
 

The near-term economic growth forecast has been revised down reflecting declining 

activity in the manufacturing industry. The domestic economy is now projected to grow by 

1.8 per cent in 2023 and average 2.4 per cent over 2024-2025. Construction activity and associ-

ated knock-on effects onto the service industry are expected to continue to shape growth in the 

medium-term. In addition, mining industry is expected to provide additional support to growth 

as it proves resilient against falling global diamond prices. However, weakness in manufacturing 

and agricultural industries is expected to weigh on growth. Inflation is now projected to aver-

age 6.2 per cent in 2023, reflecting still high food prices despite recent moderation. It is pro-

jected to gradually moderate to 5.4 per cent in 2024 and stabilize around 4.9 per cent in 2025. 

 

The fiscal position is expected to improve in the medium-term, on account of higher 

SACU revenue and modest growth in domestic tax revenue. The fiscal position is project-

ed to move from a marginal deficit in 2023 to surpluses in 2023-2024. The fiscal deficit will be 

finance by both domestic and foreign borrowing while the surpluses will lead to accumulation 

of government deposits with the banking sector.  

 

The current account deficit has been revised downwards to 6.4 per cent (from 5.5 per 

cent) of GDP in 2023 but remain relatively unchanged at 6.3 per cent of GDP in 2024 

and 7.7 per cent of GDP in 2025. Downward revision in 2023 reflects the weaker manufac-

turing exports. The expected high imports of goods and services related to the LHWP II pro-

ject are expected to continue to drive the current account. Most of the current account deficit 

will be financed through capital transfers associated with the LHWP II.   

 

Private sector credit is projected to rise by a revised 10.7 per cent in 2023 consistent 

with the growth in nominal GDP and slow down to an average growth of 4.9 per cent in 

2024-2025. The upward revision of credit growth in 2023 is due increased uptake of credit by 

households, which is expected to continue to drive private sector credit growth. Despite the 

projected growth in key sectors in the medium-term, credit extended to businesses is projected 

to remain stagnant. The muted business credit is due to financing of the economy through non

-banking sources. 
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Lesotho Economic Outlook: 2021—2023 

1. Real Sector Outlook 

Lesotho’s near-term growth has been downgraded as challenges in the manufacturing 

industry outweigh resilience in the mining industry. The high frequency indicators in the 

textile and clothing industry point to declining orders from the US market. The declining or-

ders are due to a combination of high material and inputs costs and pre-existing structural fac-

tors that are rendering the industry less competitive. Meanwhile, the mining industry was 

somewhat resilient as some mines experienced increases in the price per carat in the first half 

of 2023; despite the generally decreasing prices in the global diamond market. Thus, Lesotho’s 

GDP is now projected to grow by a revised 1.8 per cent (from 2.0 per cent in June) in 2023. In 

2024, GDP growth is projected to pick up to 2.9 per cent and slow down to 1.8 per cent in 

2025. Both 2024 and 2025 growth projections are revised up by 0.1 percentage points. The 

second phase of the Lesotho Highlands Water Project (LHWP II) and related knock-on effects 

continue to drive the projected growth trajectory. 

 

Figure 1: Domestic Economic Outlook  

Source: CBL, + Estimates, * Projections 

 

Mining industry is expected to drive primary sector growth in the medium-term, while 

adverse weather effects continue to hinder agricultural production. The mining industry 

is projected to grow by an upwardly revised 11.5 per cent in 2023, and slow down to average 

3.2 per cent in 2024-2025. The projected mining industry growth is supported by better-than-

expected comeback by Liqhobong mine following an extended period on care and mainte-

nance. Additional boost is expected to come from the relatively favourable diamond prices for 

some mines despite the downward trend in prices in the global diamond market. Within the 

agricultural sub-sector, crop production is projected to contract in both 2023 and 2024 before 

recovering in 2025. The projected declines in crop output are due to adverse weather effects, 

particularly the anticipated dry weather conditions throughout the 2023 planting season. 

GDP growth in 
2023 is revised 
down by 0.2 per-
centage points... 
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The secondary sector is projected to contract by 1.7 per cent in 2023 following a down-

ward revision in the textile and clothing industry growth projection. The clothing and 

textile industry is now projected to contract by 7.4 per cent (previously -2.8 per cent) in 2023. 

