 

undiversified economy render it vulnerable to external shocks. One shock during the 1990s 

came from the decline in the number of mine workers working in South Africa, from 

approximately 120,000 in the 1980s to less than 50,000 by 2010. Working in mines in 

South Africa was an important source of employment for poor Basotho in rural areas, and 

its decline has added to their vulnerability. The global economic crisis in 2009–10 also 

highlighted Lesotho’s vulnerability, as exports of textiles and diamonds fell sharply, 

resulting in a decline in growth and a significant fall in employment in the textiles sector.  

29. Public finances remain heavily dependent on transfers from the Southern African Customs 

Union (SACU). Between 2007 and 2009, these accounted for more than half of government 

revenues. Meanwhile, the government also took measures to improve tax administration 

with the establishment of the Lesotho Revenue Authority (LRA) in 2003, and the 

replacement of the 10 percent sales tax with the 14 percent value added tax (VAT) in 2003. 

30. Since 2004–05, Lesotho has received historically high transfers from the SACU. This 

revenue windfall was accompanied by a corresponding growth in public spending that 

increased from 35 percent of GDP in the 1990s to 51 percent in 2006–07 and 66 percent of 

GDP in 2009–10, one of the highest in the world. Notably, the bulk of this increase in 

public expenditures occurred in current expenditures, with a substantial portion going 

toward wages. 

 

                                                                                                                                                             
government mandate, vision, and mission (demand side) as well as to identify the human resources development 

interventions (supply side) that will enable the structures to achieve the identified human capacity requirements. 
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Figure 4: GDP Growth Rates in Lesotho and South Africa (2000–2010) 

 

Source: Worldwide Development Indicators 2011. 

 

Figure 5: Comparative Perspective on Lesotho’s Gross Domestic Product per capita (2010) 

 

Source: Worldwide Development Indicators 2011. 

 

31. Lesotho was adversely affected by the global financial crisis. Due to the negative impact of 

the global recession on the South African economy, the SACU revenues fell sharply by 

about 17 percentage points of GDP in 2010–11. The SACU revenues decreased from 36 

percent of GDP in 2008–09 to 16 percent in 2010–11 and are expected to remain around 

their historical average of around 20 percent after 2012–13. This decline has severely 

affected public finances and led to large fiscal deficits. It has prompted the government to 

undertake medium-term fiscal consolidation aimed largely at controlling expenditures.  
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32. Textile exports were also considerably hurt by the recession in Lesotho’s main consumer 

market, the United States. It is estimated that as many as 10,000 jobs in the textile sector 

were lost in 2009, though some of these have come back in recent years. At the same time, 

the domestic economy is heavily reliant on the public sector as a consumer and as an 

employer, which leaves little space for the private sector. Outdated business legislation 

reduces incentives for private sector development, despite the liberalization policies 

introduced in the past decade to attract foreign investment. Fear of regional competition and 

the structural weakness of the private sector have slowed down the implementation of 

much-needed complementary reforms to improve the business environment of the country 

and attract new investors. As a consequence, the regulatory environment in Lesotho falls 

short of being conducive to starting and operating new businesses. The findings from the 

latest Doing Business report (2011) confirm this trend, showing how Lesotho’s economy is 

ranked at the lowest level within the southern African region (see Figure 6). 

 

Figure 6: Comparative Perspective on Lesotho’s Ease of Doing Business (2011) 

 

Source: Doing Business 2011. 

Note: Economies are ranked on their ease of doing business, from 1 to 183. A high ranking on the ease of doing 

business index means the regulatory environment is more conducive to the starting and operation of a local 

firm. This index averages the country’s percentile rankings on nine topics, namely starting a business, dealing 

with construction permits, registering property, getting credit, protecting investors, paying taxes, trading across 

borders, enforcing contracts, and closing a business. The ranking on each topic is the simple average of the 

percentile rankings on its component indicators. 

 

III. Social Environment 

 

33. Lesotho has many unique geodemographic characteristics that set it apart from other 

neighboring countries in the southern African region. The vast majority of the population 

(about 77 percent) resides in rural areas and makes their living from subsistence agriculture. 

The Basotho are a largely homogenous nation, made up of various southern African tribes, 
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with a small (8 percent) minority of the Ngunis in the southern districts of the country, and 

a limited number of Indian and more recently Chinese immigrants. 

34. Inequality poses a major challenge as Lesotho strives to further poverty reduction. There is a 

clear geographic pattern to poverty incidence, as more than half of the population lives in 

mountainous areas with uncultivable land and difficult climatic conditions. The populations 

in the mountain areas therefore tend to have a low population density, more pockets of 

poverty, and are particularly adversely affected by the recent reduction in income from 

overseas remittances. For many households, the loss of remittance income, combined with 

the shrinkage of arable land due to soil erosion has increased the likelihood of poverty, 

vulnerability, and exclusion. Most of the rural poor have not benefited from the economic 

growth and structural changes happening in the country.
12

 

35. Youth unemployment remains particularly high in Lesotho, being among the major drivers of 

poverty and income inequality within the society. According to the 2010 Lesotho Country 

Social Assessment, youth unemployment is estimated at anywhere between 47.5 percent 

and 60 percent in 2004 (CAS 2010). This is a major challenge to the growth of the national 

economy, given that the youth population accounts for more than 60 percent of the total 

population. This reinforces the existing patterns of poverty and inequality.
13

 In the absence 

of sufficient employment opportunities to absorb the labor force, especially the unemployed 

youth, one of the visible manifestations of urbanization has been the proliferation of small 

and micro enterprises (SMEs) in the informal sector. It is estimated that small businesses 

comprise at least 85 percent of Lesotho’s private sector and that there are 100,000 SMEs 

(MoFDP 2006), providing informal employment to more than 500,000 people (Bureau of 

Statistics 1999). 

36. Migration to South Africa has always been an important feature of the Lesotho economy. An 

estimated 32 percent of the male labor force between the ages of 16 and 65 has migrated to 

South Africa (APRM 2010). Migration for mine labor peaked in 1989–90 with 

approximately 127,000 Basotho employed in the mining industry, and declined to 42,252 in 

2009–10. Between 2003 and 2007, remittances as a percentage of GDP were 23.5 percent, 

22.7 percent, 20.9 percent, and 29.4 percent, but are projected to decline due to recent mine 

retrenchments (Southern African Migration Program 2010). 

37. While traditionally most male migrants to South Africa consisted of unskilled mine workers 

and construction workers, recent trends indicated that a growing number of skilled people 

now represent the new frontier of emigration from Lesotho. According to the 1996 

population census, some 130,000 Lesotho citizens were reported as living outside the 

country at the time of the census (77 percent males and 23 percent females) in the same 

year. A great majority (97 percent) were in South Africa. In a recent study on students’ 

attitudes and beliefs, only 6.9 percent of respondents were very satisfied or satisfied with 

current economic conditions in Lesotho, 37.8 percent expected economic conditions to be 

much better or better 5 years from now, and only 23.6 percent were of the view that 

government was doing too much or enough to create employment opportunities in Lesotho. 

Moreover, the student survey found that 43.8 percent of respondents were strongly 

considering moving to another country, whereas another 34 percent have given it some 

                                                 
12

 Program report, Second Poverty Reduction Support Credit and Grant to the Kingdom of Lesotho, World Bank, 

March 2010. 
13

 The Gini coefficient for Lesotho is reported as anywhere between .597 and .632, making Lesotho one of the most 

unequal societies in the world. 
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consideration and only 17.2 percent were thinking of not leaving the country at all 

(Southern Africa Migration Program 2005). While thinking about leaving does not always 

result in migration, the findings indicate that the impetus for migration among educated 

individuals remains high.  

38. Inefficiencies in the management of human resources in the public sector and a lack of a 

retention strategy for skills in short supply in Lesotho have contributed to weak capacity to 

implement some of the most strategic government reforms. The difficulty in placing 

talented and skilled persons in the most appropriate department is directly linked to the 

much debated division of authority between the Ministry of Public Service vis-à-vis line 

ministries in making hiring decisions.  

 

Box 2: Human Resource Capacity Constraints in the Public Sector 

One of the major challenges to Lesotho achieving its poverty reduction goals emanates from 

inadequate skilled and qualified technical, nontechnical, and managerial manpower, which contributes to 

the poor level of public service delivery. Given that the country is completely surrounded by the Republic 

of South Africa, which offers better-paid jobs, the country’s educated, skilled, and experienced 

professionals have found it easier and more attractive to migrate to that country. This problem is worse in 

the civil service because, even locally, it cannot offer remuneration and conditions of service to match 

those in the private sector and the parastatals. 

Furthermore, although the civil service guarantees job security for its employees, there are no 

mechanisms to instill the required performance standards. The civil service also is bottom heavy, with a 

large number of support staff and very few professionals and decision makers. The public service in 

Lesotho, therefore, still needs to undergo comprehensive reform aimed at improving civil service human 

resource management. To retain its educated and skilled personnel, the government will also need to 

enhance the remuneration and conditions of service for civil servants and to introduce a system that would 

ensure the required performance evaluation of civil servants. 

 
Source: Africa Development Bank 2006. 

 

39. The government rightly recognizes such challenges. A capital project aimed at improving the 

human resources and payroll management information systems points to the poor record-

keeping of public employees, misfiling, and outdated reports on human resources across the 

public sector. The ensuing problems of overpayments, underpayments, and ghost 

employees have led to the loss of financial resources that could have been more efficiently 

utilized for other development priorities.
14

 In addition, the general view that the public 

sector in Lesotho pays relatively low wages for scarce skills and persistently lacks an 

effective retention policy has been exacerbated by the free mobility of labor between 

Lesotho and South Africa, which adds to the scarcity of skilled workers in Lesotho and 

places upward pressure on the public service wage bill.
15

 This has directly affected public 

                                                 
14

 The Human Resources and Payroll Management Information System program was approved for capital funding 

for the fiscal year 2011–12 by the Ministry of Finance and Development Planning and overseen by the Department 

of Development Planning. The project aims to improve the provision of accurate and timely human resources and 

payroll information toward better public decision making and service delivery. 
15

 See In the Shadow of South Africa: Lesotho’s Economic Future, Mats Lundahl, Colin L. McCarthy, 

Lennart Petersson, eds. Ashgate Publishing, 2003. This challenge has further been confirmed during field interview 

with the Permanent Secretary of the Ministry of Public Service in 2010. 

http://www.google.com/search?tbo=p&tbm=bks&q=inauthor:%22Mats+Lundahl%22
http://www.google.com/search?tbo=p&tbm=bks&q=inauthor:%22Colin+L.+McCarthy%22
http://www.google.com/search?tbo=p&tbm=bks&q=inauthor:%22Lennart+Petersson%22
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service delivery in key social sectors. Illustratively, the 2010 report on the Retention 

Strategy for the Health Workforce conducted on behalf of the MoHSW revealed data 

(collected in 2007) that, from 1994 to 2004, the number of employed nurses fell by 15 

percent, and 54 percent of professional nursing posts at health centers are vacant. Moreover, 

only 6 of 171 health centers in the country meet the minimum staffing requirements, while 

more than 50 percent of health workers were actively seeking other employment.
16

 

40. The issues of mismatched demand and supply, scarce skills, and the lack of an appropriate 

compensation scheme have been identified by a review report conducted by the Ministry of 

Public Service (MoPS). Not surprisingly, although a retention strategy that could provide 

various incentives for highly skilled professionals has been developed and approved by the 

MoPS, the Cabinet has yet to fully implement it. Table 1 summarizes the key findings of 

the Scarce Skills Review undertaken by a local consultancy firm for the MoPS in 2009,
17

 

highlighting the challenges to implementation of an attractive retention policy in the public 

sector. 

 

Table 1: What Accounts for a Poor Retention Policy in the Public Sector? Recent Findings 

from the MPS 

Theme Description 

Retention  Retention practices within the Lesotho Public Service (LPS) are not uniformly 

applied and are unstructured. 

Competitive 

salaries 

The current salary structures within the public service are too low and not 

competitive enough to effectively attract and retain scarce skills. A strong 

recommendation for salaries to be benchmarked with other Southern African 

Development Community (SADC) countries was given. 

Training Training and development are not well coordinated in the LPS, and training 

programs are not positioned to address scarce skills. Moreover, scarce skills are 

not marketed sufficiently at high school and tertiary levels to ensure that 

students focus their studies in scarce skills areas. 

Recruitment The Lesotho PS remains characterized by high turnover rates and long 

turnaround time for filling vacancies. For example, the average time to fill a 

position across the LPS ranges between 3 months and 6 years. Moreover, 

selected candidates often do not meet the job description criteria, accounting for 

the perceived lack of synergy between the Public Service Commission (PSC) 

and MPS. 

Working 

conditions 

Working conditions remain poor, and strong recommendations were made for 

the public sector to improve the working environment for its workforce. This 

would entail modernized equipment and resources, improved organizational 

culture, motivational management teams, and meaningful and challenging work 

experiences. 

Source: MoPS 2009. 
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 National Institute for Health and Welfare 2010. 
17

 Ministry of Public Service, Scarce Skills Review Report, Price Waterhouse Cooper, 2009. 
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41. Implementing HR reforms in the public sector, including, for example, performance-based 

promotions and a competitive retention policy for scarce skills, remain financially costly 

and politically difficult, given the significant wage differentials between the public and the 

private sector and the large size of the public sector in the country. Recent efforts 

undertaken by GoL to improve salaries and working conditions within the public service 

have continued to be constrained by (i) the tight fiscal space for the Lesotho economy and 

(ii) the large size of the public service as the largest formal sector employer in the country.  

42. Finally, reforms in the HRM in the public sector have to address the division of authority 

between the MoPS and line ministries. The MoPS is given a mandate to provide legal 

frameworks, policies, systems, and advisory services for the effective and efficient 

management of human resources functions across the public service for effective service 

delivery, while line ministries find it inefficient for their hiring decisions to pass through 

the MoPS. Tensions arise when the MoPS is perceived by some line ministries to have 

approved promotions on the basis of seniority or years of service in the public service, 

rather than on the basis of performance and skills development.
18

 

 
  

                                                 
18

 Team interviews with public officers on mission trip in Lesotho, December 2010. 
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CHAPTER 2.  RECENT TRENDS IN PUBLIC INVESTMENT: CAPITAL BUDGET 

ALLOCATION AND UTILIZATION 

Introduction 

 

43. Public investment projects in Lesotho are financed by three major sources: the government 

budget, foreign loans, and grants. Public-private partnerships (PPPs) are a new modality 

with a pilot project in the health sector. The past decade has witnessed an upward trend in 

capital expenditures in the country. The data indicate that DP loans and grants play a 

significant role, accounting for almost 50 percent of the total capital budget. There has been 

a sharp increase in the total capital expenditures, particularly in the Government of Lesotho 

(GoL) financed spending and in foreign capital grants. The total capital budget increased 

six-fold over the decade, and the government-funded expenditure and grant-funded capital 

followed the same trend.  

44. Generally, the overall outturn rate has also improved significantly in the three-year period, 

2008–09 to 2010–11, reaching above 80 percent of the capital budget, in contrast with the 

persistent “execution deficit” early in the decade. Nevertheless, major shortfalls remain in 

donor-funded projects/programs. The improved government financing outturns and the 

ongoing fiscal consolidation suggest that quality of capital expenditures needs to be 

enhanced.  

 

I. Modalities of Public Investment 

 

45. Public investment projects are financed from three major sources: government financing, 

loans, and grants. A new modality in public investment emerges in the form of PPPs, and 

efforts to experiment with PPPs have resulted in a pilot project in the health sector.  

 

II. Public Investment Level: Capital Budgeting and Implementation 

 

46. The past decade has witnessed an upward trend in capital expenditures in Lesotho. Table 2.1 

shows the budget allocations and outturns for capital expenditures from 2000–01 to 2010–

11, broken down by expenditures supported from the GoL budget, DP loans, and grants. 

The data indicate that DP loans have consistently accounted for almost 50 percent of the 

total capital budget. In the same period, the total capital budget increased six-fold, in which 

government-funded capital expenditure and foreign grants showed the most substantial 

increase. In the past three years, the outturn rate has improved significantly, reaching above 

80 percent of the total capital budget. Notably, the rate of grant-funded outturn increased 

from 19 percent in 2000–01 to 80 percent of total allocation in 2010–11, while the rate of 

government-funded outturn rose from 78 percent in 2000–01 to 97 percent in 2010–11. 

