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This debt sustainability analysis for low-income countries (LIC DSA) is based on end-2008
data for external and public debt provided by the Lesotho authorities, and World Bank and
IMF staff estimates for debt outstanding to multilateral creditors. The overall staff
assessment is that Lesotho remains at moderate risk of debt distress. The risk has increased
relative to last year’s analysis, reflecting large fiscal and external deficits likely over the next
several years as a result of the sharp fall in Southern African Customs Union (SACU)
revenues, but debt ratios are projected to remain manageable over the medium-term as the
fiscal position returns to balance. Lesotho remains vulnerable to adverse shocks to the
exchange rate or real GDP growth, as well as to a permanent decline in the level of SACU
receipts. These results underscore the need to realign spending with its sustainable level
based on the long-run level of SACU revenues, and for the authorities to move forward with
structural reforms to boost productivity and compelitiveness in order to accelerate medium-
term growth. '

I. INTRODUCTION

1. This DSA has been prepared jointly by World Bank and IMF staff. It comprises
external and domestic debt, and is based on the framework for low-income countries
approved by the respective Executive Boards.'! The framework takes into account indicative

! See “Applying the Debt Sustainability Framework for Low-Income Countries Post Debt Relief,”
(IDA/SecM2006-0564 and SM/07/131) and “Staff Guidance Note on the Application of the Joint Fund-Bank
Debt Sustainability Framework for Low-Income Countries,” (SM/10/16).



thresholds for debt burden indicators determined by the quality of the country’s policies and
institutions,” and comprises baseline and alternative scenarios.

2. Lesotho’s nominal public sector debt has seen a significant decline since 2002
falling from 99 percent of GDP to 52.5 percent of GDP (US$738 million) at the end

of 2008. Much of the decline is attributed to the authorities’ early repayment of non
concessional loans and limits on new borrowing. Of the total public sector debt,

US$669 million was owed to external creditors, almost entirely to multilaterals

(US$612 million), mainly IDA and the African Development Fund. Public domestic debt
(held by residents) amounted to US$70 million at the end of 2008; at present, domestic debt
is limited to Treasury bills issued for monetary policy operations and is not used for budget
financing.

Lesotho: External and Domestic Nominal
Debt Outstanding at end-2008

In
Millions In Percent
of USD  of GDP

Total public debt 738.1 52.5
Domestic debt 69.6 50
External debt 668.5 47.6

Multilateral 611.6 43.5
World Bank Group 301.1 214
African Development Fund 209.9 14.9
EU 30.0 2.1
IMF _ 29.7 2.1
Others 411 2.9

Bilateral 49 1 3.5

Commercial 7.8 0.6

Source: Ministry of Finance and Dewelopment Planning

3. The large decline in SACU revenues projected for 2010/11, as well as
repayments owed on excess disbursements in previous years, will have a significant
impact on Lesotho’s external and fiscal positions. The resulting increase in public debt
will depend on the extent to which the authorities are able to implement offsetting

* The World Bank Country Policy and Institutional Assessment has ranked Lesotho using the three-year moving
average as a “medium performer” in terms of policy and institutions with a rating of 3.53. The applicable
indicative thresholds for debt sustainability, proposed under the framework for low-income countries are:

(i) 40 percent for the NPV of debt-to-GDP ratio, (ii) 150 percent for NPV of debt-to-exports ratio; (iii) 250 per-
cent for the NPV of debt-to-fiscal revenues ratio; (iv) 20 percent for the debt service to exports ratio; and

(v) 30 percent for the debt service to revenue ratio.



expenditure measures and mobilize financing from donors on concessional terms. While the
level of SACU transfers is expected to increase as the South African economy recovers, it is
unlikely to return to the very high levels recorded in recent years. In addition, there is
considerable uncertainty regarding the level of SACU revenues over the longer term, with the
possibility of revisions to the revenue-sharing formula that would lower the share of the pool
allocated to the BLNS countries.

