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EXECUTIVE SUMMARY 
 
 The Lao People’s Democratic Republic (Lao PDR) is one of the poorest countries in the 
Asia and Pacific region. Per capita gross domestic product is $490, one third of the population is 
poor, and one third of the adult population is illiterate. A small domestic market, the subsistence 
nature of the rural economy, skill shortages, and the remoteness and isolation of much of the 
population, are among the structural factors constraining growth and poverty reduction. 
However, prospects for economic and social development are promising. The economy has 
grown and diversified in the last 5 years, based on the Lao PDR’s natural resource base for 
hydropower, mining, and tourism, and poverty incidence has been reduced from 46% to 33% 
between 1992 and 2003. 
 
 There are several challenges that must be met if the Lao PDR is to achieve its growth 
and social development potential. The climate for private sector development, while improving, 
is difficult, the country’s performance against governance indicators is poor, and the natural 
resource base faces a number of threats. Moreover, the country is dependent on external 
assistance for financing expenditures, and has a limited financial and human absorptive 
capacity for further public sector investment. A key element in any future development strategy 
must be the generation of additional revenues to finance investments, but more particularly to 
sustain and expand the provision of basic services. 
 
 The operations of the Asian Development Bank (ADB) in the Lao PDR have been 
characterized by a good portfolio performance, but a lack of a clear focus. A completion report 
for the previous country strategy and program (CSP) concluded that the dispersal of assistance 
over many subsectors had raised transaction costs for Government and ADB, while capacity 
development requirements had been consistently underestimated. An independent country 
assistance program evaluation also queried the Government’s absorptive capacity, as reflected 
in inadequate counterpart funding and recurrent cost financing. Weak government ownership 
and ambitious reform agendas had delayed compliance with policy reforms.  
 
 ADB’s strategy for its operations in the Lao PDR in this CSP for 2007–2011 is consistent 
with the Government’s Sixth Five-Year National Socio-Economic Development Plan, 2006–
2010. Agriculture, health, education, and infrastructure continue to be the priority sectors for the 
Government. Expansion in these sectors should facilitate economic opportunities in 
commercialized agriculture, rural development, and infrastructure; improved provision of basic 
services; stronger human security through food supplies, reductions in unexploded ordnance, 
and preparedness for natural disasters; enhanced participation and empowerment of the poor; 
and targeted interventions on the poorest areas. Recently, the Government has put in place 
mechanisms for coordinating the activities of development partners in pursuit of its objectives, 
and is preparing a harmonization action plan. 
 
 ADB’s assistance to the Lao PDR is carried out through a national program, and a 
program of regional cooperation within the Greater Mekong Subregion (GMS). The primary 
features of the strategy and program are a combination of selectivity with continuity, and a 
focused approach to assistance on governance and preventing corruption. Assistance will be 
provided in selected sectors as a package of policy dialogue, capacity development, and 
investments, identified and coordinated with development partners. ADB will assist the 
Government to improve policies and institutional capacity to support broad-based, private-
sector-led growth. Rural productivity and diversification and off-farm activity will be stimulated by 
(i) improving farm-to-market connectivity; (ii) enhancing the enabling environment for 
agribusiness, and (iii) assisting sector institutions to realign their programs. Under the national 



 

 

program, economic growth will be accelerated by enhancing access of small and medium-sized 
enterprises (SMEs) and rural microenterprises to financial markets and improving the regulatory 
environment for the private sector, and specifically for SMEs. Support for new catalytic private 
investments in hydropower generation and tree plantations, potentially through ADB’s private 
sector operations, will help to diversify economic activity, institutionalize private–public 
partnerships, and expand access to finance, technology, and regional and international markets. 
Under the GMS program, economic growth will be accelerated by (i) extending the main 
transport corridors (north–south and east–west) and further transforming these into economic 
corridors; (ii) building capacity to maintain the main transport network for safe and reliable use; 
(iii) expanding access to reliable power supplies in the north, and increasing opportunities for 
power trade along the north–south corridor; and (iv) facilitating trade and implementing the 
cross-border transport agreement. 
 
 ADB will continue to support social development. It will support the Government’s efforts 
to enhance the access and quality of maternal and child health care services for poor women 
and children, improve health sector management through decentralized planning and 
performance assessment, introduce financing mechanisms to enhance access by the poor, and 
develop capacity at national and regional levels to combat communicable diseases, particularly 
HIV/AIDS and avian influenza. Related initiatives to improve the delivery and management of 
water supply and sanitation services in a financially sustainable manner in secondary and small 
towns will be pursued. Key priorities in the education sector will be to improve access to and the 
quality and relevance of primary education, to upgrade incomplete primary schools to full 
primary school status, to ensure appropriate arrangements for financial and human resources, 
and to prepare the education system for growing numbers of secondary and post-secondary 
students. 
 
 The Government has recognized that corruption is a significant deterrent to 
development, and improving governance and containing corruption are key strategic priorities. 
The Government will be assisted to further enhance its regulatory and policy-making 
capabilities; widen the scope for the private sector, civil society, and community-based 
organization provision of essential services; and improve public sector financial management. 
ADB’s core governance interventions will continue to focus on improving public sector financial 
management, and building the legal and regulatory framework and institutional capacity in the 
sectors where ADB is active. ADB will work closely with other development partners to help the 
Government prevent and combat fraud and corruption through support for improvements to 
procurement, project monitoring, reporting and audit policies and practices, and through greater 
harmonization and alignment with country systems.  
 
 An indicative Asian Development Fund allocation of $60 million is provided under the 
national program for 2007–2009 to finance four firm lending operations. Up to 50% may be 
provided in grants. A further $40 million is provided under the GMS program for 2007–2009 for 
two firm regional projects. The number of technical assistance operations approved will be 
reduced to about five, corresponding to about $3.1 million a year. These allocations are 
considerably below historic levels, and derive from the 2005 performance-based allocation of 
resources for lending operations, and the greater selectivity and focus on sector level operations 
for technical assistance. Given the Government’s commitment to improved public sector 
financial management, and domestic resource mobilization, together with robust economic 
growth, prospects are good for enhanced support in the later years of the CSP period. 
 
 
 



 

I. CURRENT DEVELOPMENT TRENDS AND ISSUES 
 
A. Development Context  
 
1. The Lao People’s Democratic Republic (Lao PDR) was proclaimed in 1975. At that time, 
much of the country was in ruins after 20 years of political struggle and the Indochina conflict 
(1962–1975). Policy makers faced conflict-related destruction of economic infrastructure, food 
insufficiency, isolation, and a dearth of human and financial resources. In the succeeding three 
decades, the Government of the Lao PDR has built the basic infrastructure, public services and 
institutions, and has put the country on a trajectory of rapid economic growth, social 
development, and poverty reduction.  
 
2. The Lao PDR is a small, sparsely populated, landlocked country with a rich but 
vulnerable natural resource base—water, forests, and minerals. Covering an area of 236,800 
km2, the country shares borders with Cambodia, the People’s Republic of China (PRC), 
Myanmar, Thailand, and Viet Nam, and is at the geographic center of the dynamic Greater 
Mekong Subregion (GMS). The population, estimated at 5.6 million in 2005, is growing at a 
relatively rapid rate of 2.0% per annum, and almost half the population is below 15 years of age. 
Almost half of the population also belongs to ethnic minority groups concentrated in upland 
areas. Urbanization remains relatively low, at 25%.  
 
3. A large majority of the population relies on subsistence agriculture, which accounts for 
over half of gross domestic product (GDP). However, due to the mountainous terrain and the 
large tracts of land that remain contaminated by unexploded ordnance, just 4% of the land area 
is considered arable. Although there has been significant infrastructure development over the 
past 15 years, infrastructure remains underdeveloped, large segments of the population remain 
isolated, and delivery of basic social services is constrained by gaps in access, affordability, and 
quality.  
 
4. In 1986, the Government embarked on reforms in a shift from a centrally planned to 
market-based economy, with the introduction of the New Economic Mechanism. Restrictions on 
private enterprise were eased, prices and trade of goods and services liberalized, and a number 
of state-owned entities privatized. Since the collapse of the Soviet Union in 1991, cooperation 
with neighboring countries in the subregion has increased. Trade and investment links with the 
PRC, Thailand, and Viet Nam are strong; in 2004, these countries accounted for 64% of the Lao 
PDR’s total merchandise trade. Greater market orientation and closer integration with regional 
and global markets has contributed to robust growth. Over 1990–2005, real GDP grew at an 
annual average rate of 6.2%, a 3.6% annual average increase in real GDP per capita. Poverty 
incidence has fallen from 46% to 33% of the population between 1992 and 2003. 
 
5. Despite considerable progress over three decades of independence, the Lao PDR 
remains one of the poorest countries in the Asia and Pacific region. A small domestic market, 
the subsistence orientation of a large segment of the rural population, skill shortages, and 
remoteness and isolation are among the key structural factors constraining growth and poverty 
reduction. Reliance on external support for the budget remains high; and externally-funded 
programs account for nearly two-thirds of all public investment. A large stock of public debt and 
a weak domestic revenue base stretch the government’s ability to maintain public assets and 
finance poverty reduction priorities.  
 
6. However, economic and social development prospects are good. The country has 
significant potential for the development of hydropower, mining, eco- and cultural tourism, 
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commercial agriculture, niche market small and medium-sized enterprise (SME) development, 
regional employment, and transit trade. Economic growth, if managed in a sustainable and 
inclusive manner, will generate employment and enable the Lao PDR to meet its national goal 
of graduating from least developed country status by 2020. Several preconditions for structural 
change and acceleration of economic growth are largely in place: basic economic infrastructure 
connects the Lao PDR to buoyant regional markets; a growing share of the labor force is literate 
and numerate; private sector activity is rapidly increasing; annual tourist arrivals have topped 
the 1 million mark; and implementation of a number of selected hydropower and mining projects 
has enhanced the nation’s reputation as an investment destination.  
 
B. Political Environment  
  
7. The Lao People’s Revolutionary Party (LPRP) has been in power since the Lao PDR 
was established in 1975. It has appointed representatives to senior posts in all key government 
bodies. Single party control has enabled consistency and clarity in policy direction, and while 
public accountability has been limited, it is showing signs of improvement. The 8th Party 
Congress of the LPRP, which was held in March 2006, elected the 11 members of the Politburo, 
including the first female member, and 44 members of the Party Central Committee, including 
20 new members. The Party reaffirmed its authority and endorsed the Sixth Five-Year National 
Socio-Economic Development Plan (SEDP6) covering the period 2006–2010.  
 
8. Elections for the 6th National Assembly were conducted on 30 April 2006 and the Sixth 
Legislature of the National Assembly of June 2006 elected the executive leadership, including 
the President and Prime Minister and approved the appointment of the government cabinet. The 
National Assembly has evolved to become an increasingly independent oversight body, and is 
empowered by law to review and audit the performance of all government agencies and 
legislative and judicial systems.  
 
9. Since 2000, central government has been steadily devolving decision-making and 
financial management powers to the provinces, districts, and villages. The Prime Minister’s 
Decree on Decentralization in 2000 established the province as the primary strategic unit, the 
district as the main planning and budgeting unit, and the village as the location for implementing 
development activities. Complex fiscal relations between central and local governments have 
contributed to wide horizontal and vertical inequities in resource availability.  
 
10. Membership of regional trade and economic associations has contributed to political 
modernization. In 2004, the Lao PDR successfully hosted the 13th GMS Ministerial Meeting in 
Vientiane. In 2004–2005, the Lao PDR also hosted the 10th Association of Southeast Asian 
Nations (ASEAN) Summit, the ASEAN Ministerial Meeting, the ASEAN Finance Ministers 
Meeting, the ASEAN Economics Ministers Meeting, the ASEAN Tourism Forum and the ASEAN 
Inter-Parliamentarian Meeting. The Lao PDR was granted normal trade relations and signed a 
bilateral trade agreement with the United States in 2004. It is implementing its commitments 
under the ASEAN Free Trade Area (AFTA), and various bilateral trade agreements and is at the 
fact-finding stage of World Trade Organization (WTO) accession.  
 
C. Economic Growth  
 
11. Over the past 5 years, the macroeconomic environment has largely stabilized, following 
an uncertain period in the aftermath of the 1997 Asian financial crisis and a temporary lapse of 
fiscal and monetary discipline in 1998. During the crisis years, the currency depreciated sharply, 
inflation rose to 128% in 1999, and growth slowed to 4%. The subsequent adoption of a 
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macroeconomic stabilization program and implementation of a phased program of structural and 
sector reforms brought inflation down and helped restore strong GDP growth. As the economy 
stabilized, capital productivity increased and the economy is estimated to have grown at an 
annual average rate of 6.3% in 2001–2005. As the Lao PDR is surrounded by dynamic 
economies, regional economic integration is increasingly becoming an important economic 
driver as well.  
 
12. The exchange rate stabilized in early 2001 and has ranged between Kp9,500 and 
Kp10,639 per dollar. The inflation rate fell to single digits in 2001 and was 7.2% in 2005. The 
external balance of payments is stable. Merchandise exports rose by an average of 5.5% a year 
in 2001–2005, compared with 1.6% a year in the previous 5 years. The Lao PDR’s main exports 
are garments, electricity, wood products, gold, and agricultural products, which together 
accounted for 93% of total export receipts in 2004. Imports for the construction of the Nam 
Theun 2 Hydroelectric Project (NT2) and other hydropower projects, as well as for the 
expansion and construction of mines, have greatly increased the current account deficit, but 
committed finance and labor remittances have helped fill the gap. Foreign exchange reserves of 
about $230 million are sufficient for approximately 3 months of imports of goods and services 
 
13. The Government relies predominantly on external official financing to meet the gap 
between public savings and investment requirements. As of end-2004, the face value of public 
and publicly guaranteed external debt was $2.1 billion (83% of GDP), out of total external debt 
of $2.5 billion (101% of GDP). Most of the public sector external debt is on concessional terms 
(73% to multilateral lenders and 22% to bilateral lenders). Of the bilateral debt, 85% is owed to 
the Russian Federation. Asian Development Bank (50% of the multilateral debt) and the World 
Bank (41%) are the largest multilateral creditors.  
 
14. By low-income country standards, the Lao PDR’s public debt burden is high, and debt 
service payments consume close to a fifth of government revenues. The public sector borrowing 
requirement is large, especially if off-budget items, such as the build-up of arrears to contractors 
and to state-owned enterprises, as well as contingent liabilities, are taken into account. The 
binding constraint for sustaining the public debt is the Government’s ability to mobilize domestic 
revenues. With the ban on log exports in 2000, and the decline in logging revenues, domestic 
revenues fell from 13.2% of GDP to under 11.7% between 2000 and 2005. Very few resources 
are available for development expenditure priorities. The Government has begun to implement 
policies to improve fiscal management. A concerted reform effort is underway to increase 
revenues as a share of GDP and to enable an increase in essential spending while reducing the 
borrowing requirement. 
 
15. Crops (primarily rice), the food and beverages subsector of manufacturing, and 
wholesale and retail trade accounted for about half of GDP in 2004. However, over time, the 
economy has diversified, with an increasing role being played by manufacturing, tourism, 
hydropower and mining, while contract farming has helped to increase crop diversification and 
commercialization (Box 1). Constraints to growth include limited arable land, a small and 
fragmented domestic market, high logistics and transport costs, regulatory barriers to enterprise 
growth, low skills and productivity, limited access to financial services, and weak governance. 
Policies to promote medium- to long-term growth should include preservation of macroeconomic 
stability, strengthening the financial system, reducing the regulatory cost of doing business, 
improving infrastructure, developing human resources, and promoting further integration with 
regional and global markets. 
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Box 1: Lao PDR Economy Expands and Diversifies 

 
Agriculture. The agricultural sector generally has performed well, with average annual growth of 4.2% 
during 1990–2004, underpinned by a steady increase in crop yields. Since 2001, its growth slowed to an 
average of 3.5% per annum partly because of the drought in 2003 which depressed crop production. 
Crops, predominantly rice, accounted for 58% of the value added in agriculture in 2004, with livestock 
making up another 35% and forestry 7%. Rice production is characterized by subsistence farming, with 
more than 90% of agricultural households producing rice for their own consumption. However some 
diversification into maize, vegetables and beans, and other crops, has occurred in recent years. 
 
Manufacturing. The manufacturing sector grew at a rapid average annual rate of 12% during 1990–
2004, doubling its share of gross domestic product (GDP) to 20%. However, production is highly 
concentrated in a few subsectors. The sector is dominated by the food and beverage subsector, which 
accounts for about 75% of manufacturing value added. Garments comprise another 6% and wood 
processing 3%. Overall, competitiveness is low. Although labor costs in the Lao PDR are only 44% of 
those in Indonesia and 50% costs in Sri Lanka, for example, productivity is even less—33% of 
Indonesia’s and 46% of Sri Lanka’s.  
 
Hydropower. The electricity sector grew at an average annual rate of 11% in 1990–2004, doubling its 
share of GDP from 1.4% in 1990 to 2.7% in 2004. Hydropower comprises over 97% of total electricity 
generating capacity. It is an important source of export earnings (27% of total receipts in 2004) and 
government revenues. Estimates suggest a total potential capacity of 18,000 megawatts (MW). Estimated 
generating capacity of 643 MW and peak domestic demand of about 200 MW in 2002 suggest the 
potential for expansion and exports to neighboring countries is substantial.  
 
Mining. The mining sector expanded at an annual average rate of 25% in 1990–2004, largely reflecting 
the 268% growth in 2003 when the Australian company Oxiana started operating the Sepon gold mine. 
The sector’s share of GDP increased from 0.1% in 1990 to 1.5% in 2004. Gold exports rose from nil to 
$59 million in 2003 and $50 million in 2004 (14% of total export receipts). Geological surveys indicate a 
large untapped potential in mining. Apart from Sepon, gold and copper deposits have been discovered in 
Phu Bia in Vientiane and Xiengkhuang provinces and in Xanakham; sapphire in Houixay District; and 
potash in Tonghap Vientiane Province.  
 
Services. The services sector expanded at 6.6% annual rate in 1990–2004, slightly faster than the rate of 
GDP growth. Its share of GDP rose marginally from 24.1% to 25.5%. Wholesale and retail trade accounts 
for 41% of value added in services, and transport, post and communications for another 25%. Both of 
these subsectors grew at healthy average annual rates during 1990–2004 (wholesale and retail trade by 
9% and transport, post and communications by 8%), benefiting from the transition to a market-based 
system.  
 
Tourism. The tourism industry has grown rapidly as the country has implemented more liberal policies. 
The hotels and restaurant sector grew, albeit from a very low base, at an annual average rate of 28% in 
1990–2004, raising its share of GDP from 0.2% to 2%. Tourist arrivals have increased at an average 
annual rate of 45% since 1990 to more than 1 million in 2005. Revenues from tourism amount to an 
estimated $100 million (4% of 2005 GDP) per year. About 55% of the tourists are from Thailand; 15% 
from Viet Nam; about 4% each from the United States and the People’s Republic of China and 3% from 
France. The potential for tourism is high. Arrivals in the Lao PDR are only 28% of Cambodia’s, 2% of 
Thailand’s and 11% of Viet Nam’s.  
 
Labor Remittances. Remittances from Laotians working abroad provide a substantial boost to national 
income and domestic demand, and serve to absorb excess domestic labor. An increase in demand for 
unskilled labor, as well as greater access to the Thai market as a result of improved transport and 
communication links, provides a lucrative source of off-farm employment opportunities. Reliable data on 
Laotian workers abroad are not available, but estimates suggest that as many as 300,000 Laotians (4–
5% of total population) are working in Thailand. Remittances from Laotian workers abroad are an 
estimated $100 million (about 4% of 2005 GDP). With the regional economies expected to remain strong 
and integration likely to intensify, remittances from Laotian workers abroad could provide a significant 
source of domestic demand growth. 
 
Source: Government of Lao PDR and ADB estimates. 
 



 

 

5

D. Poverty 
 
16. Average incomes in the Lao PDR are low but evenly distributed, with a per capita GDP 
of $490 in 2005 at current prices and a Gini index of 33%.1 Using the national poverty line, the 
poverty incidence fell from 46% in 1992 to 33% in 2003 and food insecurity has almost been 
eliminated over the past two decades.2 Two thirds of the poverty reduction took place as the 
economy began to recover from the financial crisis in the late 1990s, and much of this reduction 
took place in the poorest parts of the country. There is also evidence that the poorest groups 
have benefited substantially from the overall poverty reduction process. Factors contributing to 
this remarkable reduction in poverty incidence include higher rice production, greater labor 
mobility of educated rural youth, urbanization, SME development, improvements in market 
access internally and to neighboring countries, and the introduction of commercial agriculture. 
The Lao PDR is on track in terms of meeting the income poverty Millennium Development Goal 
(MDG) by 2015.  
 
17. Income poverty continues to be primarily a rural phenomenon, with the poverty 
prevalence twice as high as in urban areas. The prevalence of poverty is lowest in the capital 
city. Some 75% of poor households are made up of members of ethnic minorities living in 
remote and upland areas on marginally productive land. The upland ethnic minority 
communities also suffer from high rates of infant and maternal mortality, lower access to health 
and education services, higher illiteracy, lower access to electricity and clean water, and less 
involvement in the market economy. There is a delicate balance between people and the 
environment in these fragile, yet resource-rich, upland areas. Roads, essential for improving 
access to services and developing natural resources, may also bring threats of logging and 
unsustainable development. Unless properly managed, programs that aim to stabilize shifting 
cultivation may also raise the risk of reducing access by upland communities to the forests and 
forest products on which they depend. 
 
18. The Lao PDR lags behind on a number of non-income MDGs (Table 1)—life expectancy 
at birth (61 years in 2005) is low, child malnutrition (30% in 2005) is high, infant mortality (60 per 
1,000 live births in 2005) and maternal mortality (350 per 100,000 live births in 2005) are very 
high compared with conditions in other countries in the region. In relative terms, the Lao PDR is 
the lowest ranking East Asian country according to the United Nations Development 
Programme (UNDP) Human Development Index (2003), where it is ranked 131 out of 148 
countries. One third of the adult population, and nearly half of all females, cannot read or write, 
and just 14% of the population has completed primary schooling. However, the Government is 
committed to accelerating improvement in social indicators, and human resource development 
has been accorded the highest priority in the SEDP6.  
 
19. Remoteness and variation in access to basic infrastructure are key determinants of the 
regional distribution of poverty. About two fifths of the population lives in districts classified as 
“mostly steep” and another 12% in districts with some steep land slopes. Just two thirds of 
villages have access to roads, 35% have access to electricity, and only 6% use piped water. 
Some 8% of villages have their own health center, and, while 80% have a primary school in 
their area, only 36% of these were categorized as “complete”.  
 
                                                 
1 The Lao PDR’s Gini index implies a remarkably low level of inequality, reflecting the dominance of subsistence 

agriculture and fairly equitable access to land.  
2 Villagers define poverty in terms of the extent to which they have adequate rice to eat. As a result of the 

Government’s efforts to make the country self-sufficient in rice, less than 10% of the population report that they do 
not have enough rice to eat.  



 

 

6 

Table 1: Selected Social Indicators: Comparative Performance  
 

Indicator Lao PDR Cambodia Thailand Viet Nam East 
Asia and 
Pacific 

$1 per day headcount index (%) 26 19 2 11 11 
Health expenditures (% of GDP) 1.5 2.1 3.1 1.5 1.9 
Education expenditures (% of GDP) 3.2 1.8 5.2 —  3.2 
Adult literacy (% above 12 years of age) 66 69 93 90 90 
Net primary school enrollment (% of age group) 85 93 86 94 93 
Access to improved water source (% of population) 43 34 85 73 78 
Access to improved sanitation (% of population) 24 16 99 41 49 
DPT Immunization Rate (% 12–23 months) 50 69 96 99 86 
Child malnutrition (weight for age for under 5) 30 45 18 34 15 
Life expectancy at birth (years) 61 54 69 70 70 
Infant mortality (per 1,000 live births) 60 97 23 19 32 
Maternal mortality (per 100,000 live births) 350 373 245 203 179 
Births attended by skilled health staff (%) 19 32 69 85 87 

— = not available, DPT = diphtheria, pertussis, tetanus; GDP = gross domestic product; Lao PDR = Lao People’s 
Democratic Republic.  
Notes: Estimates provided are for the year 2004 with the exception of the poverty headcount for Cambodia (2003), 
access to water (2002), and life expectancy at birth for Cambodia (2003). Lao PDR figures refer to 2005 estimates.  
Source: Government of Lao PDR, World Bank (2005), United Nations Development Programme (2005) and United 
Nations Economic and Social Commission for Asia Pacific (2005). 
 