Recent improvements stood in contrast to the persistent “execution deficits,” that was seen 

by the outturn during the 7 years between 2000–01 and 2006–08, but the ongoing fiscal 

consolidation suggests that the quality of capital expenditures needs to be enhanced.  
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Table 2: Comparison of Budgets and Outturns for Capital Expenditure (in million Maloti) 

 

  

2000–

01 

2001–

02 

2002–

03 

2003–

04 

2004–

05 

2005–

06 

2006–

07 

2007–

08 

2008–

09 

2009–

10 

2010–

11 

Total capital 

budget  653   802   804   846   842   1,043   1,343   1,924   2,157   3,414   3,807  

GoL funded  273   297   310   320   360   495   616   1,103   1,111   1,953   1,938  

Loan funded  149  239  199  260  210  275  296  330  354  383  501 

  Grant funded 230   266   295   266   272   272   429   490   690   1,078   1,367  

                        

Total projected 

outturn  409   630   607   604   521   689   755   1,169   1,742   3,022   3,239  

GoL funded  213   346   333   367   197   447   481   756   1,111   2,055   1,875  

Loan funded  151   246   157   136   141   70   182   220   409   273   266  

Grant funded  44   36   117   100   182   171   92   191   221   693   1,097  

                        

Outturn as % of 

total budget 

expenditure 63% 78% 75% 71% 62% 66% 56% 61% 81% 89% 85% 

GoL funded 78% 117% 107% 115% 55% 90% 78% 69% 100% 105% 97% 

Loan funded 101% 103% 79% 53% 67% 26% 61% 67% 115% 71% 53% 

Grant funded 19% 14% 40% 38% 67% 63% 21% 39% 32% 64% 80% 

Source: GoL Budget Speeches 2001, 2004, and 2011. 

 

Capital Expenditures Outturns Experienced a Sharp Scaling Up as a Share of GDP 

47. During 2000–10, gross capital investment in Lesotho was in the range of 25 percent to 42 

percent of GDP, with a higher share attributed to the private sector. Public investment went 

up from an average 7.46 percent of GDP between 2003–04 and 2006–07 to 21 percent in 

2010–11. Such substantial increase from 2006–07 can be explained by the Millennium 

Challenge Corporation (MCC) funding and other funds allocated to the Metolong Dam 

project. The sharp increase in the level of both capital budgeting and outturn implies that 

the government is likely to face significant challenges in project design, appraisal, 

implementation, and monitoring. Evidently, it would be hard to increase the level of 

investment any further and therefore enhancing the efficiency of PIM is critical.
19

 

48. General trends and sectoral prioritization in capital expenditure between FY2003–04 and 

2010–11 are shown in Table 3 and Table 4. As a percentage of total capital expenditure, 

budget allocations to public works, agriculture, education, and trade sectors have 

experienced relatively sharp declines in funding received. Concurrently, finance and 

development planning, health, and especially, the natural resource and gender sector, have 

gained markedly higher relative allocations. 

 

                                                 
19

 In his budget speech to parliament for the 2010–11 fiscal year, Honorable Timothy T. Thahane, minister of 

MoFDP, emphasized that enhancing PIM efficiency is imperative for promoting growth and development. 
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Capital Expenditure Allocation by Different Line Ministries 

49. As a percentage of GDP, natural resources, public works, health, and finance are leading 

sectors, with the most substantial relative increase seen in the natural resources industry. 

Table 3 shows sectoral allocation as percentage of total capital expenditure, and Table 4 and 

Figure 7 reflect gradual increase of the overall public investment as percentage of GDP. 

 

Table 3: Sector Investment as a Percentage of Total Capital Expenditure in Lesotho (2003–11) 

  2003–04 2004–05 2005–06 2006–07 2007–08 2008–09 2009–10 2010–11 

Public works and transport 29.0 19.7 25.3 19.8 19.2 21.4 22.2 17.5 

Finance and development 

planning 
13.8 12.0 11.1 14.2 25.0 2.5 5.0 16.6 

Education and training 11.9 19.6 12.0 7.8 5.1 12.2 7.0 5.1 

Agriculture and food security 10.8 4.7 4.7 3.6 1.9 4.3 1.5 1.6 

Health and social welfare 8.6 7.1 4.9 5.9 16.0 15.0 15.3 13.8 

Natural resources 6.9 8.2 11.5 18.9 16.3 27.2 25.0 22.7 

Highlands 6.9 6.9 10.5 8.2 6.0 5.3 3.2 2.2 

Trade, industry, cooperatives, 

and marketing 
3.7 4.8 1.6 1.5 1.1 0.7 2.0 1.2 

Tourism, environment, and 

culture 
3.1 5.2 3.5 2.1 1.6 1.3 0.7 1.0 

Communications, science, 

and technology 
0.01 0.5 2.8 2.1 0.3 0.01 0.01 0.9 

Gender, youth, sports, and 

recreation 
0.5 1.9 0.7 1.3 0.8 1.3 1.1 9.1 

Other sectors 4.8 9.4 11.4 14.6 6.7 8.8 17.0 8.3 

Total investment 100 100 100 100 100 100 100 100 

Source: MoFDP, Budget Speeches 2003 through 2011. 
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Table 4: Sector Investment as a Percentage of GDP in Lesotho (2003–11) 

  2003–04 2004–05 2005–06 2006–07 2007–08 2008–09 2009–10 2010–11 

Public works and transport 2.3 1.3 2.0 1.5 1.9 2.7 4.5 3.7 

Finance and development 

planning 
1.1 0.8 0.9 1.1 2.5 0.3 1.0 3.5 

Education and training 1.0 1.3 0.9 0.6 0.5 1.6 1.4 1.1 

Agriculture and food 

security 
0.9 0.3 0.4 0.3 0.2 0.6 0.3 0.3 

Health and social welfare 0.7 0.5 0.4 0.4 1.6 1.9 3.1 2.9 

Natural resources 0.6 0.5 0.9 1.4 1.6 3.5 5.0 4.8 

Highlands 0.6 0.4 0.8 0.6 0.6 0.7 0.6 0.5 

Trade, industry, 

cooperatives, and 

marketing 

0.3 0.3 0.1 0.1 0.1 0.1 0.4 0.3 

Tourism, environment, and 

culture 
0.2 0.3 0.3 0.2 0.2 0.2 0.1 0.2 

Communications, science, 

and technology 
0.01 0.01 0.2 0.2 0.01 0.01 0.01 0.2 

Gender, youth, sports, and 

recreation 
0.01 0.1 0.1 0.1 0.1 0.2 0.2 1.9 

Other sectors 0.4 0.6 0.9 1.1 0.7 1.1 3.4 1.8 

Total capital expenditure as 

% of GDP 
8.06% 6.42% 7.78% 7.58% 10.02% 12.85% 20.09% 21.08% 

Source: MoFDP, Budget Speeches 2003 through 2011. 

 

Figure 7: Capital Expenditure as a Percentage of GDP (2000–2011) 

 

– 
Source: MoFDP, Budget Speeches 2001, 2004, and 2011. 

 

50. Looking at the capital budget allocations across different line ministries for the year 2010–11 

(Figure 8), the top five recipients are the ministries of natural resources, public works, 

health, finance and development planning, and local government. Education ranks sixth in 
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the list. The Ministry of Natural Resources receives the highest allocation, 24.4 percent, of 

the total capital budget. The bulk of this allocation (more than 87 percent) is DP funded and 

over half of these funds are allocated to the Metolong Dam project.
20

 The Ministry of 

Public Works has the second-highest allocation (approximately 19 percent), followed by the 

Ministry of Health (15 percent) and Ministry of Finance and Development Planning (11 

percent). The Ministry of Local Governments receives almost 9 percent and the Ministry of 

Education less than 6 percent of the total capital budget allocation. 

 

Figure 8: Capital Budget Allocation by Ministry in 2010–2011 

 

 
Source: MOFDP 2010. 

 

Spending the Capital Budget 

51. In September 2010, the MoFDP submitted to the Cabinet “A Comprehensive Review of All 

On-Going Capital Projects.” The report analyzes the implementation of the Lesotho capital 

budget and specific projects’ performance. Two key issues emerge from the report. First, 

there is a significant variation in absorption rates across sectors. While some ministries 

perform very well, others are lagging behind. For example, in the 2009–10 fiscal year, the 

Ministry of Forestry and Land Reclamation was able to spend 100 percent of the allocated 

budget, whereas the Ministry of Natural Resources’ expenditure/allocation ratio was about 

40 percent. Second, there has been a significant difference in the absorption rates of GoL 

funds and DP funds.  

52. The gaps between the amount budgeted and the amount actually spent have ranged from 7 

percent to 32 percent of the total budget. The data on allocations and spending previously 

shown in table 2.1 indicate that there exists a long-standing execution deficit. The pattern, 

however, is different when comparing (i) government-funded and donor-funded projects 

against (ii) spending across ministries.  
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 The project is intended to catch and transfer potable water to many of the large settlements in the lowlands, 
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53. In particular, major shortfalls have occurred in donor-funded projects and programs. 

Interviews with government officials highlighted several reasons for this 

budget/expenditure gap
21

: 

54. First, domestic projects tend to have greater local ownerships and disbursements are more 

readily accessible. According to an analysis by the MoFDP, when a project is funded 

through multiple sources including the GoL, it is the national-funded portion that often 

receives disbursement priority. 

55. Second, there is a general perception across ministries that the DP funding procedures are 

quite complex, inflexible, and vary from one agency to another. In other words, officials in 

the line ministries are generally not familiar with the intricacies of these procedures, 

whereas the government procedures are simpler in comparison. Meanwhile, the DPs claim 

that these are the standard procedures applied internationally across recipient countries and 

need to be learnt by the officials in Lesotho.  

56. Third, the GoL officials familiar with the DP procedures need to be retained in their positions 

so as to ensure efficiency and continuity in their work. Personnel issues and high staff 

turnovers have caused work suspension in the past, as in the case of projects funded by the 

European Union (EUs). While comprehensive procedural manuals by DPs are now less in 

fashion, retention of individuals recognized as lead experts vis-à-vis particular agencies 

would help speed up the fund utilization processes. 

57. Fourth, an additional factor underlying the low utilization of DP funding might be related to 

poor reporting by the implementing agencies in the government. This relates closely to the 

third point, that is, a clear division of roles among officials involved in the process appears 

to be absent.  

58. Fifth, while there is a lack of centralized policy guidance on project prioritization, the 

ministries have their own statues and procedures, which they want to hold on to. But the 

bottlenecks within the ministries have slowed down project completion. In particular, the 

Ministry of Public Works has not been able to cope with the workload and has been slow to 

change. Some ministries have tried to resolve this issue by establishing their own 

construction unit. For instance, the Ministry of Education (MoE) has capital projects to 

build classrooms, laboratories, and libraries. The actual construction work has been 

traditionally done by the Ministry of Public Works (MoPW), but now the MoE has obtained 

approval to do its civil work through its construction subunit that will still be supervised by 

the MoPW. In addition to multiple reporting responsibilities, this new unit also faces the 

added problem of high turnover of skilled staff.  
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 The results of the interviews are largely consistent with prior findings in Robinson (2009). 
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CHAPTER 3. MAPPING INSTITUTIONS AND THE PERFORMANCE 

OF THE PIM SYSTEM 

I. Mapping Institutions and Stakeholders 

59. Drawing on the macro institutional analysis developed in chapter 1, this section first 

describes the PIM formal decision-making process and the critical role that the Project 

Appraisal Committee (PAC) plays in it. It then explores the interests and preferences of key 

stakeholders across two dimensions, level of influence and perceived orientation toward 

change, with the goal to understand why the decision-making process and the regulatory 

framework for PIM have been structured as they have been in Lesotho, whose interests the 

current institutional arrangements serve, and what opportunities exist for changing the 

decision-making process in a way that enhances PIM efficiency. 

60. The analysis suggests that while the reestablishment of the PAC combined with recent 

changes in legislation has the potential to significantly improve the prospects of PIM in the 

country, implementing these changes will expectedly face challenges for a variety of 

reasons. First, the interests of the political leadership and civil servants are not necessary 

aligned. Second, some reforms are perceived as threats to the rent-seeking practices often 

reported across public and private institutions. And third, the ultimate beneficiaries of 

reforms (citizens) need to be empowered to articulate stronger demand for improved 

performance and hold the authorities accountable. In other words, the scope of change that 

can be expected in the governance of PIM may be limited, at least in the short term. Given 

this difficult environment, the Ministry of Finance and Development Planning (MoFDP) 

has to play a central role in championing the reform agenda.  

 

The Formal Decision-Making Process in PIM 

 

61. The MoFDP is the central agency responsible for overall financial management, including 

providing guidance and monitoring progress across various stages of public investment 

processes. Annex 4 provides a summary description of the structure (Organogram) and 

functions of the MoFDP. But with the existing conditions of institutional capacity and 

governance, the Ministry is not able to carry out its functions properly. 

62. Line ministries are responsible for preparing their budgets and planning of investments. The 

task of project/program formulation is undertaken in the planning unit of the respective line 

ministry with the help of an economist in the ministry assigned to it by the MoFDP. Also, 

this process is also completed in close collaboration with the desk officer in the MoFDP 

that is assigned to a particular ministry. The desk officer also presents the proposal to the 

Project Appraisal Committee (PAC), which was revived in May 2009 (see Box 3). 
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Box 3: History of the Project Appraisal Committee (PAC) 

During the 1990s, a proposal for capital spending on a new project/program would be appraised and 

cleared by a Project Appraisal Committee (PAC) before it could be included in the budget. This practice 

was, however, discontinued in 1998, when the responsibility of selecting a new project/program proposal 

was given to the budget subcommittee of the cabinet. This decision stemmed from the government’s 

perception that the PAC had too much power to decide what goes into Public Sector Investment Program 

(PSIP). As a consequence, the PAC was not utilized. During that period, the cabinet subcommittee would 

send a list of projects/programs every year to the MoFDP for being included in the budget. Normally, no 

proposal or appraisal note would accompany this list. 

In 2008–09, the PAC was revived and now it is comprised of representatives of the MoFDP’s 

departments of development planning, economic policy, budget, debt management, private sector 

development; Bureau of Statistics; and government agencies for HIV and AIDS, gender and youth, and 

the environment. Despite its resuscitation and role in scrutinizing and approving new projects/programs, 

there were limitations to the effectiveness of the PAC, which resulted in its review in May 2010. The 

review found that there was disappointing participation in the PAC meetings. For example, the Treasury 

representative attended only one of the seven PAC meetings held in 2009, while officials from the Budget 

Division and the National Aids Council of Lesotho did not attend any meetings at all. The PAC was 

deemed to lack the expertise to conduct sophisticated appraisal and cost-benefit analysis for major capital 

projects. From this review, the PAC’s composition was broadened to include Head of Planning Units 

from the line ministries to enhance its appraisal capacity.  

 

63. Upon their approval by the PAC, capital funding proposals are submitted to the Cabinet 

Budget Subcommittee, which makes the final deliberations on which projects are to be 

funded.
22

 If a proposal is finally cleared by the subcommittee, it is included in the Public 

Sector Investment Program (PSIP) and may be then included in the budget in that year or in 

subsequent years. Figure 9 visually summarizes the decision-making process for a formal 

project cycle.  

64. The Cabinet Budget Subcommittee also submits its own projects for funding through the 

budget. Some of these projects may be perceived as being “political” in nature and do not 

go through the project appraisal system prior to approval. They simply come as “directives 

from above.” Such projects and programs are not too many, but their outlays can be quite 

large. About 5 percent of the proposals that come as directives, however, could amount to 

more than 50 percent of the budget. These proposals might also go through the PAC, but 

that is mostly a formality, as indicated by the dotted arrows in Figure 9 below. Interviews 

with GoL officials suggest growing concerns that the number of projects pushed through 

the system from a particular line ministry depends on the standing and clout of the minister 

involved. 

                                                 
22

 The Cabinet Budget Subcommittee was established about four years back as the government felt that the PAC 

bureaucracy had become too dominant in deciding the size and nature of the budget. The creation of the 

subcommittee is one way of throwing some political clout over the bureaucracy in the budgeting process, and 

creating more checks-and-balances over the budget deliberation process. 
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Figure 9: Mapping the Project Cycle Decision-Making Process 

 
 

Characterizing the Politics of PIM Reforms: Stakeholder Analysis 

 

The Executive 

 

65. The Prime Minister. The Prime Minister (PM) is clearly the most influential player within the 

executive branch of government, given his broad de jure and de facto decision-making 

powers. In principle, the PM has a strong interest in pushing for progress on public 

investment efficiency, given the opportunity to politically capitalize on the impact that an 

improved system of PIM can have on the quality of citizens’ lives, the capacity to attract 

investments, and, ultimately, the overall welfare of the country. Public statements with a 

particular emphasis on PIM efficiency in the latest budget speech seem to confirm the PM’s 

sustained efforts to improve PIM efficiency and meet citizens’ demands for enhanced 

public services. But the upcoming 2012 elections might pose some constraints on the PM’s 

ability to enact structural reforms that might have short-term negative impacts on public 

sector employees and other interest groups such as the segment of the private sector largely 

dependent on public investment bids. These considerations also imply that in the outcome 
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of the 2012 elections, the winning PM may have the authority and legitimacy to implement 

difficult reforms.  