II. MACROECONOMIC ASSUMPTIONS

4. The baseline scenario is based on the macroeconomic assumptions described
below. The key difference relative to the DSA performed for the 2008 Article IV
consultation is the large fiscal and current account deficits projected from 2010/11 to
2012/13 as a result of the sharp fall in SACU revenues. In addition, this year’s DSA
incorporates the second phase of the Lesotho Highlands Water Project (LHWP)®, with
construction projected to begin in 2012 and be completed in 2019. During the construction
phase, the project is expected to have a significant impact on real GDP growth and the
current account balance (due to imports associated with the project), in addition to the debt
incurred to finance the project.

o Real GDP growth is projected to slow from 4.5 percent in 2008 to 1.4 percent
in 2009, reflecting a decline in demand for diamonds and textiles due to the global
financial crisis, as well as a fall in the earnings of migrant workers employed in
South Africa. The earnings of these workers, primarily employed in the mining
sector, are significant; net labor income was estimated at 23 percent of GDP in
2009, providing significant support for foreign reserves. Output growth is
expected to pick up to 3 percent in 2010-11, and accelerate further to an average
annual growth rate of 6.5 percent during 2012-2015, boosted by construction on
the second phase of the LHWP, together with the recovery in the global
economy. Earnings from migrant workers are expected to rise in line with the
projected recovery in South Africa, with an average annual increase of 5 percent
in dollar terms during 2010-2015. Medium-term growth is projected at 4.5 percent

3 The Lesotho Highlands Water Project involves the construction of a system of dams to supply water to South
Africa, as well as a hydroelectric power station that would generate electricity for domestic consumption in
Lesotho. The first phase of the project was completed in 2002; the DSA assumes that construction of the second
phase would take place from 2012-2019 at a total cost of roughly $950 million. The project would be jointly
financed by Lesotho and South Africa; Lesotho’s share of the costs is estimated at $400 million. The DSA
assumes a mix of concessional and market financing for LHWP, with an average interest rate of 6 percent and
maturity of 20 years. '

* Initial construction on LHWP2 is expected to begin in 2012, with the largest expenditures taking place during
2015-2019. As a result, the project contributes to an elevated real GDP growth rate in 2012, when preliminary
work starts, and again in 2015, when the major construction phase begins.



compared with average annual growth of 3 percent during 1999-2007, reflecting
efforts to advance structural reforms needed to boost produetivity and
competitiveness. In addition, grants provided by the Millennium Challenge
Corporation (MCC) will support significant investment in the health sector, in the
provision of water for industrial and domestic use and in private sector _
development. The projected medium-term growth rate is little changed from the
medium-term growth assumption of 4.3 percent in the 2008 DSA.

Inflation (as measured by the implicit GDP deflator) is assumed to move from an
average of 9 percent over the last ten years (elevated in part by the food and
energy price shocks in 2007-08) to 4.5 percent over the longer term, in line with
projected consumer price inflation in South Africa.

The fiscal deficit is expected to rise sharply due to the decline in net SACU
transfers beginning in 2010/11, combined with the run-up in public spending over
the past three years. An average annual fiscal deficit of 11 percent of GDP is
projected for the 2010/11 —2012/13 fiscal years, which would be financed by a
combination of drawing down government deposits and mostly bilateral
borrowing. Large fiscal surpluses over the past five years has resulted in the
accumulation of significant fiscal savings, with foreign exchange reserves equal
to $1.1 billion, or 7.4 months” imports of goods and services, at the end of 2009.
In addition, the DSA assumes that the drop in SACU receipts would be offset
through new borrowing from bilateral lenders and increased domestic debt
issuance.’

The fiscal position is projected to return to balance by 2015/16, reflecting a
spending adjustment that would reduce expenditure to 50 percent of GDP from
70 percent of GDP in 2009/10, as well as some recovery in SACU revenues.
SACU transfers are projected to stabilize at 20 percent of GDP over the medium-
term, broadly in line with their level prior to 2004/05, as the temporary factors
that contributed to the sharp increase in the common revenue pool in recent years
recede’. Public expenditures are projected to stabilize at S0 percent of GDP after

* The drawdown of fiscal savings is constrained by the need to retain sufficient reserves to ensure the stability
of the exchange rate peg to the rand. The DSA assumes new bilateral borrowing of $120 million during 2011-12
to offset the SACU shortfall, at an assumed interest rate of 6 percent and maturity of 10 years. The remainder of
Lesotho’s external debt is primarily multilateral debt on concessional terms. An interest rate of 8 percent is
assumed on domestic borrowing.

% The level of SACU transfers to Lesotho increased sharply during the period from 2004/05 to 2009/10,
reflecting sharp increases in South Africa’s imports of capital and consumer durables that boosted the size of
the common revenue pool distributed to the members of the customs union. In addition, the revenue sharing
formula was changed in 2005 to treat customs and excise revenues as two separate components, and provided
for the establishment of the development component, which enhanced the receipts of the smaller economies. As

(continued)



2015/16, resulting in a fiscal balance over the remainder of the projection period.
This compares to a projected medium-term fiscal surplus of 5 percent of GDP in
the 2008 DSA, reflecting a higher level of projected SACU transfers (previously
assumed to remain close to 30 percent of GDP).