 
20. The predominance of subsistence agriculture partly reflects very limited opportunities for 
formal employment. The ability of the poor to earn a living outside farming depends primarily on 
their level of human resource development. Widespread income poverty renders many basic 
social services unaffordable to the poor, while geographic isolation and inadequate 
infrastructure hinders physical access. There are also language and cultural barriers to the use 
of social services, particularly among ethnic minorities.  
 
21. Poverty is also related to the long-lasting effects of the Indochina conflict. During the 
Indochina conflict period (1962–1976), more than 2 million tons of ordnance was dropped on the 
country. As much as one third of this did not detonate, resulting in the Lao PDR having one of 
the highest levels of unexploded ordnance in the world. Severe contamination by unexploded 
ordnance in 9 of 17 provinces causes thousands of injuries each year, limits the scope for 
agriculture production, and adds to the cost of infrastructure development. 
 
22. During the mid-1990s, poverty fell more in locations with low poverty, such as cities, 
areas with road access, and the lowlands. Poverty reduction then accelerated when the 
economy began to recover from the late 1990s financial crisis. More recently, poverty reduction 
has been predominantly in areas with high poverty, such as the priority districts in the north and 
other upland areas. In the 1980s and early 1990s, poverty reduction was mainly due to higher 
rice productivity and improvements in household diets. Starting in the mid-1990s, progress in 
poverty reduction was primarily a function of the increased labor mobility of educated rural 
youth, urbanization, small and medium enterprise development, improvement in market access, 
and early introduction of commercial agriculture. 
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E. Governance and Institutional Capacity  
 
23. Governance is widely recognized as a key determinant of development performance. 
While governance standards and institutional capacity are improving, the Lao PDR scores low in 
terms of contract enforcement, protection of property rights, transparency, and effective public 
service delivery. Key governance issues include corruption, the slow pace of public service 
reforms, the adequacy and enforceability of the rule of law, and limitations imposed on civil 
society. While the Constitution provides for separate executive, legislative and judicial branches 
of the Government, the Party still retains authority over centralized policy-making processes.  
 
24. Corruption remains a serious governance concern. It has many root causes, including a 
lack of understanding of what constitutes corruption on the part of the general public, low civil 
service salaries, capacity constraints within the judiciary and civil service, and limited 
enforcement of the laws. There is, however, a growing willingness to debate and confront 
corruption. The National Assembly has recently passed an Anti-Corruption Law which provides 
for greater powers for prosecution of offenders, includes measures to monitor the assets and 
income of senior officials, and clarifies the role of the State Inspection Authority. The 
Government has undertaken preventive measures, including a mass education campaign, 
strengthening tax administration, improving public sector financial management, and enhancing 
coordination among law enforcement officers. The Government, with UNDP support, is 
preparing an anti-corruption strategy.  
 
25. Rule of law and popular participation are emerging. As a result of 2003 Constitutional 
amendments, a new tier of Appellate courts was established, and judges are now appointed, 
transferred and dismissed by the National Assembly rather than by the Party or the 
Government. Popular participation in formulating development plans and projects is being 
encouraged, and international nongovernment organizations (NGOs) have been increasingly 
contributing to development in the Lao PDR.  
 
26. Institutional weaknesses in the management of public finances are both a cause and a 
consequence of weak governance. Fiscal planning and the budget process are highly 
fragmented, the budget is released very late in the fiscal year (FY), and currently does not 
conform to international standards. There are few controls on commitments and expenditures, 
and while auditing and reporting functions are weak, the capacities of the State Audit 
Organization are steadily improving.  
 
27. The civil service is not exceptionally large, although the wage bill accounts for nearly half 
of domestic revenues. It has about 97,000 employees, equivalent to 1.7 civil servants per 100 
people, below the average for the Asia-Pacific region. With salaries between $20 and $60 per 
month, civil servants are often forced to rely on second jobs to make ends meet. Poor 
recruitment practices, low pay levels, payment delays, and a lack of clear job descriptions and 
merit-based advancement discourage initiative.  
 
F. Gender Assessment 
 
28. Women are more vulnerable and deprived than men because of their unequal access to 
land, food, education, and health care, and their long working hours. While gender roles vary 
within rural communities, women from ethnic minorities tend to be the most disadvantaged. 
Compared with men, women have far lower average literacy, enrollment and completion rates, 
and education gaps widen at higher levels of schooling. In 2004, girls were 30% less likely to be 
participating in upper-secondary education than were boys, and 40% less likely to participate in 
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tertiary education. Frequent pregnancies without adequate birth spacing place a serious strain 
on the health of rural women, and the maternal mortality ratio, although declining, is one of the 
highest in Asia. Although women own and operate most registered small businesses, they have 
limited access to market information, technical training, or financial services. Although the first 
female member of the Politburo was appointed in 2006, very few women hold senior 
government posts.  
 
29. Human trafficking of girls and women has several causes. A disproportionate number of 
the trafficking victims are from ethnic minority backgrounds, and traffickers are often members 
of extended families or from local communities with well-organized links in neighboring 
countries. The Government has cooperated with the Asian Development Bank (ADB), the 
United Nations (UN) and other partners on projects to prevent trafficking and has introduced a 
range of legal processes, institutional arrangements and education initiatives to help deter it. 
The Lao PDR has committed to a regional initiative of the Mekong countries to combat 
trafficking, and the 2004 Law on the Development and Protection of Women recognizes 
trafficking in women and children as a serious crime.  
  
G. Private Sector Assessment 
 
30.  The private sector in the Lao PDR comprises informal and formal business entities, 
including foreign direct investments (FDIs). The majority of the private sector is in the 
agricultural sector, in the form of farm households of independent and private entrepreneurs. 
Some 98% of manufacturing businesses in the Lao PDR are micro and small businesses with 
most ranging from 2 to 10 employees. About 75% of these businesses are engaged in grain 
milling, food processing, and retail trade and services, mainly repair shops, restaurants and 
hotels. There are about 100,000 domestic SMEs in trade and manufacturing, and some 400 
larger FDIs. A number of factors combine to impede private sector development (PSD) including 
(i) inadequate labor skills, (ii) high transport costs arising from the country’s rugged terrain, 
(iii) the small and fragmented domestic market associated with the dispersed population, 
(iv) cumbersome and tedious registration and licensing procedures, (v) lack of information on 
input and output markets and on prices, (vi) limited credit and entrepreneurial skills, (vii) lack of 
competitiveness in the manufacturing industry, and (viii) a weak and still subsistence-oriented 
agriculture sector.  
 
31. The Lao PDR is well placed geographically to attract foreign investment from the rest of 
the GMS and from ASEAN, and FDI plays an increasingly significant role in the economy, as 
evidenced by recent hydropower and mining projects. Public–private partnerships, such as 
Theun Hinboun Hydropower Project3 and the NT2, have been an effective way of fostering PSD. 
It is the Government’s policy to continue the transition to a private-sector-led market economy. 
In April 2004, the Government established an SME Promotion and Development Committee 
(SMEPDC) and an SME Promotion and Development Office (SMEPDO) to spearhead SME 
promotion efforts. In SEDP6, the private sector is identified as the main engine of growth, and 
specific strategies are laid out to foster PSD, including improved regulations, enhanced market 
infrastructure, and active promotion of FDI.  
 
 
                                                 
3 ADB. 1994. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the Lao 

People’s Democratic Republic for the Theun-Hinboun Hydropower Project. Manila. The project is a 210-megawatt 
(MW) hydropower project with associated transmission. The three participants to the Joint Venture Company were 
the Government of Lao PDR, a Nordic Group representing utilities in Norway and Sweden, and MDX, a Thailand-
based company. The project was completed in 1998.  
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H. Environment 
 
32. The Lao PDR relies heavily on its natural resource base for livelihoods, and although 
much of the natural environment remains intact, rapid economic development is occurring 
amidst a still underdeveloped institutional and regulatory framework. Shifting cultivation, 
hydropower, mining, industrial development and urbanization are placing increasing pressures 
on a fragile natural resource base. Despite a ban on log exports, the forest cover is under 
considerable threat from illegal logging, shifting cultivation, unsustainable exploitation practices, 
population pressure and clearance of forest for infrastructure development. Forest cover in 2000 
was estimated to be around 54.4%4 of total land cover or 12.5 million ha (compared with 70% in 
1940). Plans to develop many new hydropower projects over the next 15 years, to encourage 
new mining ventures, to attract higher numbers of tourists, and to foster urbanization and 
industrialization will require measures to enhance the government’s capacity to manage the 
social and environmental consequences of rapid economic growth. While environmental impact 
assessments are now required for all major projects, environmental standards and safeguards 
need to be further defined, and government’s capacity to enforce existing environmental laws 
needs to be strengthened. The NT2 is the nation’s single largest development project, and it has 
the potential to improve government revenues, enhance the quality of fiscal planning, and 
improve the environmental and social safeguards for all hydropower investments in the country.5 
Through a project formulation process that took place over a number of years, institutional 
capacity for social and environmental safeguards and managing private-public partnerships was 
built; as the public expenditure reform measures included in the project are introduced, the 
Government’s capacity to address priority social sector spending requirements will be 
substantially improved. 
  
I. Regional Cooperation  
 
33. The Lao PDR is situated in the center of the GMS and is the only country to border all 
the other five GMS countries (Cambodia, the PRC, Myanmar, Thailand and Viet Nam). During 
1992–2003, exports of the Lao PDR to the other five GMS countries grew by almost 13%, on a 
compounded annual average basis, from $48 million to $177 million, while real GDP grew by 
6.4%, on average. An estimated 300,000 the Lao PDR citizens work, on a temporary basis, in 
neighboring countries, and the earnings they remit are a vital source of cash income in rural 
areas (Box 1).  
 
34. The Lao PDR plays a pivotal role in ADB’s regional cooperation program for the GMS 
countries. It lies at the crossroads of the north–south and east–west economic corridors, which 
connect key economic centers in the GMS. These corridors will connect the Lao PDR with the 
rest of the GMS and the GMS with other subregions. Better connectivity will accelerate 
economic integration and enhance access to basic social services, especially for the poor in the 
border areas.  
 

 

                                                 
4  Food and Agriculture Organization (FAO). 2001. Global Forest Resource Assessment 2000. FAO Forestry Paper 

140. Rome. 
5 The total cost of NT2 was $1.45 billion (including $200 million for financial contingencies). Of this, ADB is providing 

a $20 million ordinary capital resources loan, a $50 million private sector loan, and a $50 million partial risk 
guarantee. NT2 will have a total generating capacity of 1,075 MW, which is greater than the combined capacity of 
all other generating facilities in the country combined. Of this, some 975 MW will be exported by Electricity 
Generating Authority of Thailand, the lead commercial operator, and 75 MW will be used for domestic use by 
Électricité du Laos. 
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II. GOVERNMENT DEVELOPMENT STRATEGY 
 
A. Development Goals and Strategy  
 
35. The Government’s poverty reduction strategy reaffirms that eradicating poverty and 
accelerating the pace of social development are the nation’s most important long-term strategic 
goals. The poverty reduction strategy describes the Government’s plans to help the country 
meet the MDGs by 2015 and to graduate from least developed country status by 2020. The 
three pillars of the strategy are to: (i) foster economic growth with equity; (ii) sociocultural 
development; and (iii) sustainable environment preservation. Agriculture, health, education, and 
infrastructure are the key sectors prioritized in the national poverty reduction effort.  
 
36. The priority sectors of the poverty reduction strategy have been costed and 
mainstreamed into the SEDP6, 2006–2010. Agriculture, health, education, and infrastructure 
remain the priorities in a five-plank agenda for poverty reduction: (i) expansion of economic 
opportunities, with an emphasis on commercial agriculture, rural development, infrastructure 
development, and fostering SMEs; (ii) improved provision of basic social services, with a focus 
on health, education, and clean drinking water; (iii) stronger human security, including measures 
aimed at fostering food security, reducing threats from unexploded ordnance, and ensuring 
protection against natural disasters; (iv) enhanced participation by and empowerment of the 
poor; and (v) a concentrated effort to develop the poorest areas through a range of targeted 
interventions. 
 
37. SEDP6 also includes a series of crosscutting strategies for fostering PSD, regional 
integration, good governance, gender development, combating HIV/AIDs, and environmental 
protection. PSD is to be fostered by improving the enabling environment, promoting foreign 
investments, and developing new infrastructure. Transforming the Lao PDR from a landlocked 
to a landlinked nation is the key vision underlying SEDP6’s support for regional integration. To 
achieve this, SEDP6 emphasizes developing economic corridors, reducing trade barriers, 
promoting cross-border investment, and capitalizing on the benefits that membership of the 
GMS, ASEAN, AFTA, and WTO, together with bilateral trade agreements, can bring. 
Governance is to be improved by implementing reforms in public sector financial management, 
public administration, rule of law, and people’s participation. Under SEDP6, gender equality is to 
be fostered by improving access by girls and women in essential social services, enhancing 
income-earning opportunities for women, and mainstreaming women’s development in public 
services at all levels. The spread of HIV/AIDS is to be combated by public health programs that 
combine both prevention and treatment. Improved environmental management is to be 
achieved by strengthening environment protection agencies, implementing new environmental 
laws and regulations, protecting the forest, conserving vital biodiversity corridors, and managing 
watersheds and land resources in a sustainable manner.  
 
38. With prudent macroeconomic management and steady improvement in the enabling 
environment for private sector investment, SEDP6 envisages an acceleration of average annual 
real GDP growth to 7.5% in 2006–2010. The share of the agricultural sector, including forestry, 
is anticipated to fall to 39% of GDP by 2010 from 47% in 2005, while that of industry, including 
construction, electricity, and mining, is targeted to increase from 27% to 35%. Services are 
expected to remain stable at around 27% of GDP. The authorities envisage an increase in 
employment of 670,000 people compared with 505,000 during 2001–05, with agriculture’s share 
of employment expected to decline to 74% from 77%, industry’s to rise to 9% from 8% and 
services’ to increase from 15% to 17%. SEDP6 aims to reduce the proportion of households 
living in poverty to below 15% by 2010; to completely abolish seasonal hunger (rice scarcity) at 
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the household level; to reduce the percentage of malnourished children under five to below 
30%; to provide universal access to primary education; to provide clean water to 65% of the 
population in rural areas; and to lower the population growth rate to 1.9%.  
 
B. Resource Mobilization and Investment 
 
39. Higher rates of economic growth are to be underpinned by an expansion of gross capital 
formation from 25% of GDP in 2005 to 32% of GDP in 2010. Private investment is targeted to 
rise from 14% of GDP in 2005 to 21% of GDP by 2010, with large inflows of FDI forecast to 
drive the growth process. In the short term, substantial growth in national savings and private 
domestic investment is constrained by low incomes and a narrow and distressed financial 
system. A growing degree of reliance on FDI to finance capital formation is feasible, but it will 
test the Government’s ability to protect the natural environment, and to manage returns from 
natural resource projects effectively, and could make the economy vulnerable to possible 
changes in foreign investor sentiment. In the long term, equal emphasis should be accorded to 
domestic resource mobilization, and to boosting the productivity of domestic capital investment.  
 
40. The Government’s target in SEDP6 is for an increase in public investment spending on 
the four priority sectors (para. 36) to $2.6 billion, or an annual average of $522 million over the 
2006–2010 period.6 Increases will range from 90% over 5 years for agriculture to 340% for 
education. However, as in previous years, the bulk of the targeted spending is on infrastructure 
($1.4 billion), primarily transportation. The share of recurrent spending in total spending for the 
four sectors is 27%, reflecting the large weight of infrastructure spending, almost all of which 
consists of capital expenditures. Encouragingly, the recurrent-to-total-expenditure ratios for 
education and health are to increase substantially to 84% and 74% respectively. The 16% ratio 
for agriculture is also higher than in previous years.  
 
41. There is a financing gap of nearly 50% if the Government is to meet the SEDP6 
estimates of $522 million per annum in capital spending. The Government intends to fill this gap 
by raising domestic revenues and by an expected increase in official development assistance 
(ODA) funding. SEDP6 targets an increase in domestic revenues to 16% of GDP by FY2010, 
which is 5% higher than in FY2005. 
 
C. Role of External Assistance  
 
42. While generous inflows of foreign assistance have helped the Government address its 
poverty reduction priorities, a high degree of aid dependence has made it difficult to build sound 
domestic programs, and to meet the recurrent outlays required to keep pace with rapid growth 
in public facilities and services. The public investment program accounted for 61% of total public 
expenditures between 2000 and 2005. The bulk of public investment was financed through 
ODA, although as a percentage of public investment ODA disbursements declined from 73% in 
FY2000 to 61% in FY2005.7  
 
43. Bilateral partners accounted for 54% of total assistance during the 2000–2003 period, 
followed by multilateral agencies (43%) and NGOs (3%). Of the bilateral partners, Japan has 
been the largest source of assistance in recent years, accounting for 26% of total assistance, 

                                                 
6 Government of Lao PDR. Committee for Planning and Investment. 2005. Sixth Five-Year National Socio-Economic 

Development Plan (2006–2010). Vientiane (Draft, January 2006). 
7 ODA peaked at $171 million in FY1999. In subsequent years it has been lower: $147 million in 2000, $93 million in 

2001, $165 million in 2002, $138 million in 2004 and $156 million in 2005. 
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followed by the PRC (6%), Germany and Sweden (4% each), Australia (3.5%), and France 
(3%). Of the multilateral agencies, ADB has been the largest source, accounting for 17% of total 
assistance, followed by the World Bank/International Development Association (15%) and the 
UN agencies (8%). Other multilateral agencies accounted for 3% of total cumulative assistance. 
Transport and communications absorbed 23% of the cumulative assistance during 2000–2003, 
followed by agriculture, natural resources, and rural development (18%), education and health 
(15%), energy (13%), other social development (12%), and finance and industry/trade (6%). 
ADB has been a major source of external finance in a number of sectors, especially energy, 
finance and industry, transport, urban development, education, health and water supply 
sectors.8  
 
D. Asian Development Bank’s Assessment of the Government’s Development 
 Strategy 
 
44. SEDP6 has all the requisite components of a country-led poverty reduction strategy, i.e., 
an insightful poverty diagnosis, a wide-ranging consultative process, short- and medium-term 
poverty reduction and sector development targets, and a comprehensive set of sector and 
thematic strategies. SEDP6 correctly stresses the links between private sector investment, 
growth, job creation, and poverty reduction, and clearly identifies key areas in which reforms are 
needed. The Government’s target growth rate of 7.5% in 2006–2010 appears achievable, 
considering the 6.3% growth over the previous 5 years, including an estimated 7.2% in 2005. 
Several hydropower projects, especially NT2, and expansion of gold and copper mines are 
likely to provide a significant impetus to growth over the next five years. 
 
45. Public expenditures will need to be cast within a sustainable macroeconomic framework 
if financial stability is to be preserved and SEDP6 growth targets achieved. SEDP6 public 
investment will require stronger prioritization, since current public investment plans are in 
excess of likely resource mobilization and of the current institutional capacity of the Government 
to mount a program of this magnitude. While prospects for some increase in grant inflows 
appear promising, a 5% increase in domestic revenues as a percentage of GDP is unlikely. With 
concerted reforms in fiscal management, revenue increases of 2–3% of GDP may be feasible 
by 2010.9 Consequently, successful implementation of the SEDP6 and steady progress toward 
the MDGs will require a shift in public spending toward priority sectors, including greater 
emphasis on recurrent outlays to secure returns on past investments, a substantial increase in 
domestic revenue mobilization, a reduction in the Government’s commercial activities, and 
steady improvements in expenditure management and capacity development. While growth in 
FDI is likely to boost aggregate rates of economic growth, fostering broad-based growth will be 
essential if higher rates of private investment are to translate into sustained poverty reduction.  

 
III. ASIAN DEVELOPMENT BANK’S DEVELOPMENT EXPERIENCE 

 
A. Impact of Past Assistance  
 
46. Lending to the Lao PDR has taken place through its national program, and more recently 
through the GMS Program. ADB has approved 63 loans totaling $1.133 billion, and 224 
technical assistance (TA) grants totaling $103.7 million to the Lao PDR from 1968, when 
operations there began, until September 2005. The Asian Development Fund (ADF) IX grant 

                                                 
8  Lao PDR Ministry of Foreign Affairs. 2005. Foreign Aid Report (2003–2004). Vientiane. 
9 Further increases in revenues may be possible should high world commodity prices, especially for minerals, 

persist. However, higher revenues may not accrue until after 2010.  
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allocation has made available grant funds for projects of the order of 50% of indicative planning 
figure to finance projects that support the MDGs, and in August 2005, the ADB Board of 
Directors approved the first ADF IX allocation for the Lao PDR.10 At the end of January 2006, 
there were 22 ongoing loans, 45 ongoing TA projects, and 4 ongoing Japan Fund for Poverty 
Reduction projects. Nearly two thirds of all ADB loans were approved in the past decade. Net 
transfers of ADF assistance ranged from $30 million to $40 million per annum between 2001 
and 2005. Until the 1980s, assistance focused on transport and energy infrastructure 
development. During the 1990s, the focus of support broadened to include rural development, 
social development, and the environment. Infrastructure has dominated the national lending 
portfolio, with transport, energy, and urban water supply accounting for 67% of all assistance 
between 1995 and 2005, and with construction of physical facilities (e.g., irrigation systems, 
schools, clinics) predominant in ADB support for agriculture, health, and education (Table 2). In 
the last 10 years, the GMS Program accounted for 21.8% of lending to the Lao PDR by loan 
amount.  

 
Table 2: Cumulative Sectoral Distribution of ADB Loan Approvals (1995 to 2005) 

 

GMS = Greater Mekong Subregion. 
Source: ADB. 2006. Country Assistance Program Evaluation: Lao People’s Democratic Republic. Manila (CAPE: 
LAO 2006–05). 

 
47. The 2001–2005 country strategy and program (CSP) emphasized community 
participation and focused on poverty reduction through three pillars: (i) pro-poor, sustainable 
economic growth, (ii) inclusive social development, and (iii) good governance through policy and 
institutional development. The 2001 CSP also identified four priority areas for ADB 
interventions: (i) rural development and market links; (ii) human resource development; 
(iii) sustainable environmental management; and (iv) PSD and GMS integration. There was a 
geographic focus on the northern region and the east–west economic corridor. In September 
2001, the Government signed a poverty reduction partnership agreement (PRPA) with ADB.11 
The PRPA identified four priority sectors, agriculture and rural development, education, health, 
and road transport. Altogether, ADB has provided lending and nonlending assistance in some 
26 different sectors and subsectors during the current CSP period. ADF resource allocations for 

                                                 
10 In addition, in 2005 ADB provided a $20 million ordinary capital resources loan to the Government and a $50 

million private sector loan and a $50 million political risk guarantee to Nam Theun 2 Power Company for the NT2 in 
Lao PDR.  

11 The PRPA objectives were to (i) halve poverty incidence and stop poppy cultivation by 2005, (ii) eradicate poverty 
and stop shifting cultivation by 2010, and (iii) graduate from being a least developed country by 2020. It was 
agreed in the PRPA that poverty would be reduced through (i) sustainable economic growth; (ii) accelerated 
human and institutional development; (iii) improved governance; and (iv) environmental sustainability, while 
encouraging greater people’s participation in the development process. 