66. The Ministry of Finance and Development Planning. The MoFDP has the potential and the 

formal authority to play the role of champion in implementing PIM reforms. Evidences 

suggest that the ministry’s interest in PIM reform is high, as effective enforcement of 

reform would enable it to carry out its mandate by ensuring more efficient allocation of 

public resources, as more robust oversight is brought to bear on public finances. Also, the 

MoFDP seems to have adequately qualified personnel to fulfill its mandate despite a 

general lack of capacity in the public sector.  

67. The Ministry of Public Services. The Ministry is formally responsible, among other things, to 

define the policies regulating the size and composition of the public service. To the extent 

that the public service remains the largest employer, at least for the formal sector, in 

Lesotho, this ministry has the potential to play a critical role in the PIM reform agenda. On 

the one hand, this also implies that any reform attempt that tries to diminish ministry 

control over HR policies, for example, by decentralizing control over promotion and 

retention policies to line ministries, will be met with resistance. On the other hand, such 

decentralization of HR has been advocated by several line ministries as necessary to 

improve efficiency and reward performance in the public sector. As a result, the HR aspects 

of PIM reforms should be designed and implemented in a way that accommodates requests 

from line ministries without seriously undermining the status and role of the MoPS.  

 

The Legislature and Other Oversight Bodies 

68. The Parliament. While formally empowered to check the executive and act as an oversight 

body by reviewing and approving the national budget, the strength of the parliament vis-à-

vis the executive is constrained by a number of factors, including the dominant role played 

by the ruling party and the small proportion of seats controlled by a highly fragmented 

opposition, with about 10 opposition parties vying for political opportunity. The parliament 

is also undermined by a lack of technical knowledge among MPs, which results in limited 

exposure to and understanding of financial practices and procedures.
23

 It is worth noting 

that a lack of information is at least as important a factor as a lack of capacity. While the 

Parliamentary Committee on Finance is now one of the few operational committees in the 

house, it remains dependent on the external Office of the Ombudsman for access to 

budgetary information and other support, and has not been rigorous in its examination of 

the national accounts. 

69. The constraints of the parliament in respect to the maintenance of good governance is 

illustrated by delays in the passing of the Public Finance Management and Accountability 

(PFMA) Bill, which has been on the drawing boards for some time, and its failure to 

implement the Members’ Asset Register, which would require all parliamentarians to list 

and provide explanation of their assets, if these are considered excessive. Finally, although 

their effectiveness and capacity to fulfill their oversight functions are not yet fully evident, 

parliamentary portfolio committees are now operating efficiently and are resourced 

adequately (APRM 2010).  

                                                 
23

 As a result, a number of organizations, including the Transformation Resources Centre (TRC) have provided 

capacity-building support to parliament and, though it is alleged that this has made a difference, it is clear that 

capacity-building efforts still remain an urgent priority for the institution.  
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70. The Office of the Ombudsman. The Office of the Ombudsman was established in 1993 and 

receives complaints from the public. It conducts investigation, holds public enquiries, and 

undertakes public education. It has currently prioritized the investigation and inspection of 

health service delivery to ensure the quality provision of services to the public and 

correctional services to ensure the human rights of prisoners. The office provides some 

decentralized services in all the districts to be more accessible to the public. A draft bill 

intended to make the Ombudsman a fully independent institution is still to be passed into 

law.  

71. The Office of the Auditor General (OAG). The Auditor General (AG) is appointed by the 

king on the advice of the PM. The OAG is responsible for auditing public sector ministries, 

state-owned enterprises (SOEs), and development projects. A number of shortcomings on 

the part of the OAG has been identified. The first pitfall lies in the institutional parameter 

within which the OAG works. The current Finance and Audit Act requires the OAG to 

report to parliament through the minister of finance and development planning. There is a 

perception that the current institutional arrangements have jeopardized its independence 

from the executive branch. The second shortcoming encompasses the desired expansion of 

its scope due to growing public, political, and DP demands for greater transparency across 

state institutions, and in the context of the GoL’s commitment to enhance the effectiveness 

of internal controls to minimize fraud and corruption. This has resulted in the development 

of a strategic plan for the OAG for the period 2006–11, which underlines the passing of a 

new bill defining the role and accountability of the OAG.
24

 

72. The Directorate on Corruption and Economic Offences (DCEO). Like other oversight 

bodies, the DCEO is also of relatively weak capacity and is subject to the human resource 

constraints that characterize much of the public service. The DCEO does not have sufficient 

staff, especially to fulfill important investigative and forensic functions. At the same time, 

this agency is likely to be a natural supporter of PIM reforms, particularly if the political 

leadership is willing to identify the anti-corruption agenda as a critical component of PIM 

reform, and act accordingly by empowering the directorate. In other words, this agency is 

not able to initiate reforms but likely to align with other stronger “champions” (such as the 

MoFDP) in their PIM reform efforts. 

73. Civil society organizations (CSOs). The role and importance of CSOs can be described as 

growing, as they have acquired greater capacity and operate within the Basotho society. 

Although the vast majority of CSOs are developmental organizations engaged in social 

welfare activities, there are also a few—most notably the Lesotho Council of NGOs (LCN), 

and the Transformation Resources Centre (TRC)—that are actively engaged in advocacy 

for good governance and other aspects critical for the PIM reform agenda. Both 

organizations have good organizational capacity and are engaged in various capacity-

building and advocacy initiatives targeted at the public sector, as well as at select members 

of the political elite, including parliamentarians. Besides this initiative, these organizations’ 

interest in the PIM reform agenda is reflected in their participation in the review and 

assessment of the national budget. Challenges remain, however, to the impact and strength 

of these organizations, as CSOs remain highly dependent on external and contingent 

sources of funding, and continue to face significant pressure from the political powers. 

They urgently need to be empowered to be able to implement their good governance agenda 
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and act as a critical “agent of accountability” for the government. This would also enhance 

their role as critical players in pushing forward the PIM reform agenda. 

74. The media. The media in Lesotho are relatively free and open. But the capacity of journalists, 

particularly in the area of investigative journalism, is considered weak, with the ordinary 

citizens hardly exposed to the level and quality of information required to hold government 

authorities accountable. Journalists are also constrained by the reluctance to overexpose 

abuses of power as a result of the injurious costs of libel action that has been taken by 

individuals. This reflects an environment that is highly influenced by the legacy of political 

repression of previous periods. In terms of access to information, it is worth noting that 

newspaper readership is low, and the weekly papers tend to be targeted at the middle-class 

urban population residents in Maseru. Radio stations have a far wider listenership and 

provide opportunity for the airing of public views and for the accountability of elected 

officials. Radio stations are also cautious and wary of possible libel actions.  

75. Private sector organizations.  Given the small size of the formal private sector in Lesotho 

relative to the public sector, collective organizations representing private interests appear 

poorly developed. While their influence is growing, including through the establishment of 

the new representational organization, namely the Private Sector Foundation of Lesotho, 

participation in the foundation has been low and even fractured, as members have been 

unable to speak with a strong and united voice. This results in their limited ability to 

influence public policy. Consequently, the private sector as a unified player probably has a 

mixed perspective on PIM reform. Evidently, poor management of public investment 

provides more space for “rent-seeking” behavior for those firms that receive the bulk of 

contracts from the government. On the other hand, the majority of firms who in fact remain 

excluded from the competition on public bids would benefit from a more efficient and 

transparent system that allows more players to interact with the public authority for 

contracts in the public sector.  

76. Development partners. The government’s efforts to improve the efficiency of public 

investment have attracted increased financial support from the donors. The DPs collectively 

provide about 50 percent of total capital budget in terms of grants and loans. The figure 

indicates the level of influence that DPs are able to play in supporting reform, while also 

reflecting their ongoing commitment to support capital budgeting as a means of speeding 

up the pace of economic growth and the creation of a favorable environment for both public 

and private investments. At the same time, the current government’s desire to be viewed 

positively by the international community provides a critical entry point for donors. But 

despite all that is at stake and the donors’ shared interest in PIM reforms, DPs have been 

unable to leverage their influence to achieve any significant changes and tackle the key 

binding constraints of PIM in Lesotho. To be effective and enhance their leverage as reform 

player, donors should develop a shared vision of what the PIM agenda should look like and 

have a common voice in advocating for its implementation. In other words, more efforts are 

required to harmonize interventions and maximize the scope and prospects of donor-

supported PIM reforms.  

 

Entry Points and Drivers of PIM Reforms 

 

77. The stakeholder analysis carried out above helps to identify which actors can act as potential 

“entry points” for change and trigger PIM reforms with a caveat. In reality, the stakeholders 



30 

 

mapping is more complex, as the level of support and position of each stakeholder tends to 

vary depending on specific policy issues under consideration, within the broader PIM 

reform agenda. A detailed analysis of stakeholders’ preferences and interests vis-à-vis 

specific policies is beyond the scope of this report.  

78. Together with the MoFDP, donors emerge as a critical player with the leverage to shape the 

direction of PIM reforms in the near future. Other key reform champions include the 

ultimate beneficiaries of reforms (such as Basotho citizens, especially the poor), the 

Directorate on Corruption and Economic Offenses, and private contractors left out of major 

business with the government, the media, and civil society associations—broadly defined.  

79. A promising strategy would be for both the government (MoFDP) and the donors to 

empower these players with high interest in change and build around them the  

“reform coalitions” required to bring about change in the PIM system.  

80. A number of approaches are possible to build this potential coalition of reform champions. 

Among them, capacity-building initiatives should be designed targeting these institutions 

(DCEO, CSOs, and the media), with a special focus on their capacity to act as oversight 

institutions to scrutinize the quality of project implementation and monitor the impact of 

capital investments in the country. Obviously, capacity building is also required for the 

more technical dimensions of PIM, and should be targeted at the line ministries, which 

develop capital projects; the PAC, which appraises capital projects; the MoFDP’s 

monitoring and evaluation unit; the Cabinet Budget Subcommittee; and the Parliamentary 

Portfolio Committee on Finance. In addition, general direction to reform the PIM system 

toward transparency and accountability, including public disclosure of the decision-making 

process, standard guidelines, manuals, and procurement would also help empower the 

targeted institutions.  

 

II. Assessment of the Performance of the PIM System 

 

Introduction 

 

81. The country embarked on a substantial PFM reform agenda, setting the stage for the 

enhancement of the quality of PIM. The PFM reform, one of the core elements of the 

government’s Public Sector Improvement and Reform Program (PSIRP), has gained wide 

support from donors. As part of the reform program, an MTFF is being prepared for the 

period 2009–12; the Integrated Financial Management Information System (IFMIS) was 

introduced in April 2009 to replace the archaic GoL Financial Information System 

(GOLFIS) as procurement reforms have been initiated. Efforts are being made to strengthen 

the OAG and to assist the PAC in executing its oversight role more effectively. Recently, 

the PAC was resuscitated as part of a long-term strategy to enhance the quality of project 

appraisals. But critical issues persist, notably the delay in enactment of the Public Financial 

Management Accountability (PFMA) Bill, which exposes the major weakness in the overall 

legislative framework for improved PIM. The performance of the PIM is examined below, 

following the diagnostic framework of Rajaram et al (2010). 

82. This section explores the performance of PIM in Lesotho following the diagnostic framework 

of Rajaram et al (2010). This PIM framework envisages eight “must-have” features of a 

sound PIM system: (i) investment guidance and preliminary screening, (ii) formal project 

appraisal, (iii) independent review of appraisal, (iv) project selection and budgeting, 



31 

 

(v) project implementation, (vi) project adjustment, (vii) facility operation, and (viii) project 

evaluation. An analysis of the PIM system in Lesotho reveals that certain key features are 

either missing or exist more as formalities, and that there are serious shortcomings in the 

system.  

 

Investment Guidance and Preliminary Screening 

 

83. Budgeting for public investment begins at line ministries, which are expected to prepare 

project proposals on the basis of the Project Summary template issued by the MoFDP 

(Annex 7). The PAC has also published the Project Appraisal Guidelines as guidance to 

line ministries and development agencies (Annex 5).  

84. Capital investment proposals are required to be linked to Vision 2020, the National Poverty 

Reduction Strategy (PRS), key messages drawn from the budget speech, and other long-

term growth and development frameworks. In the short run, the defined priorities of 

employment creation and income generation to households guide the project/program 

selection process.  

85. Currently, the five-year NDP including part II featuring a Public Sector Investment Program 

(PSIP) is being finalized and is expected to provide the main guidelines for public 

investment in the future. It will provide guidance to the capital budgeting process in all the 

line ministries, and investment proposals will be prescreened annually to see if they 

correspond to the NDP. While the procedures for prescreening are adequate, the quality of 

the existing strategic documents determines their effectiveness. The PEFA (2009) identifies 

a number of issues. In particular, cost projection in sector strategies and budget framework 

papers (BFPs) are not always consistent with the aggregate forecasts. The linkage between 

capital expenditures and recurrent cost implications remain weak. Government officials in 

our interviews share their concern that while sector strategies and objectives are formally 

linked to Vision 2020, they are only defined in broad terms. Unrealistic fiscal forecast or 

broadly defined development strategies undermine the quality of prescreening in PIM. 

Doubts are being raised about whether the NDP will represent more than a shopping list of 

desired projects, to be listed in a Public Sector Investment Plan (PSIP), and the extent to 

which it will actually drive project conceptualization and formulation is a moot point and 

can only be seen in the future. There is no clarity in terms of coherence among the current 

policies and plans (Draft NDP, September 13, 2011, p.139). 

86. As already indicated in chapter 2, the decline of capital budget allocation over the period 

2003–04 to 2010–11 in crucial social and economic sectors (specifically in public works, 

agriculture, education, and trade) raises concerns about the extent to which these sectoral 

allocations are aligned with stated developmental priorities. Capital budget allocation to the 

Ministry of Trade and Industries, Cooperatives and Marketing is a case in point. The 

National Poverty Reduction Strategy 2004–05 to 2006–07, followed by the Interim 

National Development Framework 2009–10 to 2010–11, elaborated as the number one 

development priority the need to create formal employment and expand opportunities for 

individuals to earn an income. To this end, the government emphasizes its commitment to 

strengthen the business environment and invest in key economic factors (for example, 

physical infrastructure, skill and human capital, favorable legal and regulatory institutions, 

and support services) as a platform to draw in private and foreign investments. Nonetheless, 

such well-defined vision has not translated into concrete and measurable policy actions. 
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Capital budget allocation to the Ministry of Trade and Industries, Cooperatives and 

Marketing, charged with formulating appropriate policies and legal framework to enhance 

conducive environment for business development, mounted to just 2 percent and 1.2 

percent of the total capital expenditures in the two subsequent years 2009–10 and 2010–

11.
25

 

Box 4: The National Development Plan 

 

The five-year national plan has been prepared in consultation with development partners. It 

will be the first National Development Plan (NDP) in more than a decade. After the old planning 

process came to an end, the country had a poverty reduction strategy (PRS) for several years. The 

new plan builds on the already existing vision 2020 and it primarily aims at taking the country 

toward an accelerated and sustainable economic and social transformations.  

 

The plan will be in two parts. Part I will draw upon the international experience and include 

situational analysis and provide the basis for policies, strategies, actions, and investments that the 

country should implement. Part II will contain an investment program that will identify specific 

activities that may contribute toward the attainment of overall plan objectives. Once the plan is 

ready, it will guide the budget process starting in the year 2012–13. The investment proposals 

from the line ministries will be examined annually to see if they correspond to the NDP and only 

those projects/programs will be considered for inclusion in the budget. It is envisaged that 

rigorous project/program selectivity and appraisal will be applied to maximize their impact on 

growth, employment, and economic transformation.  

 
Source: MoFDP 2010. 

 

Formal Project Appraisal 

 

87. In Lesotho, there is a duality in the project appraisal exercise. The donor-funded investments 

typically follow the specific donor’s appraisal process, which formally includes the cost-

benefit analysis or cost-effective analysis. The bulk of DP funded projects does not go 

through the PAC. On the other hand, the investments financed directly by the government 

or general budget support follow the government’s own procedures summarized in the two 

key documents issued by the MoFDP: the Project Appraisal Summary and Project 

Appraisal Guidelines.  