Exports of goods and services are expected to contract by 10 percent in 2009 (in
U.S. dollar terms) after increasing by an annual average of 19 percent over the last
10 years. Export growth is projected to strengthen to 7 percent during 2010-2014,
boosted by the global economic recovery and several ongoing mining projects,
before stabilizing at 5 percent over the longer term. Stronger growth rates over the
past 10 years reflect the rapid growth of the textiles and mining sectors, which is
not expected to continue at that pace. Import growth is assumed at an annual
average of 8 percent during 2010-2015, with the expected reduction in fiscal
spending offset in part by the jump in imports associated with the second phase of
the LHWP, before stabilizing at 4 percent over the longer term, broadly in line
with growth in real GDP.

The current account balance (including official transfers) largely reflects the
changes in the fiscal position, declining from a 10 percent of GDP surplus in 2008
to a small deficit in 2009 and then average deficits of 16 percent in 2010-12 as
SACU transfers decline significantly. Imports of goods and services associated
with LHWP construction would contribute to an elevated current account deficit
through 2019, after which the deficit is projected to stabilize at close to 2 percent
of GDP.

Domestic debt is projected to increase from 4 percent of GDP in 2008 to 9 percent
by 2029, reflecting the authorities’ plans for development of the domestic debt
market and demand for longer-dated domestic debt from institutional investors.

Using the Atlas method, Lesotho’s GNI per capita stood at US$1,080 in 2008
compared with the IDA cut-off of $1,135. In the baseline scenario, Lesotho starts
facing “IDA-hardened” terms after 2013 and becomes an “IDA-blend” country
after 2020 as a result of the growth in its GNI per capita to above the IDA
threshold.

a result, the Lesotho’s SACU receipts rose from 19.4 percent of GDP in 2003/04 to 35.3 percent of GDP in

2009/10.



III. EXTERNAL DEBT SUSTAINABILITY

Baseline

5. At end-2008, the PV of external debt stood at 33 percent of GDP (Table 1a).
Under the baseline scenario, Lesotho’s PV of debt to GDP ratio is projected to fall to

26 percent in 2009, reflecting the appreciation of the loti’, and then increase to 35 percent by
2012 as a result of debt incurred to finance the projected fiscal deficits. The PV of debt-to-
GDP ratio is projected to rise further to 43 percent by 2019, above the 40 percent indicative
threshold, although this is almost entirely due to borrowing related to the second phase of the
LHWP. This marginal breach of the threshold lasts for only five years. The ratio is expected
to decline to 21 percent by 2029 as the fiscal primary balance shifts into surplus beginning in
2014. The PV of debt relative to exports and to revenues would also rise through 2019, but
remain well below the indicative thresholds. There would also be a modest increase in the
ratio of debt service to exports (from 4 to 5 percent) and debt service to revenues (from 3 to
6 percent), but debt service would remain well below the thresholds due to the highly
concessional nature of existing debt.® Lesotho’s debt ratios fall considerably if transfers from
migrant workers are also included in the assessment; the PV of external debt to the sum of
GDP and worker’s earnings would reach 29 percent by 2012 and 35 percent by 2019,
remaining below the indicative thresholds. °

Alternative scenarios and stress tests

6. Sensitivity tests show that Lesotho’s debt burden would increase, but still fall
below the indicative threshold for PV of debt to GDP by 2029 in the event of less
favorable public sector borrowing terms (Table 1b and Figure 1). In a scenario in which
the interest rate on new public sector loans is 2 percentage points higher than the baseline
assumption (scenario A2), the PV of debt-to-GDP ratio reaches 40 percent in 2014 and

49 percent by 2019, but falls to 28 percent by 2029. In a scenario in which the key variables
are set at their average of the past 10 years, Lesotho’s debt ratios actually fall relative to the
baseline, reflecting the average fiscal surplus over this period relative to the significant
deterioration in the fiscal position in the projection.

7 The 26 percent appreciation of the loti against the dollar (in nominal terms) had a significant effect on the
debt-to-GDP ratio in 2009.

¥ The assumed bilateral loan to finance the shortfall in SACU revenues in 2011-12 and the borrowing associated
with the second phase of the LHWP from 2012-2019 (both referred to above) are not assumed to be on
concessional terms, resulting in a decline in the overall grant element of borrowing during this period.

® The indicative threshold for the ratio of PV of external debt to GDP adjusted to include remittances is
36 percent (compared with 40 percent if remittances are not included).