Sector Percentage of 
National Total 

Amount  
($ in million) 

Agriculture and Natural Resources 12.3 87.2 
Energy 18.6 132.0 
Finance, Industry and Trade 7.7 54.9 
Transport 28.4 202.0 
Education 8.4 60.0 
Health 4.4 31.0 
Urban, water supply, sanitation and multisector 20.2 143.3 
Total National Program  100.0 556.2 
Total GMS Program  154.2 
Total National plus GMS Program 100.0 710.72 
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the Lao PDR declined from an average of $55 million per annum in the 1990s and early 2000s 
(i.e., ADF VII and VIII) to some $26 million per annum in 2005/2006 (i.e., ADF IX). In the 2 years 
preceding ADF IX, the average loan size fell to $10–$12 million.  
 
48. The impact of ADB assistance at the macro and sector level is difficult to isolate from the 
effects of other development partners’ support, Government-funded initiatives, and the nation’s 
changing sociopolitical context. However, by enhancing regional and national links, improving 
the enabling environment for the private sector, fostering agriculture and rural development, and 
contributing to the development of basic social services, ADB support has contributed to a 
steady improvement in the Lao PDR’s economic and social performance. The vast majority of 
ADB projects have achieved their main objectives. Project completion report (PCR) results 
during 1996–2005 indicate that, of 20 loan projects with PCR ratings, 16 (80%) were rated 
successful or higher, and the remaining 4 were rated partly successful. Of 56 TA completion 
reports during 1996–2004, 71.4% were rated successful or higher, 23.3% partly successful and 
5.3% unsuccessful. From 1996 to 2005, there were a total of 10 independent evaluations 
carried out on projects in the Lao PDR. Of these, 30% were rated highly successful, all in the 
transport and communication sector; 30% were rated successful, all in the energy sector; and 
the remaining 40% were rated partly successful (one in agriculture, one in finance, and two in 
water supply and sanitation), of which two were program loans.  
 
49. A completion report was prepared for the previous CSP period. It found that ADB had 
been most successful in contributing to poverty reduction when it provided long-term, continued 
assistance through a well-integrated program of sector policy, institutional, and investment 
support. In recent years, these positive attributes have been somewhat diluted by an assistance 
focus on the northern region, involving corridor development plus targeted interventions to 
smaller and more isolated villages and towns. Project assistance has been dispersed over far 
too many sectors and subsectors. Moreover, the high transaction costs of a multiplicity of 
relatively small projects impose a heavy administrative burden. In the past, the extent of 
capacity building required has been consistently underestimated; while capacity building support 
has improved the Government’s capacity to manage external assistance projects, it has been 
unable to create institutions capable of managing a modern economy. Program lending has had 
mixed results, due primarily to difficulties encountered in assessing the readiness of the 
decision makers for what were, in retrospect, highly ambitious reform programs.  
 
50. Capacity development assistance was provided through many loans and associated 
advisory TA projects across all sectors of the economy. An independent evaluation study of 
ADB support for capacity building12 found that such assistance was more successful in 
delivering outputs (e.g., plans formulated, new laws passed and individual staff trained) than in 
achieving improved organizational capacity or better institutional outcomes. This was due, in 
part, to the short-term and input-oriented nature of much of ADB’s TA. To improve the overall 
impact of these interventions, capacity development that focuses on several different levels of 
an organization, based on careful diagnosis, longer timeframes, and closer integration with the 
lending program, is needed.  
 
51. CAPE Findings. The country assistance program evaluation13 (CAPE) of ADB 
assistance to the Lao PDR by the independent Operations Evaluation Department found that 
ADB support to the Lao PDR was generally successful, and that the Government appreciated 

                                                 
12 ADB. 2004. Special Evaluation Study of Capacity Development Assistance of the Asian Development Bank to the 

Lao People’s Democratic Republic. Manila. 
13 ADB. 2006. Country Assistance Program Evaluation Lao People’s Democratic Republic. Manila. 
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ADB’s client-oriented approach to the country’s many development needs. The CAPE found 
that ADB project support achieved substantial outcomes, including opening up previously 
unreachable areas, facilitating GMS cross-border trade and tourism, reducing travel time 
between main urban centers, contributing to 70% of the country’s electricity generation capacity, 
and increasing foreign exchange earnings from energy exports by $520 million during 1991–
2004. However, the CAPE found that the CSPs tended to lack coherence in positioning ADB 
assistance. In sectors lacking a clear sector focus and coherent sector strategies, the CAPE 
found that investments became too diffused over time. It found that program lending had a 
mixed record, and suffered from an over-ambitious agenda, weak ownership, and inadequate 
public consultation. It also found evidence of overlap between ADB’s and other partners’ 
interventions, attributed in part to weak donor coordination.  
 
52. The CAPE queried the levels of ADB lending over time relative to the Government’s 
absorptive capacity, reflected in inadequate counterpart funding and recurrent cost financing. 
Inadequate counterpart funding caused delays in project implementation, higher bid prices, and 
sub-standard works across sectors. Recurrent cost financing threatened project sustainability. 
Excessively complicated project designs and limited coordination among development partners 
also hampered implementation and the viability of investments in some sectors. Compounding 
these problems were insufficient Government ownership, which was reflected in delayed 
compliance with policy reforms and limited implementation of a number of changes in the legal 
and regulatory environment.  
 
53. The CAPE found that the Lao PDR was still faced with formidable challenges, including 
(i) weak public financial management and governance--both on the expenditure and the 
revenue sides, (ii) a poor environment for PSD and FDI, and (iii) a large stock of debt. Given 
these challenges, and in light of past performance, the CAPE recommended that: (i) the sector 
focus be sharpened, with coverage reduced in light of a far more limited envelope of available 
ADB resources; (ii) stronger partnerships be forged around programs of sector support with 
other assistance providers; (iii) reform readiness be clearly demonstrated, support sequenced 
over time, and more realistic measures defined to make program lending more effective; 
(iv) good governance and PSD be carefully integrated into sector development programs; and 
(v) the quality of TA support be improved by linking these more closely to lending, involving 
government in their design, and focusing these on the outcomes to be achieved. The current 
CSP has allowed for the CAPE conclusions, and the further comments by the Board’s 
Development Effectiveness Committee. Appendix 2 indicates how the conclusions have been 
addressed. 
 
B.  Portfolio Performance and Status  
 
54. ADB’s portfolio performance record in the Lao PDR is sound. There are no ongoing 
projects at risk, compared with the ADB-wide average of about 12%. In the current portfolio, the 
average time from approval to signing was 2.6 months, compared with the ADB-wide average of 
3.7 months. The number of loans that became effective more than 90 days after loan signing 
remains consistent at 46%, better than the ADB-wide figure of 61.4%. The disbursement ratio 
was 23.5% in 2005, superior to the ADB-wide ratio of 20.7%. However, despite this generally 
positive performance, implementation suffers from a number of weaknesses. Many projects 
experience start-up delays; a number of executing agencies, especially those with provincial 
offices, fail to provide accurate and timely reports on counterpart funding; the majority of 
projects still finish 1 to 2 years behind schedule; and consultant recruitment tends to be delayed 
until project agreements have been signed. 
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55. Starting in 2005, the Government, ADB, the Swedish International Development 
Cooperation Agency (Sida) and the World Bank undertook a joint portfolio effectiveness review 
(JPER). This found that disbursement of counterpart funds in 2004–2005 was about one third of 
projected requirements. Improving the balance between recurrent and capital finance is 
essential to sustain past investments. In addition, improving the financial management of 
projects, making greater use of and improving country systems (rather than simply using project 
implementation units), and strengthening project monitoring and evaluation, are required for 
enhanced effectiveness.  
 
C. Conclusions and Lessons for the Country Strategy and Program  
 
56. ADB has made an important contribution in many sectors of the economy since the late 
1980s. A decade ago, in the absence of a formal national poverty reduction strategy, 
involvement in a large number of sectors and subsectors was broadly appropriate given the 
need to be responsive to the Government’s request for support during the initial transition to a 
market economy and to respond to the 1997–1998 regional financial crisis. Accomplishments 
were considerable, but the effectiveness and sustainability of ADB support became undermined 
by an effort to respond on too many fronts.  
 
57. ADB’s future country operations should focus on assisting those sectors or thematic 
areas where assistance can catalyze or contribute to nationwide impacts and outcomes, as 
opposed to those that target integrated area development of a narrowly defined geographic 
region. Larger loans and a smaller number of TA projects will help reduce transaction costs, and 
enable the Government to adopt a more programmatic and harmonized approach to 
socioeconomic development. ADB’s country program for the Lao PDR will need to complement 
and generate positive synergies with GMS initiatives, by carefully distinguishing those sectors 
that are suitable for national assistance from those that can be more productively assisted at a 
regional level.  
 
58. Increasing the share of recurrent outlays in public spending is an urgent priority in all 
sectors. ADB can address this as part of policy dialogue, capacity development and program 
support in key sectors, where an emphasis will need to be placed on consolidating past gains. 
Support for improved financial management and budgeting processes should focus on the need 
to improve budgetary balance, enhance revenue mobilization, and ensure prudent management 
of the public debt. In terms of capacity development, there is a need to shift the focus from 
provision of TA to deliver specific outputs to a stronger emphasis on building the competencies 
of the public service, and creating institutional incentives that enable local organizations to 
achieve and sustain development results. There is also a need for ADB to work over the long 
term with other development partners to assist Government to define and implement suitable 
sector policies, strategies, and investment programs. 
 

IV. ASIAN DEVELOPMENT BANK’S STRATEGY 
 
A. Summary of Key Development Challenges  
 
59. Although high rates of economic growth have reduced income poverty, more attention is 
needed to ensure that growth generates productive employment for the growing labor force. The 
Lao PDR is rich in natural resources such as hydropower, minerals, and forestry, and, with 
proper management, they could provide a significant boost to growth over the medium- to long-
term. However, many of these activities are capital-intensive and are likely to absorb only a 
limited percentage of the workforce. With 44% of the population under 15 years of age, and the 
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population expected to grow at about 2% annually, commercial agriculture and labor-intensive 
services will be crucial if new entrants are to be absorbed into the labor force. The agricultural 
sector remains the key to pro-poor growth in spite of the decline in its share of GDP. It still 
dominates total employment and most people in rural areas are wholly dependent on agriculture 
for their livelihoods. SME development, in both rural and urban areas, can diversify income 
sources, add value to agriculture production, and smooth the labor demand in rural areas. 
Regional cooperation and integration offers substantial potential benefit to the Lao PDR, given 
its location in the midst of the Mekong region, by reducing trade costs, boosting tourism, and 
providing markets for its goods and services. Regional cooperation can serve as a powerful 
engine of growth if transport corridors successfully function as economic corridors that facilitate 
trade and FDI in a sustainable and inclusive manner.  
 
60. More concentrated attention is required to accelerate progress in social development. 
While the Lao PDR is on track to meet its MDG commitment in income poverty reduction, the 
country will find it difficult to meet several of the non-income MDGs, notably those related to 
basic education, maternal health, child nutrition and access to clean drinking water. Although 
coverage of basic services is improving, service quality and affordability needs improvement, 
and several regions are under-served. Weaknesses in the education and health systems, and in 
basic service delivery, will continue to hamper improvement in social indicators, unless key 
issues, including low sector financing, inefficient use of resources, inadequate efforts to reach 
vulnerable groups, inadequate physical and financial access, and compensation and 
accountability of service providers are addressed.  
 
61. Better financial management is the key to unlocking improvements in public sector 
governance and to developing the capacity that the country requires. Financial management 
and fiscal reporting systems require further strengthening, including reporting, auditing, and 
accounting standards. Government efforts to mobilize revenues have yet to reach expectations 
and tax administration requires strengthening. Greater legal enforcement, more efficient 
business license requirements, and clarity on property rights are required for much needed 
PSD. The financial system remains shallow and distressed, and, while there has been some 
progress in restructuring the state-owned commercial banks (SOCB), creating a solvent and 
sustainable banking sector will be difficult.  
  
B. Country Strategy and Program Strategic Focus 
 
62. Poverty reduction is the overarching goal of ADB assistance to the Lao PDR. The 
strategy for addressing poverty is shaped by the Lao PDR’s country-specific requirements and 
capabilities. ADB’s assistance focus is driven by various considerations: (i) ADB support will be 
aligned with, and constitute an integral part of the SEDP6; (ii) it will take on board the 
recommendations of the CSP completion report and the CAPE; (iii) it will reduce the transaction 
costs of external assistance for the Government; and (iv) it will ensure lending volumes are 
within the borrowing capacity of the Government. In line with the SEDP6 strategies and 
priorities, the CSP aims to assist the Lao PDR in (i) promoting pro-poor, sustainable growth, (ii) 
fostering inclusive social development; and (iii) addressing priority governance issues, both in 
terms of core issues (in public sector financial management) and through sector mainstreaming.  
 
63. The CSP’s strategic focus is based on (i) stakeholder consultations; (ii) greater 
selectivity; (iii) identification of binding constraints to long-term poverty reduction; 
(iv) complementing and fostering synergies between national and subregional (i.e., GMS) 
assistance; (v) ADB’s experience and sector strengths; (vi) a careful assessment and alignment 
of assistance with development partners; and (vii) responsiveness to the government’s request 
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to reduce transaction costs, finance larger projects, and assist in promoting sector coordinated 
approaches among development partners involved in key sectors. Figure 1 presents the 
strategic framework, illustrating the conceptual linkages between ADB interventions and the 
SEDP6 strategic goals and objectives.  
 
64. The proposed CSP is consistent with ADB’s long-term strategic framework, 
encompassing its three pillars and three thematic priorities. It incorporates a focus on capacity 
development, as introduced in ADB’s enhanced poverty reduction strategy, and the 
mainstreaming of gender issues. It is consistent with the strategic priorities of the medium-term 
strategy II for strengthening inclusiveness, promoting regional cooperation and integration, 
managing the environment, and improving governance and preventing corruption, as well as 
identifying opportunities for private sector investments. 
 
C. Strategic Pillars 
 
65. Promoting Pro-Poor, Sustainable Growth. ADB will assist the Government to improve 
policies and institutional capacity to support broad-based, private-sector-led growth. ADB will 
help the rural poor to boost productivity, diversify production, and stimulate off-farm activity. This 
will be complemented by support for enhancing the access of SMEs and rural micro-enterprises 
to sustainable financial markets; improving the regulatory environment for the private sector, 
and more specifically for SMEs; and preparing SOCBs for divestiture. Support for new catalytic 
private investments in hydropower generation and tree plantations, through ADB’s private sector 
operations, will help to diversify economic activity, institutionalize private–public partnerships, 
and expand access to finance, technology, and regional and international markets. ADB will 
also contribute to the achievement of the Government’s economic growth strategy through the 
GMS program, by (i) transforming the main transport corridors (north–south, and east–west) into 
economic corridors; (ii) extending the life of the main transport network and building capacity to 
maintain it and utilize it in a safe and reliable manner; (iii) expanding access to reliable power 
supplies in the north, and increasing opportunities for power trade along the north–south 
economic corridor; and (iv) facilitating trade and implementing the cross-border transport 
agreement. 
 
66. Fostering Inclusive Social Development. ADB will continue to play a leading role in 
supporting social development. ADB will support the Government’s efforts to enhance the 
access and quality of maternal and child health care services to poor women and children by 
expanding the low-cost network of village health care volunteers and trained health workers, 
improving health sector management by building capacities for decentralized planning and 
performance assessment, introducing financing mechanisms to make the health system more 
accessible to the poor, and building capacity to combat communicable diseases, particularly 
HIV/AIDS and avian influenza. This will be done in conjunction with support for initiatives to 
improve the delivery and management of water supply and sanitation services in a financially 
sustainable manner in urban areas, primarily in secondary and small towns. Key priorities in the 
education sector will be to improve access to and the quality and relevance of primary and 
secondary education, to upgrade incomplete primary schools so they attain full primary school 
status, to ensure that the financial and human resource requirements for basic education are 
met, to prepare the education system to meet the needs of the growing numbers of secondary 
and post-secondary students, and to develop a coordinated and integrated programmatic 
approach for the education sector. 
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ADB 
Contributes 
to Key 
Outcomes 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Achieving Millennium Development Goals by Supporting National Poverty Reduction Strategy (SEDP6) Implementation

SEDP6  Restructure the economy to reduce           Improve service delivery, gender equality, and       Sound financial management, rule of   
Promoting           poverty and deepen                                    environmental protection to foster social and           law, popular participation and better 
Strategies: regional integration   cultural development      service delivery for good governance 

Sustainable, Pro-poor Economic 
Growth Results 

(Gross domestic product growth rises to 
7–7.5% per annum and income poverty 

falls to 23% by 2015) 
 

- Improved food security and more 
commercial orientation in farming.  

- Greater regional integration in trade 
and investment flows 

- Transport corridors evolved to become  
economic corridors 

- Hydropower and tourism exports rise, 
augmenting pro-poor public spending 

- SME activity steadily expands 

Good Governance Results
(Fiscal sustainability restored, budget 

aligned with poverty reduction priorities and 
budget transparency and accountability 

enhanced) 
 
- domestic revenue mobilization improves 
- Program budgeting introduced 
- Budget promulgated and spending 

accounted for in a timely manner 
- NT2 revenues used for poverty reduction 

and environmental management 
- Automated treasury system fully 

operable  
- State banks restructured and no longer 

used for policy lending  

ADB Interventions 

 
 

Incorporated in all relevant interventions  

Sustainable Economic Growth
- Better rural infrastructure to link 

isolated rural areas to markets 
- Sustainable management of the 

transport system.  
- GMS support for economic 

corridors, tourism, business 
development, hydropower 
development, energy system 
connectivity and trade reform 

Social Development
- Better quality, management and 

access to basic education  
- Improved quality, management 

and access to primary health 
care 

- Improved urban water supply, 
particularly in secondary towns 
and cities 

- Mainstreaming of gender 
concerns in all operations 

Good Governance
- PEMSP support in fiscal planning, 

budget preparation, treasury functions, 
accounting and auditing, and sound 
debt management 

- NT2 revenue tracking and public 
expenditure management  

- State bank restructuring and 
governance reform, together with 
measures to extend access to well-
governed financial services.   

Figure 1: The Lao PDR CSP Strategic Framework

Thematic  
Processes 

Operational 
Interventions  

Environment Gender Capacity Development Regional Cooperation 

Inclusive Social Development Results
(Over 95% primary enrollment in quality 
education, infant mortality declines to 

40/1,000 by 2010 and maternal mortality 
declines to 200/100,000 by 2010. 

 
- Equal access to quality basic 

education 
- Better access to clean drinking water 

and sanitation in urban areas  
- Better maternal and child health in 

rural areas and amongst ethnic 
minority communities.  

- Improved capacity to finance, manage 
and sustain basic health, education 
and urban water supply services.  

Private Sector Development
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67. Good Governance. Improving governance and preventing corruption increase 
economic stability, enhance the credibility of public policies, reduce non-productive spending, 
and reduce key aspects of poverty. Good governance will be advanced by encouraging the 
Government to further enhance its regulatory and policy-making role; widening scope for private 
sector, civil society and community-based organization provision of essential services; and 
improving public sector financial management. Recognizing its comparative advantage, ADB’s 
core governance interventions will continue to focus on improving public sector financial 
management, building the legal and regulatory framework, and developing capacity in sectors 
and subsectors where ADB is active. This will deepen reforms initiated during a decade of 
experience in assisting the Government to strengthen public sector financial management, and 
is in line with NT2 commitments to ensure that hydropower revenues are used to meet poverty 
reduction priorities (Box 2). Strengthened fiscal planning, budget preparation, debt 
management, and internal audit and treasury budgeting and accounting systems will also 
ensure that public sector resources are used effectively, that public assets are properly 
maintained, and that good quality public services reach the poor. ADB support for improvements 
in public sector management will complement the work of other development partners in such 
areas as civil service reform, the rule of law, and people’s participation. ADB will also work 
closely with other development partners to develop a uniform framework for preventing and 
combating fraud and corruption, through support for improvement in procurement, project 
monitoring, and reporting and audit policies and practices, and through greater harmonization, 
alignment, and improvement of country systems. 
 

 
Box 2: Accounting Reform to Improve Fiscal Governance 

 
As the Lao PDR moves toward a market-driven economy, public spending is becoming de-linked from 
state enterprises and is being used to finance basic services and enable private enterprise. Adoption of 
a uniform public accounting and reporting system is required to ensure that public finances are 
allocated effectively and efficiently. Strengthening country financial management systems will create an 
environment less conducive to corrupt practices. With cofinancing from the Japan Special Fund, ADB 
initiated a series of technical assistance grants to enhance public accounting and financial reporting in 
1999. This included support to develop a comprehensive set of accounting policies and procedures, 
and to introduce standard forms, budget monitoring reports, and regular government financial 
statements. Organizational support was provided to improve the structure and operations of the 
accounting and finance departments of central and provincial agencies. Treasury-budget accounting 
software in the Lao was developed by local specialists, initially for cash management and for the 
processing of recurrent expenditure payments.  
 
A phased approach was adopted to build public accounting capacity, starting with pilot programs in the 
Ministries of Agriculture, Education, Health, and Finance, and in the province of Savannakhet. Starting 
in 2004, ADB provided support to the Government to extend the accounting reforms nationwide. To 
date, all finance departments of the 17 line ministries and 26 government agencies, and all 17 
provinces, have had the treasury-budget computerized systems installed, have received in-depth 
training, and are using the enhanced processes and software to record and monitor recurrent 
expenditures. The new accounting systems have enabled the government to significantly improve the 
monitoring of recurrent spending against budget allocations and funds availability, which has facilitated 
cash management. Timely availability of uniform public accounts has enabled the Government to 
publish its consolidated budget in an official gazette, a key step forward in fiscal transparency. 
 
 
Source: Project Files from ADB. 1999. Technical Assistance to the Lao People’s Democratic Republic 
for Enhancing Government Accounting Regulations and Procedures. Manila (TA 3309) and ADB. 2003. 
Technical Assistance to the Lao People’s Democratic Republic for Enhancing Government Accounting 
Regulations and Procedures Phase II. Manila (TA 4180). 
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D. Thematic Initiatives 
 
68. Capacity Development. ADB will support capacity development in all the sectors in 
which it is directly involved. It will focus on improvements to sector policy, sector strategy, 
financing, human resource development, and the sustainable management of sector assets and 
institutions. An in-depth analysis of sector-specific capacity constraints will be used to set 
priorities, and to design long-term, target-bound, programs of support. Future efforts to develop 
capacity in core sectors will be sharply focused and aimed primarily at enhancing institutional 
performance. Capacity development is a long-term process, so ADB will also support human 
resource development for a new generation of public sector leaders, through assistance for 
training in management and public policy. Key areas for future capacity development support 
include enhancing debt and public resource management, poverty assessment and monitoring, 
and improving dispute resolution and commercial law capacity. In addition, the GMS Phnom 
Penh Plan for Development Management will continue to support the training of middle and 
senior level Lao government officials in development policy, planning, and management with a 
focus on areas such as managing network infrastructure, managing state reforms, project 
feasibility and design, trade policy development and education management. Asian 
Development Bank Institute training will contribute to improving development policy 
management capacity. 
 
69. Public–private partnerships will be encouraged to help build capacity in the public and 
private sectors and civil society. ADB will support greater involvement of civil society and mass 
organizations in the delivery of agriculture and basic social services. Support will be provided to 
private business associations to improve their ability to network, develop business skills, and 
advocate on behalf of their membership. 
 