 

Project Appraisal Summary 

 

88. To help the line ministries comply with the project appraisal guidelines, the MoFDP has 

developed a comprehensive format for formulating and analyzing new proposals and 

presenting their summary to the PAC for its approval. The format of the summary is 

presented in Annex 9. It is quite comprehensive and comprises of five chapters. 

89. Chapter 1 asks for the background and justification of the project/program including its 

history and origin, the current situation, and how the proposal fits in with the government’s 

policies as manifest in the Vision 2020 document, poverty reduction strategy, and the 
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ministry’s strategic plan. It also covers stakeholder analysis, environmental impact, gender, 

and legal aspects.  

90. Chapter 2 requires a description of the project goals and purposes, its expected outputs, their 

measurement indicators, and the means to verify them.  

91. Chapter 3 asks for details of project description and resource requirements. It envisages that 

the sponsors would conduct a market analysis encompassing demand and supply analyses, 

competitiveness, and comparative advantage; detailed technical description of the project 

components; and plans of operations outlining human resource needs, supplies, and 

equipment. This chapter also requires the line ministries to provide a description of the 

management structure and a detailed activity implementation schedule.  

92. Chapter 4 of the format is the key chapter that mandates a cost-benefit analysis of the 

proposal. It requires the sponsoring agency to provide adequate information to enable an 

assessment of the financial and economic feasibility of the project/program and its debt-

service capacity ratio. The chapter has the following components:  

• Total project budget/cost with breakdown by project components, investment/capital 

costs implications, recurrent cost implications including operating, maintenance, and 

manpower costs, working capital needs, and so on. 

• Staff training costs and costs of consultancy services. 

• Loan interest and repayment schedules. 

• Project revenues. 

• Financial viability analysis by preparing a financial cash flow statement and computing 

the net present value (NPV), the internal rate of return (IRR), and the benefit cost ratio of 

the project/program. 

• Economic Viability Analysis by preparing an economic cash flow and computing the 

economic NPV and the economic IRR. 

93. Finally, Chapter 5 requires project monitoring, auditing of expenditures, and project 

evaluation. It furnishes, however, little details of the monitoring and evaluation processes 

and the formats to be followed.  

 

Project Appraisal Guidelines 

 

94. The PAC’s project appraisal guidelines are comprehensive. They require every new proposal 

to furnish information on: (i) the prudence of total and operational costs; (ii) cost-benefit 

analysis including quantification of benefits and estimation of return on funding; (iii) 

readiness for funding in terms of technical feasibility, and identification of site, 

implementing agencies, and human/material resources; (4) market analysis, local 

participation, and interests/expectations of various stakeholders; (v) cross-cutting issues 

such as environmental impact assessment, HIV/AIDS, and gender issues; and (vi) 

uncertainties and risks accompanying the proposal. 

95. But the guidelines for the preparation of capital projects have been applied partially at best, 

in the line ministries. Box 5 presents the review of two previously submitted project 

proposals. 
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Box 5: The Precept and Practice of Project Appraisal Documents 

 

Two project proposals are examined below on the extent to which the appraisal guidelines and their 

format are being complied with. 

 

Project Proposal on the Bokong Chalets (Ministry of Tourism, Environment, and Culture). The first 

two chapters are devoted to project background and project objectives, and these are covered in detail. 

The third chapter goes into three issues: budget breakdown, implementation schedule, and monitoring 

and evaluation. It gives the breakdown of budget by various items of expenditures and also lays down 

an implementation schedule by activities. On the monitoring and evaluation part, it simply states that 

the line ministry will prepare physical and financial reports on a monthly basis. Cost-benefit analysis, 

as outlined in chapter 4, of a typical project appraisal summary is completely missing.   

 

Human Resources and Payroll Management Information System (Ministry of Public Service). Chapter 

1 gives the background of the proposal in detail. Chapter 2 provides the goals and objectives of the 

project as well as the expected outputs. Chapter 3 describes the project components and the required 

budget by different types of costs. Chapter 4 on financial and economic analyses offers a breakdown 

of the budget by different expenditure items and an implementation schedule by different activities. It 

is, however, very brief on the analysis part, most of which has been deemed “not applicable.” Chapter 

5 on monitoring and evaluation mentions that quarterly progress reviews will be made and the project 

will be evaluated 6 months after its completion. No other details have been provided.   

 

Clearly, both the proposals do not provide adequate basis for a meaningful appraisal by the PAC. 

 

 

96. Adequate cost-benefit analysis or cost-effective analysis has hardly been conducted for any 

budget-funded project/program. Even though the PAC appraisal format has a chapter that 

lays down the requirements for financial and economic analyses, this section has commonly 

been omitted in all the proposals submitted to the PAC. The only thing of quantitative 

nature in these proposals is a budget table of itemized expenditure estimates under various 

heads, but there is no cash-flow analysis of any kind.  

97. Thus, while the PAC goes through the formality of appraising projects/programs, it would 

appraise submissions on the basis of their descriptive rather than substantive rigour. The 

outputs are subsequently presented in a qualitative manner. Furthermore, there is no 

presentation or discussion of possible alternatives for achieving the objectives, nor 

stakeholder or distributive analysis, though some proposals do contain a description of the 

stakeholders involved. 

98. The lack of rigorous appraisal despite continued efforts by the MoFDP and particularly the 

PAC leads to a disconnect between sector objectives and project selection. In the health 

sector, except for Health Sector Reform Project funded jointly by Millennium Challenge 

Account (MCA), Irish Aid, World Health Organization (WHO), and United Nations’ 

Children Fund (UNICEF), most approved projects address isolated issues (for example, TB, 

HIV/AIDS, supporting disabled persons).
26

 It can be observed that while the issues being 

targeted are all important, the investments are yet to provide clear rationale on how they 
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would collectively contribute to achieving the ministry’s overall stated objectives and 

addressing key challenges to improve health outcomes. In particular, of the total portfolio, 

certain projects do not adequately demonstrate how they would address the “high impact” 

issues of child health, maternal health, and nutrition, which are among the most crucial 

indicators for the quality of human development. 

99. In 2009, a total of 25 project proposals from line ministries were tabled at the PAC meetings 

held between September and December 2009. The committee recommended 11 projects for 

funding, deferred 7 for resubmission, and determined 7 as not ready for implementation. 

Amongst the 11 proposals recommended, 5 were included in the 2010–11 budget. This 

shows that a fifth of the submission pool was selected for inclusion in the budget. As part of 

the preliminary screening, proposals are generally not rejected outright. From past 

experience, about 50 percent were sent back for the line ministries to redesign and 

reformulate the proposals to be more in line with the suggested guidelines, which then can 

be resubmitted to the PAC for a secondary review. It is worth noting that many line 

ministries avoid submitting proposals to the PAC, particularly for large projects/programs, 

by employing outside consultants to prepare the proposals and getting direct approval of 

their respective ministers. The Cabinet Budget Subcommittee also submits its own projects 

for funding through the budget. These proposals also go through the PAC, but mostly as a 

formality.  

100. Thus, there is a tendency to circumvent and dilute the project appraisal process both at the 

line ministry as well as at the PAC levels. Interviews with government officials at both the 

MoFDP and some key line ministries reveal two likely explanations. First, line ministries 

do not often feel obligated to submit new proposals to the PAC; and second, the officials in 

the planning units of line ministries, the desk officers in the MoFDP, and the PAC members 

across the board do not have the adequate knowledge and the experience of applying and 

thus assessing cost-benefit analysis techniques. Many line ministries tend to evade the PAC 

process entirely. Indeed, it might be incongruous to submit complex capital projects, such 

as the large dam and water transfer projects currently under way for appraisal by the PAC 

as currently structured and with its present level of capacity. Meanwhile, a number of 

selected projects are conceived for “political” reasons and do not pass through the project 

appraisal and review process of the newly revived PAC.  

 

Environmental Impact Assessment 

 

101. The incorporation of environmental impact assessment in project proposals is an area for 

improvement. The Ministry of Environment (MOE) is responsible for ensuring that large 

projects with major impacts on the environment go through an impact assessment process. 

For every such proposal, a project brief is to be prepared, and is expected to have 

substantive information on social and environmental impact assessment (EIA), otherwise 

the clearance process gets delayed. Decisions on the proposals are supposed to be made in 

coordination with all the stakeholders. The EIA is conducted at the line ministry level, but 

the MOE plays the role of an advisor in the process.  

102. In reality, the MOE does not monitor the impact of a project/program on the environment 

during its design or implementation. It receives periodical audit reports prepared by the 

sponsoring ministry to gauge how the project/program is proceeding compared to the 

original stated assessment. Such audit reports are often inadequate, especially if the 
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sponsoring ministry does not consult with the MOE. For private sector projects, the 

developer himself does the audit, which is later examined by the MOE in coordination with 

the concerned line ministry. Loose institutional arrangements combined with weak 

supervision capacity at the MOE have indeed undermined the meaningful aspect of the 

environmental appraisal and monitoring. Without any institutional binding constraints, line 

ministries and private sector developers do not have any incentives to expose their own 

project proposals to the external environmental scrutiny. 

103. The MoE has the authority to filter poorly designed projects with negative environmental 

consequences. It also has the mandate to conduct spot audits and stop projects if necessary. 

Such power has never in practice been exercised. In fact, not a single project proposal has 

been rejected ex-ante or halted during implementation for such reasons. In the view of 

MoE, such an action will be too harsh because projects are always claimed to contribute to 

employment and the growth of the economy. Meanwhile, the MOE also suffers from a lack 

of trained staff. Efforts are under way to get more trained workers and also to amend the 

Environmental Act suitably.  

 

Independent Review of Appraisal 
 

104. There is no independent review of the decisions of the PAC or the line ministries approving 

projects, bypassing the PAC. Although the Cabinet Budget Subcommittee has the task of 

accepting or rejecting the recommendations of the PAC, this is not based on any kind of 

systemic review of the appraisal conducted at this level. 

 

Project Selection and Budgeting 

 

105. There is currently no PSIP with prioritized capital projects to give guidance to the MoFDP 

on budgeting. The 2009 PEFA report gives a rating of C to fiscal planning, expenditure 

policy, and budgeting, particularly the indicator the “existence of sector strategies with 

multiyear costing of recurrent and investment expenditure.” 

106. This rating is based on the observation that when a project is approved by the Cabinet 

Budget Subcommittee, it may not get started instantaneously because either there is not 

enough money in the budget to cover large outlays of some of the approved projects or 

these have been included due to extraneous considerations and are not well prepared and 

ready for implementation. Hence, there are a large number of projects that have neither 

been implemented nor dropped from the list of approved projects. 

107. But once the project/program is undertaken, its funding both during the construction and 

operating phases is ensured. Priority is given to completion and operation of the ongoing 

projects/programs in the budgeting process. 

108. The orderliness and participation in the annual budget process under a “policy-based 

budgeting” dimension of the PFM performance in Lesotho earned high marks from the 

PEFA 2009 for the existence and adherence to a fixed budget calendar, and for the clarity 

and comprehensiveness of and political involvement in the guidance and preparation of 

budget submission. “The budget calendar is clear and sets out timelines for each stage of 

the budget preparation process. MDAs have between 6 and 8 weeks to complete their 

submission. Slight delays were experienced in 2009–10 reducing time for ministerial 

hearings, but this did not delay submission to Parliament” (PEFA 2009: 20–23, 43–45). The 
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budget approval by the legislature or similar mandated body within the last three years was 

considered “timely.”
27

 

109. The long-standing weak link between investment decisions and recurrent costs implications 

poses a critical challenge to the enhancement of the quality of public investment. The 2009 

PEFA report highlights the problem in the separation of the capital and recurrent budgets 

preparation: 
The recurrent and capital budgets are separate parts of the Estimates document, but covered 

by the same budget circular. Integration is proceeding with moves within MoFDP to have 

one department review budget bids and monitor budget execution for both capital and 

recurrent expenditures for each ministry. But in some line ministries, separation of functions 

remains, with the planning director managing capital expenditure, including liaison with 

international donors and the required project financial reporting, and the financial controller 

managing the recurrent expenditure. In the annual budget submissions, there is now a 

requirement to include recurrent costs for completed projects. The recurrent cost implications 

of some major investments are also being considered for example, support from the 

millennium challenge account requires provision of necessary staffing (p. 22). 

110. The fragmented financial information on budget estimates for donor-funded projects creates 

another layer of complication for capital budgeting. Except for the World Bank budget 

support, which follows the government procedures, other donors use their own procedures, 

which Lesotho officials often find overly complex and not easily adhered to.  

 

Project Implementation 
 

111. Presently, any central guidelines for different stages of project implementation are missing. 

Until the MTEF is up and running, budgeting largely focuses on annual cost control, while 

the concept of total cost management does not exist.  

112. Procurement reform has been launched but its implementation has been slow. Currently, the 

Ministry of Public Works and Transportation is responsible for road infrastructure, 

government buildings, and construction work in certain economic sectors such as 

agriculture. Delayed projects are not uncommon due to multiple challenges, including the 

timeliness of release of funds, low capacity of private contractors for maintenance and 

construction,
28

 and embezzlement of public funds. 

113. In 2007, a new law on procurement was promulgated, and a decentralized structure for 

procurement units was introduced. Main features of recent procurement reforms are 

presented in Box 6. The compliance of this law is meant to be overseen by the Procurement 

Policy and Advisory Division (PPAD) under the MoFDP, as the primary responsibility for 

procurement has been decentralized to the line ministries. Ministries are in the process of 

learning the new procedures, but appear resistant to change. The PPAD is mandated to 

advise line ministries on the law and procedures, and monitor and assess their operations to 

decide if they have complied with the law. Meanwhile, the PPAD also interfaces with 

businesses and educates them about what is expected of them. Private sector actors have 

been somewhat unhappy with the law, for they were not consulted during its drafting. The 

                                                 
27

 It is not clear if the 2009 PEFA assessed the substantive, as opposed to procedural, review and approval of 

budgets by the legislature, given that other data indicate weak budget oversight capacity on the part of parliamentary 

subcommittees.   
28

 There is a limited number of qualified local contractors, while large foreign contractors are more interested in 

bidding for large-scale projects. 
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implementation of the law has been reviewed, and an amendment to the present law is 

deemed necessary. The 2009 PEFA report gave a D for the indicators “competition,” “value 

for money,” and “controls in procurement.” While the essential elements will remain the 

same, there will be some fine-tuning in these particular areas.  

 

Box 6: Procurement Reforms 

 

The government has embarked on comprehensive procurement reforms, including the 

introduction of new legislation, decentralization of the procurement function to line ministries, new 

standard documentation, and revision of procurement thresholds. But implementation of the new 

procedures is slow. The CPAR (2008) lists a number of challenges in the reforms. 

 The Public Procurement Regulations (PPR, or Regulations), adopted in January 2007, appear to 

be in conflict with other legislation, notably the Stores Regulations 1967 and possibly the Local 

Government Act 1997. 

 The organizational setup of the PPAD as well as the available resources in terms of personnel, 

office space, equipment, and funding are far too small for the execution of the various functions 

that are assigned to it under the PPR. The PPAD’s weak capacity is regarded as a key factor in the 

slow progress of the implementation of the PPR. 

 The PPAD outreach function to the private sector is not yet operational. 

 The contract management capacity is still to be developed.  

 For procurement, the PPAD is yet to build its function in monitoring, identifying, and addressing 

systemic issues that result from the ministries’ audit reporting. 

Sources: PEFA 2009; Country Procurement Assessment Report (Draft) 2008. 

 

114. While a number of statutory bodies exist to provide oversight of spending in the public 

sector, they are generally considered weak or toothless, and have so far been unable to stem 

the allegedly rampant corruption in procurement arms of the line ministries. Honorable 

Minister Timothy T. Thahane forcefully noted in his 2011–12 budget speech on February 

14, 2011: “There is a lot of rampant fraud and corruption involving collaboration between 

public servants and private sector.” Nonetheless, the Ombudsman has not always been 

effective and the Directorate on Corruption and Economic Offenses lacks operational 

independence and efficacy. The Chief Accounting Officers (CAOs) in line ministries are 

responsible for ensuring that the tendering process is done according to the procurement 

law, although the PPAD itself is expected to audit their performance hand in hand with the 

Directorate of Anti-Corruption. The PPAD also needs mentoring and advice in changing its 

procedures.  

115. There is a lack of transparency in government work in general, which in turn affects the 

implementation of projects and programs. Most large-scale projects go to a few select 

companies. There is often a lack of proper tendering procedures, which leads to a 

perception of corruption and lack of transparency in awarding contracts.
29

 The government 

has been taking steps to tackle these problems, but with limited success.  