7. The bound tests reveal that Lesotho would face the most distress if there were to
be a significant terms of trade shock (scenario B3) or a large nominal depreciation
(scenario B6). In a scenario with a terms of trade shock in 2010-11, the PV of debt-to-GDP
ratio would increase to 57 percent by 2019 and then ease to 28 percent in 2029. In the event
of a one-time 30 percent depreciation of the nominal exchange rate (B6), the PV of debt-to-
GDP ratio would similarly increase to 58 percent by 2019, but then fall to 28 percent by
2029.

Country-specific scenario

8. The increase in debt levels after 2014 is largely attributable to the substantial
increase in borrowing that would be required to finance the second phase of the LHWP.
An alternative scenario was performed assuming that the project does not go forward as
planned, with adjustments to reflect lower growth in real GDP and imports during the
construction phase of the project, as well as to exclude water royalties associated with the
project following completion. In this scenario (scenario A3), the PV of debt to GDP ratio
would rise to 34 percent in 2012, but would then decline to 11 percent by 2029 and remain
below the indicative threshold throughout the projection. Similarly, in this scenario Lesotho
would continue to face increased vulnerability in the event of a large nominal depreciation or
deterioration in borrowing terms, but the sensitivity to these shocks is greatly diminished (see
Figures 3 and 4).

IV. PuUBLIC SECTOR DEBT SUSTAINABILITY
Baseline

9. Domestic debt remained relatively low at the end of 2008, leaving public debt
indicators very closely aligned to those of public external debt (Table 2a). Domestic debt
is currently limited to Treasury bills issued by the Central Bank of Lesotho for monetary
purposes, and is not used for budget financing. Longer-term domestic debt issuance as a
source of budget finance is expected to begin in 2010/11 and to increase over the medium-
term, as the government will look to tap institutional investors that currently place almost all
of their assets abroad due to the lack of domestic investment options. Borrowing rates are
projected to follow interest rates in South Africa, but will depend on investors’ perceptions of
relative creditworthiness. Domestic debt is projected to increase to 9 percent of GDP by
2029, reflecting a gradual expansion of the domestic debt market as a source of budget
finance.

Alternative scenarios and stress tests

10.  In the standard sensitivity tests, public sector debt ratios are most sensitive to
slower than projected growth (Table 2b and Figure 2). Lower long-run real GDP growth
results in the PV of debt to GDP ratio rising from 29 percent in 2009 to 63 percent in 2019
and 78 percent by 2029, as opposed to 30 percent in the baseline scenario in 2029. This



scenario illustrates the vulnerability of the debt trajectory in the event that the ongoing
program of infrastructure investment and structural reforms fails to generate sufficient
improvement in productivity and competitiveness needed to support the higher real GDP
growth rates projected over the medium-term.

Country-specific scenario

11.  In acustomized scenario featuring a permanent decline in SACU revenues, the
ratio of public sector debt to GDP also rises sharply. The baseline scenario already
incorporates the projected decline in SACU transfers to Lesotho in 2010/11,2011/12 and
2012/13 as a result of the downturn in South Africa and repayments owed on excess
disbursements in previous years. However, the extent of the medium-term recovery in SACU
transfers remains unclear, given the possibility of an adjustment to the revenue-formula that
could reduce distributions to the BLNS or further reductions in the common external tariff
that would also lower collections of the Common Revenue Pool. The baseline scenario
assumes that Lesotho’s SACU revenues return to 20 percent of GDP by 2013/14 and stabilize
at this level; the sensitivity scenario assumes that SACU revenues plateau at 15 percent of
GDP, with the lower revenues only partly offset by a decline in expenditures, resulting in
additional borrowing to finance the larger fiscal deficits that result. In a scenario in which
SACU transfers are held at this lower level, (Table 2b; scenario A4, the PV of debt to GDP
ratio reaches 59 percent by 2019, and remains above 50 percent through 2029.

V. CONCLUSION

12. Lesotho remains at moderate risk of debt distress, although the risk has
increased relative to last year’s analysis. The increase in borrowing necessary to smooth
the adjustment to the sizable external shock that Lesotho will experience from the drop in net
SACU revenues over the next several years will increase the ratio of PV of debt to GDP
close to the indicative threshold by 2012. The ratio is projected to temporarily exceed the
threshold from 2016 to 2020 as a result of borrowing to finance the LHWP, but would
decline steadily as the fiscal position remains in balance over the medium-term and be well
below the indicative thresholds by the end of the projection period. The risk of debt distress
is magnified in the event of adverse shocks to economic growth, a large exchange rate
depreciation, or a lower long-run level of SACU revenues. The risks appear manageable over
the medium-term if the authorities are able to move forward with the planned adjustment of
fiscal expenditures. Hence, these results underscore the critical need to realign spending with
its sustainable level based on the long-run level of SACU revenues, while moving forward
with structural reforms to boost productivity and competitiveness in order to accelerate
medium-term growth.