70. Gender. ADB’s gender strategy will continue to focus on empowering women and 
fostering equal treatment of women through policy dialogue, and incorporating women’s 
effective participation in all projects and programs. Mainstreaming gender considerations will 
involve (i) promoting equal capabilities for women’s participation in ADB-sponsored projects at 
the planning, implementation, and monitoring stages, in line with project-specific gender action 
plans;14 (ii) prioritizing and promoting safe motherhood services, family planning, and sexually-
transmitted infection awareness through culturally appropriate means; (iii) expanding livelihood 
opportunities for rural women as well as men in commercial agriculture and SME development; 
(iv) supporting gender and ethnic balances in the staffing of line ministries and local 
governments; (v) building capacity of government institutions and other partners in gender 
planning, budgeting and policy formulation; and (vi) helping the Government to mainstream 
gender considerations in the activities of various ministries and/or agencies. Efforts will also be 
made through policy dialogue, partnering, and project assistance to promote gender-equitable 
reforms in areas such as land registration and titling, business regulation, and financial services, 
and to support law and policy reforms to address domestic violence and human trafficking. 
 
71. Private Sector Development. Better infrastructure, public policies, regulatory regimes, 
governance, and consistency and predictability in policy implementation will be needed if higher 
rates of private investment are to be realized. Working in close cooperation with other 
development partners, ADB will assist the Government by supporting the transformation of the 
agriculture sector from a subsistence to a commercial orientation, improving basic transport and 

                                                 
14 This may include specific strategies to support women’s participation in decision-making bodies such as village 

committees and user groups. For ethnic minority communities, special confidence-building measures and woman-
focused activities may be needed.  
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power infrastructure, strengthening the regulatory regime governing financial institutions, 
establishing the foundations of a commercial legal system, improving trade facilitation practices, 
fostering integration into AFTA and other free trade agreements, improving investment 
regulations, and expanding access to market information and business services. Enhancing the 
soundness and sustainability of public finance, and the successful restructuring of the state 
commercial banks, will also boost investor confidence and assist in mobilizing resources and 
broadening access to financing for PSD.  
 
72. ADB’s public and private sector operations will be fully integrated, from facilitating rural 
enterprises to encouraging catalytic, large-scale FDIs. Through its public sector operations, 
ADB will help the Government improve the climate for PSD through a combination of 
investments and technical support for policy, institutional, and regulatory reform in key sectors 
where ADB operates. While ADB's public sector operations will focus on certain subsectors, 
financial assistance from ADB's private sector operations will support projects in sectors aligned 
with the strategy, which demonstrate a strong developmental impact as well as financial and 
economic viability. It is envisaged that such projects will: (i) generate foreign exchange, 
(ii) provide an effective transfer of technology and skills; (iii) leverage ADB-supported 
improvements in the enabling environment; and (iv) provide a strong demonstration effect. 
ADB's private sector operations will largely focus on large-scale national or regional 
infrastructure development and will support cross-border investments, especially from 
neighboring countries in the GMS. 
 
73. Environment. Environmental management considerations will be incorporated in all 
ADB operations because of the fragility of the natural resource base, the threat posed to the 
natural ecosystem by rapid development of resource-intensive projects, and the strong link 
between poverty and resource degradation. Toward this end, ADB support for environment and 
natural resource management will focus on four key areas: (i) generating sustainable financing 
for environment management, (ii) building capacity within Government to incorporate 
environmental considerations into development planning, (iii) biodiversity protection, and 
(iv) watershed management. Activities under these four areas will be carried out through the 
GMS core environment program, natural-resource-based livelihood projects, policy dialogue and 
enhanced coordination among the development partners. The core environment program will 
address a number of issues related to environmental conservation and protection, and effective 
enforcement of regulations to prevent trafficking in drugs, women, and wildlife. As part of the 
core environment program, the feasibility of developing a strategic framework for a biodiversity 
conservation corridor will be explored, and a plan of action to protect high-value terrestrial 
biodiversity conservation and protected areas in economic corridors will be implemented. In 
addition, ADB will continue to incorporate sound environmental management in all its operations 
through application of its environmental and social safeguard policies, and, through policy 
dialogue, will encourage the Government to adopt similar standards for all large natural-
resource intensive projects.  
 
74. Regional Cooperation. There is growing recognition that some problems can only be 
addressed effectively through a regional approach. A careful division of labor has been 
developed, in which the national program will address poverty reduction constraints in key 
sectors and thematic areas, complemented by GMS program assistance to address constraints 
to poverty reduction that are best addressed regionally. The transformation of transport 
corridors into sustainable economic corridors will be accorded a high priority for regional 
assistance during the next CSP period. This will require physical investments to complete 
associated investments, to deploy a power transmission network along the north–south Link, to 
integrate biodiversity conservation corridors where necessary, and, most importantly, to improve 
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the regulatory and institutional mechanisms that will enable goods and services to travel 
smoothly along these main transport corridors. Improvements in border controls, agreements to 
facilitate the regional power trade, trade reform, and improvements in enterprise regulations will 
be needed to ensure that the corridors become efficient means of connecting the Lao PDR 
businesses to buoyant regional and global markets. Improved border management will also help 
the Government’s efforts to combat corruption and mobilize customs revenues (which at present 
is undermined by the large volume of informal or illegal cross-border trade with neighboring 
countries). Through the GMS, ADB will support components that will benefit local communities 
along the main road corridors, such as community roads, small water and sanitation schemes, 
education, communicable disease control and HIV/AIDS prevention and awareness programs, 
and local capacity building. Apart from this principal focus on connectivity through infrastructure 
development, regional integration will be developed further through ASEAN and its 
mechanisms, in line with the four pillars of ADB’s regional cooperation and integration 
strategy.15  
 
E.  Boosting the Effectiveness of Asian Development Bank’s Assistance 
 
75. Active Portfolio Management to Boost Delivery of Development Results. A large 
portion of ADB’s contribution to development results in the CSP period will hinge on the 
effectiveness with which the ongoing portfolio of 22 loans and 45 TA projects are managed. 
From 2001 to 2005, the Board approved 16 loans in the amount of $265.6 million, of which two 
were for GMS projects. Disbursements in the same period amounted to $276 million, peaking at 
$78.4 million in 2005. The ongoing portfolio will be managed as an integral part of ADB’s efforts 
to manage for development results. Modifications to the scope and implementing arrangements 
of projects will be considered to improve the delivery of desired results. The capacity of the 
resident mission will be enhanced by increasing staffing in infrastructure, and social sectors for 
regular policy dialogue and increased project supervision and portfolio management to ensure 
that ADB operations are implemented effectively and protected from corruption, collusion and 
other forms of project malfeasance. Multi-donor supervision will be encouraged to reduce 
transaction costs, harmonize policy dialogue, and assist in moving toward sector-coordinated 
programs.  
 
76. Steering NT2 to Success. The NT2 implementation framework reflects the 
Government’s commitment to continue to build a viable development policy framework and 
supports programs for poverty reduction, social development, and environmental protection. 
Strict adherence to social and environmental safeguards is to be followed during the 
construction phase. By 2008, measures should be in place to track NT2 revenues and to ensure 
that these are allocated for additional poverty reduction programs. Project monitoring 
arrangements have largely been put into place. ADB, Agence Française de Développement, the 
European Union, the World Bank, and Sida are providing TA to support the public financial 
management reform program, laying the stepping stones to successfully managing the project 
revenue stream from 2009 onwards. Once NT2 exports and revenues begin, suitable 
macroeconomic policies will need to be adopted to ensure that external competitiveness in the 
nontraded sectors is maintained. ADB, in full cooperation with its development partners, will 
provide intensive policy dialogue, project supervision, and support through all stages of project 
implementation, and ADB and the World Bank will provide an annual project progress report.16  

                                                 
15 ADB. 2006. Regional Cooperation and Integration Strategy. Manila.  
16 The first annual review by the World Bank and ADB entitled Update on the Lao PDR: Nam Theun 2 Hydroelectric 

Project was published in Vientiane and issued on 9 March 2006.  
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77. Repositioning ADB Assistance to Sharpen Focus and Maximize Impacts. To deliver 
high-quality service, ADB needs to be focused and provide a critical mass of expertise in a few 
selected sectors. Over time, project assistance in the Lao PDR has become dispersed into 
many subsectors, with projects mounted throughout the country. In future, ADB assistance will 
focus on reforming sector policy and institutions, and concentrate on a smaller number of 
sectors and subsectors. To reduce transaction costs and foster harmonization, the Government 
has requested that ADB provide larger operations and help lead the transition toward sector-
coordinated approaches in the SEDP6 priority sectors. Accordingly, the CSP will sharply focus 
external assistance through the following approaches.  
 

(i) Concentrating on integrated support for policy and institutional reform, 
and strategic investments in priority sectors. Public sector lending from 
the national program will focus on agriculture and SME development, primary 
health care, basic education, transport and urban water supply and 
sanitation. These are subsectors which are (a) the highest priorities in the 
Government’s poverty reduction strategy; (b) areas in which progress must 
be accelerated if Lao PDR’s MDGs are to be met; (c) subsectors where ADB 
has a positive performance record to build on; and (d) subsectors in which 
ADB has the competence and opportunity to catalyze progress in the sectors 
where there is also a willingness amongst several development partners to 
coordinate efforts. Opportunities for further sharpening the focus of ADB 
assistance will be explored during the midterm CSP review. 

 
(ii) Improving the Sustainability of Public Services. A concerted effort will be 

made to improve the sustainability of public services by (i) encouraging a shift 
from capital to recurrent spending in priority sectors; (ii) providing support to 
develop forward planning and budgeting systems that link capital and 
recurrent spending; and (iii) reorienting ADB’s assistance program to focus 
on sustainable service delivery, operation and maintenance, community-
based planning and management models, and the adequacy of sector 
finance.  

 
(iii) Using nonlending services to address strategic priorities. A combination 

of advisory assistance, policy dialogue, economic and sector work, and 
coordination will be provided to support public expenditure management 
reform. Policy dialogue will play the most important role, with continuous 
dialogue on issues such as revenue mobilization, better inter-governmental 
transfers, fostering a better balance between current and capital spending in 
the social sectors, bank restructuring, and policies to underpin agriculture 
commercialization.  

 
(iv) Aligning ADB’s geographical focus. After playing a catalytic role in 

assisting the Government to open-up the north to external assistance during 
the last CSP period, ADB will reposition its assistance to focus more on 
improving the national and sector-specific enabling environment for poverty 
reduction. Support for geographically-targeted interventions in the scope of 
national projects will be sited in areas of the country that SEDP6 has 
prioritized for assistance during the Plan period.  
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78. Choice of Assistance Instruments. ADB will draw on its full range of lending and 
nonlending instruments, economic, thematic, and sector work, policy dialogue, strategy aligned 
private sector operations, and development partner coordination to contribute to the delivery of 
the results targeted in the SEDP6. In each of the core sectors, ADB will build on its existing 
projects, in-depth economic, thematic, and sector work, and continuous stakeholder 
consultation to help promote alignment behind the Government’s reform and sector investment 
programs. Making greater use of a sector development modality will enable ADB to leverage 
limited ADF resources against the grant support that other development partners can provide, to 
finance agreed programs of sector investment and reform. Program lending performance will be 
improved by providing support for diagnostic assessments, capacity development and sector 
readiness prior to the preparation of realistic, government-owned and led reform programs. 
While investment operations will be utilized in the case of major infrastructure projects, these 
also will include components aimed at reforming sector governance, building sector capacity, 
fostering inclusiveness, and ensuring sustainability. ADB will also explore further opportunities 
for public–private partnerships similar to the NT2 project, whereby public sector operations 
promote sector and policy reforms and provide capacity building support while private sector 
operations provide direct financial assistance and/or credit enhancement products to catalyze 
private sector investments.  
 
79. Use of Grants and Other Resources. In line with ADF IX policy, up to 50% of ADB’s 
national lending assistance program for the Lao PDR may be provided in the form of grants to 
accelerate progress towards the achievement of the MDGs. Grants will be used to finance long-
term investments in human resource development (education and health); for investments 
aimed at augmenting livelihood options for remote low-income communities; and for regional 
investments in communicable disease prevention and similar operations. ADF loan support will 
be provided for infrastructure investments, and for developing commercial sectors. For major 
infrastructure projects, including major power projects and other commercially viable activities, 
private sector finance, guarantees or other commercial lending instruments may be provided. 
The nonlending elements of the program will be funded as grants. 
 
F.  Country Strategy and Program Strategic Results Orientation  
 
80. This CSP signals ADB’s intention to manage assistance activities to achieve high-
impact, sustainable, development results. It will contribute to the Government’s MDG and 
sector-specific commitments, as set out in SEDP6 with specific goals, targets and progress 
indicators for ADB assistance. A CSP results framework has been prepared to serve as a 
management tool for focusing ADB assistance on the delivery of results (Table 4). The results 
framework identifies which of the many MDGs and national poverty reduction goals ADB will 
contribute to; barriers to the achievement of those goals; the focus of ADB assistance; a set of 
indicators that will be used to track progress toward achieving desired outcomes; and the key 
risks and assumptions underpinning achievement of desired results. The results framework 
relies on a small number of progress indicators that are a subset of the Government’s SEDP6 
monitoring framework. The results framework will serve as a management tool, for ADB and the 
Government, in several respects: (i) progress made in achieving outcomes expected over the 
short to medium term will be carefully monitored throughout each year through project and TA 
review missions and quarterly and annual portfolio reviews; (ii) changes will be made as 
necessary to the assistance program over the course of CSP implementation to maximize 
ADB’s contribution to the delivery of desired results; (iii) the results framework will be a basis for 
evaluating the success of this CSP. The results framework also links ongoing operations to 
indicators of their key expected outcomes. This will be used to review and update operations 
during the CSP midterm review and the annual portfolio review exercise. The results framework 
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may be updated to ensure its continued relevance, in line with changes in the development 
setting and the management of the ongoing portfolio. Individual interventions will be closely 
aligned with the CSP outcomes. Project and program monitoring frameworks will be linked, 
through sector road maps, to the delivery of desired CSP results.  
 

V. ASIAN DEVELOPMENT BANK’S ASSISTANCE PROGRAM 
 
A. Overall Assistance Level  
 
81. Annual ADF assistance for public sector lending to the Lao PDR averaged $55 million 
for the national program and $15 million for the GMS program between 1995 and 2005. 
However, under ADF IX the formula and period for allocating ADF resources was changed and 
from 2005 ADB’s revised performance-based allocation policy was applied.17 The Lao PDR’s 
2005 country performance assessment rating was among the lowest in ADB. Consequently, the 
2006 ADF allocation for the Lao PDR was $32 million, substantially below historic averages. For 
the CSP period, the country-specified allocations for 2007–2009 have also been derived on the 
basis of the results of the 2005 country performance assessment exercise, after applying the 
performance-based allocation formula. The ADF allocation for the Lao PDR for 2007 and 2008 
has been set at $40.2 million in total. The ADF assistance program for 2009 is tentative, with 
actual ADF assistance levels subject to the results of the 2007 country performance 
assessment exercise and the outcome of discussions on the next ADF replenishment. 
 
82. The indicative 3-year ADF total lending level is $60 million for the national program. Up 
to 50% may be provided in the form of grants. In addition, a total of $40 million in ADF 
concessionary lending is programmed for the GMS program for 2007–2009, or an annual 
average of about $13.0 million. The number of TA projects processed under the national 
program for 2007–2009 will fall to four or five per year. This is to ensure focused management 
for TA outcomes in the context of the proposed sector-coordinated approach. The TA amounts 
committed each year may be $3.0 million to $3.5 million per annum. 
 
83.  Indicative lending levels have also been assessed. They have taken into account debt 
sustainability and are in line with the Government’s borrowing capacity. Given the Government’s 
commitment to improving domestic resource mobilization, the likelihood of continued robust 
economic growth, and a further strengthening of the revenue to GDP ratio, it is anticipated that 
the Government’s headroom to borrow from concessionary sources will increase during the 
CSP period.  
 
84. As a result of ADB’s innovation and efficiency initiative, cost sharing for ADB-assisted 
investment projects will be assessed on a country-by-country basis. For the Lao PDR, it is 
proposed that the following be excluded from ADB financing: any costs of land acquisition, taxes 
payable to Government, and Government contributions in kind, including salaries. For the Lao 
PDR portfolio for the CSP period, the implied cost share for ADB financing is 92% of investment 
project costs. 
 
B. Asian Development Bank Assistance for the Strategic Priorities  
 
85. ADB support for the strategic priorities will be provided through an integrated program of 
national and GMS regional operations. In line with the strategic focus outlined in chapter IV 

                                                 
17 ADB. 2006. 2005 Annual Report on ADB’s Country Performance Assessment Exercise. Manila. 
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above, the proposed 2007–2009 national lending program consists of four firm projects. The 
proposed GMS program consists of two firm projects (Table A1.10 in Appendix 1 and Appendix 
4). Additional sources of grant assistance are being identified for all the lending projects in the 
pipeline, to foster harmonization and augment capacity development efforts in each priority 
sector.  
 
86. An economic and sector work program forms the basis for ADB’s support of policy 
reform, capacity development, and institutional strengthening. The national nonlending program 
focuses on the capacity development and institutional strengthening required to develop 
suitable projects and more effective sector institutions (Table 3). The TA program will be 
augmented by initiatives financed by the ADB-managed Governance Cooperation Fund, and the 
Poverty Reduction Cooperation Fund to support the development of innovative ways to ensure 
the poor benefit from ADB-financed projects. Operations financed by the Japan Fund for 
Poverty Reduction may also be used for this purpose. Concept papers for nonlending products 
are included in Appendix 5.  
 
87. The sectors for ADB support for the CSP period are discussed below. The national 
lending program encompasses both selectivity and continuity. The operations proposed for the 
2007–2009 period continue from earlier operations in the chosen sectors. They will be 
complemented by further interventions in the later years of the CSP period. They are primarily 
oriented at support for enhancing growth and incomes, and for contributing to achievement of 
the non-income MDG targets. 
 

1. Nurturing Sources of Growth 
 
  a.  Agriculture and Natural Resources 
 
88. ADB will support the Government’s objective of transforming agriculture from a 
subsistence orientation into a diversified sector by addressing key bottlenecks to agriculture 
commercialization. Assistance will support improved sector policy, strategy and institutions, and 
investments in rural infrastructure. Sector support will be phased. Initially, the emphasis will be 
on drawing lessons from ongoing operations and assisting the government to develop 
appropriate policies, sector strategies, and institutional reform measures. Investment support 
will then be aligned around a common policy framework, developed in consultation with 
government, key development partners and participating rural communities. Given the 
importance of market access, ADB investment support will be primarily geared toward 
infrastructure investments along the main economic corridors, and to assisting remote 
communities improve their access to markets. Developments under the GMS to facilitate cross-
border trade will also open new markets. ADB assistance will help to enable the development of 
agro-processing within the economic corridors that cross the Lao PDR.  
 
  b. Private Sector Development  
 
89. Since the introduction of the New Economic Mechanism in 1986, the Lao PDR has been 
gradually establishing an enabling environment so a robust private sector can thrive and foreign 
investment can flow. ADB will support the Government’s recent enterprise policies through a 
detailed policy and strategy for SME development that will improve the quality of business 
development services and the access of SMEs to these services. ADB will continue to support 
the efforts of the Government to improve the commercial legal framework, through support for 
the implementation of new foreign investment laws and major financial and commercial laws 
and regulations.  
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Table 3: Proposed Lending and Nonlending Services, 2007–2009 
 

Proposed Projects 2007 2008 2009 
 Amount Amount Amount 
A.  Lending (National) ($ million) ($ million) ($ million)
Small and Medium Sized Enterprise Development Program 10   
Health Sector Development Programa 10   
Northern and Central Region Water Supply and Sanitation Sector*  20  
Agriculture Sector Development Program   20 
B.  GMS Lending Program     
GMS Northern Transport Network Improvement 20   
GMS Northern Region Transmission Phase 1   20 
C.  Nonlending (National) $’000 $’000 $’000 
Capacity Building for SME Development (ID) 400   
Improved Financial Management Systems (ID) 1,000   
Capacity Strengthening and Policy Support for Water Resources and 

River Basin Management (ID) 
500   

Building Capacities in Support of the Harmonization Action Plan 600   
Building Sector Program Readiness for Ministry of Agriculture and 

Forestry (ID) 
700   

Agriculture Sector Development Program (PP)  700  
Public Expenditure Planning for the SEDP6 Phase II (ID)  1,100  
Support for National Health Program Development (ID)  500  
Building Sector Program Readiness in the Transportation Sector (ID)  700  
Agriculture Diversification and Commercialization: Building Capacities 

to Realize the Potential (ID) 
  400 

Basic Education Sector Development Program (PP)   700 
Health Sector Development Program (PP)   700 
Consolidation of the Public Expenditure Management Strengthening 

Program in the Ministry of Finance (ID) 
  700 

Participatory Poverty Assessment (ID)   500 
D.  GMS Nonlending Program    
2nd Northern GMS Transport Network Improvement (PP)b  700  
ADF = Asian Development Fund, GMS = Greater Mekong Subregion, ID = institutional development, PP = 
project preparatory. 
a  Programmed for ADF grant assistance. 
b  Dedicated GMS technical assistance for the Lao PDR. 
Source: Asian Development Bank estimates. 

 
90. Continued growth of natural-resource-based industries (including hydropower, mining, 
and commercial tree plantations) and a maturing tourism sector offer significant private sector 
opportunities. ADB will continue to support the efforts to expand investment and employment 
opportunities in these sectors by assisting the Government to establish an enabling environment 
conducive to large-scale private sector investment. Since much of this investment will be 
derived from other countries in the GMS, ADB’s focus will be primarily on facilitating cross-
border investment and trade within the GMS. Infrastructure will need to be improved and 
procedures streamlined if trade is to be an important engine of growth. ADB’s GMS program will 
continue to assist the development of business associations and will assist the Government to 
improve cross-border transport and trade logistics services, including related issues in financing, 
taxation, investment legislation, customs, and dispute settlement.  
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91. Bringing new foreign investors to the Lao PDR will have positive impacts on the 
country’s reputation, technology, market access, and economic management. As the 
commercial legal framework improves, ADB’s private sector operations will actively examine 
opportunities for mobilizing FDI, commercial finance and insurance, mainly in the hydropower, 
agriculture, tourism, and plantation sectors. In addition, ADB’s Private Sector Operations 
Department (PSOD) in cooperation with the Office of Cofinancing Operations will provide 
assistance for the introduction of new forms of financing instruments, including guarantees and 
bonds, to help widen the financing opportunities for public–private partnerships. 
 
  c.  Financial Sector Development 
 
92. Through ongoing operations, policy dialogue, and institutional development assistance, 
ADB will assist the Lao PDR to promote good financial sector governance. In cooperation with 
the World Bank and International Monetary Fund, ADB will continue to support the reform of the 
banking sector through ongoing operations aimed at (i) SOCB restructuring, (ii) capacity 
development in prudential oversight and judiciary reform, (iii) reduction of direct barriers to 
foreign banks, and (iv) expansion of banking outreach by developing a sustainable and market- 
oriented rural and microfinance sector. These measures will also make it possible to use the 
PSOD trade finance facility. 
 
  d.  Road Transport  
 
93. The main road transport network in the Lao PDR is fairly well-developed but it needs to 
be protected. Road safety and the integration and enforcement of social and environmental 
safeguards have yet to be fully addressed. ADB will assist the government to manage the road 
network as a vital development asset—support will be provided to expand access to the main 
road network and extend its economic life by (i) rehabilitating selected parts of the network; (ii) 
reforming sector regulations; (iii) assisting in securing sustainable maintenance of the road 
network through the Road Maintenance Fund; (iv) building capacity to strengthen road network 
logistics and management; (v) supporting implementation of the Rural Transport Infrastructure 
Policy; (vi) mitigating potential negative social impacts arising from roads development such as 
trafficking of drugs and humans, transmission of HIV/AIDS and other sexually-transmitted 
infections; and (vii) supporting the implementation of the National Road Safety Strategy and 
Action Plan. 
 
  e.  GMS Transport Support 
 
94. Under the GMS program, ADB will support the completion and expansion of strategic 
transport corridors. In the northern GMS, sections of key transport corridors have already been 
developed but significant gaps remain. ADB will assist the Government to improve the transport 
network in north-western Lao PDR and to connect the border crossing with Thailand near 
Kenthao with the GMS corridors (National Road 4) that converge on Luang Prabang. This will 
enable produce from the important agricultural areas in southern Sayabury province to be 
delivered to domestic and subregional markets and to facilitate the expansion of regional 
tourism.  
 

f.  GMS Energy Support 
 
95. The Lao PDR is well endowed with a vast quantity of economically viable hydropower 
resources and has started to develop a major regional export market for them. Forging suitable 
public–private partnerships to develop the country’s vast hydropower resources in an 
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environmentally, socially, and fiscally responsible manner is central to the country’s long-term 
development. ADB’s support for energy sector development will be provided primarily through 
the GMS program, which will work with ADB’s PSOD to explore opportunities for private–public 
partnerships to further develop hydropower resources for export. ADB will also draw on its new 
financial instruments, including partial risk and other forms of guarantees, to help improve the 
availability and terms of financing for private-sector-led power generation projects. Under the 
GMS program, ADB will continue to facilitate and support the development of cross-border grid 
interconnection, and power trade between the Lao PDR and its neighboring GMS countries, as 
well as a national backbone transmission grid. Priority will be accorded to the transmission 
system in the northern region of the country, along the north-south economic corridor. With the 
development of high-voltage transmission and distribution facilities, the national electrification 
ratio will steadily improve and regional power trade will be facilitated. ADB will also support the 
promotion of renewable energy and energy efficiency through regional TA projects.  
 