                                                 
29

 The Country Procurement Assessment Report (2009) points out that the Public Procurement Regulations (PPR) 

contains a number of exceptions to open tendering, including exceptional procedures and noncompetitive tendering. 

These terms have not been clearly defined and included in the draft manual of the PPR. 
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116. During implementation, projects/programs are sometimes delayed or remain incomplete 

during the construction phase itself. The IFMIS was supposed to streamline the budgeting 

process but it is yet to be fully operational, causing problems in the release of funds. The 

first quarter of the financial year is generally gone in accessing funds. High staff turnover is 

another problem in the implementation of capital budgeting in many line ministries. 

117. Absorption rates—an aggregate indicator of project implementation—vary widely across 

MDAs. Certain ministries have been allocated more capital budget, but do not show 

tangible improvement in execution. For example, the MoHSW budget allocation increased 

in recent years, but the execution rate has worsened. Between 2007 and 2010, the average 

absorption of the recurrent budget was 86 percent and of capital budget was 69 percent. 

This is largely due to the surge in funding toward communicable diseases, which absorbed 

only 42 percent of allocations in 2006–07. Limited data collection has constrained the 

ability of budget personnel and appraisal staff to identify, benchmark, and target supply-

side questions (such as inputs and staff capacity) and expected outcome indicators.
30

 The 

World Bank’s recent review of the country portfolio performance (2011) stresses the 

problems of time and cost overrun, which also reflect general issues in the country’s capital 

budgeting. The problems were caused by multiple factors, including unrealistic cost 

estimates and assessment of the pace of project implementation at design, low absorption 

capacity, delays in finalizing procurement plans, complex institutional arrangements 

associated with implementation by the government and NGOs, and duplicate reporting 

requirements across donors.
31

 

 

Project Adjustment 
 

118. The Project Management Cycle Unit (in the DDP) within the MoFDP has put in place 

specific tools for monitoring, although project implementation monitoring has been largely 

ad hoc in practice. Firstly, the monitoring and evaluation function established at the 

MoFDP is barely operational. In fact, the guidelines for monitoring and evaluation have 

been pending approval in the MoFDP at various levels for more than a year. The ministry’s 

focus is limited to monitoring of macro-level indicators required for general budgetary 

support.  

119. Secondly, reporting previously conducted is not openly shared. Line ministries typically 

prepare monthly financial reports and quarterly implementation reports about physical 

progress. But they tend to keep the reports internally and share with the MoFDP only upon 

repeated demand. The National Monitoring and Evaluation System (NMES) was 

established in the MoFDP in 2008. The NMES monitors the implementation of National 

Development Initiatives to meet international reporting obligations. In addition, the 

government’s commitment to general budget support requires an efficient monitoring and 

evaluation system for monitoring progress toward the achievement of chosen indicators in 

the Performance Assessment Framework (PAF). 

120. Third, while financial monitoring is feasible through treasury figures, physical monitoring 

is hard without the cooperation of line ministries. Unfortunately, the reporting by line 

ministries is not automatic, and the quality of such reports is generally poor. The staff of the 
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 Lesotho Health Sector Expenditure Review, World Bank (2009). 
31

 The World Bank Country Portfolio Performance Review (CPPR) noted in the Review Mission (February 28–

March 4, 2011). 
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monitoring and evaluation unit examines the reports, but this seldom involves a serious 

review, redesign, or cancellation of projects/programs.  

121. In view of the limited monitoring of capacity by the PAC or any other central authority, the 

adjustment of projects in the case that it occurs is largely led by the implementing line 

ministries. There is also an issue of quality control during implementation. Presently, no 

coherent follow-up takes place on quality control. The MoFDP staff may sometimes 

conduct physical site visits of projects under construction, but these are random and 

unplanned and didn’t yield much substantive feedback. Needless to emphasize that the lack 

of proper monitoring adversely affects the quality of the outputs and outcomes of the 

projects/programs.
32

 

122. Projects are seldom dropped or stopped midway. There is a move to review all ongoing 

projects to see if they should be continued or brought to an end. But line ministries of 

incomplete/nonfunctioning projects reportedly make strong efforts to appeal the decision to 

stop their projects. 

 

Facility Operation 
 

123. Asset management is a missing link in the PIM system. Ideally, the operating agencies 

should complete balance sheets on how the value of assets created through fixed-capital 

expenditures is maintained. These asset registers should be exhaustive in their record-

keeping and should affix the legal title to the property created. Such registers help in the 

verification of the quality and quantity of the assets created as well as the service delivery 

expected from those assets. Alternatively, if the agencies are not equipped to perform this 

task, a central registry of all capital assets created through capital expenditures may be 

maintained. 

124. The creation of a national asset registry was attempted in Lesotho in 1995, but since then 

the central asset registry has not been updated in a systematic manner. Presently, new assets 

created are registered at the ministerial level. The draft NDP (September 13, 2011) makes it 

mandatory that an asset register be developed urgently “to serve public asset management 

purposes and for financial accounting as the GoL moves toward accrual accounting” 

(p.115). 

125. The bulk of infrastructure built through the capital budget is owned, retained, and managed 

by the responsible line ministries. It become an asset of these ministries and is operated and 

maintained through recurrent budget allocations to these ministries. Larger capital 

investment projects, such as the dams, are constructed and then operated by state-owned 

enterprises (SOEs) that are established precisely for that purpose. Illustratively, the Lesotho 

Highlands Water Authority and the Metolong Dam Authority were established prior to the 

commencement of project activities to oversee the construction and manage facilities once 

they are completed. Given the large value of these projects relative to others, they have 

been well endowed in terms of capacity, utilized different human resource frameworks than 

the rest of the public sector, and enjoyed a degree of independence under a board 

management, which enables them to set their own performance targets.  

 

Project Evaluation 

                                                 
32

 For instance, the building of the North-South road was completed in record time but its quality is questionable at 

places. 



41 

 

 

126. With respect to completion review and evaluation, while project completion reports are 

submitted and ex-post evaluations are carried out for DP-funded projects, this is not 

generally the case for the GoL-funded projects. Limited ex-post appraisal and evaluation 

are done by the government agencies, especially in case of some of the programs and 

projects linked to the Millennium Development Goals (MDGs). Ex-post evaluations of 

government-funded projects are rarely carried out by the MoFDP staff. Traditionally, no 

one was assigned this task and there was no dedicated program evaluation unit as such. 

Likewise, no institution has been given the responsibility of conducting a compliance audit 

of sample of investments after their completion.  

127. Although a comprehensive database of all capital projects has not existed in the past, 

according to the Capital Projects Review undertaken by the MoFDP in September 2010, a 

simple excel database was completed at the end of the last quarter of 2010–11 and has been 

used by MoFDP staff since the first quarter of 2011–12. While the database is being 

integrated into the IFMIS, currently it is not sufficient enough as a living document to 

support the monitoring and ex-post evaluation of projects/programs. 

128. The 2009 PEFA ranks Lesotho quite low on the quality of external audit and suggests that 

no discernable improvement from the 2006 score has been made on aspects of external 

scrutiny and audit. Capacity constraint, outdated legislation, and the lack of independence 

of the Office of the Auditor General (OAG) have hindered compliance with international 

auditing standards, including the use of audit plans, appropriate supervision, and record-

keeping.  
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CHAPTER 4. POLICY IMPLICATIONS 

I. Summary of the Diagnostic Assessment 

129. The diagnostic assessment (Chapter 3) indicates that despite initial improvements, the 

Public Investment Management (PIM) system in Lesotho remains rudimentary with a 

number of critical functions either missing or nonperforming: 

 

 Projects/programs are not always closely linked to national priorities. While the existing 

strategic documents define sector objectives and priorities in broad terms, they lack 

coherence and do not serve as firm guiding principles for the formulation of the capital 

budgeting proposals.  

 A Mid-Term Expenditure Framework (MTEF) has been adopted and passed through the 

first phase. But challenges still remain and there is a need for further strengthening of the 

reforms. A decentralized procurement structure has been put in place, but is yet to 

succeed in improving the procurement process or reducing the level of corruption in the 

ministries, departments, and agencies (MDAs). The IFMIS is operational but difficulties 

in implementation are yet to be resolved. 

 Almost all the components of the diagnostic framework of Rajaram et al (2010) are 

poorly implemented. Efforts are being made to reform the processes, as well as 

institutional and procedural arrangements to strengthen the appraisal function, as 

currently, many large-scale projects do not even go through a rigorous appraisal process. 

 There is a pervasive lack of capacity for project appraisal at all levels in the line 

ministries, the Ministry of Finance and Development Planning (MOFDP), as well as the 

Project Appraisal Committee (PAC). Presently, there is an absence of suitable incentives 

and policies to retain skilled persons in the public sector. Line ministries demonstrate 

they lack critical skills and capacity in conducting core functions of PIM, including 

project design, implementation and contract management, and monitoring. 

 The long-standing weak link between capital investments and recurrent expenditures 

poses a serious challenge. 

 Central guidelines for project implementation are missing. It is therefore not surprising 

that projects/programs are sometimes delayed or remain incomplete during the 

construction phase itself. Also, at present, there is no quality control during the 

implementation phase. 

 Project adjustment does not take place as a result of any systematic review by a 

centralized agency. In fact, there is a tendency for the line ministries to continue 

projects/programs even if their net benefits are put in doubt due to changes in 

circumstances. 

 Asset management is a missing link in PIM. The creation of a national assets registry was 

attempted in the past but the process remains incomplete. Presently, new assets are 

sometimes registered at the ministry level. 

 There is no effective monitoring of projects/programs during the implementation phase or 

ex-post evaluation after completion. In fact, the guidelines for monitoring and evaluation 

are yet to be finalized and communicated to the line ministries and agencies. 
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130. Figure 10 presents a snapshot overview of the relative cross-country PIM performance on 

the basis of the eight steps in Rajaram et al (2010).  

 

Figure 10: Cross-country Comparison 

 
Source: Brumby and Biletska; and authors’ evaluation.  

Note: The color coding indicates the range of country PIM compliance with desirable features in the Rajaram et al 

(2010) framework, from green (best compliant), and yellow (improvement being made) to red (significant 

noncompliant) with stripes indicating in between. 

 

131. Due to the lingering issues in PIM, investments do not translate into commensurate 

outcomes as targeted in the national and sectoral development strategies. The two big 

spenders in social programs—education and health—are yet to show value for money. 

Shortage of adequate classrooms remains acute and, despite a high payroll bill, over 40 

percent of primary teachers are unqualified. Since the introduction of the Free Primary 

Education (FPE) program, the system has become burdened with overcrowded facilities and 

decline in quality indicators. The cohort survival to grade 7 (the last grade of primary 

school) reached only 55 percent in the 2007 statistics. Repetition remains unusually high at 

29 percent in grade 1 and 21 percent overall. More strikingly, on average, each child repeats 

1.4 years over the 7-year primary cycle.
33

 The Ministry of Health and Social Welfare 

(MoHSW) consistently receives a relatively high share of the capital budget, but outcome 

indicators have all worsened. Compared with the 1990s, in the 2000s life expectancy at 

birth was 54 on average (compared to 59 in the 1990s), infant mortality was 80 per 1,000 

births (compared to 74), and maternal mortality was 419 compared to 282 in the 1990s.
34
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 World Bank (2010), PAD, Basic Education Project for Lesotho. 
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World Bank (2009), Lesotho Health Sector Expenditure Review. 

Institutional features Chile Ireland Korea Brazil Belarus China VietnamLesotho

Nigeria 

(Ekiti 

State)

Investment guidance & 

preliminary screening

Formal project appraisal

Independent review of 

appraisal

Project selection & 

budgeting

Implementation

Adjustment for changes 

in project circumstances

Facility operation

Evaluation



44 

 

132. The diagnostic assessment suggests that the Government of Lesotho (GoL) has made 

significant progress in enhancing the rate of execution.  Nonetheless, the PIM system 

exposes particular issues in upstream design, appraisal, and downstream monitoring/ex-

post evaluation functions. In this study, we emphasize certain policy implications directly 

related to these issues as part of the strengthening of the elements of lock-in reforms of 

PIM. Once various elements, from preliminary screening to project evaluation, are firmly in 

place, the implementation process is bound to improve. 

II. Policy Implications 

Enhancing Top Political Support for PIM Reforms and Assigning a Central Role to the 

MoFDP 

 

133. To create project/program appraisal capacity or an effective gate-keeping function in the 

government may seem difficult to achieve. International experience reveals that creating 

and maintaining a demand for a sound PIM system is a deep-rooted problem that requires 

strong political support at the highest level with a key ministry, in particular the ministry of 

finance or planning playing the central role of an active champion.  

134. In Lesotho, while initiating this process will be relatively straightforward, its success will 

be determined by strong leadership and top political will. The MoFDP combines the 

functions of finance and planning, which makes it the natural driver of the entire process. 

As the institutional mapping analysis shows, the MoFDP has vested interests in ensuring 

that the Public Financial Management (PFM) reforms and PIM system are successful; the 

donor community should be able to coordinate closely and effectively with the MoFDP to 

drive the reforms of PFM in general and PIM in particular. The ministry may, however, be 

constrained politically (that is, have weak political power to exercise its supposed central 

agency role) unless it receives the unqualified backing of the cabinet and Prime Minister, 

and will be handicapped institutionally (that is, with weak capacity and lack of coordination 

with other key stakeholders) unless it is given the right mandate, acquires the necessary 

capacity, and is able to retain the trained staff. A strong legal framework and political 

support are critically needed to ensure that (i) on the one hand, the MoFDP is given the 

mandate and authority to exercise its central agency role through the various stages of 

capital investment cycle, particularly project appraisal, selection, budgeting, monitoring and 

evaluation; and (ii) on the other hand, spending agencies have legal obligations and 

incentives to cooperate with the MoFDP. Box 7 draws on the lessons learned from 

international experience in enhancing the capabilities of central financial agencies.  
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Box 7: Enhancing the Capabilities of Central Financial Agencies 

The institutional design and authority of the central finance agency (CFA) has a great impact on its 

role in PIM reforms. Internal capabilities, such as functional designation, staffing, and information 

and communication technology (ICT) usage; and external factors, such as political mandate and 

legislature, can either empower or inhibit the ministry of finance’s (MoF’s) ability to manage public 

finances as a cohesive unit. It is not uncommon for the reform agenda to be held up by strong 

resistance from senior officials and internal incentives among staff to preserve existing arrangements, 

or a failure to share information and coordinate responsibilities across subordinate agencies. 

Observations from international experience also point to the fact that in cases where the MoF is 

institutionally weak, the PFM reform strategy tends to be largely donor driven. Careful analysis of the 

technical and political viability of projects would be essential in proposing new initiatives in the 

CFA’s enhancements or PFM reforms.  

 

Source: World Bank 2011d. 

 

Linking Projects to Long-term Development Plans 

135. Adherence of project design to sector priorities is both critical and technically feasible, 

especially as Lesotho is adopting the new National Development Plan (NDP) and preparing 

a Public Sector Investment Program (PSIP). Timely completion of the NDP and its 

adoption for choice of projects/programs are critical steps in enhancing the quality of 

capital budgeting. The NDP will guide sectors to better define their priorities and objectives 

to enhance the quality of design, effective pre-screening, and appraisal of new investment 

proposals. A clear set of guidelines to screen project proposals for inclusion in a PSIP and 

to select those from such a PSIP for financing could be developed and published in 

consultation with line ministries and other stakeholders (a more detailed discussion on the 

related issues of institutional and procedural changes for public investment formulation, 

appraisal, and selection follows). 

136. Global lessons, successes, and failures in public investment reforms could be learned. Most 

countries formally require that projects are developed on the basis of NDPs and various 

drilled-down sectoral and regional development strategies, and master plans. Public 

investment programs (PIPs) are typically developed in the process of preparing strategic 

plans. It is worth emphasizing that the development of a PSIP, as a companion to the NDP, 

avoids the following major risks commonly observed in other countries. First, the 

development of a PIP is delinked from the MTEF and budgeting process. Second, there is 

an absence of a stringent set of procedures for screening project proposals into PIPs, and as 

a result, the list of projects included in the PIPs risks becoming too large. Third, PIPs are 

not supported with credible resource envelope projections. Fourth, they are prepared 

without regard to estimation of maintenance and operating costs after project completion.  