13. The significant level of transfers from migrant works received by Lesotho, like
remittances in other cases, is substantial and further mitigates debt vulnerabilities. The
PV of external debt to the sum of GDP and worker’s earnings would be 20 percent in 2009,



compared with a PV of debt to GDP ratio of 26 percent. In addition, the PV of external debt
to GDP and worker’s earnings would be 29 percent in 2012 and 35 percent in 2019,
compared with ratios of 35 percent and 43 percent excluding these transfers. Although these
transfers have not been formally included in the DSA calculations for Lesotho, debt
indicators adjusted for these transfers would be much lower and leave Lesotho close to the
indicative thresholds even in the case of adverse shocks to growth, terms of trade or the
exchange rate.
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Table 1b. Lesotho: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2009-2029

(In percent)
Projections
2009 2010 2011 2012 2013 2014 2019 2029
PV of debt-to GDP ratio
Baseline 25 29 33 35 36 36 43 21
A. Alternative Scenarios
Al.Key variables at their historical averages in 2009-2029 1/ 25 15 7 2 -1 -2 -20 -10
A2. New public sector loans on less favorable terms in 2009-2029 2/ 25 30 33 37 39 40 49 28
A3. Altemative Scenario : No LHWP2 25 29 32 34 34 34 30 11
B. Bound Tests
Bl. Real GDP growth at historical average minus one standard deviation in 2010-201 1 25 29 33 35 36 36 43 21
B2. Export value growth at histotical average minus one standard deviation in 2010-2011 3/ 25 32 39 41 42 42 48 23
B3. US dollar GDP deflator at historical average minus one standard deviation in 2010-2011 25 34 44 47 43 48 57 28
B4. Net non-debt creating flows at historical average minus one standard deviation in 2010-2011 4/ 25 30 33 35 36 36 2 20
BS. Combination of Bl-B4 using one-half standard deviation shocks ’ 25 31 31 34 35 35 43 21
BS6. One-time 30 percent nominal depreciation relative to the baseline in 2010 5/ 25 40 4 48 49 49 58 28
PV of debt-to-exports ratio
Baseline 49 55 61 63 64 65 79 37
A. Alternative Scenarios
Al.Key variables at their historical averages in 2009-2029 1/ 49 28 12 3 -2 -4 -37 -18
A2. New public sector loans on less favorable terms in 20092029 2/ 49 56 61 67 71 72 90 50
A3. Altemative Scenario : No LHWP2 49 54 59 61 61 59 50 17
B.Bound Tests
BI. Real GDP growth at historical average minus one standard deviation in 2010-2011 49 54 59 62 63 63 7 36
B2. Export value growth at historical average minus one standard deviation in 2010-2011 3/ 49 65 81 83 84 84 9 45
B3. US dollar GDP deflator at historical average minus one standard deviation in 2010-2011 49 54 59 62 63 63 77 36
B4. Net non-debt creating flows at historical average minus one standard deviation in 2010-2011 4/ 49 58 61 64 64 65 78 36
B5. Combination of B1-B4 using one-half standard deviation shocks 49 54 48 51 52 53 66 31
B6. One-time 30 percent nominal depreciation relative to the baseline in 2010 5/ 49 54 59 62 63 63 77 36
PV of debt-to-revenue ratio
Baseline 39 61 74 80 75 3 89 44
A. Alternative Scenarios
Al Key vanables at their historical averages in 2009-2029 1/ 39 31 15 4 2 -4 -42 =21
A2 New public sector loans on less favorable terms in 2009-2029 2/ 39 62 74 84 82 81 102 59
A3. Altemative Scenario : No LHWP2 39 60 72 78 71 69 61 22
B. Bound Tests
Bl. Real GDP growth at historical average minus one standard deviation in 2010-2011 39 61 74 80 75 3 89 43
B2. Export value growth at historical average minus one standard deviation in 2010-2011 3/ 39 66 89 95 38 86 101 47
B3. US dollar GDP deflator at historical average minus one standard deviation in 2010-2011 39 72 99 107 100 98 119 58
B4. Net non-debt creating flows at historical average minus one standard deviation in 2010-2011 4/ 39 64 74 80 75 73 88 43
B5. Combination of B1-B4 using one-half standard deviation shocks 39 65 70 78 3 ! 8% 44
B6. One-time 30 percent nominal depreciation relative to the baseline in 2010 5/ 39 83 100 109 102 100 121 59
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Table 1b.Lesotho: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2009-2029 (continued)
(In percent)