2. Fostering Inclusive Social Development 
 

a. Health 
 
96. ADB will build on ongoing interventions in primary health care which have been highly 
successful in improving access to health care for remote populations and ethnic minorities (Box 
3). Based on the findings of ongoing project preparatory TA,18 ADB will assist the Government 
to prepare a plan to improve health sector financing, human resource development, and primary 
health care. This will include a series of sector interventions aimed at improving the institutional 
framework, financing, human resource development, and governance in the health sector. ADB 
will also support efforts to strengthen primary health care management systems by assisting the 
Government to introduce performance-based annual planning and budgeting by provincial 
teams, as part of a process of health sector devolution. With growing cross-border movement of 
people and animals, the Lao PDR is increasingly exposed to the threat of communicable 
diseases. Together with other development partners, the GMS program will help the 
Government to strengthen surveillance and response systems, including community education 
for communicable diseases through existing projects. ADB will also continue mainstreaming 
HIV/AIDS control in all its operations, in addition to providing specific support for control of 
HIV/AIDS, avian influenza and other communicable diseases through regional and TA projects.  
 

b. Urban Water Supply and Sanitation (including Urban Development) 
 
97. Consolidating past investments and extending access to previously identified but under-
serviced small towns will be the main focus of ADB’s support to the urban water supply and 
sanitation sector. ADB will continue to provide financing for capital investments, water supply 
rehabilitation, upgrading, and cost-recovery in the under-serviced parts of urban Lao PDR. ADB 
support, at a sector level, will aim to strengthen the Water Supply Authority’s regulatory role; 
ensure that capital costs for new water supply systems are reasonable; encourage a gradual 
adoption of water supply tariffs that are sufficient to meet operating, maintenance, and 
depreciation costs; and ultimately to create greater scope for private sector participation. ADB 
will help the Government increase the coverage of sanitation systems so they reach more poor 
households, improve drainage networks, implement community health and sanitation 
awareness programs, and strengthen the capacity of local agencies and households to manage, 
operate, and maintain on-site water supply and sanitation facilities.  

                                                 
18 ADB. 2005. Technical Assistance to the Lao People’s Democratic Republic for Health Sector Development 

Program. Manila. 
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Box 3: Training Students from Ethnic Minorities to Provide Health Care 

 
The Lao PDR has some 48 ethnic minority groups that mainly live in scattered hamlets in hilly 
terrain. Providing services to these groups is a major challenge given the difficult terrain, varied 
customs and languages, and the high poverty incidence. Finding staff for remote health centers 
serving ethnic minorities is particularly difficult. Under the Primary Health Care Expansion 
Project, a new program was created to identify local youth who could be trained as primary 
health care workers. Each candidate signed a contract agreeing that, after graduation, he or 
she would be posted to the health center in their community for at least 3 years. Candidates 
with insufficient basic education were provided with preparatory general education in provincial 
schools. Three regional primary health care workers schools were opened in Luang Prabang, 
Oudomxay and Xieng Khouang provinces. The first 88 primary health care workers graduated 
in April 2005 and were immediately posted to remote health centers.  
 
One of these was Ms Phaisone Thavonesack. She is 22 years old and from Sing district in 
Luang Namtha province. Her mother is a Hmong and her father a Ko. She is the eldest of 
seven children, two of whom died when they were young. Ms Thavonesack could not afford to 
complete her public school education, and had to start working at an early age to help raise her 
siblings. She always wanted to be a health worker, and was provided that opportunity when the 
district health office advertised a special training and scholarship program for primary health 
care workers, supported by ADB. She graduated from the training program on 13 May 2005. 
After 3 months in the Sing district hospital for skills training, she was posted to the Mom health 
center, 25 kilometers from the nearest administrative center. This health center covers one 
Thai Lu village and 12 Ko villages in a highly mountainous area. Her first 5 months of work 
have been much appreciated and she is making a real contribution to community health care. 
As a sign of their appreciation for her service, the local villagers have helped to improve a 
dormitory for patients who must walk far distances to reach the center. She has also started 
visiting villages for community activities such as immunization, peer-to-peer training, and 
supervision of village health volunteers who have access to government-supplied drug kits.  

 
 

Source: Primary Health Care Expansion Project, Project Reports, Ministry of Health, Lao PDR. Vientiane. 
2006. 
 
 
 

c. Education 
 
98. Building on its two ongoing operations, and in line with the Government’s Education for 
All National Plan of Action19 initiative, ADB will help the Government to expand access to a full 
range of quality primary schooling for all children, especially girls and children from ethnic 
minorities. Future assistance will emphasize teacher training, provision of textbooks and 
teaching supplies, teacher incentives, improved performance monitoring, and enhanced 
capacities for decentralized education management. Policy support will focus on the need to 
strengthen recurrent finance for education, vis-à-vis capital outlays. Although basic education 
will continue to be the main focus of ADB support, over time there needs to be a shift toward 
strengthening the lower secondary and upper secondary sector. ADB will work with the Ministry 
of Education to develop a comprehensive plan for developing and financing the school sector by 
analyzing requirements for (i) policy development, (ii) institutional and management capacity, 
(iii) anticipated expansion of enrollments, (iv) interventions to improve education quality, and (v) 
better education finance and budgeting. Based on this, ADB will assist the Government to 

                                                 
19 Education for All National Plan of Action, Prime Ministers Office, Lao PDR, November 2004. 
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formulate a program of education sector support, which can be financed simultaneously by 
several development partners.  
 

3. Good Governance 
 
99. ADB will provide assistance for governance that builds on past assistance in fiscal, 
financial sector, procurement, and project management reforms. These reforms will take into 
consideration the political economy of the Lao PDR and the long time frame required for 
complex reforms. ADB will continue to assist the Government to address inter-governmental 
fiscal relations, the low level of domestic resource mobilization, and corruption. It will engage in 
policy dialogue, knowledge management, and multi-agency initiatives to improve project 
procurement and management, and awareness building efforts. ADB will support other 
development partners who are working with the Government to improve core governance in 
public administration, the rule of law, and rights-based development approaches, by sharing 
experience on good practice and benchmarking governance practices as part of the 
performance-based allocation exercise. ADB will also help the Government develop new 
procedures and practices for involuntary resettlement, improve the monitoring of poverty, and 
ensure that people’s participation is encouraged as an integral part of its support for targeted 
interventions.  
 
100. Public Sector Financial Management. Of the four pillars in the Lao PDR governance 
program – i.e. public administration reform, public financial management, people’s participation 
and rule of law, ADB will focus on public financial management. A key element will be support 
for implementing a comprehensive public expenditure management strengthening program 
(PEMSP). In line with NT2 commitments, and within the PEMSP framework, ADB assistance 
will focus on strengthening fiscal planning, budget preparation, debt management, and internal 
audit and treasury budgeting and accounting systems. ADB will assist the Government to 
improve the consistency between macro- and fiscal forecasts; enhance the coverage and 
quality of its debt management databases and systems; institutionalize the use of a medium-
term expenditure framework at both central and local governments; build automated accounting, 
revenue and recurrent expenditure tracking systems; develop timely and consistent budgeting 
and reporting procedures;20 and strengthen internal auditing capabilities. ADB assistance will 
complement support by the World Bank and other bilateral development partners for public 
expenditure management and tracking, and UNDP assistance (with support from Sweden, 
Switzerland and the European Union) for provincial financial management.  
 
101. Mainstreaming Sector Governance. ADB will continue to assist the Government to 
improve sector governance in all of the sectors in which ADB is to be involved. Assistance will 
be provided to: (i) improve planning, management, and sustainable finance in the education, 
health, road transport, and urban water and sanitation sectors; (ii) boost capacities for sector 
policy and strategy and policy formulation in support of agriculture commercialization; 
(iii) enhance accountability for delivering basic social services; and (iv) improve access and 
participation of ethnic communities in the delivery of community development, and basic support 
services. Likewise, good governance will be integrated into ADB’s regional programs (including 
development of economic corridors, the cross-border power trade, protected biodiversity 
corridors, sustainable watershed management, and PSD) and ADB will assist the Government 
to adopt good practices and standards that are on a par with those of other countries in the 
GMS. Under the Phnom Penh Plan (para. 68), ADB will continue to develop capacity in 

                                                 
20 Adoption of International Monetary Fund government financial statistics practices will be supported so the 

Government’s budget can be compared with those of other countries, and by program and expenditure item.  
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economic management. It will also support capacity development in all of the sectors in which it 
is directly involved, including improvements in sector policy, sector strategy, financing and the 
sustainable management of sector assets and institutions.  
 
C. External Funding Coordination and Partnership Arrangements 
 
102. The Government is solely responsible for donor coordination and the core coordination 
mechanism is the round table meeting process, chaired by the Government and supported by 
UNDP. The round table meets once every 3 years and mini-round tables are held twice a year, 
providing a regular opportunity for high-level dialogue between senior government officials and 
the development partners on national plans, strategies, and reform initiatives. At the mini-round 
table in January 2006, the Government tabled the draft SEDP6 for consultation with its 
development partners, marking the first time development partners and other stakeholders have 
been consulted. In April 2006, the Government established, and will chair, eight sector and 
thematic working groups with multi-development partner support in the areas of governance; 
macroeconomic and private sector development; infrastructure; agriculture, rural development 
and natural resource management; education; health and HIV/AIDS; drug abuse control; and 
mines. Currently, ADB actively participates in all eight working groups. On a more informal 
basis, the development partners meet quarterly.  
 
103. The first JPER was carried out by ADB, Sida, and the World Bank in November 2005. It 
enhanced dialogue on measures needed to improve project implementation, and a joint action 
plan was adopted. In the education, health, transport, and agriculture sectors, progress is being 
made at defining agreed sector policy and institutional reform frameworks around which several 
partners can harmonize support. To further reduce aid-related transaction costs, the 
Government has requested that greater use be made of established institutions for project 
implementation, as opposed to establishing project implementation units; that fewer but larger 
projects be supported; and that projects help to build local capacity by making greater use of 
national consultancy resources.  
 
104. In line with the Paris Declaration of March 2005, ADB is positioning its assistance to 
deepen and broaden partnership arrangements, harmonize ADB support with the SEDP6, make 
use of and improve national systems (particularly for project monitoring and tracking 
development results), and manage for development results. Building on past experience, ADB 
will continue to play an active role in policy dialogue and institutional reform in governance, 
agriculture, education, health, energy, transport, finance, and the urban water supply and 
sanitation sectors. In other sectors, such as public administration, judicial reform, rural 
development, mining, forestry, power, rural water supply, civil aviation, and communications, 
ADB will play a more supportive role. ADB will assist the Government to establish a national 
harmonization action plan to strengthen coordination and boost aid effectiveness. 
 
D. Indicative Internal Resource Requirements  
 
105. Adequate delivery of the program for the next 3 years and beyond can be accomplished 
without any increase in staff positions. Developing larger and fewer projects will help to ease 
staff and financing constraints. However, some change in the ADB staff mix, focus, and 
deployment will be required to support CSP implementation: greater capacity in policy dialogue, 
donor coordination, and supervision for sector interventions in the social sectors and transport; 
and greater attention to issues of efficient and transparent procurement, good financial 
management, performance audits, monitoring and evaluation, and fostering closer cooperation 
with civil society and development partners. Redeploying staff from ADB headquarters to the 
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Lao Resident Mission may need to be considered to monitor and evaluate the CSP; bolster 
partner coordination; strengthen policy dialogue; lead dialogue in public expenditure 
management in support of PEMSP; and develop a more programmatic response to the 
challenges facing the health, agriculture, transport, and education sectors, while further 
delegating implementation of lending operations.  
 

VI. RISKS AND RESULTS-BASED MONITORING AND EVALUATION 
 
A.  Risks  
 
106. Political and Governance. A concentration of key decision-making authority, an 
underdeveloped public accountability mechanism, a generally low level of human resource 
development, and limitations to people’s participation in decision-making remain risks to 
effective implementation of the CSP. To mitigate them, UNDP is leading efforts to strengthen 
overall management of the public sector and the CSP emphasizes reforms that are formulated 
openly, are feasible within the prevailing institutional context, are to be implemented 
incrementally and sequentially, and will generate short-term, visible payoffs. Policy dialogue will 
focus primarily on governance issues, and the policy and institutional environment will continue 
to be monitored through the performance-based allocation policy process, through close 
coordination with the World Bank and International Monetary Fund, and through economic, 
thematic, and sector work.  
 
107. Fiscal. Debt sustainability, lower than targeted domestic revenue collection, insufficient 
recurrent budget expenditures, and a shortage of counterpart funds, pose considerable risks to 
the Government’s efforts to maintain financial stability, meet its SEDP6 investment plan targets, 
and improve access to and the quality and sustainability of core public services. ADB will 
continue to engage in dialogue with the Government to improve the domestic revenue effort, 
strike a better balance between capital and recurrent spending, and tighten public investment 
priorities within a medium-term fiscal framework. Advisory support will be focused on 
strengthening public sector financial management and reforming state commercial banks, 
measures essential to putting public finance on a sound footing. To help ensure that public debt 
levels remain manageable, ADB assistance will be on concessionary terms, with up to half 
provided on a grant basis. Shifting ADB support from site-specific investments to sector-based 
assistance, and implementing ADB’s new approach to cost sharing and eligibility of 
expenditures for ADB financing, will help in fiscal management.  
 
108. NT2 Implementation. Ensuring that NT2 environmental and social safeguards are 
adhered to, and that public revenues generated from NT2 are used for additional poverty 
reduction outlays, is a key challenge. However, the Government’s capacity to enforce 
environmental laws and meet social safeguards is limited. ADB will maintain avenues for policy 
dialogue and intensive monitoring and supervision of the project, with ADB officers dedicated for 
this purpose. In addition, the Nam Theun 2 Power Company Limited is obliged to provide 
technical and financial support to mitigate all and any environmental and/or social safeguard 
effects should the need arise. Meanwhile, the Government has agreed to implement a PEMSP. 
This will be supported through the World Bank’s poverty reduction support operations and ADB 
technical support. Support will include NT2 revenue-tracking measures, and strengthening of 
the public accounting system and State Audit Organization.  
 
109. Escalating Environmental and Social Costs. Regional integration, combined with 
growing dependence on mining, hydropower, and commercial agriculture projects, exposes the 
poor to growing risks of involuntary resettlement, deforestation, environmental degradation, 
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HIV/AIDS, and trafficking. To help mitigate these risks, ADB’s public and private sector 
operations will be implemented to the highest environmental and social standards. Through 
policy dialogue initiated under the ADB environment and social program loan21 and a follow-up 
program sponsored by the World Bank, ADB will encourage the Government to apply these 
standards to all existing and new resource-intensive projects. In addition, ADB’s regional 
program will help combat the cross-border transmission of communicable diseases; mainstream 
HIV/AIDS prevention measures in projects along the main economic corridors; preserve 
biodiversity corridors; and track progress in implementing the new environmental laws and 
regulations.  
 
110.  Global Market Risk. A challenging external environment poses risks to the economic 
growth assumptions underlying the CSP outcomes. Global security shocks or regional 
communicable disease outbreaks may undermine the recovery in the tourism sector, while 
garment exports could be adversely affected by the phasing-out of the Multi-Fiber Arrangement 
trade preferences. The CSP acknowledges the seriousness of these risks, but recognizes that 
more open and competitive global markets also present opportunities for the provision of labor-
intensive goods and services. To help manage risks arising from global market uncertainties, 
the CSP emphasizes improving competitiveness and efficiency, building the skills base, 
deepening regional integration, diversifying exports, and nurturing new sources of private- 
sector-led growth.  
 
B. Performance Monitoring and Evaluation 
  
111. Robust monitoring and evaluation systems are required to actively manage ADB 
assistance to the Lao PDR. ADB will harmonize its efforts with those of the Government and 
other development partners and stakeholders, and will use national systems to the greatest 
extent possible. Provision will be made to build capacity to generate and utilize the information 
required for accurate and timely decision making.  
 
112. The Committee for Planning and Investment (CPI) is responsible for coordination and 
formulation of the national socioeconomic development plans and the public investment 
programs. The National Statistics Centre (NSC) in the CPI monitors and evaluates the 
outcomes and impacts of the plans and has begun to establish a uniform and consistent 
national database on economic, social and governance indicators. In consultation with other 
government agencies, it has prepared a list of about 100 core indicators to monitor the MDGs 
and other development outcomes, including those of SEDP6. The Department of General 
Planning in the CPI has been monitoring and evaluation of progress on plan implementation. 
The CPI relies on periodic reports from the line ministries, agencies, and localities to gather 
information on plan implementation, and it compiles summary reports for the Government and 
the National Assembly. The Poverty Reduction Planning Division in the Department of General 
Planning has been assigned the task of establishing a poverty reduction monitoring and 
evaluation system, while monitoring and evaluation of poverty reduction outcomes and impacts 
will be undertaken by the NSC.  
 
113. The present system of monitoring and evaluation has a number of weaknesses. The 
framework for statistical data collection and reporting is underdeveloped. While the NSC has 
improved its capacity considerably in recent years, it remains highly dependent on external 
assistance, and there are inconsistencies and coverage problems in the national accounts, and 

                                                 
21 ADB. 2001. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the Lao 

People’s Democratic Republic for the Environment and Social Program Project. Manila.  
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in the trade, fiscal, and monetary databases. Performance monitoring is made difficult by gaps, 
quality deficiencies, and delays by line ministries, agencies, and provinces and districts in 
providing information to CPI. Most performance monitoring information is descriptive, and 
capacity limitations and communications bottlenecks impede the timely flow of information.22  
 
114. The NSC has been receiving assistance from ADB, Sida, UNDP and other partners to 
improve its operations and establish a uniform and consistent national database on 
development indicators. In addition, UNDP has been helping the Department of General 
Planning to implement the SEDP6 and establish a monitoring and evaluation system for it. ADB 
will continue to support the NSC to strengthen its capacity to collect, analyze and disseminate 
data, in particular national poverty estimates. In collaboration with other development partners, 
ADB will assist the Ministry of Finance to strengthen its accounting, auditing, and reporting 
functions, including expansion of the automated treasury system. ADB will pay attention to 
developing capacity for monitoring and evaluation of sectors, including the introduction of 
results-based management principles. Capacity for public resource management will also be 
improved and increasing use will be made of government systems to track and assess progress 
in SEDP6 implementation for ADB’s internal assessment of the Lao PDR’s development results.  
 
115. In addition to tracking overall progress in poverty reduction and the delivery of key 
results, ADB will regularly assess and report on: (i) progress in meeting MDG commitments; 
(ii) the status of reforms that are conducive to PSD and economic diversification, (iii) sector 
portfolio performance; (iv) lending and nonlending assistance in the next 3 years to ensure the 
relevance and effectiveness of ADB assistance; and (v) the performance-based allocation of 
ADF resources based on an assessment of macroeconomic management, policy and 
institutional reform, and portfolio management. A midterm review of the CSP will be undertaken 
in 2009, drawing on the ongoing monitoring systems and the results framework in Table 4. 
 