 

Strengthening Capital Spending and Integrating Capital and Current Expenditures through 

Effective Implementation of the MTEF 

 

137. The introduction of the MTEF is expected to help strengthen capital spending and integrate 

capital and recurrent expenditures. Lesotho has already adopted the MTEF and some 

progress has been made in putting the reforms in place. Challenges remain, however, and 
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there is a need to further strengthen the MTEF reforms. If done properly, this will improve 

the quality of program/project implementation and ensure that capital expenditures are 

supported by adequate provisioning of operating and maintenance costs. The outcome 

would be improved service delivery. The implementation of the MTEF is being supported 

by the World Bank and reflected in the Public Expenditure Review (PER) policy note 

“Public Expenditure Decision Making: An Institutional Analysis of the Budget Process” 

(October 2011). Currently, Lesotho is considered as having achieved a Level 1 MTEF with 

a medium-term macro-fiscal framework put in place, while elements of a medium-term 

budget framework (Level 2 MTEF) have been implemented. Box 8 presents a summary of 

the status of the MTEF implementation in Lesotho. 

Box 8: Lesotho’s Medium-Term Expenditure Framework 

Introduced in 2005, the MTEF was aimed at addressing the challenges in the PFM system in Lesotho. The 

implementation of the MTEF led to the creation of the Cabinet Budget Committee as well as the formation of 

ministerial budget committees. These committees play a key role in liaising between line ministries, the cabinet, 

and the parliament through the budget process at the line ministry level. They engage line ministries in 

preparing the budget framework papers (BFPs) and budget estimates, while seeking consultation and approval 

from the cabinet and parliament. The MTEF process followed Lesotho’s fiscal year on a year-long schedule.  

 

The preparation of the BFPs has been strongly emphasized in the MTEF. Line ministries prepare a BFP to 

summarize the past year’s performance, justify their claims for increased funding for new initiatives or 

expanded programs, and demonstrate that they have the capacity to implement new initiatives and expand 

existing successful programs. In doing so, they must prove strong links between their BFP and the Poverty 

Reduction Strategy (PRS) or the NDP. The Cabinet Budget Committee gathers all the BFPs to set the overall 

budget ceilings based on three-year revenue and expenditure projections. If carried out appropriately, the MTFF 

reflects the impact of government policies on the national budget.  

 

In practice, there is still a number of challenges in incorporating the MTEF in the budget process. First, 

there is a lack of strong policy framework to guide resource allocation and little analysis of expenditure policy 

in the MoFDP. Estimate ceilings from line ministries (LMs) are provided but these are based on limited analysis 

of commitments. As a result, ministry spending plans in BFPs are to a degree unrealistic and of limited use. On 

top of this, it is observed that the MTEF has been interpreted as a tool for increasing ministerial budget without 

genuine regard to the purpose of poverty reduction. Second, there still seems to be a lack of government 

ownership of the MTEF reforms, which may be seen domestically as donor driven. Third, the recent MTEF 

reforms have shifted the focus away from the management of the PSIP.  

 

While steps have been taken to strengthen the PIP procedures, with the PAC reinstated, the PSIP/MTEF 

integration faces further problems: (i) significant recurrent expenditure under capital project, (ii) incomplete 

information and updates on spending on ongoing projects (against total estimated cost) and forward funding 

requirements, and (iii) insufficient recording of expenditure on aid-financed projects in government accounts. 

 
Sources: Ministry of Finance and Development Planning 2011c; Moejane 2011; World Bank 2011a; and World 

Bank 2011b. 

 

Improving the Quality of PIM through Further Institutional and Procedural Reforms over the 

Short to Long Term 

 

138. In general, institutional and procedural reforms can be overly complex, and therefore 

politically and technically difficult to implement. But a number of fundamental reforms 

could be attempted due to the need and ongoing procedures in the context of Lesotho. The 

MoFDP, which would lead the reforms, needs to be given adequate resources and 
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empowered to build its own capacity and coordinate with other institutions. The MoFDP 

could provide clear, standard guidelines and manuals that regulate the project preparation, 

appraisal, selection, and control of both time and costs (annual and total) of projects while 

ensuring the decision-making process is transparent, consultative, and inclusive of all 

sectors, the public, and other stakeholders. Following the resurrection of the PAC, some 

further institutional and procedural reforms in appraisal can be made in the short to long 

term. While the reestablishment of the PAC has brought some order to the process of 

project formulation and approval, it remains inherently weak. For some ministries, the role 

of the PAC is more or less a formality and, in the absence of a serious appraisal of projects, 

simply represents a bureaucratic hurdle. For politically motivated projects, the PAC may 

also be considered a hindrance. Undoubtedly, there is a need to redefine and strengthen the 

role of the PAC. This is a time-consuming process.  

139. Some steps can be taken in the short run, however. First, there seems to be some ambiguity 

about whether or not the PAC’s mandate has been effectively communicated to all the line 

ministries. It should be reiterated by the government that all capital investment proposals 

with an outlay above a certain threshold (still to be established) will have to be cleared by 

the PAC. Second, the present guidelines of the PAC are somewhat general in nature and are 

considered too vague by many line ministries, allowing for too much subjectivity in 

determining whether or not a project may be recommended for budget support. The PAC 

should revise its guideline, make it more concise and pointed, and include only those 

criteria that can be realistically applied by the line ministries as well as the PAC itself. Once 

the new guidelines are promulgated, they should be strictly followed. Finally, the PAC 

should draw a timetable of review meetings in advance to facilitate a regular flow of 

proposals, giving adequate time to desk officers in the planning units of line ministries to 

help prepare and examine the proposals before presenting them to the PAC. 

140. Some fundamental changes in the medium to long run can also be considered. The main 

reason for apathy toward sound practices of capital budgeting is that practically no 

project/program appraisal is being done at the level of the line ministry or sponsoring 

agency, nor does the PAC conduct any cost-benefit analysis (CBA). Three main changes in 

the current system are required: 

 First, the first round of project/program appraisals could be conducted at the level of the 

MDAs that sponsor the proposal. The role of the PAC should change to become the 

authority that conducts the independent review of the appraisal done by the MDAs. This 

corresponds to the international best practices both in developed and developing 

countries.
35

 

 Second, along with making the changes outlined above, an extensive capacity-building 

program should be undertaken with a view to training officials at different levels of the 

MDAs as well as the PAC members. 

 Finally, once the role of the PAC is redefined and an extensive training program is 

implemented, the development partners (DPs) can bring their projects/programs, duly 

formulated and appraised, but they must go through the PAC like any other proposal. The 

                                                 
35

 The GoL is already moving in this direction. Under the new Public Financial Management Bill, responsibility to 

propose and monitor capital projects would be transferred back to the line ministries. This implies the main role of 

the MoFDP and PAC will become supervisory in nature, providing appraisal guidance and conducting independent 

review of appraisals done by the MDAs. 
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DPs should also be requested to take the cue from the NDP and choose projects/programs 

from the PSIP. Presently, the DPs bring proposals of their own priority but it should be 

the other way round. The government should have an inventory of proposals in the form 

of the PSIP from which the DPs should choose projects/programs for funding. At that 

stage, a clear mandate that all projects/programs irrespective of their source of funding 

have to go through the PAC would be helpful. 

 

Creating Demand and Building Capacity for Appraisal at Various Levels 

 

141. Before the suggested institutional and procedural changes in appraisal can be implemented, 

three basic questions need to be addressed: (i) whether CBA on a large scale or nationally 

important projects are feasible in Lesotho over the long run, (ii) how capacity for CBA at 

different levels should be developed, and (iii) how staff trained in the appraisal function 

should be retained. 

142. The revival of the PAC in itself is a major first step by the GoL toward strengthening PIM 

efficiency. Projects are at least being examined in terms of their demand, cost implications, 

preparedness for launching the project/program, stakeholder interests, and environmental 

impact. The task of assessing the cost-effectiveness of proposals as well as the project 

viability remains to be implemented. Such a measure is necessary to ensure that the benefits 

of new investments outweigh their costs, and that the project/program contributes positively 

to the country’s economic growth, and negative externalities are accounted for and 

minimized. The rationale of a sound appraisal system for positive economic growth is 

presented at Annex 6.  

143. So what should be the next step? The GoL is aware of the challenges and weaknesses of the 

present system and the need for taking the appraisal process forward. The PAC is planning 

a workshop in the near future to assess the present scope of its work and redefine the role of 

the committee. This is a step in the right direction and should be undertaken without any 

delay and possibly in collaboration with the development partners who can bring in the 

international best practices to the forum.  

Feasibility of Conducting CBA in Lesotho 

144. The important question is whether the adoption of a CBA approach to capital budgeting by 

the GoL is feasible. Based on the interaction with a cross-section of the players in the 

government, the answer is an unqualified “yes.” The main reason for stopping short of the 

best practices in project/program appraisal in Lesotho today is twofold. First, there is no 

strict system and demand for rigorous analysis in place, and second, most of the key players 

have not been trained or retrained in the requisite techniques and skills. Most importantly, 

there is a lack of capacity for CBA, because it is not demanded, while existing capacity is 

not effectively utilized. When capacity remains unutilized due to lack of demand, it is 

bound to disappear gradually. 

145. Thus, the capacity is not there because there is no appraisal system in place. The causality 

in this case is truly circular: project/program appraisal is not being done because there is no 

capacity in the country, and there is no capacity in the country because appraisal is not 

being done. Once a genuine demand for appraisal is created, the system and capacity can be 

built and maintained. There is no other fundamental deficiency in the system.  
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146. Going forward, with the help of technical assistance from its DPs, the GoL should 

undertake a series of in-country capacity-building programs in cost-effectiveness for social 

sector programs and CBA of infrastructure projects.  

Developing Capacity for Project Appraisal 

147. Capacity creation takes time and effort but it is not a very difficult process. Many of the 

PAC members and officials in the line ministries have studied cost-benefit analysis during 

their university days and they can be retrained. The problem is that if the capacity is not 

used on a regular basis, it dies down. Another problem specific to Lesotho is that trained 

appraisal personnel leave the government or the country. Hence, a retention policy for 

public sector officials needs to be adopted along with a capacity-building program. 

148. To develop the capacity for project/program appraisal at various levels in the government 

of Lesotho, a multipronged strategy will have to be adopted. Training by sending a few 

persons abroad for 1 or 2 years will not work. 

149. The first in-country training program on the different types of analyses—financial, 

economic, stakeholder, and risk—should be organized for senior-level officials in the 

MoFDP and all the line ministries involved in the tasks of project/program appraisal as well 

as for select members of the PAC who appraise and approve project/program proposals. 

Some earmarked faculty from the local university and management training institutions 

with the potential of becoming trainers must also be included in this group.
36

 This first 

round of training should be conducted with the help of an expatriate faculty from a reputed 

university, institute, or a consulting group. Such a program can be initially sourced from 

South Africa and other countries in the region or universities and consulting groups from 

Europe and North America. 

150. The course should be hands-on and taught using case studies and feasibilities from Lesotho. 

The duration of the program should be long enough, extending over 3 to 4 weeks, for the 

participants to not only absorb the materials but also to be able to prepare an independent 

feasibility report of a project/program of their interest. This preparation of an independent 

feasibility study should be completed individually or in groups of two.  

151. The second course should be organized for midlevel officials in the MoFDP, line ministries, 

and some major implementing agencies in the government who are engaged in the task of 

data collection and the first round of project formulation. The faculty may be drawn both 

from abroad on the pattern of the first course along with some of the trainers trained in the 

first course so that the local trainers get to teach the subject in collaboration with the foreign 

faculty and develop the capacity to teach on their own in subsequent courses. The duration 

and subject matter of the course should be identical to the first course. In addition, the 

officials in line ministries should also be trained on how to write and formulate new 

project/program proposals so that they are able to prepare viable proposals. 

152. These two courses will create a core group of officials spread over in the MoFDP, the line 

ministries, and implementing agencies who have the same basic expertise and speak the 

same language. 

                                                 
36

 Some local training institutions such as the Lesotho Institute of Public Administration and Management (LIPAM), 

the Institute of Development Management (IDM), and the National University of Lesotho (NUL), should be fully 

involved and made capable to provide courses in needed disciplines of CBA and cost-effectiveness of 

projects/programs. These institutions already offer training programs on various subjects for  public sector 

professionals. 
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153. Finally, a half-day seminar may be organized for the top functionaries in the government 

including members of the cabinet and permanent/principle secretaries to inform them of the 

capacity created in their ministries and what they can expect from their officials after the 

training. The seminar may also be utilized to demolish some of the misgivings and myths 

about project appraisal. 

154. Following these initial rounds of training at various levels, a refresher course may be 

organized annually for those who need to brush up their skills or for fresh entrants into the 

government service who need to be trained.    

Retaining Trained Staff in Project Appraisal 

155. The challenges confronting human resource development issues in the Lesotho public 

sector are well documented. A number of individuals, both political leaders and those in 

senior management capacity, are clearly committed to the reform process and the need for 

greater accountability and transparency in the use of public finances. But effective 

implementation of reforms is constrained by a number of factors including: (i) high level of 

attrition, (ii) lengthy and bureaucratic procedures for establishment of posts, (iii) large 

number of acting positions, (iv) large number of vacancies, and (v) political changes (PEFA 

2009). Since the end of apartheid in South Africa, Lesotho has experienced a significant 

loss of skilled individuals to that country due to the pull effects of high salaries and 

excellent terms and conditions of employment. Collectively, these problems clearly affect 

the broader reform efforts in Lesotho’s public sector. 

156. One of the main problems in retention of capable staff is that there exists a large disparity in 

salary levels between the jobs in government and elsewhere in the economy. This issue 

needs to be addressed as priority. Unless the distortions in the labor market are removed, 

this problem will continue. It is recognized, however, that given the large size of the public 

sector in the country, this cannot be easily done without creating an onerous burden on the 

government exchequer. 

157. While the GoL has sought to design and implement human resource retention strategies, 

these have been constrained by the current fiscal position, in which the South Africa 

Customs Union (SACU) revenues have declined, largely due to the effects of the global 

economic crisis. The GoL has been unable to fund retention strategies, which would see 

improvements in the remuneration and terms of conditions of highly skilled individuals. 

Certain local entities such as the state-owned enterprises and semiautonomous agencies 

prove successful in retaining their skilled staff due to their ability to pay better 

compensations. The Lesotho National Development Agency (LNDC) presents a good 

example of what is doable in Lesotho in the area of project appraisal.  

158. New and specific policies, however, are needed for retaining capable staff in government 

jobs in general and in project appraisal in particular. The GoL would benefit from further 

support from donors in establishing an effective multipronged retention policy covering, 

inter alia, right-sizing strategy for the public sector, salary structure, work environment, 

staff motivation, latest technology, up-to-date skills, and continued training. Also, proper 

deployment of staff is essential for efficiency and job satisfaction. Detailed analysis of a 

sound personnel policy goes beyond the scope of this report. 
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Box 9: The Lesotho National Development Agency (LNDC) Experience 

The LNDC is a parastatal or state-owned enterprise (SOE) established in 1967 to initiate, 

promote, and facilitate the development of manufacturing and processing industries, mining, and 

commerce in a manner calculated to raise the level of income and employment in Lesotho. Its key 

responsibility is to promote Lesotho as an attractive investment location for both foreign direct 

investment (FDI) and local investment and offer supportive services such as industrial sites, factory 

buildings, and other business support services. Although the global economic recession has led to the 

closure of two textile companies and a decline in employment generated by assisted companies, the 

LNDC has still maintained a fairly good pipeline of new FDI projects, mainly in the textile subsector, 

as well as increasing levels of local investment for manufacturing and processing activities.  

The LNDC receives the bulk of its funding from the GoL. The LNDC infrastructure projects are 

also submitted to the PAC and are then forwarded to the Cabinet Budget Subcommittee for approval. 

For the year 2010–11, the LNDC requested M106 million, of which it received M51 million for the 

construction of factory shells for new investors.  

On the financing of infrastructure projects, standard architectural design and procurement 

processes are used for the construction of industrial zone infrastructure and factory shells, followed by 

construction monitoring by the LNDC engineers. For new manufacturing and processing projects, the 

LNDC appraises the submissions of foreign investors where they require local funding or where they 

seek to partner with a local investor. It also appraises the proposals for local investments.  

The LNDC has good project appraisal capacity of its own. The Head of the Investment Services 

Division has been at the LNDC for 35 years, the manager for 25 years, and the four new midlevel 

staff members for 4 years. The bulk of appraisal staff has masters’ degrees in economics, finance, or 

business administration and is adept at carrying out fairly sophisticated project appraisals and cost-

benefit analysis. The LNDC has been able to retain old and recruit new appraisal staff due to terms 

and conditions of service, which are considerably better than those in the public service. 