Projections

2009 2010 2011 2012 2013 2014 2019 2029

Debt service-to-exports ratio

Baseline 4 4 4 4 4 4 5

A Alternative Scenarios

Al Key variables at their historical averages in 2009-2029 1/ 4 4 3 2 2 2 0
A2 New public sector loans on less favorable terms in 2009-2029 2/ . 4 4 4 4 4 4 6
A3. Altemative Scenario : No LHWP2 4 4 4 4 4 4 5

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2010-2011 4 4 4 4 4 4 5
B2. Export value growth at historical average minus one standard deviation in 2010-2011 3/ 4 4 4 5 S 4 7
B3. US dollar GDP deflator at historical average minus one standard deviation in 2010-201 1 4 4 4 4 4 4 5
B4. Net non-debt creating flows at historical average minus one standard deviation in 2010-2011 4/ 4 4 4 4 4 4 6
BS. Combination of BI-B4 using one-half standard deviation shocks 4 4 4 3 4 3 5
B4, One-time 30 percent nominal depreciation relative to the baseline in 2010 5/ 4 4 4 4 4 4 5
Debt service-to-revenue ratio ,
Baseline 3 4 5 5 5 4 6
A. Alternative Scenarios
Al Key variables at their historical averages in 2009-2029 1/ 3 4 4 3 2 2 0
A2.New public sector loans on less favorable terms in 2009-2029 2/ 3 4 5 5 5 7
A3. Altemative Scenario : No LHWP2 3 4 5 5 5 4 6
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2010-2011 3 4 5 5 5 4 6
B2. Export value growth at historical average minus one standard deviation in 2010-2011 3/ 3 4 5 5 5 4 7
B3. US dollar GDP deflator at historical average minus one standard deviation in 2010-2011 3 5 6 6 6 6 8
B4. Net non-debt creating flows at historical average minus one standard deviation in 2010-2011 4/ 3 4 5 5 5 4 6
BS. Combination of BI-B4 using one-half standard deviation shocks 3 5 5 5 5 4 7
B6. One-time 30 percent nominal depreciation relative to the baseline in 20105/ 3’ 6 7 7 6 6 8
Memorandum item:
Grant efement assumed on residual financing (i.e., financing required above baseline) 6/ . 19 19 19 19 19 19 19

-2

[VRESEV IRV IV

O A0~

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows. The historical
cument account position has been adjusted to remove transitory factors related to construction on the first phase of the LHWP.

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline, while grace and maturity periods are the same as in the baseline.

3/ Bxports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to retum to its baseline level after the shock
(implicitly assuming an offsetting adjustment in import levels).

4/ Includes official and pnvate transfers and FDL

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.

6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.



13

* AIiqe|TeAR BIep 01 109[qns ‘s1ea £ o 1sed S} J9AO PaALISP AJjeiouad I8 SUOIRIASD PIEpUR]S Pue SaFriont [RUOISIH] /g

"1G9P WLIS1-3UO| PUR WINIPALU JO UOHEZIHOWE PUE 1S3ISIUE JO (NS DY} S8 PAULAP ST 30TAINS 199 /i

*sjueld FuIpnjoxs sonuaAsy /¢

-poued 3se] 3y} JO Pua By} 12 IGOP ULIAI-HIOYS JO %0035 ay3 snjd 01atos 3qap snjd joyyap Arewird oy3 se pouyep st paou Furouruly SSOLD) /T

JUSWIUIRACT [B35UST 91} JO 1Gap SSOIF S1A0D) /1
‘suorioeford pue sa1BUISs JJeIS PUe ‘ssiUoyIne AIuno)) (Sa0Inog