The industry’s growth downgrade reflects significantly lower-than-expected output in the first 

half of 2023. Lesotho’s textile orders from the US continue to decline due to high material and 

input costs. The recent developments have exacerbated structural challenges facing the indus-

try making it less competitive and leading to mass job losses. The textile and clothing exports 

to the US dropped by 59.2 per cent between January and July in 2023, relative to the same pe-

riod in 2022. In 2024-2025, the secondary sector is projected to rebound by 5.0 per cent, driv-

en by the strong growth in the construction industry. The LHWP II is expected to reach its 

peak in 2024-2025, boosting the construction industry output. Consequently, the construction 

industry is projected to grow by 17.0 per cent over 2024-2025. 

 

The services sector is projected to grow by a revised 2.4 per cent in 2023 and average 

an unchanged 1.5 per cent growth in 2024-2025. The sector’s growth has been revised up 

by 0.4 percentage points in 2023 reflective of expected modest pick-up in consumer spending 

following higher household credit growth in the first half of 2023 and faster moderation in 

inflation. Overall, the sector is expected to be largely supported by the positive knock-on ef-

fects from the LHWP II activities over its implementation cycle. Additional boost is expected 

to come from improvement in real incomes in line with the projected inflation trajectory in the 

medium-term. 

 

Domestic inflationary pressures have moderated faster than expected, with inflation 

outcomes reaching their lowest in three years in July 2023. Therefore, annual inflation rate 

is now projected to average 6.2 per cent in 2023 (0.5 percentage points lower) and gradually 

moderate to 5.4 per cent in 2024 and stabilize around 4.9 per cent in 2025. Falling imported 

food and energy prices are behind the faster moderation in inflation. Global food prices are 

moderating due to record-level production of grains. Despite the moderation, domestic food 

prices remain high. Moreover, dry weather conditions that are forecasted to coincide with the 

summer cropping season present upside risks to the inflation projections. 

 

Figure 2: Inflation Outlook  

Lesotho’s textile 
orders from the 
US continue to 
decline... 

Despite recent  
moderation, domestic 
food prices remain 
high... 



The fiscal position is relatively unchanged from June projections. The fiscal balance is 

projected to move from a marginal deficit in 2023 into the surplus territory in 2024-

2025. In 2023, the fiscal balance is expected to record an unchanged deficit of 0.2 per cent of 

GDP as expenditures marginally outpace revenues. Fiscal position is expected to improve and 

register surpluses equivalent to 3.3 per cent and 2.2 per cent in 2024 and 2025, respectively. 

The expected improvement in the fiscal deficit reflects marked increases in revenue against 

modest increases in expenditure. Particularly, SACU revenue is projected to increase by 27.5 

per cent in over 2023-2025 while tax revenue is projected to increase by 7.6 per cent over the 

same period. SACU revenues are expected to be boosted by higher trade flows. Meanwhile, 

expenditures are projected to increase by 8.6 per cent over 2023-2025, driven mainly by recur-

rent expenditures.  

 

Figure 3: Fiscal Balance Outlook 

Source: CBL, + Estimates, * Projections  

 

The projected fiscal deficit in 2023 will be financed through domestic and foreign bor-

rowing. Domestic borrowing will account for 1.6 per cent of GDP as government continues 

to issue securities to develop the domestic capital market over the medium-term. Foreign bor-

rowing is expected to account for 0.9 per cent of GDP. Given the expected fiscal surpluses, 

government deposits with the banking sector are expected to rise by 3.7 per cent as percentage 

of GDP. 
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2. Public Sector Outlook 

Fiscal position is 
expected to im-
prove and register 
surpluses... 



Figure 3A: Fiscal Financing 

 

Source: CBL, + Estimates, * Projections  
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3. External Sector 

The external sector projections show that the current account is expected to widen in 

the coming years. The forecasts indicate that in 2023 the current account deficit as a percent-

age of GDP will be at 6.4 per cent of and 6.3 per cent in 2024, before expanding to 7.7 per 

cent in 2025. The 2023 projections have been revised upwards by 0.9 percentage points rela-

tive to June 2023 LEO. The revision was mainly due to downward revisions in diamonds and 

textiles earnings by 7.9 and 3.6 percentage points, respectively. The mining industry has mostly 

seen recovery of low-value diamonds in the first half of the year. With regard to textiles ex-

ports, the challenges of decreased demand for Lesotho’s imports and closure of several firms 

in the textiles and clothing industry are expected to negatively affect export earnings in the 

near-term. The external sector developments continue to show the need for the country to 

promote export-oriented industries as well as diversify the export base.  

