
LESOTHO
Growth is projected to remain weak, averaging about 1.5
percent over 2026–28, amid heightened geopolitical uncer-
tainty, higher and more volatile oil prices, and declining aid.
These headwinds are expected to be partly offset by the
Lesotho Highlands Water Project, higher water royalties, and
strong Southern African Customs Union (SACU) revenues.
Poverty is projected to remain high at about 59 percent of
the population, based on the international poverty line.

Key conditions and challenges

Over the past decade, Lesotho’s growth averaged just 0.5 percent
and remained highly volatile, far too weak to absorb the expanding
labor force or reduce poverty. As a result, GDP per capita remains
below its 2007 level. This weak performance reflects persistent
structural constraints and continued vulnerability to shocks. Weak
fiscal management, a burdensome regulatory environment, gover-
nance and implementation gaps, and limited access to finance hin-
ders private sector development, growth and job creation.

Poverty and inequality remain high, and labor market outcomes
are particularly weak for young people. Youth unemployment
stands at 38.9 percent, while nearly half of those aged 15–24 are
not in education, employment, or training. More broadly, many
workers remain concentrated in low-productivity and low-wage
activities, while rural households remain especially vulnerable to
food insecurity.

Macroeconomic management is characterized by large fiscal
rigidities and volatile revenues. Dependence on SACU transfers
and other non-tax inflows have contributed to high and rigid
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public spending, while weaknesses in expenditure management,
shortcomings in procurement and public investment manage-
ment have reduced spending efficiency. External and climate-re-
lated shocks, including droughts and floods, intensify these vul-
nerabilities. Addressing these challenges will require stronger fiscal
discipline, a more enabling business environment, and reforms to
raise private investment, productivity, and resilience.

Recent developments

Cumulative growth over the first three quarters of 2025 reached
4.0 percent relative to the same period in 2024, driven mainly
by mining (4.7 percent), hospitality (7.4 percent), business ser-
vices (4.2 percent), and other services (7.5 percent). This was part-
ly offset by contractions in manufacturing (-8.0 percent), whole-
sale and retail trade (-2.9 percent), transport (-3.8 percent), in-
formation and communication (-7.3 percent), and finance and in-
surance (-6.5 percent), and construction (-4.6 percent). Continued
weakness in manufacturing, together with anecdotal information
on mining slowing down in Q4, and seasonality suggests that ac-
tivity is likely to have softened in Q4. This signals a potential con-
traction for Q4, bringing estimated growth to 2.0 percent in 2025.

FIGURE 1 / Consumer price inflation
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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Headline inflation averaged 4.5 percent in 2025, down from 6.1
percent in 2024 thanks to lower fuel prices. Inflationary pressures
were driven mainly by food, clothing and footwear, and restau-
rants and hotels. After reducing the policy rate by 25 basis points
in November 2025, the Central Bank of Lesotho kept the rate un-
changed at 6.50 percent at its January 2026 Monetary Policy Com-
mittee meeting, balancing inflation against the need to safeguard
the loti-rand peg.

The budget registered a surplus of 3 percent of GDP, down from
9.5 percent the year before, mainly reflecting a sharp decline in
SACU revenues of 5.8 percentage points of GDP. This was partial-
ly offset by an increase in water royalties (4 percent), while cap-
ital spending rose by about a 1 percentage point of GDP. Public
debt fell to 51 percent of GDP in 2025, down from 54 percent
of GDP in 2024. The risk of external and overall debt distress
remains moderate.

Based on currently available data through Q12025, the current
account balance is expected at a 0.2 percent of GDP surplus,
thanks to higher water royalties that partially offset the decline
in SACU revenues.

Outlook

Growth is projected to average about 1.5 percent over the medi-
um term. Ongoing implementation of the Lesotho Highlands Wa-
ter Project will boost investment, while higher water royalties and
still-elevated SACU revenues will strengthen the fiscal position.
However, economic activity will be constrained by weaknesses
in the textile and diamond sectors, reflecting a weaker external

environment. Slow growth will restrain employment growth and
poverty reduction.

Inflation is projected to edge up to 5.8 percent in 2026, driven by
higher oil and food prices. The current account is projected to re-
vert to a small deficit of 0.2 percent of GDP in 2026, driven by lower
exports and higher imports for capital investments. It will then re-
vert to a surplus in 2027 and 2028, thanks to higher water royalties.

The government is expected to continue reporting fiscal surpluses
of about 3.4 percent of GDP over 2027–28, driven by higher water
royalties, under more conservative revenue assumptions com-
pared to the budget. The FY2026/27 budget anticipates a sizable
spending expansion, driven by the wage bill, goods and services,
and capital outlays. But delays in implementation of investment
projects will likely reduce execution. The budget recognizes the
need to save SACU and mineral windfall through fiscal rules and
a stabilization framework. However, persistent weaknesses in ex-
penditure management, including procurement shortcomings,
weak cash management, continue to weaken spending efficiency
and undermine fiscal credibility. Mitigating them will require con-
tinued progress toward fiscal rules and a stabilization mechanism,
alongside stronger public financial management, particularly
through e-procurement and a Treasury Single Account.

Risks are skewed to weaker growth and higher inflation. Weaker
regional and global activity, continued geopolitical uncertainty in
the Middle East, and uncertainty over the African Growth and Op-
portunity Act beyond 2026 could weigh on growth, while higher
international oil prices could raise inflation, squeeze household
purchasing power, and increase food insecurity, especially among
poorer households.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f

Real GDP growth, at constant market prices 1.7 5.2 2.0 1.3 1.5 1.5

Real GDP growth, at constant factor prices 1.7 4.6 2.6 1.3 1.5 1.5
Agriculture 7.7 7.2 -2.5 0.1 0.4 0.4
Industry -8.9 2.3 0.5 0.5 0.5 0.5
Services 5.5 5.1 4.0 1.7 2.0 2.0

Employment rate (% of working-age population, 15 years+) 48.5 48.4 48.4 48.4 48.4 48.4
Inflation (consumer price index) 6.4 6.1 4.5 5.4 5.0 5.0

Current account balance (% of GDP) -6.8 3.6 0.2 -0.2 0.1 1.1
Net foreign direct investment inflow (% of GDP) -1.2 -0.5 -0.6 -0.6 -0.6 -0.6

Fiscal balance (% of GDP) 7.0 9.5 3.0 -1.7 3.5 3.4
Revenues (% of GDP) 59.0 62.8 60.8 62.2 66.8 67.3
Debt (% of GDP) 60.4 54.7 50.9 50.3 48.6 46.9
Primary balance (% of GDP) 9.1 11.4 5.1 0.1 5.2 5.0

International poverty rate ($3.00 in 2021 PPP)1,2 46.6 45.0 44.7 44.5 44.5 44.4

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 60.5 59.3 59.0 59.0 58.9 58.7

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 87.2 86.2 86.0 85.8 85.7 85.6

GHG emissions growth (mtCO2e) 1.1 4.1 3.0 2.8 3.2 3.2

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
1/ Calculations based on 2017-CMSHBS. Actual data: 2017. Nowcast: 2018-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2017) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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