96l ®9E I91- L9 991 0EE 96 80l Tew 1Ly (3ue019d UT) FUIMOLI0G [EUIRRD MU JO JUAWA[R URID)
00 00 00 00 00 00 00 00 00 o ro 00 €0 00 10 (tuedsod w ‘s03epap dAD Aq porelyep) Sutpuads Arewnid ear Jo yimoin
y'E se St S§ Ls 0s 69 79 89 x4 £y '8 '€l el LL (yusozad Ut “I07efzop JQD) 976 UOHE[FU]
oz soe €9 §'9¢ e ro1 (uonewaldop sagealpul + ‘We01ad Uj) UOLEIRIAIP 2183 ABURYNG B
vy o, vy vy ve , Tt 6T O1 L1 18 95 o, (3uso1od uy) 199 ONISIWIOP U0 2361 153103l [ERI WerAY
9T , 8T LT 1 81 Lt vl ol 11 't 34 6'€ 90 9'6 §'1 (ywed10d ur) 3qop X210§ UO 218J 1S3IBIUT [EURLOU FerIAY
0§ [ 2NN v'e L34 Lz XY 8T X3 vi 61 S'E 194 ¥z $9 (ueond ur) ymos 3ao ey
SuoNdIINSSE [BIST) PUR D NIOUII0IIEW AFY
91 (AN £0 80 6'¢ L 147 801 1 Lt ror- OlEl J(ID-01-1G9P 3y} SZI[IGELS Jey) 10Yep Aruild
SL 'L [ 9'¢ 9's 129 6V 6t ST $6 8y /b (usd12d UT) OLEL SNUBAGI-03-801AIBS 1O (T
TL 89 8y £s oS Ly £y 9t . ST €6 Ly /v (3ueosad ur) onel s3URS puUE aNULARI-0}-80IAIRS 3G
L'ty €68 UEL  S¥L To$ .LEL Y9 T6¢ 6T /€ [eWRxKa m/0
£79 901 968 988 L'S6 68  60L £sy 209 v'6 311 (3ueo1ad ur) OrjEl ANU2ASI-01-1q9P 101095 91[qnd Jo AL
865 §001 778 8E8 IS8 SHL 879 vy £6$ 6 911 (1ugosad ut) otyex sjueLd pue SNUIASI-01-1Q3P 103098 21jqnd Jo Ad
sz 61 81 vy I's  Tet Sl [ S'p- rot- €11~ /T pedu Suoueuy SSOID
(19op 103095 o1 qnd Ul papnjour J0u) SANqeY JUSFUU0D JO AJ
0'lz 6Ty (332 9'6e 6'%¢ $'TE £6T $'sT [43% [eWRRd M/0
01z 6T 6SE  9SE  6VE  STE  £6T ST 43 00 00 PaTEURUOUAP ADUSLIND-UTIBIO) M/0
667 TO0S Ty £ LIy 6'LE 6'¢t ¥'6T T8¢ 6§ L 199p 203935 21qnd jo Ag
S101821pU] A)3jIqenlEISNS 1PYO
9'1- vl 91 o 60~ 19- 68 0 G- L1z €81 soBueyo 19sse FUIpnpoul ‘fenpisay
00 00 00 00 00 00 00 00 00 00 00 (uoyeziendesar yueq ‘39 ‘Aads) oyl
00 00 00 00 00 00 00 00 00 00 00 (1930 pue DJIH) JoK21 1931
00 00 00 00 00 00 00 00 00 00 00 sonpiqel; JueBunuos 1o poydu Jo uouFoosy
00 00 00 00 00 00 00 00 00 00 00 (aanedau) sidieoar uonezEAlg
, 00 00 00 00 00 00 00 00 00 00 00 smoy SUNEars-199p paynuLpl BYI0
L1 6’1 'l 61 69 €6 661 o1 (47 :ocmmomamw 91l 98 URYIXS [BAI WO UOIRNLIU0Y)
S+ T sz viI- 8T €1 Tl- Lo- ¥ €1- €€ YIM04Z J(IO) [D24 WOY UOIIRGIIUOD (YO1Y M fo
10- 90 Ul- e 91 L= x4 90~ £9- 61 0¢ 2104 JS342)U1 D24 2ZDLEAD WO UOTIRGLIUOD YIIYM fO
91-  0¢ g€ §T ¥y 0 v €1 L8 (4 €9- [EHUSILIP YIMO15/018] 1SR} LIOY UOLINGUILC)
1o~ o~ 61- S0 0 T S¢ 901~ TL T Tz soueu Ap 1qap oHELOINY
68y 9'8Y oS (449 L'sS 919 799 £89 £85 Sy 14 arnppuadka (3se1vutuou) Arewug
07 0T 07 LT ¥'s 89 9 144 91 ¥l T1 supd3 yorymfo
00s 005 1'1s sos o6y 605 (9849 +'69 €99 6€9 879 siueld pue onuIAYY
€1 ' ¥ 34 Lo L1 L9 Lol A4 1'T- $6 ¥'T 19 ¥91- £yl- Joyap Arewitig
T LT 9 Tl Le §6 LSl L1 1t 90z S9I- sso Burjealo-1qap palyluapy
LT €0 o1~ 01 8T S€ 89 61 Ly 01 81 199p 303095 a1qnd uj 2Fueyy
SET Ly Siy 8Ly 69 1454 i¥a4 9'9¢ SLy 1S [$%:14 pajeunuoudp Aouauno-uFisioy m/o
yTE 16 9ES  9¥S  9ES 80  €Lb 90F $TS LS 98 /Y 33 103095 dqng
WePAY 6707 610T @EBAY  pI0T  £l0z  Zloz  110T 0102 600T oA Beioay 800C L00T 9007
67-510C #1-600T prepueIg
suogdafoag rwnsy ’ MY