                                                 
22 Barbarie, Alain. 2006. National Growth and Poverty Eradication Strategy Monitoring and Evaluation System. 

Vientiane (prepared for UNDP). 
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Table 4: Country Strategy and Program Results Framework (2007–2011) 
 

Government’s Medium-Term Development 
Agendaa 

Asian Development Bank Strategic Focus 

Strategic Goalsb Key Constraintsc Outcomes/Outcome 
Indicatorsd 

Tracking Indicators/ 
Milestonese 

ADB Interventions 
to Support 
Outcome(s) 

Risks 

Pillar I: Sustainable Pro-Poor Economic Growth 

Private sector activities 
increased 
 
• Number of formal 

sector enterprises (i.e. 
with more than 50 
employees) increased 
by 15% per annum 

 

FDI laws are revised in 
2007  
 
Time required for small and 
medium-sized enterprises 
(SMEs) to start a business 
reduced from almost 200 
days in 2005 (annually) 
 

Support for SME and 
private sector 
development 
 

May not be fiscally 
sustainable 
 

• Domestic credit 
increased from 12% 
of GDP in 2005 to 
18% in 2011 

 
 

State-owned commercial 
banks (SOCBs) 
restructuring through 
strategic partners 
 
Developed Government 
bond market in 2008/2009 
 

Financial sector reform 
(ongoing) 
 
 

 

Policies and institutional 
capacity to support pro-
poor private sector-led, 
sustainable growth 
improved 

Underdeveloped private 
sector (over-regulation of 
the enterprise sector; 
limited access to 
financial services; limited 
capacity to attract and 
sustainably manage 
large scale investment) 
 

• Rural households with 
transactions in a 
licensed or registered 
financial institution 
increased from 5% in 
2005 to 15% in 2011 

 
• Foreign direct 

investment (FDI) in 
the agriculture sector 
for export-oriented 
products increased 
from $22 million in 
2005 to about $88 
million in 2011  

Share of expenditures for 
research, extension 
services, market 
information, and livestock 
disease control increased 
(annually) 
 

Commercial 
agriculture 
development 
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Agendaa 

Asian Development Bank Strategic Focus 

Strategic Goalsb Key Constraintsc Outcomes/Outcome 
Indicatorsd 

Tracking Indicators/ 
Milestonese 

ADB Interventions 
to Support 
Outcome(s) 

Risks 

• Electricity exports 
increased from 360 
megawatts (MW) in 
2005 to 1,500 MW in 
2010  

Energy regulatory body 
(i.e., a revamped National 
Energy Committee) to 
foster and oversee private 
investment in the energy 
sector established by 2009 

Public–private 
partnerships for power 
generation and export 

 

Unexpected 
impediments to NT2 
implementation 

   GMS Power Trade 
Operating Agreement 
signed by 2008/09 
 
Nam Theun 2 Hydroelectric 
Project (NT2) successfully 
implemented in 2009/10 

Power connectivity 
and regional power 
exports 

 

 
Limited market access 

 

Regional trade and 
investment flows 
increased 
 
Value of intraregional 
exports from Lao PDR to 
other GMS countries 
increased from $188 
million in 2004 to about 
$370 million in 2011  
 

Average border crossing 
clearance times at major 
international land border 
checkpoints in Lao PDR 
decline to 60 minutes for 
commercial vehicles by 
2007, 45 minutes by 2008, 
less than 30 minutes by 
2009 

 

Transport/economic 
corridor development 
 

 Limited access to 
infrastructure 
 

Transport corridors 
become economic 
corridors 
 

  

Increase in trafficking of 
women, children and 
wildlife 
 
Increase in transmission 
of communicable 
diseases, e.g., 
HIV/AIDS, SARS, avian 
influenza  
 

  • Total electrification 
ratio increased from 
41% in 2005 to 55% 
in 2011 

 

Transmission and 
distribution losses reduced 
from 19% in 2005 to 17% 
in 2010 
 

  

  • Transport cost 
reduced by 15% 
between 2005 and 
2011 

Northern transport corridor 
completed in 2007. Power 
grid extended along the 
corridor by 2012 
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Government’s Medium-Term Development 
Agendaa 

Asian Development Bank Strategic Focus 

Strategic Goalsb Key Constraintsc Outcomes/Outcome 
Indicatorsd 

Tracking Indicators/ 
Milestonese 

ADB Interventions 
to Support 
Outcome(s) 

Risks 

   
• Tourist arrivals 

increased by 40% 
between 2005 and 
2011 

 
• Business licenses and 

registrations in 
Savannakhet 
increased 

 
Northern GMS transport 
network extended (i.e. road 
connections between 
Sayabury/ Luang Prabang 
and Thailand under 
construction) 
 
Increase in road 
maintenance fund (share of 
user charges from 40% in 
2005 to 65% in 2010) 
 

 
 
 
 
 
 
 
 
Transport sector asset 
management 
improved 
 

 

   One window system at 
major international land 
border checkpoints 
established by 2008 
 

Trade facilitation 
 

 

 Limited capacity for 
conservation, 
sustainable management 
of shared resources and 
social issues 
 

Measures to mitigate 
negative impact of 
development in GMS 
economic corridors, 
including human 
trafficking, in Lao PDR 
adequately implemented 
 
 

Environment impact 
assessments of GMS 
economic corridors 
undertaken by 2008 and 
biodiversity corridors 
established by 2008  
 

Biodiversity corridors 
linked to economic 
corridor development 

Insufficient capacity for  
surveillance and 
enforcement of 
environmental/social 
safeguards on both sides 
of the border 
 

Pillar II: Inclusive Social Development 

Pace of social 
development to meet the 
Millennium Development 
Goals (MDGs) 
accelerated 

Poor quality of education 
because of insufficient 
recurrent finance and 
lack of trained teachers, 
books and supplies  

Primary enrollment 
increased from 84% in 
2005 to 90% in 2011 
 
Quality of primary health 
care improved 
 

Education sector-wide 
approach introduced in 
2007 
 
Recurrent expenditure 
share in education and 
health sectors increased 
(annually) 
 

Foster sector 
coordinated 
approaches for: 
 
• Education sector 

development 

Lack of readiness to 
realign investment and 
recurrent expenditure 
ratios 
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Agendaa 

Asian Development Bank Strategic Focus 

Strategic Goalsb Key Constraintsc Outcomes/Outcome 
Indicatorsd 

Tracking Indicators/ 
Milestonese 

ADB Interventions 
to Support 
Outcome(s) 

Risks 

 
Inadequate access and 
affordability in health 
sector because of 
inadequate spending on 
recurrent costs, weak 
management systems, 
and insufficient staff 
skills  
 

• Infant mortality rate 
reduced from 60 per 
1,000 live births in 
2005 to 40 in 2011 

 
• Maternal mortality 

ratio reduced from 
350 per 100,000 live 
births to 200 by 2011  

 

Existing primary health 
facilities upgraded during 
2007–2011 
 
Number of trained health 
workers (doctors, nurses, 
paramedics, village 
volunteers) increased  
 

• Health sector 
development 

 

Recurrent expenditure 
budgets may not be 
available 
 

 Insufficient financial 
sustainability and 
management capacity to 
deliver clean water 

Access to clean drinking 
water services increased 
from 50% of the 
population in 2005 to 
75% in 2011  
 

Targeted subsidies, credit 
facilities for primary health 
during 2007–2011 
introduced 
 

 Counterpart project 
finance may not be 
available 
 
 

  Income poverty levels 
using the national 
poverty line reduced to 
15% by 2011 
 
Participatory poverty 
assessment confirms 
that rural welfare is 
perceived to be 
improving and that 
women are increasingly 
empowered 
 

Urban water supply 
coverage in main under-
served urban centers 
extended during 2007–
2011 
 
 
 
 

• Urban water 
development  

 

Pillar III: Good Governance and Capacity Development 

Fiscal sustainability 
restored. Budget and 
poverty reduction 
priorities aligned. 

Tenuous fiscal position 
because of a fall in 
Government revenues 
and increase in debt 
service 

Government revenues 
increased from 10.9% of 
GDP in 2005 to 15% in 
2011 
 

Revenues increased by 
about 1 % of GDP annually
 

Implementation of 5-
year Public 
Expenditure 
Management 
Strengthening 
Program 
 

Weak revenue effort 
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Government’s Medium-Term Development 
Agendaa 

Asian Development Bank Strategic Focus 

Strategic Goalsb Key Constraintsc Outcomes/Outcome 
Indicatorsd 

Tracking Indicators/ 
Milestonese 

ADB Interventions 
to Support 
Outcome(s) 

Risks 

 
Budget is not closely 
linked to the SEDP6 
priorities 
 
Capital investment 
excessive compared to 
recurrent outlays  
 

Share of recurrent 
expenditures increased 
from 39% in 2005 to at 
least 60% in 2011 
 

Medium-term expenditure 
framework used as guide 
for public spending in four 
key sectors during 2007–
2010 
 
Share of recurrent 
expenditures increased by 
about 5% annually 
 

Public Expenditure 
Management 
Strengthening 
Program Institutional 
Reforms 
 

Lack of political support 
for PEMSP reforms 
 
 

 Weak treasury 
management, fiscal 
accounting, and auditing 
and reportinG 

 NT2 (including policy 
conditions) implemented 
during 2006–2009 and 
revenues used for poverty 
spending from 2010 
 
Financial statement and 
audit report published 
(annually) 
 

NT2 framework 
implementation 
 

NT2 reforms delayed 
 
 

Capacity of selected 
sectors developed. 
Capabilities of public 
officials improved.  
 

Weak capacity of public 
institutions and public 
officials 

Sector strategies, 
improved budgeting, 
planning and 
management capabilities 
established in ministries 
in which ADB is 
providing support  

Each operation includes a 
needs assessment and 
specific long-term capacity 
development program 
 
Progress of capacity 
development program 
monitored (annual CPRM) 

All loans approved 
during 2007–2011 
(including GMS loans) 
include a capacity 
development 
component 
 
GMS: Phnom Penh 
Plan 

Inadequate civil service 
performance incentives 

a Selected components of the long-term national development agenda that overlap with ADB's strategic priorities in the Lao PDR. 
b Strategic goals of the National Growth and Poverty Eradication Strategy (NGEPS) and the Sixth Five-Year National Socio-Economic Development Plan 

(SEDP6). 
c As identified in the NGEPS, the SEDP6, and sector and thematic assessments undertaken by ADB and development partners.  
d  Achievement of these outcomes is the combined responsibility of the Government and its development partners, including ADB, the private sector, civil society, 

and other development agencies.  
e Indicators to track success of implementation toward expected outcomes. Baselines, indicative targets, and indicators for monitoring progress have been 

identified and will be updated regularly. 
Sources: Government of Lao PDR. 2003. NGPES and Government of Lao PDR. SEDP6, 2006–2010. Draft, January 2006. 
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COUNTRY AND PORTFOLIO INDICATORS, AND ASSISTANCE PIPELINE 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 

Goals and Targets Country Status 
Goal 1: Eradicate extreme poverty and hunger 
Target 1: Halve, between 1990 and 2015, the proportion 
of people whose income is less than $1 a day 

Poverty incidence has significantly declined from 48% in 
1990 to 32.7% in 2003. While the national target is 
therefore likely to be achievable, more efforts are 
needed to reduce poverty still further.  

Target 2: Halve, between 1990 and 2015, the proportion 
of people who suffer from hunger 
 

In 1998, 29% of the population suffered from nutritional 
deficiencies, compared with 31% in 1990. Income-
generating activities are imperative to improve the 
nutritional status of people in the upland areas. 

Goal 2: Achieve universal primary education 
Target 3: Ensure that, by 2015, children everywhere, 
boys and girls alike, will be able to complete a full course 
of primary schooling 
 

The proportion of children reaching grade 5 had 
increased to 62% in 2000/2001. The quantity and quality 
of education needs to be improved to attract and 
maintain increasing numbers of students, particularly in 
rural areas. 

Goal 3: Promote gender equality and empower women 
Target 4: Eliminate gender disparity in primary and 
secondary education preferably by 2005 and to all levels 
of education no later than 2015 
 

The ratio of girls to boys in primary and secondary 
education increased from 74.9% in 1990 to 90% in 
2002. The ratio of literate females to males (15–24 years 
of age) increased from 76% in 1990 to 85% in 2002. 

Goal 4: Reduce child mortality 
Target 5: Reduce by two thirds, between 1990 and 2015, 
the under-5 mortality rate 

The under-5 mortality rate declined from 170 per 1,000 
live births in 1990 to 106 in 1999. The infant mortality 
rate dropped to 87 per 1,000 live births in 2002. The 
target is likely to be met. 

Goal 5: Improve maternal health 
Target 6: Reduce by three quarters, between 1990 and 
2015, the maternal mortality ratio (MMR) 
 

The MMR dropped to 530 (per 100,000 live births) in 
2000 and further to 350 in 2005. Progress towards this 
MDG is on track, but further improvements in nutrition 
and reproductive health care will be needed if the 
present positive trend is to be sustained until 2015. 

Goal 6: Combat HIV/AIDS, malaria, and other diseases 
Target 7: Have halted by 2015, and begun to reverse, the 
spread of HIV/AIDS 

HIV prevalence currently remains low at 0.06%. With 
increasing regional integration, increased efforts and 
awareness are needed. 

Target 8: Have halted by 2015, and begun to reverse, the 
incidence of malaria and other major diseases 
 

The death rate associated with malaria decreased from 
9 per 100,000 in 1990 to 3.5 in 2002 but malaria 
incidence has remained unchanged. The Lao PDR was 
declared polio-free in 2000. 

Goal 7: Ensure environmental sustainability 
Target 9: Integrate the principles of sustainable 
development into country policies and programs and 
reverse the loss of environmental resources 

Environmental management is a pillar of the National 
Growth and Poverty Eradication Strategy. 

Target 10: Halve, by 2015, the proportion of people 
without sustainable access to safe drinking water 

Improvements have been stalled on the percentage of 
the population with access to safe water. In 2004, the 
percentage was 37%. ADB’s ongoing and planned 
urban water supply project will help accelerate progress 
towards achieving this goal. 

Target 11: Have achieved, by 2015, a significant 
improvement in the lives of at least 100 million slum 
dwellers 

Slum dwellers are not a serious problem. The 
percentage of the urban population with access to 
sanitation increased significantly from 30% in 1990 to 
67% in 2000. 

ADB = Asian Development Bank, HIV/AIDS = human immunodeficiency virus/acquired immunodeficiency syndrome, 
Lao PDR = Lao People’s Democratic Republic, MDG = Millennium Development Goals. 
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Table A1.2: Country Economic Indicators 
 

Year  
Item 2001 2002 2003 2004  2005a 
      
A.  Income and Growth      
 1. GDP per Capita ($, current) 321.6 332.3 356.8 440.4 491.1 
 2. GDP Growth (%, in constant prices) 5.8 5.9 5.9 6.8 7.2 
  a.  Agriculture 4.1 3.9 2.6 3.2 3.5 
  b.  Industry 9.7 10.1 11.1 12.3 13.0 
  c.  Services 5.8 5.7 7.1 7.4 8.0 

B.  Saving and Investment (current and market prices, % of GDP) 
 1.  Gross Domestic Investment 21.0 21.2 21.8 17.4 16.7 
 2. Gross National Saving 14.1 15.6 18.7      12.5 12.8 

C. Money and Inflation (annual % change)  
 1. Consumer Price Index 7.5 10.6 15.5 10.5 5.9 
 2. Total Liquidity (M2)  17.0 18.23 18.29 18.14 19.28 

D. Government Finance (% of GDP)b  
 1. Revenuec 12.6 13.4 11.0 11.9 11.7 
 2. Expenditure and Onlending 20.2 21.7 18.8 16.7 17.6 

3. Overall Fiscal Surplus (Deficit)  (4.4)  (3.3) (5.8) (3.4) (3.8) 

E. Balance of Payments      
 1. Merchandise Trade Balance (% of GDP) (12.4) (11.7) (9.8) (7.7) (8.3) 
 2. Current Account Balance (% of GDP)d (8.3) (7.2) (7.6) (13.2) (16.4) 
 3. Merchandise Export ($)  
  (annual % change) 

5.8 2.2 24.9 12.8 25.1 

4. Merchandise Import ($) 
  (annual % change) 

(9.4) (2.6) 14.0 34.4 8.0 

F. External Payments Indicators      
1. Gross Official Reserves (in $ million) 

           (in months of prospective goods and  
  services imports) 

134.0 
2.4 

196.0 
3.0 

214.0 
3.7 
 

227.0 
3.4 

226.0 
2.9 

 2. External Debt Service  
  (% of exports of goods and services) 

6.8 6.7 6.7 9.5 9.0 

 3. Total External Debt (% of GDP) 82.7 88.8 103.4 91.5 85.4 

G. Memorandum Items      
 1. GDP (current prices, KN billion) 14,750.0 17,726.0 21,499.0 25,600.0 29,204.01 
 2. Exchange Rate (KN/$, average)   8,937.7 10,111.1 10,609.4 10,644.0 10,639.0 
 3. Population (million) 5.3 5.5 5.66 5.6 5.61 
      

( ) = negative, GDP=gross domestic product, KN = kip. 
a  Preliminary estimates. 
b  Figures are on a fiscal year basis, where fiscal year ends 30 September. 
c  Excluding grants. 
d  Excluding official transfers. 
Sources: National Statistics Center, Bank of the Lao PDR, Ministry of Finance, Committee for Planning and 
Cooperation, International Monetary Fund, and Asian Development Bank estimates.  
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Table A1.3: Country Poverty and Social Indicators 
 
 Period 
Item            1990          1995      Latest Year 
     
A. Population Indicators     
 1. Total Population (million) 4.14  4.5  5.60 (2005) 
 2. Annual Population Growth Rate  
  (% change) 

2.10  2.2 (1975–2003) 2.40 (2005) 

B. Social Indicators     
 1. Total Fertility Rate (births/woman) 6.0  5.6  4.5 (2005) 

2. Maternal Mortality Ratio  
 (per 100,000 live births) 

650.0  656 (1998) 350 (2005) 

3. Infant Mortality Ratio  
  (per 1,000 live births) 

120.0  104  70 (2005) 

 4. Life Expectancy at Birth (years) 49.7  51  61 (2005) 
  a. Female 51.0  52  63 (2005) 
  b. Male 49.0  50  59 (2005) 
 5. Adult Literacy (%) 56.5  60.0  73.0 (2005) 
  a. Female 43.0  47.9  56.0 (2002–2004) 
  b. Male 70.0  73.5  77.0 (2002–2004) 
 6. Primary School Gross Enrollment (%)a 63.0 (1990/91)b 69  84.0 (2005/06)b 
 7. Secondary School Gross Enrollment (%)a 31.8 (1991)  58.0 (2004/05)b 
 8. Child Malnutrition (% below age 5) 34.0  40 (2000) 30 (2005) 

9. Population Below Poverty Line  
      (national, %) 

46.1 (1992/93) 39.6 (1997/98) 30.7 (2005) 

 10. Population with Access to Safe Water (%) 28.0 (1990–1991) 53 (1999) 67 (2005) 
 11. Population with Access to Sanitation (%)  24.0 (1990–1991) 42 (1999) 48.28  (2005) 
 12. Public Education Expenditure (% of GDP) 1.9 (1991) 3.2 (1999–2001) 2.49 (2004/2005) 
 13. Human Development Index 0.246 (1991)  0.545 (2005) 
  Rank     141      133 (2005) 
 14. Gender-Related Development Index —   0.540 (2003) 
  Rank —      102 (2003) 
C. Poverty Indicators     
 1. Poverty Incidence 46.0 (1992/93) 38.6 (1997/98) 33.5 (2005) 
 2. Percent of Poor to Total Population     
            a.  Vientiane Municipality 33.6 (1992/93) 12.2 (1997/98) 26.2 (2002/03) 
            b.  North  51.6 (1992/93) 52.5 (1997/98) 35.5 (2002/03) 
            c.  Center 45.0 (1992/93) 34.9 (1997/98) 35.5 (2002/03) 
        d.  South 45.7 (1992/93) 38.4 (1997/98) 30.8 (2002/03) 
 3. Poverty Gap 11.3 (1992/93) 10.3 (1997/98) 8.0 (2003)c 
 4. Poverty Severity Index 4.2 (1992/93) 4.0 (1997/98) 2.8 (2003) 
 5. Inequalityd 28.6 (1992/93) 35.7 (1997/98) 33.0 (2002–2003) 
 6. Human Poverty Index —   38.2 (2003) 
  Rank —   72 (2003) 
     
— = not available, GDP = gross domestic product. 
a The gross enrollment ratio is defined as the number of students enrolled in a level of education, whether or not they 

belong to that age group for that level, expressed as the percentage of the population in the age group 6–10 years 
for primary school, 11–14 for lower secondary school, and 14–16 for upper secondary schools. 

b Net enrollment rates. 
c Poverty gap at $1 a day (%). 
d Refers to Gini index. The Gini index refers to inequality of per-capita real consumption, which takes into account 

differences in the cost of living and changes in monthly consumer prices. 
Sources: Government of Lao PDR. 2004. Laos Expenditure Consumption Survey 3—Poverty in Lao PDR; Committee 
for Planning and Investment; National Statistics Center; Ministry of Health, Lao PDR. 2005. Lao National Human 
Development Report. Vientiane; UNDP. 2004. Human Development Report. New York; Draft Country Analysis—Lao 
PDR. Hearing from the Government of Lao PDR. Vientiane; World Development Reports. Washington D.C.; World 
Bank. Various Years. World Development Indicators. Washington, D.C. 
 



Appendix 1 45

Table A1.4: National Environment Indicators 
 

Indicator 1985  Latest Year 
A. Energy Efficiency of Emissions     
 1. GDP/unit of energy use (PPP $/kgoe) __  2.431 

(kgoe) 
(2004) 

 2. Traditional fuel use (% of total energy use) __  61.7 (2004) 
 3. Carbon dioxide emissions      
   a.  Million tons __  16.4 (2004) 
   b.  Metric tons per capita __  0.2  (2002) 
B. Water Pollution: Water and Sanitation     
 1. Urban population with access to safe water (%) 47 (1990) 51.0 (2005) 
 2. Rural population with access to safe water (%) __  43.0 (2004) 
 3. Urban population with access to sanitation (%) 30 (1990) __  
C. Land Use and Deforestation     
 1. Forest area (million hectares) 11.15a (1992) 9.8  (2002) 
 2. Average annual deforestation       
  a.  square kilometers (km2) __  527.0  (1990–2000) 
  b.  % change __  0.4 

0.6 
(1990–2000) 
(2002) 

 3. Rural population density (people/km2 of arable land)   495.0  (2001) 
 4. Arable land (% of total land) 3.5 (1990) 4.0  (2002) 
 5. Permanent cropland (% of total land) 3.58b (1992) 5.06 (2002) 
D. Biodiversity and Protected Areas     
 1. Nationally protected area      
  a.  1,000 square kilometers (km2)   33.9 (2005) 
  b.  % of total land   14.3 (2005) 
 2. Mammals (number of threatened species)   60c (2002) 
 3. Birds (number of threatened species)   72 (2002) 
 4. Higher plants (number of threatened species)   2.0 (2000) 
 5. Reptiles (number of threatened species)         10 (2002) 
 6. Amphibians (number of threatened species)          —  
     7.  Fishes (number of threatened species)   9 (2002) 
E. Urban Areas     
 1. Urban population (million) 0.78 (1995) 1.2  (2003) 
  % of total population   20.7  (2003) 
 2. Per capita water use (liters/day)   —  
 3. Wastewater treated (%)   —  
 4. Solid waste generated per capita (kg/day)   0.75 (2004) 

— = not available, kg = kilogram, kgoe = kilograms of oil equivalent, km2 = square kilometer, PPP = purchasing power 
parity.  
a Current forest which has more than 20% of canopy density. 
b Include: rice paddy, agriculture plantation, and other agriculture land. 
c Number of threatened species include: critical endangered, endangered, vulnerable, least risk and those of data 

deficient. 
Sources: Asian Development Bank. 2004/2005. Key Indicators. Manila; United Nations Development Programme. 
2004. Human Development Report. New York; United Nations Environment Programme. 2001. State of the 
Environment in Lao PDR. Vientiane; National Statistics Centre, Committee for Planning and Cooperation; World 
Bank. 2004. World Development Indicators. Washington D.C.; World Bank. 2005. World Development Report. 
Washington D.C.; Ministry of Agriculture and Forestry. 2005. Forest Strategy to the Year 2020 of Lao PDR and 
Report on the Assessment of Forest Cover and Land Use during 1992–2002. Vientiane; Lao PDR Ministry of 
Communication, Transport, Post and Construction. 
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Table A1.5: Development Coordination Matrix 
 

Coordination 
Mechanisma 

 

• Overall country operations: round table meetings, monthly United Nations (UN) country team meetings, quarterly funding agency 
coordination meetings, country strategy and program mission consultations, and country portfolio review mission consultations 

• Sector and thematic areas: coordination through sector and crosscutting donor working groups, sector or subsector focus, and 
geographical focus (e.g., northern region) 

• Project level coordination: project processing and/or review mission consultations, cofinancing arrangement, and quarterly portfolio 
review meetings (QPRMs) 

 
Sectors Current ADB Other Development Partners’ Strategies and/or Main Activitiesb 

 Strategy/Activities Multilateral Institutions and the UN System Bilateral 
Agriculture and 
Natural Resources 

• Irrigation, rural finance, 
commercial agriculture 
support, shifting cultivation  

EC Livestock and integrated rural 
development; forest 
conservation 

Australia Grass cultivation for 
livestock 

  stabilization, agriculture 
production improvement, 
shifting cultivation 
stabilization 

FAO Improving protection from 
animal diseases (GMS 
countries); integrated for 
production sheet 

Finland Production forestry 
management 

  
• Environment policy, river 

basin development, industrial 
tree plantation 

 

IFAD Agriculture development; 
second rural development 

France Irrigation; biodiversity; 
basin watershed 
management; rural 
development; promotion 
of agriculture production 

 • GMS biodiversity corridor IRRI Rice production Germany Food security; rural 
development 
 

  MRC Agriculture; irrigation and 
forestry program; water usage 
program; environmental 
program 

Luxembourg Community initiative 
support; rural 
development project; 
community development 
 

  UNCDF  Eco-development and irrigation  Sweden Upland development; 
environment; 
environment 
management phase I 
 

  UNODC Shifting cultivation stabilization; 
balance approach to opium 
elimination 

USA Drug control 

  UNDP Agro-biodiversity; watershed 
management; biodiversity; 
multilateral environmental 
agreements 

Viet Nam 
 

Irrigation; Food 
production; survey and 
design of mine mapping 
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Sectors Current ADB Other Development Partners’ Strategies and/or Main Activitiesb 
 Strategy/Activities Multilateral Institutions and the UN System Bilateral 

  World Bank Agricultural development in 
Southern areas; sustainable 
forestry and rural development; 
rural livelihood; Nam Theun 2 
social environment 

  

Education  
 

• Basic education, teacher 
training (focus on the  

EC Basic education development in 
northern region 

Australia Basic education (girls); 
capacity building 

  northern region) 
 
• Strengthening  

UNICEF Basic education for girls; 
development of children and 
women 

Belgium Improvement for 
vocational training center 
(South) 

  decentralization education 
management 

World Bank Second education; education 
and health service delivery 

Denmark National capacity building 

    France Basic education; support 
Agriculture college 

    Germany Vocational training; non 
formal education; human 
resource development 
and economic marketing 
promotion  