 

Figure 4: The External Sector 
 

Source: CBL, + Estimates, * Projections 

 

The capital and financial account balances are expected to remain in surplus during 

the forecast period. The capital account is expected to register surpluses equivalent to 12.5 

per cent of GDP in 2023 and increase to an average of 13.9 per cent during 2024-2025.  Dur-

ing the first half of 2023, capital inflows increased substantially as they more than tripled com-

pared to the first half of 2022. The inflows were to finance the activities of the LHWP II 

which include construction of the Polihali dam, the Senqu Bridge and other smaller bridges, 

the transfer tunnel and access roads.  More capital inflows related to the same project are ex-

pected to come during the forecast period. The financial account is projected to register net 

outflows equivalent to 6.7 per cent of GDP in 2023 and increase to an average of 6.9 per cent 

of GDP over 2024-2025. Official reserves are estimated to accumulate and reach an equivalent 

of 4.7 months of import cover in 2023 and improve to 5.3 months of import cover both in 

2024 and 2025. The increased SACU revenue is expected to boost accumulation of reserves 

during 2023-2025. However, the increase is likely to be moderated by growth in government 

expenditure. 

Diamond and tex-
tile export earnings 
revised down… 



Figure 5: Official Reserves Outlook 

Source: CBL, + Estimates, * Projections 
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4. Money & Credit 

Money supply and private sector credit are forecast to increase by an average of 8.3 per 

cent and 6.7 per cent, respectively in the medium-term. Increase in money supply reflects 

increases in both domestic and foreign assets. Growth in private sector credit has been revised 

up to 10.7 per cent due to increased uptake of credit by households in the first half of 2023. 

Private sector credit is expected to continue to be driven by households and grow by 4.9 per 

cent over 2024-2025. Nonetheless, credit extended to business remains subdued on the back 

underperforming economy and financing of the economy from non-banking sources.   

 

Figure 6: Private sector credit growth  

5. Risks to the Outlook  

The balance of risks to the domestic outlook are tilted to the downside. Despite the re-

cent moderation, inflation could remain high if some of the upside risks to inflation materialise. 

Global economic growth could come out weaker than projected, negatively affecting Lesotho’s 

export-oriented industries. 

The downward revision in the near-term economic growth forecast due to declining activity in 

the manufacturing industry poses a significant risk. A further deterioration in this sector could 

negatively impact economic growth and job opportunities. 

Overreliance on construction activity to drive growth in the medium-term carries risks, as con-

struction can be influenced by various factors, including project delays, funding issues, and 

changes in demand. This is further compounded by the uncertainty surrounding renewal of 

AGOA. 

The disparity between credit growth for households and businesses is a risk. Stagnation in 

credit extended to businesses, despite expected growth in key sectors, may hinder business ex-

pansion and economic development.  

There was in-
creased uptake of 
credit by house-
holds in the first 
half of 2023... 
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6. Conclusion 

The domestic economy is expected to underperform, held back by the recent crises in addition 

to structural challenges within key industries. The economy is forecast to grow by 1.8 per cent 

in 2023 driven by the construction and services industries, while manufacturing industry and 

agricultural sub-sector are projected to contract. In 2024 domestic growth is expected to in-

crease to 2.9 per cent and slow down to 1.8 per cent in 2025. The medium-term growth is ex-

pected to be led by the LHWP II with the project reaching its peak in 2024/2025. The annual 

inflation rate is expected to average 6.2 per cent in 2023 and gradually moderate to 5.4 per cent 

and 4.9 per cent in 2024 and 2025, respectively. 
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Actual Estimate Sept 2022 projections 

Differences from June 2022 pro-
jections 

2021 2022+ 2023* 2024* 2025* 2023* 2024* 2025* 

Economic growth 1.6 1.5 1.8 2.9 1.8 -0.2 0.1 0.1 

                

Primary Sector -2.2 2.0 5.9 0.2 4.2 1.3 0.8 0.5 

    Agriculture -16.0 2.7 1.4 -3.3 6.3 -0.1 1.3 1.0 

    Mining & Quarrying 22.8 1.2 11.5 4.3 2.1 3.1 0.1 0.0 

Secondary Sector 2.1 0.9 -1.7 7.3 2.6 -2.6 0.4 0.1 

   Manufacturing 7.7 -6.4 -6.2 1.7 1.1 -4.1 0.4 0.2 

       Textiles & Clothing 11.4 -7.5 -7.5 1.6 1.3 -4.7 0.4 0.2 

  Building & Construction 9.8 24.5 13.0 27.6 6.5 0.6 0.0 0.1 

Services Sector 1.9 1.9 2.4 1.8 1.2 0.4 0.0 0.1 

                

Inflation rate (%) 6.1 8.3 6.2 5.4 4.9 -0.5 0.0 -0.1 
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