(p31BIpUl 9SIMISYIO0 SSO[UM “ J(ID) Jo Judosed uj)
620T-900T “OLIeuadg auaseq YIomaureL] ANqewe)sns 193(] 10199S Aqn J 00saT vy JqeL



14

Table 2b. Lesotho: Sensitivity Analysis for Key Indicators of Public Debt 2009-2029

Projections
2009 2010 2011 2012 2013 2014 2019 2029
PV of Debt-to-GDP Ratio

Baseline 29 34 38 42 42 42 50 30
A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 29 19 10 6 2 0 5 =35
A2. Primary balance is unchanged from 2009 29 21 13 9 7 6 16 -6
A3, Permanently lower GDP growth 1/ 29 34 39 43 45 46 63 78
A4. Alternative Scenario : Permanent decline in SACU revenues 29 34 38 42 44 45 59 52
B. Bound tests

BI. Real GDP growth is at historical average minus one standard deviations in 2010-2011 29 35 41 46 48 48 63 57
B2. Primary balance is at historical average minus one standard deviations in 2010-2011 29 29 29 33 34 34 42 21
B3. Combination of B1-B2 using one half standard deviation shocks 29 24 20 24 25 25 35 16
B4. One-time 30 percent real depreciation in 2010 29 49 53 56 57 57 72 63
BS5. 10 percent of GDP increase in other debt-creating flows in 2010 29 44 48 52 52 52 60 41

PV of Debt-to-Revenue Ratio 2/

Baseline 42 63 75 85 8 82 100 60
A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 42 36 20 12 3 0 9 70
A2. Primary balance is unchanged from 2009 42 38 25 19 13 13 31 -12
A3, Permanently lower GDP growth 1/ 2 63 76 88 89 89 127 156
Ad. Alternative Scenario : Permanent decline in SACU revenues 42 63 75 85 96 97 132 116
B. Bound tests:

BI. Real GDP growth is at historical average minus one standard deviations in 2010-2011 42 65 80 93 94 95 126 113
B2. Primary balance is at historical average minus one standard deviations in 2010-2011 42 53 57 68 67 66 84 41
B3. Combination of BI-B2 using one half standard deviation shocks 42 45 39 50 50 49 70 33
B4. One-time 30 percent real depreciation in 2010 42 91 104 115 113 111 144 126
BS. 10 percent of GDP increase in other debt-creating flows in 2010 42 81 94 105 104 102 120 2

Debt Service-to-Revenue Ratio 2/

Baseline 4 4 5 5 5 5 7 7
A. Alternative scenarios

Al Real GDP growth and pritnary balance are at historical averages 4 4 3 3 2 2 4 -5
A2. Primary balance is unchanged from 2009 4 4 4 3 3 2 4 -1
A3. Permanently lower GDP growth 1/ 4 4 5 5 6 5 8 12
Ad. Alternative Scenario : Permanent decline in SACU revenues 4 4 5 5 6 5 8 10
B. Bound tests

BI. Real GDP growth is at historical average minus one standard deviations in 2010-2011 4 4 5 5 6 5 8 11
B2. Primary balance is at historical average minus one standard deviations in 20102011 4 4 4 4 5 4 6 5
B3. Combination of B1-B2 using one half standard deviation shocks 4 4 4 3 4 4 6 4
B4. One-time 30 percent real depreciation in 2010 4 5 7 7 8 7 11 14
BS. 10 percent of GDP increase in other debt-creating flows in 2010 4 4 6 6 6 6 8 10

Sources: Country authorities; and staff estimates and projections.

1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.

2/ Revenues are defined inclusive of grants.
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Figure 1. Lesotho: Indicators of Public and Publicly Guaranteed External Debt under Alternatives
Scenarios, 2009-2029 1/
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Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio in 2019. In figure b. it corresponds to
a One-time depreciation shock; in c. to a Exports shock; in d. to a One-time depreciation shock; ine. to a
Exports shock and in figure f. to a One-time depreciation shock
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Figure 2.Lesotho: Indicators of Public Debt Under Alternative Scenarios, 2009-2029 1/
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Sources: Country authorities; and staff estimates and projections.
1/ The most extreme stress test is the test that yields the highest ratio in 2019.
2/ Revenues are defined inclusive of grants.