    Japan Primary education; 
national university; 
scholarship support 

    Luxembourg Vocational training 
    Norway Strengthening education 

of law and training 
    Sweden Primary education 
Health, Nutrition, and 
Social Protection 
 

• Primary health care (focus 
on the northern region) 

 
• GMS communicable disease 

control 

ILO Social security, trafficking in 
women and child labor 

Australia Primary health care, 
health and social 
development, HIV/AIDS 
for Lao Red Cross, 
sustainable community 
livelihood in Vientiane, 
rural women in 
community development 
and family health care in 
Vientiane and 
Xaysomboune 

 
 

  UNICEF Child survival intervention, 
woman development, HIV/AIDS 

Belgium Rural development in the 
south, health system 
reform, social security 
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Sectors Current ADB Other Development Partners’ Strategies and/or Main Activitiesb 
 Strategy/Activities Multilateral Institutions and the UN System Bilateral 

  UNDP Gender resource information, 
trafficking of women and child 

Canada Rural development in the 
south 

  UNFPA Strengthening of health service 
through public health network 

France Training at Mahosot 
Hospital 

  World Bank Health system reform, malaria  Germany Primary health care 
   control, health service  Japan Malaria control, hospital  
   improvement Luxembourg Primary health care and 

planning, support for 
health sector 

    Sweden National drug policy 
program 

Energy • GMS power trade and 
transmission 

World Bank Rural electricity, non formal 
electricity 

France Transmission 
 

    India Transmission 
 • National-level power 

program 
 

    

Transport and 
Communications 

• GMS tourism infrastructure 
development 

 
• Rural access roads 

UNDP Support for information 
communication and technology 
systems 
 

Germany Rural communication 

Japan Roads, bridges, and 
GMS roads, improvement 
of international 
telecommunication 
systems 

  
• Road construction 
 

 

World Bank Infrastructure development; 
national road maintenance 

Sweden Road survey and 
maintenance, Road 8, 
radio station 
 

Water Supply, 
Sanitation, and 

• Urban development, 
Northern Water Supply and 

UNICEF Water supply and hygiene Australia Water supply program 
 

Waste Management  Sanitation World Bank Water supply sanitation Belgium Strategy planning for 
water supply and waste 
water 

  France Water supply extension 
  Japan Water supply 

improvement 
  

  

Sweden Rural water supply and 
sanitation 



           

 

 
49

Appendix 1

Sectors Current ADB Other Development Partners’ Strategies and/or Main Activitiesb 
 Strategy/Activities Multilateral Institutions and the UN System Bilateral 

Industry and Trade/ 
Finance 

• SOCB reform, rural and 
microfinance, SME and 
private sector development 

 
• Trade facilitation and cross- 

EC WTO accession, bank training, 
credit for small and medium 
enterprise; Livestock farmer 
support, increase farming 
profitability 

Australia Regional trade areas, 
reform ASEAN-Australia 
Development 
Cooperation 

  border transport agreement   Canada 
 

APEC Economic 
Integration Program: 
trade policy capacity 
building 
 

    Germany Human resource 
development for market 
economy program 
 

  UNDP Integration into international 
trading system, National Human 
Development Report on 
international trade and human 
development, ASEAN Support 
Project, Implementation of 
multilateral environmental 
agreements (MEAs) 
 

Finland 
 

Production management 

  UNIDO Industrial Governance, private 
sector development and SME 
promotion, manufacturing 
productivity, market access, 
investment and trade facilitation 
 

Sweden (Sida) Strengthening Fiscal 
Management: 
cooperation between Tax 
Department and Swedish 
Tax Board 

  World Bank Financial management, SOE 
reform 
 

  

Law and Public 
Sector Management 

• Public administration reform, 
public investment 
management, public  

EC Support to National Assembly 
and justice sector 

Australia Land titling phase II 

  accounting and audit, urban 
governance, capacity 
building 

UNDP Governance and public 
administration reform projects 
(GPAR), round table meeting 
support 
 

Belgium Social insurance for 
enterprise 
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Sectors Current ADB Other Development Partners’ Strategies and/or Main Activitiesb 
 Strategy/Activities Multilateral Institutions and the UN System Bilateral 

  World Bank Land titling Canada Economic feasibility of 
land titling study  
 

  Germany Capacity building, land 
management 
 

  

  

Japan Legal and judicial 
development, public 
investment plan 
 

ADB = Asian Development Bank, APEC = Asia-Pacific Economic Cooperation, ASEAN = Association of Southeast Asian Nations, EC = European Commission, 
FAO = Food and Agriculture Organization, GMS = Greater Mekong Subregion, GTZ = Deutsche Gesellschaft für Technische Zusammenarbeit, IFAD = 
International Fund for Agricultural Development, ILO = International Labour Organization, IRRI = International Rice Research Institute, Lao PDR = Lao People’s 
Democratic Republic, MRC = Mekong River Commission, Sida = Swedish International Development Cooperation Agency, SME = small and medium-sized 
enterprise, SOCB = state-owned commercial bank, SOE = state-owned enterprise, UN = United Nations, UNCDF = United Nations Capital Development Fund, 
UNDP = United Nations Development Programme, UNFPA = United Nations Population Fund, UNICEF = United Nations Children’s Fund, UNIDO = United 
Nations Industrial Development Organization, UNODC = United Nations Office on Drugs and Crime, USA = United States of America, WTO = World Trade 
Organization. 
a  Monthly UN country team meetings refer to organized regular consultations between funding agencies operating in the Lao PDR on sector/thematic focus areas 

of involvement. Quarterly portfolio review missions are conducted by ADB’s Lao Resident Mission on a quarterly basis to review progress of current operations 
and discuss portfolio implementation issues with the Government and funding agencies. As a practice, most ADB missions consult with the resident funding 
agencies in the Lao PDR. 

b  Areas of intervention where substantial investment or grant packages are implemented, programmed, or considered. 
Sources: Various development agencies’ reports and programs. 
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Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 
(public sector loans, as of 31 December 2005) 

 
  

Ratinga 
 

 
Net Loan 
Amount 

 
 

Total Highly 
Satisfactory 

 
Satisfactory 

Partly 
Satisfactory

Unsatis- 
factory 

 
Potential 
Problemb 

 
 

At Riskc 

Sector $ million %  No. %  No. %  No. %  No. %  No. %  No. %  No. (%) 
Agriculture and Natural  
 Resources 

56.34 12.39 4 18.18 0 0.00 4 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Education  43.79 9.63 2 9.09 0 0.00 2 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Energy 50.73 11.16 2 9.09 0 0.00 2 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Finance 20.34 4.47 2 9.09 0 0.00 2 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Health, Nutrition, and Social 
Protection 

21.54 4.74 1 4.55 0 0.00 1 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Industry and Trade 11.86 2.61 1 4.55 0 0.00 1 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Law and Public Sector 
Management 

0.00 0.00 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00 

Multisector 73.59 16.18 4 18.18 0 0.00 4 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Transport and  
 Communications  

155.62 34.22 5 22.73 0 0.00 5 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

Water Supply, Sanitation, 
and Waste 
Management 

 

20.91 4.60 1 4.55 0 0.00 1 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

 Total 425.04 100.00 22 100.00 0 0.00 22 100.00 0 0.00 0 0.00 0 0.00 0 0.00 

No. = number. 
a One rating for implementation progress and development objectives, based on the lower rating of either. 
b Potential problem loans are satisfactory loans but have four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
c A loan is "at risk" if it is rated as partly satisfactory, as unsatisfactory, or as a potential problem. 
Source: Asian Development Bank estimates.  
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Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 
(public sector loans, as of 31 December 2005) 

 

Disbursements and Transfers OCR ADF Total 

Disbursementsa    

 Total funds available for withdrawal ($ million) 20.00 434.71 454.71 

 Disbursed amount ($ million, cumulative) 11.10 209.76 220.86 

 Percentage disbursed (disbursed amount/total available) 55.51 48.25 48.57 

 Disbursements ($ million, latest year) 11.10 67.68 78.78 

 Disbursement ratio (%)b 55.51 21.50 23.54 

Net Transfer of Resources ($ million)c    

 2001 0.00 34.61 34.61 

 2002 0.00 37.66  37.66  

 2003 0.00 40.53  40.53  

 2004 0.00 31.00  31.00 

 2005 25.07 47.78 72.84 
ADF = Asian Development Fund, OCR = ordinary capital resources.  
a Includes all loans with disbursements during 2005. 
b Ratio of disbursements during the year over the undisbursed net loan balance at the beginning of the year less 

cancellations during the year. Effective loans during the year have also been added to the beginning balance of 
undisbursed loans. 

c Includes private-sector projects.  
Source: Asian Development Bank estimates.  
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Table A1.8: Portfolio Indicators—Evaluation Rating by Sector 
(2001–2005) 

 
 Highly 

Successful 
 

Successful 
Partly 

Successful 
 

Unsuccessful 
 

No Rating 
 

Total 
Sector No. %  No. %  No. %  No. %  No. %  No. % 

Agriculture and Natural 
Resources 
 

0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 

Energy 0 0.0 3 100.0 0 0.0 0 0.0 0 0.0 3 100.0 

Industry and Trade/Finance 0 0.0 0 0.0 1 100.0 0 0.0 0 0.0 1 100.0 

Education/Health, Nutrition, and 
Social Protection/Water 
Supply, Sanitation, and Waste 
Management 

 

0 0.0 0 0.0 1 100.0 0 0.0 0 0.0 1 100.0 

Transport and Communications 3 100.0 0 0.0 0 0.0 0 0.0 0 0.0 3 100.0 

Multisector 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 

      Total 3 37.5 3 37.5 2 25.0 0 0.0 0 0.0 8 100.0 

Source: Asian Development Bank project (program) audit reports.  
 
 
 
 
 
 
 
 



 

 

Appendix 1 
54 Table A1.9: Portfolio Implementation Status 

(public sector loans, as of 31 December 2005) 
 

    Net Loan Amount Closing Date  
 Loan   OCR ADF 

Approval 
Date 

Effective
Date Original Revised Progress 

Sector No. Seg Title ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (% complete) 

AG 1788  Decentralized Irrigation 
Development and 
Management Sector Project 

0    17.19 28-Nov-00 07-May-01 30-Jun-07  70 

AG 1933  Nam Ngum River Basin 
Development Sector Project 

0     16.28 11-Nov-02 11-Feb-04 31-Mar-09  10 

AG 1949  Small Holder Development 
Project 

0       13.01 28-Nov-02 18-Jun-03 31-Oct-09  15 

AG 2086  Northern Community 
Managed Irrigation Sector 
Project 

0         9.86 05-Jul-04 14-Oct-04 30-Apr-11  7 

ED 1621  Basic Education (Girls) 
Project 

0      21.23 25-Jun-98 31-May-99 31-Jul-05 31-Jul-07 80 

ED 1844  Second Education Quality 
Improvement Project 

0       22.56 28-Sep-01 05-Mar-02 30-Jun-08  41 

EN 2005  Northern Area Rural Power 
Distribution Project 

0       30.73 18-Sep-03 08-Mar-04 30-Sep-08  16 

EN 2162  GMS Nam Theun 2 
Hydroelectric Project 

20.00 0 04-Apr 05 30-May-05 30-May-10  2 

FI 1931 2 Technical Assistance Loan: 
Banking Sector Reform 
Project 

0         4.35 14-Nov-02 04-Mar-03 30-Jun-06  28 

FI 1946 1 Banking Sector Reform 
Program 

0       15.98 28-Nov-02 07-Mar-03 31-Dec-06  32 

HL 1749  Primary Health Care 
Expansion Project 

0       21.54 24-Aug-00 10-Jan-01 30-Jun-07  82 

IN 1970  GMS: Mekong Tourism 
Development Project – Lao 

0       11.86 12-Dec-02 06-Aug-03 30-Jun-08  49 

   Total  20.00  184.59      
ADF = Asian Development Fund, AG = agriculture and natural resources, ED = education, EN = energy, FI = finance, GMS = Greater Mekong Subregion, HL = 
health, nutrition, and social protection, IN = industry and trade, LAO = Lao People’s Democratic Republic, no. = number, OCR = ordinary capital resources, seg = 
segment (pertaining to loans with more than one withdrawal authority). 
Source: Asian Development Bank.   
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 Loan   

Cumulative 
Contracts/ 

Commitments 

 
Cumulative 

Disbursements Rating 

 
 

Potential 

 
 

At  
Sector No. Seg Title ($ million) ($ million) IP DO Problema Riskb 

AG 1788  Decentralized Irrigation 
Development and Management 
Sector Project 

       14.74         12.95  S S No No 

AG 1933  Nam Ngum River Basin 
Development Sector Project 

         2.32           2.26  S S No No 

AG 1949  Small Holder Development Project          2.25           1.33  S S No No 
AG 2086  Northern Community Managed 

Irrigation Sector Project 
2.67                    1.87  S S No No 

ED 1621  Basic Education (Girls) Project        16.42         15.42  S S No No 
ED 1844  Second Education Quality 

Improvement Project 
         6.32           2.54  S S No No 

EN 2005  Northern Area Rural Power 
Distribution Project 

            25.08 1.58 S S No No 

EN 2162  GMS Nam Theun 2 Hydroelectric 
Project 

            11.07  11.10 S S No No 

FI 1931 2 Technical Assistance Loan: 
Banking Sector Reform Project 

         1.31           1.21  S S No No 

FI 1946 1 Banking Sector Reform Program          5.20           5.18  S S No No 
HL 1749  Primary Health Care Expansion 

Project 
       16.02           14.98 HS S No No 

IN 1970  GMS: Mekong Tourism 
Development Project - Lao 

         3.78           2.51  S S No No 

   Total         107.15           72.93      
AG = agriculture and natural resources, DO = development objectives, ED = education, EN = energy, FI = finance, GMS = Greater Mekong Subregion, HL = 
health, nutrition, and social protection, HS = highly satisfactory, IN = industry and trade, IP = implementation progress, no. = number, PS = partly satisfactory, S = 
satisfactory, seg = segment, U = unsatisfactory. 
a “Yes” for loans with four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
b A loan is considered "at risk" if it is rated as "PS" or "U" in either implementation progress or development objectives, or if it is a potential problem loan. 
Source: Asian Development Bank.  
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    Net Loan Amount Closing Date  
 Loan   OCR ADF 

Approval 
Date 

Effective
Date Original Revised Progress 

Sector No. Seg Title ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (% complete) 
MS 1688  Shifting Cultivation 

Stabilization Pilot Project 
0         5.63 11-May-99 11-Nov-99 31-Dec-05 31-Dec-06 90 

MS 1834  Vientiane Urban 
Infrastructure And Services 
Project 

0    28.83 23-Aug-01 18-Jan-02 28-Feb-07 31-Aug-07 82 

MS 1867  Environment and Social 
Program 

0   21.74 06-Dec-01 19-Feb-02 30-Jun-05 31-Aug-06 74 

MS 1994  Small Towns Development 
Sector Project 

0    17.39 28-Jan-03 06-Oct-03 31-Jul-09  24 

TC 1533  Xieng Khouang Road 
Improvement Project 

0    45.57 09-Sep-97 17-Feb-98 30-Jun-02 31-Dec-05 98 

TC 1727  GMS: East West Corridor 
Project 

0   32.28 20-Dec-99 21-Sep-00 31-Dec-04 31-Dec-06 88 

TC 1795  Rural Access Roads Project 0   27.55 07-Dec-00 16-May-01 30-Apr-05 30-Apr-07 66 
TC 1989  GMS: Northern Economic 

Corridor Project 
0    32.87 20-Dec-02 09-Feb-04 30-Jun-07  45 

TC 2085  Roads for Rural Development 
Project 

0   17.36 28-Jun-04 30-Jun-05 30-Jun-12  1 

WS 1710  Water Supply and Sanitation 
Sector Project 

0  20.91 16-Nov-99 10-Jul-00 30-Jun-06 30-Jun-07 84 

           
   Total  250.12      

ADF = Asian Development Fund; GMS = Greater Mekong Subregion; MS = multisector; no. = number; OCR = ordinary capital resources; seg = segment 
(pertaining to loans with more than one withdrawal authority); TC = transport and communications; WS = water supply, sanitation, and waste management. 
Source: Asian Development Bank.    

 



 
 

 

Appendix 1 
57 

 
 

     
 

 Loan   

Cumulative 
Contracts/ 

Commitments 

 
Cumulative 

Disbursements Rating 

 
 

Potential 

 
 

At  
Sector No. Seg Title ($ million) ($ million) IP DO Problema Riskb 

MS 1688  Shifting Cultivation Stabilization 
Pilot Project 

5.24  5.22  S S No No 

MS 1834  Vientiane Urban Infrastructure And 
Services Project 

19.94  14.32 HS S No No 

MS 1867  Environment and Social Program 16.29 16.15  S S No No 
MS 1994  Small Towns Development Sector 

Project 
6.14  2.42  S S No No 

TC 1533  Xieng Khouang Road 
Improvement Project 

44.53  45.24  S S No No 

TC 1727  GMS: East West Corridor Project 28.59  20.69  S S No No 
TC 1795  Rural Access Roads Project 24.97  19.75  S S No No 
TC 1989  GMS: Northern Economic Corridor 

Project 
20.09  9.64  S S No No 

TC 2085  Roads for Rural Development 
Project 

0.00 0.00      S S No No 

WS 1710  Water Supply and Sanitation 
Sector Project 

18.38  14.49  S HS No No 

          
      Total 184.16  147.93      

DO = development objectives; GMS = Greater Mekong Subregion; HS = highly satisfactory; IP = implementation progress; MS = multisector; no. = number; PS = 
partly satisfactory; S = satisfactory; seg = segment; TC = transport and communications; U = unsatisfactory; WS = water supply, sanitation, and waste 
management. 
a  “Yes” for loans with four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
b A loan is considered "at risk" if it is rated as "PS" or "U" in either implementation progress or development objectives, or if it is a potential problem loan. 
Source: Asian Development Bank. 
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58 Table A1.10: Assistance Pipeline for Lending Products, 2007–2009 

 
    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory   ADB   Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov't financing 

 
2007 Firm Loans           
     Health, Nutrition and Social Protection         
 1.Health Sector Development Program TI PSD/ISD SESS 2005 14.5 0.0 10.0 10.0 0.5 4.0 
   Subtotal     14.5 0.0 10.0 10.0 0.5 4.0 
 Industry and Trade          

 2. SME Development Program GI PSD/ECO SEGF 2004 10.5 0.0 10.0 10.0 0.5 0.0 
   Subtotal     10.5 0.0 10.0 10.0 0.5 0.0 
 Transportation and Communication           
 3. GMS Northern Transport Network  TI ECO SEID 2005 45.0 0.0 20.0 20.0 5.0 20.0 
     Improvement          
   Subtotal     45.0 0.0 20.0 20.0 5.0 20.0 
     Total      70.0 0.0 40.0 40.0 6.0 24.0 
2008 Firm Loans           
 Water Supply and Sanitation          
 1. Northern and Central Region GI ISD/ENV/ SESS 2006 32.0 0.0 20.0 20.0 1.5 10.5 
     Water Supply and Sanitation Sector  GAD        
   Subtotal     32.0 0.0 20.0 20.0 1.5 10.5 
     Total     32.0 0.0 20.0 20.0 1.5 10.5 
2009 Firm Loans           
 Agriculture and Natural Resources          
 1. Agriculture Sector Development  TI ECO SEAE 2008 32.0 0.0 20.0 20.0 1.5 10.5 
         Program           
   Subtotal     32.0 0.0 20.0 20.0 1.5 10.5 
 Energy        
     2. GMS: Northern Region Transmission GI ECO/RC SEID 2006 22.0 0.0 20.0 20.0 2.0 0.0 
   Subtotal     22.0 0.0 20.0 20.0 2.0 0.0 
     Total     54.0 0.0 40.0 40.0 3.5 10.5 
          

ADB = Asian Development Bank; ADF = Asian Development Fund; ECO = sustainable economic growth; ENV = environmental sustainability; GAD = gender and 
development; GI = general intervention; GMS = Greater Mekong Subregion; Gov’t = government; ISD = inclusive social development; OCR = ordinary capital 
resources; PSD = private sector development; RC = regional cooperation; SEAE = Southeast Asia Department Agriculture, Environment and Natural Resources 
Division; SEGF = Southeast Asia Department Governance, Finance and Trade Division; SEID = Southeast Asia Department Infrastructure Division; SESS = 
Southeast Asia Department Social Sectors Division; SME = small and medium-sized enterprises; TI = targeted intervention. 
Source: Asian Development Bank estimates.    
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Table A1.11: Assistance Pipeline for Nonlending Products and Services, 2007–2009 
 

   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
 
2007        
 Agricultural and Natural Resources       
  1. Building Sector Program Readiness for SEAE ADTA  700.0  0.0 700.0 
      Ministry of Agriculture and Forestry        
  2. Capacity Strengthening and Policy Support for 

Water Resources and River Basin Management 
SEAE ADTA  500.0  0.0 500.0 

   Subtotal    1,200.0  0.0 1,200.0 
 Industry and Trade        
  3. Capacity Building for Small and Medium Enterprises

(SME) Development 
SEGF ADTA TASF 400.0  0.0 400.0 

   Subtotal    400.0  0.0 400.0 
 Law, Economic Management, and Public Policy       
  4. Improved Financial Management Systems SEGF ADTA  1,000.0  0.0 1,000.0 
   Subtotal    1,000.0  0.0 1,000.0 
 Multisector       
  5. Building Capacities in Support of the Harmonization LRM ADTA  600.0  0.0 600.0 
   Action Plan        
   Subtotal    600.0  0.0 600.0 
         Total    3,200.0  0.0 3,200.0 
2008        
 Agriculture and Natural Resources       
  1. Agricultural Sector Development  SEAE PPTA  700.0  0.0 700.0 
   Project        
   Subtotal    700.0  0.0 700.0 
 Health       
  2. Support for National Health Program Development SESS ADTA  500.0  0.0 500.0 
   Subtotal    500.0  0.0 500.0 
 Law, Economic Management and Public Policy       
  3. Public Expenditure Planning for the SEDP6 Phase II SEGF   1,100.0  0.0 1,100.0 
   Subtotal    1,100.0  0.0 1,100.0 
 Transport and Communications       
  4. Building Sector Program Readiness in the SEID ADTA  700.0  0.0 700.0 
   Transportation Sector        
   Subtotal    700.0  0.0 700.0 
  Total (A)    3,000.0  0.0 3,000.0 
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   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
 
 GMS      
 Transportation and Communication       
  1. 2nd Northern GMS Transport Network Improvement SEID PPTA  700.0  0.0 700.0 
    Subtotal    700.0  0.0 700.0 
  Total (B)    700.0 0.0 700.0 
      Total (A) + (B)    3,700.0 0.0 3,700.0 
2009        
 Agriculture and Natural Resources        
  1. Agriculture Diversification and Commercialization: SEAE ADTA  400.0  0.0 400.0 
   Building Capacities to Realize the Potential        
   Subtotal    400.0  0.0 400.0 
 Education        
  2. Basic Education Sector Development Program SESS PPTA  700.0  0.0 700.0 
   Subtotal    700.0  0.0 700.0 
 Health        
  3. Health Sector Development Program  SESS PPTA  700.0  0.0 700.0 
   Subtotal    700.0  0.0 700.0 
 Law, Economic Management and Public Policy       
  4. Consolidation of the Public Expenditure 

Management Strengthening Program in the  
SEGF ADTA  700.0  0.0 700.0 

   Ministry of Finance        
   Subtotal    700.0  0.0 700.0 
 Multisector        
  5. Participatory Poverty Assessment  SEOC ADTA  500.0  0.0 500.0 
   Subtotal    500.0  0.0 500.0 
   Total    3,000.0  0.0 3,000.0 
         

ADB = Asian Development Bank; ADTA = advisory technical assistance; GMS = Greater Mekong Subregion; LRM = Lao PDR Resident Mission; PPTA = project 
preparatory technical assistance; SEAE = Southeast Asia Department Agriculture, Environment, and Natural Resources Division; SEDP6 = Sixth National Socio-
Economic Development Plan, 2006–2010; SEGF = Southeast Asia Department Governance, Finance, and Trade Division; SEID = Southeast Asia Department 
Infrastructure Division; SEOC = Southeast Asia Department Regional Cooperation and Country Coordination Division; SESS = Southeast Asia Department Social 
Sectors Division; TASF = Technical Assistance Special Fund. 
Source: Asian Development Bank estimates. 
 