 

Considering the Benefits and Costs of Outsourcing the Appraisal Function Versus In-House 

Appraisal 

 

159. Given that the demand for strong appraisal remains weak and it takes time to build capacity, 

a question has been raised about the possibility of outsourcing this central function. The 

management of some of the institutions interviewed—the LNDC, for example—indicates 

that the idea of outsourcing of appraisal is appealing given that project appraisal capacity in 

the PAC is weak and is unlikely to be significantly improved and retained under current 

conditions of remuneration. Some countries, notably Korea, have successfully outsourced 

the task of project appraisal to the Korean Development Institute (KDI) (Box 10: 

Outsourcing Project Appraisal Exercise: The Experience of the Korea Development 

Institute (KDI)). 
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Box 10: Outsourcing Project Appraisal Exercise: The Experience of the Korea 

Development Institute (KDI) 

The Ministry of Strategy and Finance (MoSF) introduced the concept of a preliminary feasibility study (PFS) to 

enhance efficiency in the decision-making process of major infrastructure investment projects. The PFS is a short 

evaluation of a new project proposal and is meant to produce information for making a budgetary decision. The 

MoSF established the Public and Private Infrastructure Investment Management Center (PIMAC) within the Korea 

Development Institute (KDI) with the mandate to conduct research and play the managerial role in implementing a 

PFS.  

The PFS is conducted by a multidisciplinary team organized by the PIMAC, typically consisting of economists, 

researchers, and engineers. The mixture of specialists from different backgrounds and different organizations helps 

to provide diverse ideas into the appraisal and improve the transparency and objectivity of the entire process. The 

PFS Review Committee is organized by the MoSF with members of staff from the budget and line ministries, the 

PIMAC, and field specialists. Open discussions are held with the line ministries regularly on the PFS, midterm 

reports, and final reports. 

The PFS procedure is as follows. In the first stage, a line ministry submits a list of PFS candidate projects to the 

MoSF, and the MoSF selects the PFS projects and requests the PIMAC for conducting the PFS. The PIMAC 

organizes the research team, conducts the PFS, and submits the final PFS reports to the MoSF. In the middle of 

conducting the PFS and making a final decision, the PFS Review Committee takes charge of the whole review 

process.  

The PFS is conducted in the following three phases: background study, main analyses, and synthesis. 

Background study reviews the statement of purpose and collects background data on socioeconomic, geographic, 

and technical aspects of the project. The main analyses include economic analysis, policy analysis, and balanced 

regional development analysis. The backbone of the economic analysis is cost-benefit analysis. Policy analysis 

examines the effects of the projects in qualitative and quantitative terms. The policy analysis includes consistency 

with higher-level policy, project risk, and other project-specific considerations. In the category of consistency with 

the higher-level policy, the attitudes of project owners and local residents toward the project, and preparedness of 

the project are examined. In the project risk category, the risk of funding availability and environment risk of the 

project are evaluated. Balanced regional development analysis is to evaluate the project from the perspective of 

regional dimension.  

The role of a line ministry is limited to providing the required data for each of its proposal. The line ministry also 

sends one of its representatives to the review committee meetings. In fact, the role of the MoSF is also limited to the 

extent that while it remains the key ministry coordinating with the KDI and line ministries, it does not play an active 

or exclusive role in the actual process of preparing and appraising feasibility studies. 

Sources: Jay-Hyung Kim 2010; Public Investment Management in South Korea (draft paper). 

 

160. In interviews, the LNDC considered favorably the establishment of some kind of stand-

alone or privatized unit for the appraisal of projects and for their monitoring, although it is 

uncertain about the full implications of such an agency. The LNDC is strongly of the view 

that such a unit could work, provided it was wholly independent of government; it could set 

its own pay rates and could also serve the private sector without restriction. But the costs 

and benefits of outsourcing would need to be evaluated carefully. Table 5 outlines some of 

the pros and cons of the two options: in-house and outsourced appraisal. 
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Table 5: Possible Benefits and Costs of In-house and Outsourced Appraisal 

 Possible benefits Possible costs 

In-house appraisal Ownership of appraisal and hence an 

effective tool for strengthening the 

gate-keeping function. 

 

Less costly and timely delivery when 

capacity built and demand exists. 

 
Multiple-level appraisal done at the 

agency, line ministry, and MoF/MoP 

levels to facilitate follow-up project 

review, project adjustment, and 

implementation. 

Risk of direct political and 

bureaucratic interference. 

 
Low quality of appraisal due to 

gradual erosion of skills and 

expertise over time and lack of 

infusion of new talent within 

government agencies. 

 

Outsourced 

appraisal 
Better quality due to technical 

competency and possible use of 

outside expertise from the open 

market. 

 
Timely delivery as more appraisal 

teams may be engaged using open 

market resources to meet the demand 

of increased number of proposals in 

the pipeline. 

 
Direct political interference less likely. 

Misaligned incentives leading to 

little or slow knowledge transfer 

between external hired agency 

and government departments and 

line ministries. 

 
Costly and still not used if 

demand for genuine appraisal 

does not exist. 

 
Quality assurance may be difficult 

(that is, who reviews the appraisal 

by the hired agency). 

Source: Authors 

 

Establishing an Effective Mechanism for Monitoring and Ex-post Evaluation 
 

161. Weak monitoring during implementation and in the absence of ex-post project evaluation 

necessitates the introduction of these functions in the PIM reform agenda. Although the 

MoFDP has put in place tools for monitoring during implementation, they are being used, at 

the best, in an ad hoc fashion. There is a need to put in place a monitoring system at two 

levels.  

162. The first level of monitoring should be done by the MDAs that propose and implement the 

projects/programs. This should cover two aspects—physical and financial progress—and 

monthly reports should be compiled and maintained in a prescribed format. The second 

level of monitoring should be done at the level of the MoFDP on a quarterly basis and this 

should be linked to release of funds based on performance (without this hard 

“conditionality,” monitoring cannot exert any credible pressure on implementing agencies 

and hold them accountable to quality implementation). Finally, an annual report may be 

presented to the cabinet of ministers. 
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163. The main focus of these two levels of monitoring should be regular and timely feedback to 

the implementing agencies to help them minimize cost and time overrun. Unless this is 

ensured, even a good project/program would quickly turn into a nonviable venture. Rather 

than creating a new center for project evaluation, this function can be assigned to the 

Project Management Cycle Unit in the MoFDP. This will, however, require the training and 

employment of additional staff with skills in sampling and impact evaluation. 

164. The MoFDP launched the review of capital projects in September 2010 to assess their 

desirability and to recommend projects to be retained and projects to be eliminated using 

the following five criteria for their evaluation: (i) performance against plan; (ii) projects 

that perpetually remain in the budget and are seldom completed—slow project 

implementation; (iii) project creep, with projects’ scope of work increasing over time; (iv) 

projects’ objectives no longer strongly focused on the GoL priorities; and (v) projects’ 

benefit-to-cost ratio (MoFDP 2010a).  

165. The government plans to use this review to discard some of the “white elephants” from the 

past that have proved a drain on the budget, although the MoFDP has come across 

resistance from the line ministries. But there is a need to extend this process and make it 

periodic (at least reviewing a sample of projects) to draw lessons for the following cycle. 

Box 11 presents the Chilean experience in strengthening the ex-post function. 

 

Box 11: Ex-post Evaluation in Chile 

The National Investment System (SNI) has recently conducted ex-post evaluation of a sample of 

projects and programs by the Regional Development Fund (FNDR), which finances the regional 

initiatives. The sample consists of about 8–10 percent of all projects, programs, and studies financed 

through the FNDR. The evaluation evaluates the core factors of quality of investment including any 

dispersion in estimated costs, schedules, and products. Similar ex-post evaluations are now being 

gradually incorporated into sectoral initiatives, beginning with the health sector in 2008. The 

government plans to roll out the ex-post evaluation to cover all projects publically financed. 

 

Source: Arancibia et al 2009. 

 

Refining the PPP Model and Potentially Extending It to More Sectors 

 

166. Traditionally, governments have provided public goods, including infrastructure, using tax 

revenues and levies. Since there are many competing and compelling demands on the 

budgets in developing countries, many governments have gradually sought to increase the 

use of user charges to finance public services. Research has shown that “government 

enterprises have often proven to be inefficient, unable to provide much-needed investments, 

and manipulated to achieve political objectives. By contrast, many studies have shown that 

over the past 30 years, private (or privatized) enterprises in developing countries have, on 

average, delivered superior performance and needed investments” (Guasch 2004: 1). 

167. On the one hand, private participation can help ameliorate the resource bottlenecks and 

increase productivity in the provision of public goods and services. Productivity gain is 

possible because the private sector has incentives to lower costs of providing services. 

Moreover, private business operations can help avoid the economic costs of raising added 

tax revenues, thereby, lowering the cost of funds to the economy. On the other hand, it may 

be noted that there are some major risks and trade-offs involved in private participation in 
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public service delivery. The higher cost of risk occurs especially when private investors are 

to bear systematic market and project risk. They would in that case charge a high-risk 

premium, and that cost would be borne by consumers and service recipients in case such 

risks are realized.  

168. Based on the initial success of the pilot project in health-care services, which involves 

private participation Box 12, the public-private partnership (PPP) model shows the potential 

to enhance service delivery in Lesotho without undue burden on the government budget and 

the PPP pilots can offer guidelines for pricing of services elsewhere. For performance 

monitoring, the PPP agreement includes a detailed list of both clinical and facilities 

performance indicators and is overseen by a specialized independent monitor, which is 

jointly appointed by the government and private operator, and is responsible for quarterly 

audits of the operator’s performance. Coelho and O’Farrell (2009) offer five key lessons 

from successfully managing the PPP pilot: (i) the baseline study is critical for shaping the 

project design, setting performance indicators, and improving government’s understanding 

of structuring a PPP agreement; (ii) evaluation of bids serves to enhance outcomes and 

affordability; (iii) defining clinical services is necessary; (iv) integrated service delivery is 

essential at every level; and (v) value for money is more than just project cost and risk 

transfer, but also includes improvement of service delivery. 

169. But Lesotho is still in the process of learning by doing. Success and failure have to be 

monitored and lessons drawn, with reference to international experience. Also, the legal 

framework and guidelines for this type of financing has to be prepared carefully, and in-

house capacity for managing the PPP contracts is to be built systematically. The MoFDP is 

championing the refinement of the PPP model and considering its expansion to more 

sectors.  
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Box 12: Lesotho Hospital Public Private Partnership: A Model for Integrated Health 

Services Delivery 

Context and program design. As the need to replace its main public hospital, the Queen Elizabeth II, 

had gradually mounted, the GoL adopted the PPP approach in the provision of health services in 2006. 

The Lesotho Hospital PPP project was intended to design, privately finance, build, and equip a new 

hospital, which would serve the hospital’s catchment area—Maseru district—which has a population of 

almost 500,000 or one-third of the country’s population. The PPP was envisaged to contribute toward the 

Lesotho Poverty Reduction Strategy (PRS) and the Millennium Development Goals.  

Challenges. Throughout the initial 4 years of its existence, continued concern in regards to this PPP 

project has been the maintaining of a balance between three competing, though not necessarily mutually 

exclusive objectives: improved quality of patient care, expansion of services currently not provided in 

Lesotho, and affordability within the government’s budget limit. Another challenge is contract 

management both at the MoFDP and line ministerial levels.  

Success. The filter clinics, which opened in May 2010, have been functioning at high capacity. The 

hospital construction has been on target for completion with equipping and training being done to meet 

the target opening date of October 2011. 

The distinct characteristic of this pilot PPP is the centralization of clinical service delivery through the 

Tsepong Consortium. On a $100 million capital budget, the consortium has significant local ownership 

with 40 percent of shares held by Lesotho-owned businesses.  

Sources: Coelho and O’Farrell 2009; GoL, MoFDP 2009. 
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Strengthening the Quality of PIM through Effective Decentralization 

 

170. PIM could be transformed by decentralization of formulation and appraisal of 

projects/programs at the local levels where the services are to be provided. The main idea is 

that local councils are given the responsibility to implement development projects that 

emerge from the village communities. The communities would decide on projects/programs 

and the Ministry of Local Government (MoLG) would help in technical support and 

monitoring. For this purpose, an inspectorate has already been established under the MoLG, 

which visits all the councils to check on their accounts and monitor their activities. When 

proposals are submitted to the MoLG, funds are distributed on a quarterly basis. All funding 

from the MoLG is in the form of grants.  

171. With the establishment of the MoLG in 2005, this could become an effective way of 

improving the implementation of public investment efficiency. At present, however, the 

pace of decentralization is rather slow mainly due to a combination of lack of political and 

bureaucratic will, and perceived prevalence of corruption. This could jeopardize the whole 

process unless effective measures are taken. In addition, community chiefs did not give up 

their power and there is little capacity at the local levels for formulating and implementing 

projects/programs. The basic questions remains: Could decentralization become the central 

piece of the PIM system or would it remain only on paper? Could these local chiefs be 

persuaded to play a part in the process? As the decentralization process is relatively recent, 

true decentralization is yet to take place. This has been the teething stage and the learning 

period for both central agencies, including the MoFDP and local governments. Another 

problem is the lack of a workforce that could support local governments with the necessary 

skills and right systems in place. Presently, the implementation has to be ensured from the 

headquarters, which defeats the very purpose of decentralization.  

172. The draft NDP rightly emphasizes on the need to reenergize decentralization with the 

following strategic directions (p.143). 

 Enhance local capacity in planning, budgeting, monitoring, and evaluation of projects 

and accountability.  

 Build consensus on policy direction and vision for decentralization. 

 Determine functions to be further delegated to district councils from the DA and 

ministries, and phase-in gradual decentralization in line with capacity. 

 Develop decentralization plans for all ministries. 

 Develop a fiscal decentralization framework.  

173. Once the decentralization system is truly in place, people will need to be trained in fiscal 

and project management. When the local communities get established fully, district 

councils will have technical staff to support their project formulation and implementation 

functions. This will clearly need decentralization from the ministries, particularly ministries 

of public works, education, and health. The Ministry of Works is showing positive signs of 

decentralization. Presently, about 12 high priority road projects are going on in some local 

communities. Similarly, the Ministry of Education has taken the tendering process to the 

district level rather than keeping the system centralized. This is the trend in most ministries. 

The idea is to decentralize small works while keeping the large ones centralized for the time 

being. Contractors have been classified in four groups— A, B, C, and D—ranging from 

large ones who are mostly Maseru based to small ones located at the community levels.  
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Conclusion 

 

174. The GoL is currently faced with the adverse impact of the global recession while retaining 

focus on longer-term reforms to achieve faster growth, address the HIV/AIDS pandemic, 

tackle significant human development challenges, and improve public financial 

management. Strengthening the public investment system has been identified as a key 

intervention to create long-term productive assets and improve human development. In the 

context of shrinking revenue from the South Africa Customs Union receipts and internal 

demand for achieving its poverty reduction goals, the Government of Lesotho is faced with 

tremendous opportunities as well as challenges in enhancing the efficiency of its public 

investment system. The review and passage of the National Development Plan would 

provide guiding principles for the quality of capital budgeting and pro-poor project 

selection, while initial progress in adopting the Mid-Term Expenditure Framework is 

expected to integrate capital and current expenditures, and strengthen capital spending. 

Furthermore, there is remarkable opportunity to solidify PIM in expanding the scope of the 

public-private partnership model in public service delivery and decentralizing public 

investment decision making to the local levels with effective central guidance and 

investment in human capital. On the other hand, serious reform efforts need to focus on 

building demand and capacity for project appraisal, management, and ex-post evaluation. 

Simultaneous investment in human resource management and retention has also become 

increasingly vital in attracting skilled and well-equipped individuals to public service to 

carry out these critical reform tasks. Active championship and coordination at the 

ministerial level, with the MoFDP playing a leading role, can leverage the international 

experience and the continued support of Lesotho’s development partners to sustain these 

ongoing commitments in building a more efficient PIM system and ultimately contributing 

to the national development objectives.  
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Annex 1: Human Development Indicators 

 

Indicator 1990 1995 2000 2005 2006 2007 2008 
Sub-

Saharan 
Africa 

GNI per capita, PPP  
(current international $) 

1,090 1,210 1,300 1,530 1,740 1,860 1,970 2,009 

Health         

Life expectancy at birth, total 
(years) 

59.16 58.62 50.16 44.56 44.51 44.70 44.99 52.11 

Prevalence of HIV, total  
(% of population ages 15–49) 

0.80 14.20 23.90 23.40 23.30 23.20 – 4.97 

Mortality rate, infant  
(per 1,000 live births) 

74.30 77.70 85.90 78.10 75.70 71.70 66.10 80.77 

Mortality rate, under 5  
(per 1,000) 

92.50 100.10 123.80 113.70 109.70 103.70 90.90 129.56 

Maternal mortality ratio  
(per 100,000 live births) 

370.00 340.00 470.00 570.00 – – 530.00 644.83 

Education          

Total enrollment, primary  
(% net) 

70.76 68.49 77.73 75.42 72.66 72.96 – – 

Primary completion rate, total  
(% of relevant age group) 

58.40 – 60.10 62.03 78.00 72.73 – 62.17 

Source: World Development Indicators, Sub-Saharan Africa data correspond to 2009. 

Note: GNI = gross national income; PPP = purchasing power parity. 
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Annex 2: Structure of the Government of Lesotho 

General Government 

Ministries Agencies (extrabudgetary) Subnational 

Auditor General’s Office Centre for Accounting Studies Municipal Council 

His Majesty’s Office Christian Association of Lesotho Berea District Council 

Independent Electoral 

Commission 
Dir. Dispute Prevention and Resolution Butha-Buthe District Council 

National Assembly Examination Council of Lesotho Leribe District Council 

Ombudsman Institute of Development Management Mafeteng District Council 

Prime Minister’s Office Lerotholi Polytechnic Maseru District Council 

Public Service Commission College of Education  Mohale’s Hoek District Council 

Senate Distance Training Centre Mokhotlong District Council 

Agriculture and Food 

Security 
Electricity Authority Qacha’s Nek District Council 

Communications, Science 

and Technology 
Freight and Bus Services Quithing District Council 

Education and Training Fund for Community Development Thaba-Tseka District Council 

Employment and Labour Institute of Accountants 128 Community Councils 

Finance and Development 

Planning 
Northern Parks  

Foreign Affairs Revenue Authority  

Gender, Youth, Sports and 

Social Welfare 
Telecommunications Authority  

Home Affairs and Public 

Safety 
Morija Museum and Archives  

Justice, Human Rights and 

Rehabilitation 
National AIDS Commission  

Land Reclamation National Drug Service Organisation  

Law and Constitutional 

Affairs 
National University of Lesotho  

Local Government Olympic Committee  

Natural Resources Petroleum Fund  

Public Service Road Fund  

Public Works and Transport Youth Council  

Tourism, Environment and 

Culture 
Millennium Challenge Account (MCA)  

Trade and Industry, 

Cooperatives and Marketing 
16 Below-the-line Treasury Funds  

Defence and National 

Security 
  

Source: Government data (PEFA 2009). 
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Annex 3: The Architecture of Local Government in Lesotho 

Chieftaincy  Legislation   Local Government   Executive     

 

 

              

                National 

Level 

 

                

                  

 

                District level 

 

                

 

                Community 

Level 

 

Note: CC = community councils; CCO = Community Council Office; DAO = District Administration Office; DC = district council; 

DDCC = district development coordinating committee; DPU = district planning unit; HOD = head of department; MP = member of 

parliament; MoLGC = Ministry of Local Governments; PM = Prime Minister. 

PM Parliament King 

Line 

ministries 
MOLGC National 

Assembly 

Senate 

MP 

DAO DDCC Principal chiefs 

DPU DCO 
Finance Committee and 

other DC committees 

Line ministries, HOD, and 

officials 

District councils 

Chiefs CCO CCs CCs 
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Annex 4: Ministry of Finance and Development Planning Organogram 
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Annex 5: Project Appraisal Guidelines 

 

The Project Appraisal Committee (PAC) will be following the following guidelines as they 

appraise your project proposal. Please ensure that the proposal can answer the following where 

appropriate: 

 

 Is the proposal properly filled in? 

 What are the tangible outputs and are the costs reasonable? 

 Total capital costs. 

 Ongoing costs (to the Government of Lesotho [GOL]) implied? (sustainability). 

 

Part 3: Cost-Benefit Analysis 

 Project benefits directly linked to vision pillars, Millennium Development Goals 

(MDGs), and/or other national targets. 

 Total benefits quantified. 

 Quantified return to Lesotho on funding employed. 

 

Part 4: Is the Project Ready to be Funded? 

175. Feasibility studies? (technically sound and sustainable). 

176. Sites and implementing agencies identified and secured? 

177. Resources (human/material, and so on) available to carry out work? 

178. Implementation plan reasonable.  

 

Part 5: Collaboration and Consultation 

179. Project partners and their interests, motives, and expectations. 

180. Local participation. 

181. Market analysis. 

182. Monitoring and evaluation. 

 

Part 6: Cross-Cutting Issues 

183. Environmental impact assessment. 

184. HIV and AIDs. 

185. Youth and gender. 

 

Part 7: Risks, Uncertainties and Assumptions 

 Contingencies cost 

 Project dependent on external factors? — implications understood. 
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Part 8: Overall Conclusion 

186. Recommendation for funding. 

187. Recommended for funding. 

188. Recommended, but with some amendments/more detail required in the proposal. 

189. Potentially could be recommended, but proposal to be resubmitted incorporating material 

changes. 

190. Not recommended. 
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Annex 6: Why Project Appraisal? 

Project appraisal is not only meant for rejecting or accepting projects and programs but it 

serves a variety of important purposes.  

The first and foremost objective of this exercise is to stop bad projects/programs, the white 

elephants, from entering the budget and ensuring that only viable projects are undertaken by the 

government. If an economically nonviable project/program is implemented by the government, 

the amount of benefits flowing to the economy is less than the cost incurred and the economy is a 

net loser. If there is a preponderance of such projects in the budget, this may lead to a negative 

growth in the long run.  

Growth in revenues is critical to add current budget capacity to finance future investments, 

operation and maintenance (O&M) costs, and service debt of new projects. A project/program 

with negative contribution to the economy or negative net present value (NPV) limits future 

revenue growth and hence hampers sustainable levels of borrowing and capital expenditures. In a 

nutshell, capital expenditure choices affect growth positively or negatively. 

If the NPV to the economy is negative, then a project/program is a drag on future growth and 

it is less likely that future costs of operation and maintenance (O&M) and debt service can be 

financed. If the NPV to economy is positive, then the project contributes to growth and it is more 

likely that future O&M and debt service can be financed. 

Rigorous project appraisal is typically based on either cost-benefit analysis (CBA) or cost-

effective analysis when the flow of economic benefits cannot be readily measured (for example, 

projects in sectors such as health and education). The process does not offer only two options of 

accepting or rejecting a proposal. It offers a third and very important option of redesigning a 

project/program. If a proposal is socially or politically desirable but does not meet the strict 

conditions of economic viability, it can be redesigned by looking at the tariff rates and user fees 

charged on the output as well as by reducing the costs of investment and O&M.  

One part of project appraisal is risk analysis that helps prevent good projects from being 

destroyed during the implementation phase by anticipating and assessing the sources and 

magnitudes of the risks and adopting appropriate risk management and risk reduction measures.  

The cash flow of the financial analysis brings out the future flows of revenues and 

requirements of cost. This allows the government to forecast better multiyear budgets and 

implement the Medium-Term Expenditure Framework (MTEF). The cash flow analysis can also 

be done from the perspective of different stakeholders involved with the project and thus 

highlights the costs and benefits accruing to each of the stakeholders. This makes it possible to 

develop models for negotiation with contractors, service providers, and different agencies in the 

government.     

The economic price of the good or service produced by the project/program is estimated 

during the economic analysis and it is an indicator of the benefit accruing to the consumer. This 

helps estimate the right price or user charge for that good or service. If the government, however, 

decides to subsidize its sale, the financial and economic prices give an assessment of cost 

recovery and subsidy levels.  
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Annex 7: Project Summary (template) 

 

Project/Program Title: 

Project Location: 

Project Total Cost: 

 DP Contribution: 

 Lesotho Government Contribution: 

Estimated Commencement/Effective Date: 

Estimated Completion Date: 

Executing Agency/Ministry: 

Implementing Agency: 

 

Chapter 1. Background and Justification 
 

1.1 Project History/Origin 

1.2  Current Situation  

191. Analysis of the problematic situation  

192. Achievements so far 

193. Envisaged additions by the project 

1.3 Policy Fit 

194. Vision 2020 

195. Poverty Reduction Strategy  

196. Organization/Ministry’s Strategic Plan 

1.4 Stakeholder Analysis 

197. Stakeholder Identification and Involvement 

1.5 Environmental Aspects 

             This section provides a summary of the following: 

198. Results of Environmental Impact Assessment 

199. Mitigation Measures  

1.6 Gender Aspects 

1.7 Legal Aspects 

200. Agreements and legal aspects of the project 

 

Chapter 2. Hierarchy of Objectives  

 

[Objectives Analysis] 

 

2.1 Project Goal: 

2.2 Project Purpose: 

2.3 Project Outputs: 

2.4 The Logical Framework 
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Narrative 

summary 

Objectively 

verifiable 

indicators (OVI) 

Means of verification 

(MOV) 
Important assumptions 

Goal: 

Higher-level 

objective to which 

project contributes. 

 

Indicators to verify 

attainment of goal. 

 

Source of data needed 

to verify a goal. 

 

External factors 

necessary for sustainable 

development. 

Purpose: 

Effect of project on 

beneficiaries that 

lead to the goal. 

 

Indicators that verify 

beneficiaries 

change. 

 

 

 

Source of data to 

verify status of 

objective level. 

 

External factors 

necessary to contribute to 

the objectives. 

Outputs: 

Final product of 

output that leads to 

the attainment of 

the objective. 

 

Indicators to verify 

accomplishment of 

output in quality, 

quantity, time, and 

so on. 

 

Source of data to 

verify outputs. 

 

External factors 

necessary for the 

accomplishment of 

output. 

 

Activities: 

Actions that can be 

undertaken to attain 

outputs. 

 

Summary of project 

resources required. 

 

Source of data to 

verify activities. 

 

External factors 

necessary. 

 

Chapter 3. Project Description and Resource Requirement 
 

3.1 Market Analysis 

      Please provide an analysis of the following key information; 

201. Demand and Supply Analysis  

202. Competitiveness and Comparative Advantage  

203. Marketing Plans 

3.2 Technical Description 

3.3 Detailed Description of Project Components 

3.4 Plan of Operations 

204. Summary of the Sequence of the Major Outputs 

205. Resource Requirements 

- Human Resources 

- Supplies 

- Equipment 

206. Description of Management Structure 

207. Coordination Agency 

208. Other government Ministries involved 

209. Other participants e.g. NGOs and the private sector 

210. Implementation Schedule 

[Work Breakdown Structure] 
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211. Activities/Time Schedule 

212. Implementation Schedule or Activity by Time schedule: The proposal must include a chart 

showing when key activities are planned to be implemented. The sequencing of activities, 

based on manpower capacity is very important. Activities are charted against time (by 

quarter and year) to enable physical project monitoring. 

 

Chapter 4. Financial and Economic Analysis 

 
Information contained in this section should enable an assessment of the financial feasibility of 

project and where possible its debt-service capacity.  

4.1 Total Project Budget/Cost 

4.2 Cost Breakdown by Project Components 

4.3 Investment/Capital Costs Implications 

213.  Identify all start-up costs, prepare an investment /capital costs table and give its summary 

here.  

4.4 Recurrent Cost Implications 

214. Indicate working capital costs, prepare the related table and summarize it here.  

215. Identify operating costs, including manpower costs as outlined in 4.5 below, prepare the 

operating cost table and summarize it here. 

216. Project maintenance and replacement costs, duly incorporate them in the operating cost 

table and provide a summary of maintenance cost implications here.  

4.5 Manpower Costs Implications 

217. Compute costs of salaries and benefits for skilled and unskilled labor required by project. 

 Calculate staff training costs necessitated by the project. 

4.6  Consultancy Services Costs Implications (if any) 

4.7 Loan interest and repayment implications 

218. Prepare a loan interest and repayment schedule and give a summary of the loan 

implications. 

4.8 Project Revenue  

219.   Prepare a revenue table and summarize it. 

4.9 Financial Viability Analysis 

220. Prepare a financial cash flow statement to compare cash inflows and cash outflows and to 

determine the net value of the project. 

221. Compute the Net Present Value (NPV) 

222. Calculate the Internal Rate of Return (IRR) 

223. Calculate the Benefit Cost Ration (B/C) 

4.10 Auditing 

4.11 Activities/Costs Schedule 

Costs of the project must be clearly tabulated and broken down through a chart of key 

activities (e.g. procurement, land clearing, construction, operation, etc) by project 

component against cost. This information must be broken down by quarter to show 

quarterly budgets, which will enable quarterly release of trenches and expenditure 

monitoring. 

     4.12 Economic Viability Analysis  

   [Annex.8- (Economic Cash Flow)] 
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This section shows the project net contribution to social welfare. It compares social benefits 

to be generated by the project with social costs of project implementation and operation.  

224. Compute the Economic Cash Flow. Discount the cost and benefit streams by a social 

discount rate to render them comparable at the time of decision-making. 

225. Economic Net Present Value (ENPV) 

226. Economic Internal Rate of Return (EIRR) 

 

Chapter 5. Project Monitoring and Evaluation 

 
5.1 Project Monitoring 

5.2 Project Evaluation  
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Annex 8: List of People Interviewed 

 

Government officials 

 

Mr.Mosito Khethisa, Principal Secretary, Ministry of Finance and Development Planning 

(MoFDP) 

Mr. Tsukutlane Au, Principal Secretary, Ministry of Public Service (MPS) and Acting 

Government Secretary  

Mrs.Mapitso Panyane, Principal Secretary, Ministry of Local Government and Chieftainship 

Affairs (MoLGCA) 

Mr. Lebohang Phooko, Principal Secretary, Ministry of Public Works and Transport (MoPWT) 

Mr. Mota Sekonyela, Deputy Principal Secretary, Ministry of Education and Training (MoET) 

Mrs. Motena Tsolo, CEO, MoFDP 

Mr. Potlako Peko, Director, MoFDP 

Ms. Pontšo Mpakanyane, Economic Planner, MoFDP 

Ms. Nthoateng Lebona, Director, Planning, MoFDP 

Ms. Ntšiuoa Jaase, Director, Aid Coordination, MoFDP 

Ms. Manketsi Makara, Chief Economic Planner, Aid Coordination, MoFDP 

Ms. Martha Rasekoai, Chief Economic Planner, Project Management Cycle, MoFDP 

Ms. Kholu Matete, Senior Economic Planner, Aid Coordination, MoFDP 

Mr. Moepi Sematlane, Consultant, MoFDP 

Mrs. Nthabiseng Shale, Director of Training and Development, MPS 

Mrs. Mantho Motselebane, Director of Planning, Ministry of Agriculture and Food Security 

(MAFS) 

Ms. Malehano Lethena, MAFS 

Ms. Mabolaoana Phakisi, MAFS 

Mr. Malefetsane Masasa, Director of Planning, Ministry of Health and Social Welfare (MoHSW) 

Mrs. Likonelo Hlasoa, Director of Planning, MoET 

Mr. Moeti Lephoto, Chief Economic Planner, MoET 

Mr. Thato Ntholeng, Senior Economic Planner, MoET 

Mr. Stanley Damane, Director, National Environment Secretariat Ministry of Tourism, 

Environment and Culture 

Mr. D.N.K. Nchela, Director, Procurement Policy and Advisory Division 

Mr. Leshele Thoahlane, Director General, Directorate on Corruption and Economic Offences 

(DCEO) 

 

NGOs, training institutes, and private sector 

 

Ms. Mabulara Tsuene, Lesotho Council of NGOs (LCN) 

Mr. Simon Phafane, Chairman, Lesotho Chamber of Commerce and Industry (LCCI) 

Ms. Lindiwe Sephomolo, Chief Executive Officer, Private Sector Foundation 

Mr. John Dzimba, Director General, Lesotho Institute of Public Administration and Management 

(LIPAM) 

Mr. Hoolo Nyane, Director, Transformation Resource Center (TRC)  

Mr. Katleho Pefole, TRC 
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Mrs. Liteboho Maqalika-Lerotholi, Country Director, Institute of Development Management 

(IDM) 

 

Development Partners 

Mr. Thabo Mosoeunyane, Governance Specialist, United Nations Development Programme 

(UNDP) 

Mr. Ordu Obibyaku, Change Management and Capacity Development, UNDP 

Ms. Mapaseka Selikane, Economic Advisor, Irish Aid 

Ms. Sarah Jurreit, Second Secretary Operations, European Union (EU) 
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Annex 9: Lesotho Governance in Comparative Perspective 

 

Figure 11: Comparative Perspective on Lesotho’s Control of Corruption  

 

Source: World Bank WGI.  

Note: Percentile ranking shows the average over 1996–2009 period. 
 

Figure 12: Comparative Perspective on Lesotho’s Government Effectiveness 

 

Source: World Bank WGI. Percentile ranking shows the average over 1996–2009 period. 
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Figure 13: Comparative Perspective on Lesotho’s Regulatory Quality  

 
Source: World Bank WGI. Percentile ranking shows the average over 1996–2009 period. 
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