 
 



Appendix 2 

 

61

PROCESS OF COUNTRY STRATEGY AND PROGRAM FORMULATION 
 

1. The preparation of the Lao People’s Democratic Republic (Lao PDR) country strategy 
and program (CSP) involved a 2-year analytical and consultative process that coincided with 
and contributed to the preparation of a national poverty reduction strategy (NPRS) which was 
later incorporated into the Government’s Sixth Five-Year Socio-Economic Development Plan 
(SEDP6). Regular consultations were undertaken throughout this process with different groups 
of stakeholders, and with Government ministries, departments, and executing agencies who are 
Asian Development Bank’s (ADB) main partners in formulating and implementing the CSP.  
 
2. Stage 1—Analytical Preparation. CSP preparation began in 2004 to support the 
Government’s preparation of an NPRS. Together with the other development partners, ADB 
supported the formulation of the Government’s National Growth and Poverty Eradication 
Strategy (NGPES) and was involved in providing feedback on the strategy as it evolved. At the 
same time, ADB supported the preparation of a development strategy for the northern region of 
Lao PDR, one of the poorest parts of the country. With the support and inputs of the ADB 
Regional and Sustainable Development Department (for governance, environment, gender, and 
private sector assessment), the Lao PDR Resident Mission and the Southeast Asia Department 
(SERD) undertook economic, thematic, and sector studies, some jointly with other development 
partners. Building on these analytic inputs and others provided by development partners,1 ADB 
supported a process aimed at mainstreaming the national poverty strategy and the northern 
development strategy into the SEDP6. Drafts of the SEDP6 were shared by the Government 
with ADB and the other development partners.  
 
3. Stage 2—CSP Completion Report Preparation In 2005, consultations were 
undertaken with selected representatives from the Government, development partners, and 
ADB staff in Lao PDR and in ADB headquarters to identify lessons learned from assistance 
provided during the ongoing CSP. The objective of this exercise was to prepare a CSP 
completion report that would: (i) review performance during the past CSP period; (ii) identify the 
strengths and weaknesses of ADB assistance; and (iii) derive lessons to guide the formulation 
of the next strategy and program. Drawing on secondary sources to track results at the national 
level, findings from the consultations, other ADB and independent evaluation reports, and 
portfolio monitoring reports, a CSP completion report was prepared. This was used to identify a 
series of lessons learned and issues to be addressed during the process of CSP preparation. 
The key findings and lessons-learned from the evaluation of the last CSP period are attached as 
Table A2.2. The CSP preparation process was linked closely to the country assistance program 
                                                 
1  Analytical studies by ADB and other development partners which provided useful inputs for the CSP included: 

ADB. 2000. Health and Education Needs of Ethnic Minorities in the Greater Mekong Subregion. Vientiane; ADB. 
2001. Country Economic Review Lao People’s Democratic Republic. Manila; ADB. 2001. The Banking and 
Financial Sector of Lao PDR. Manila; ADB. 2001b. Participatory Poverty Assessment. Manila; ADB. 2004. Northern 
Region Development Strategy. Vientiane (4 volumes); ADB. 2004b. Labor Market Issues Lao PDR. Manila; ADB. 
2005. Gender Assessment. Manila; ADB. 2005b. Country Environmental Assessment (draft). Vientiane; ADB. 
2005c. Country Governance Assessment (draft). Manila; ADB. 2005d. Private Sector Assessment and Strategy 
(draft). Manila; ADB. 2005e. Ethnic Minorities in Central Highlands of Viet Nam and Northern Lao PDR: Poverty 
Alleviation through Natural Resource Management (draft). Manila; ADB, International Monetary Fund (IMF), World 
Bank. 2002 and 2006. Lao PDR Public Expenditure Review. Vientiane.; Lao PDR Committee for Planning and 
Investment. 2004. National Growth and Poverty Eradication Strategy. Vientiane; Lao PDR Committee for Planning 
and Investment. 2005. Sixth Five-Year National Social Economic Development Program. Vientiane; ADB. 2005b. 
Roundtable Meeting background document, Vientiane; IMF. 2005 and 2006. Staff Reports for the Article IV 
Consultations; United Nations Country Team. 2006. Common Country Assessment. Vientiane; United Nations 
Development Programme. 2004–2005. UNDAF Good Practice. Vientiane; ADB. 2006. National Growth and 
Poverty Eradication Strategy Monitoring and Evaluation System. Vientiane; World Bank. 2005. Diagnostic Trade 
Integration Study. Washington DC; ADB. 2005b. Lao PDR Economic Monitor. Washington DC. 
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evaluation and sector assistance program evaluation preparation processes, the lessons and 
recommendations of which could be addressed early on. 
 
4. Stage 3—Stakeholder Consultations. Consultations and workshops were held in 
Vientiane with representatives of the Government, the private sector, nongovernment 
organizations (NGOs), and the main development partners in the last quarter of 2005 and the 
first quarter of 2006 to solicit inputs and promote shared ownership of ADB’s future strategies 
and program of assistance. A high-level committee was formed, with representatives of key 
Government ministries and agencies to help assist the CSP formulation process. These 
consultations focused on identifying Government priorities for future ADB assistance for poverty 
reduction; ensuring that ADB assistance was properly aligned to SEDP6 priorities; and 
harmonizing ADB assistance with that of other development partners and national stakeholders.  
 
5. As the transition process proceeds, the Government is shifting to becoming an enabler 
of the private sector and a provider of core public services. Consultations with national 
government stakeholders emphasized the need for ADB to continue to provide support in the 
four key sectors (agriculture, infrastructure, health and education) highlighted in the SEDP6 and 
the poverty reduction strategy. They identified a need to focus on improving service delivery, on 
obtaining the proper balance between recurrent and capital spending, and on enhancing the 
sustainability and impact of public spending. The Government highlighted the need to reduce 
transaction costs arising from many small technical assistance projects. They requested that 
ADB shift from a project to a program-support mode of assistance, i.e., to assistance for sector 
policy, planning, institutional improvement, recurrent cost support, selective investments, and 
donor coordination. The Government noted that ADB had accorded a high priority to 
infrastructure development in the past, and, while infrastructure remains important, human 
resource development is now a high priority for future assistance for poverty reduction. The 
Government also stressed the importance of a systematic, step-by-step, and long-term 
orientation to capacity building. The importance of fostering private sector development, and 
including the private sector in the provision of public services, was also highlighted.  
 
6. Government stakeholders asked ADB to take account of the nation’s fiscal situation. The 
Government has set strict limits on the volume of new public sector borrowing, and has 
requested that ADB attempt to further soften its assistance terms. A high priority will be 
accorded to improving revenue mobilization, and ADB’s continued support for fiscal and 
financial sector reform was strongly endorsed.  
 
7. The development partners expressed a keen interest in partnering with ADB and 
improving donor coordination. They particularly valued ADB’s support for social development, 
infrastructure, and financial management. Governance, capacity-building and private sector 
development remain important objectives for all partners, but progress in this area is mixed, and 
good practices are slow to emerge. The International Monetary Fund stressed the importance of 
maintaining macroeconomic stability, and cautioned that the Government’s headroom for 
external borrowing is limited, and will remain so until substantial progress is registered in 
revenue mobilization, commercial bank reform, and state enterprise reform. The development 
partners proposed that: (i) ADB deepen its country knowledge and ensure that its interventions 
reflect institutional capacity to absorb external assistance effectively; (ii) that past interventions 
in key areas (e.g., strategic corridors and the urban water supply) be completed and 
consolidated; (iii) that development partner consultation come at an early stage in the project or 
program formulation process; and (iv) that efforts to manage for results be kept simple, given 
limited government statistical reporting capacity. The development partners noted that external 
assistance coordination efforts are still in their formative stages, but efforts to improve 
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cooperation in key sectors and subsectors are emerging. Improvements to the Government’s 
priority-setting and greater Government ownership of the aid coordination process were cited as 
important to the effectiveness, impact and sustainability of external assistance. The 
development partners were particularly encouraged by the Government’s establishment of eight 
priority sectors and thematic working groups.  
 
8. Private sector representatives emphasized the importance of improving access to 
financing for small and medium-sized enterprise development and for capacity building of 
business associations. Improvements to economic infrastructure and the enabling environment 
for private sector development would be a priority. 
 
9.  NGOs described their operational mandates, which have to be approved by the 
Government, and indicated that NGO coordination remains at an early stage. They stressed 
they can be an effective agent for policy and governance reform, primarily at the local and 
provincial levels. They indicated their main strength is in providing services in remote areas, and 
in targeting assistance to the vulnerable and socially excluded. They encouraged ADB to 
convince the Government of the merits of improving access to information. NGO 
representatives also called on ADB to accord priority to encouraging Government to be more 
transparent and accountable, particularly with respect to project monitoring, evaluation, 
budgeting, and financial reporting.  
 
10. Local stakeholder consultations were conducted in Champasack Province in the south 
and Savannakhet Province in the center on 6–7 February 2006. These were followed by local 
consultations in Oudomxay, Luang Namtha and Bokeo provinces in the north on 20–22 March 
2006. A total of 162 participants attended these consultations, including 63 local government 
officials. Participants included the provincial vice governors, representatives from the provincial 
governor’s office, directors of provincial planning departments, sector line departments, the Lao 
Women’s Union, representatives from provincial chambers of commerce and private 
entrepreneurs, and officers responsible for the implementation of ADB’s projects. Approximately 
a quarter of the representatives in the local consultations were female. The local consultations 
focused on lessons learned from past ADB assistance, local development priorities, and the 
possible future role of ADB assistance.  
 
11. Local stakeholders said that ADB projects had contributed significantly to the 
development of the provinces and had made important improvements to poverty reduction, 
primarily through provision of rural roads and Greater Mekong Subregion (GMS) transport 
corridors, town development, water supply, agriculture, tourism, health care, and education. The 
key problems faced in implementing ADB projects included: (i) insufficient counterpart funds and 
diversion of counterpart funds for other requirements; (ii) delayed project implementation; 
(iii) complicated project documentation; (iv) delays in bidding procedures and slow approvals; 
and (v) delays in payments to contractors. Local stakeholders felt that the use of international 
standards for resettlement compensation was unrealistically high, given local market conditions. 
In addition, local stakeholders reported that ADB-supported tree plantations proved to be 
unviable due to high transport costs and low product prices. Moreover, facilities provided for 
education and health services were not sufficiently complemented by training programs for 
teachers and health workers, adequate teaching materials and text books, proper medical 
equipment and supplies, and sufficient recurrent finance.  
 
12. The main priorities of the local stakeholders were strengthening links to neighboring 
country markets, moving from subsistence agriculture to commercial agriculture, education, 
health care, rural transport, power, small town water supply, private sector development 
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(including foreign direct investment and access to finance and information and communications 
technology), eco-cultural tourism, and environmental protection (including watershed basin and 
natural resource management). Local stakeholders expressed interest in ADB assistance for: 
(i) improving the quality of education and health services through provision of text books, 
equipment and supplies, and capacity building for teachers and medical practitioners; (ii) land 
surveys and land zoning to foster commercialized agricultural and industrial production; 
(iii) construction of access roads to the economic corridors, town and cross-border markets, 
including the construction of markets near border areas to foster agriculture commercialization; 
(iv) development of industrial tree plantation concessions for foreign investors; (v) livestock 
development to meet local and export demand; and (vi) storage facilities and private sector 
finance for small and medium-sized enterprise, agribusiness and trade development. 
Environmental issues were an important crosscutting concern in all provinces, especially with 
regard to slash and burn cultivation in the north and watershed management in the 
Champasack region, which provides water for all four Southern provinces. In the north, a high 
priority was accorded to promoting rural electrification and water supply in villages and towns 
along the north–south economic corridor. Faced with severe resource constraints, local 
stakeholders proposed that ADB make efforts to relax its counterpart financing requirements, 
bolster its provincial agency consultations, and design projects with positive sector and regional 
synergies.  
 
13. Stage 4—Synchronizing with the SEDP6 and the NGPES. Following the 
Government’s decision to incorporate the NGPES into the SEDP6—and hence to mainstream 
poverty reduction into the national planning process—the schedule to prepare the CSP was 
adjusted to synchronize with the SEDP6 preparation and approval process. The development 
partners were regularly consulted during the preparation of SEDP6, and through the eight 
thematic groups established for local donor coordination, different aspects of SEDP6 were 
thoroughly vetted and reviewed. While the development partners identified some shortcomings 
in the SEDP6, the mainstreaming of poverty reduction strategies and the widespread and 
transparent consultation process in formulating SEDP6 were much appreciated. Drawing on an 
advanced draft of SEDP6, ADB’s Lao PDR Resident Mission and SERD prepared a series of 
economic, thematic, and sector strategies and road maps, designed to be results-oriented and 
aimed at aligning ADB assistance with the NPRS. Staff of the Private Sector Operations 
Department also helped update the sector and thematic strategies and plans. 
  
14. Stage 5—Synchronizing with the Regional CSP. The Lao PDR is at the geographical 
center of the Mekong, and an important part of ADB’s assistance to the country derives from its 
efforts to assist the process of regional integration. A regional assistance strategy was prepared 
for the members of the GMS in 2004 and was subsequently updated in 2005 and 2006.2 
Consultations were held with representatives of the government responsible for regional 
integration, and representatives from SERD, to identify strategic and programmatic options for 
generating positive synergies between ADB country assistance, and that to be provided to 
foster deeper regional integration. These consultations helped to identify areas in which the 
regional and national strategies and assistance programs could most effectively complement 
one another.  
 
15. Stage 6—Country Programming Mission (CPM). The CPM made an initial 
presentation on the proposed CSP to Government officials in May–June 2006. Consultations 
with Government stakeholders were organized by a high-level steering committee established to 
assist ADB in preparing the CSP. A series of round table meetings were attended by senior 
                                                 
2  ADB. 2004. The GMS Beyond Borders: Regional Cooperation Strategy and Program (2004–2008). Manila. 
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officials. This approach to the CPM proved very effective and time-efficient, providing 
Government stakeholders with a perspective of the CSP beyond their own sectoral or thematic 
responsibilities and stimulating reflection, interaction, and debate on broader strategic 
considerations of the CSP, and ways in which major implementation problems could be solved. 
In parallel, round table meetings were conducted with the development partners and NGOs to 
brief them on the CSP and to build partnerships for CSP implementation.  
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66Table A2.1: Country Assistance Program Evaluation (CAPE) Findings and  
Proposed Country Strategy and Program (CSP) Approach 

 
CAPE Recommendation CSP Approach 

(i) Need to address the problems of limited 
government absorptive capacity and 
ownership  

 

Greater government ownership is being fostered through capacity-building and readiness 
support. The CSP includes measures to reduce counterpart finance requirements to an 
affordable level in line with the new cost-sharing framework. Program support will be 
provided to contribute to meeting priority recurrent expenditure requirements. Public sector 
financial management reforms will include a focus on absorptive capacity (paras. 67, 79 
and 84).  

(ii) Need for greater sector selectivity The CSP drastically reduces the number of subsectors to be assisted directly; repositions 
ADB assistance to focus on integrated support for strategic investments, institutional 
development and policy reform in four key sectors from the national program and two from 
the Greater Mekong Subregion (GMS) program; and focuses on public sector financial 
management assistance as the main area in which core governance issues will be 
addressed. The number of loans and technical assistance (TA) projects proposed is one-
third of those proposed in the previous CSP. This reduction will contribute to focus and 
reduce transaction costs. The average loan size will be larger (para. 77). 

(iii)  Need for stronger harmonization and 
partnerships with other development partners 

The CSP signals ADB support to the Government to develop a harmonization action 
program. In each of the four key sectors of the national program, the CSP signals efforts to 
move, gradually, to sector assistance programs with agreed reform measures and 
investment programs that several development partners will support (para. 104). 

(iv)  Need to improve the results achieved by 
program lending 

ADB will assess Government readiness in each of the core areas in which program 
lending, as a component of a sector development program or program lending, is to be 
considered. The CSP signals the need for realistic, well-sequenced and locally owned 
reforms. It also notes that in the financial sector, where program lending performance has 
been mixed, ADB will rely primarily on policy dialogue to advance reform (para. 78).  

(v) Need to strengthen sector strategies with a 
focus on governance, anticorruption and the 
enabling environment for private sector 

Good governance, anticorruption activities, and private sector development are 
crosscutting themes in all of the sector strategies, with different measures identified to 
improve capacity, accountability and transparency in each sector. The CSP calls for a 
major improvement in public sector financial management, and this is an area which is at 
the root of weaknesses in governance, anticorruption efforts, and private sector 
development. Reform and capacity building in government budgeting, accounting, 
expenditure forecasting, debt management, and fiscal reporting will make a substantial 
contribution to improving the overall governance, integrity and private sector development 
setting (para. 67). 
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CAPE Recommendation CSP Approach 

(vi)  Need to improve the management of the TA 
program 

The CSP reflects the results of the TA rationalization exercise, which reduced the number 
of TA projects by about half and aligned these to CSP strategic priorities. The TA projects 
are now linked to results to be achieved in the CSP results framework, and are focused on 
a small number of key areas where capacity building support is identified as a high priority 
in SEDP6. The TA projects will complement either new or, in the case of Nam Theun 2 
Hydroelectric Project (NT2), ongoing operations. They will also complement initiatives by 
other development partners (paras. 68 and 77). 

(vii) Need to balance the coverage of the next 
CSP with available resources, particularly to 
strengthen aid coordination, policy dialogue 
and project implementation 

The CSP signals a need to strengthen resident mission capacity in the areas of project 
supervision, aid coordination and policy dialogue. More active management of the ongoing 
portfolio is a key theme of the CSP, and involves enhanced supervision, partner dialogue, 
policy dialogue and enhanced aid coordination. The new program is concentrated on 
developing sector-based assistance programs, in which partner coordination and policy 
dialogue figures prominently (para. 77). 

 
Development Effectiveness Committee (DEC) 
Recommendations 

CSP Approach 

Generally endorsed the seven recommendations 
of the CAPE, and noted that the CSP was 
expected to be based on in-depth analysis and to 
include detailed strategies and programs 
particularly in the areas of improving absorptive 
capacity development and governance, and 
grounded in an incentive-compatible results 
framework. 

The CSP is based on a detailed assessment of borrowing capacity, governance and 
institutional capacity, and it is on the basis of this that the strategies and program 
measures are based. The CSP emphasizes improving public sector financial management 
because this was found to be the most critical binding-constraint to improved fiscal 
capacity and better public sector governance. Sector specific capacity improvements are 
supported in agriculture, education, health, water supply and sanitation, and the GMS 
transport and energy sectors. Capacity building and governance results are explicitly 
referenced in the CSP results framework. 

Requested a section explaining specifically how 
the strategy had been translated into the 
operational program. 

A strategic framework section, drawing the links between the pillars and thematic 
strategies, and the program priorities have been included (Table 4). 

Requested a section explaining how the lessons 
learned from past portfolio performance were 
taken into account in the CSP. 

The section on lessons learned from past assistance covers portfolio performance, and the 
section on improving portfolio management addresses the manner in which these issues 
have been addressed (paras. 46–53).  

Requested a section documenting the CAPE’s 
and DEC’s recommendations and explaining how 
these were taken into account in the CSP. 

The recommendations of the CAPE and DEC and the response to them have been 
described in this table (Table A2.1) and in the main text (para. 51). 
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68Table A2.2: Country Strategy and Program (CSP) Performance Matrix (2002–2006) 
  

CSP Strategic Thrust  Major Progress in Priority Sector/Thematic Areas (2002–2006) Key Lessons  

Pillar I: Sustainable Economic Growth 
 
Rural development and 
market links: 
• urban–rural linkages 
• rural infrastructure 

development 
• agriculture productivity 
 

 
Agriculture: Rice self-sufficiency was achieved and rural income increased. 
Demonstration effects (for future private investment) were gained by piloting 
innovative approaches that will support moves toward a market-oriented agriculture 
sector. However, because of weak coordination among the interventions in the 
eight subsectors (including technical assistance [TA] projects), intended results 
were not fully achieved, although there were specific productivity gains for a 
number of crops and new cropping systems were introduced. 
 
Urban Development: The basic infrastructure of Vientiane and small towns was 
improved, access of rural farmers to urban markets was enhanced, and tourism 
increased. The impact was hampered by inadequate local resource mobilization, 
and slow progress on urban governance reform.  
 

 
• Need a paradigm shift to 

move decisively toward 
market-based agriculture 
development 

 
• Urban governance should 

focus on fostering municipal 
governance of key urban 
centers. Asian Development 
Bank (ADB) should support 
this process mainly through 
policy dialogue, until 
reforms are supported. 

 
Private sector 
development and regional 
integration: 
• infrastructure 
• business environment 
• catalytic investment 
• subregional cooperation 
 
 

Road: Connectivity to neighboring markets (in Thailand and the People’s Republic 
of China [PRC]) and sea-ports (in Viet Nam) was improved through east-west 
economic corridor, northern economic corridor, and the Xieng Khouang road 
improvement. This has contributed significantly to the integration of the national 
economy, regional trade, investment, and tourism. The road network is rapidly 
deteriorating and better mobilization of funding for the road maintenance fund is 
required. The rural access road projects provided the first tier of connectivity to 
markets–farm to rural or small towns.  
 

Energy: Power generation capacity and electricity exports have significantly 
increased. While the country earned a total of $550 million from electricity exports, 
a large portion of government revenues did not accrue to budget. The transmission 
and distribution project contributed to a substantial increase of access to electricity 
in the northern region. Successful implementation of the Nam Theun 2 
Hydroelectric Project (NT2) will build institutional capacity for social and 
environmental safeguards, revenue management and management of private–
public partnerships. The NT2 process has enhanced confidence of potential large-
scale foreign investors. The flagship financial management reforms will ensure that 
the revenues will be used for pro-poor public spending and priority environmental 
management. 

• Consolidate road network 
while improving regional 
connectivity; need to 
improve investment 
efficiency and road 
maintenance 

 
 

 
• Successful implementation 

of NT2 is crucial; need to 
improve management of 
revenues from electricity 
exports 
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CSP Strategic Thrust  Major Progress in Priority Sector/Thematic Areas (2002–2006) Key Lessons  

Financial Sector: Financial stability has been restored. Seven state-owned 
commercial banks (SOCBs) were consolidated into two SOCBs. A separate 
supervision and examination department was established in Bank of Lao PDR. 
Governance agreements with two SOCBs have been implemented and financial 
sector laws and regulations were prepared. However, assets of two SOCBs fell and 
nonperforming loans (NPLs) increased. The difficult fiscal situation and slow state-
owned enterprise (SOE) reform have delayed financial sector reform.  
 
Subregional Cooperation: The regional program has helped the Lao PDR to 
make some progress in the transition from a landlocked to landlinked country. It has 
widened trade, investment, tourism, and external job opportunities, but has also 
exposed the country to competitive pressures. Cross-border agreement at the main 
international checkpoints was reached with neighboring countries. The process 
needs to be accelerated to transform transport corridors into economic corridors.  
 

• Need readiness 
assessment for policy 
changes. These changes 
need to reflect impact of the 
fiscal situation and progress 
in SOCB reform assistance 

 
 
• Regional integration is a 

powerful engine for 
development in Lao PDR 
and needs to be further 
integrated into the national 
program 

 
Pillar II: Inclusive Social Development 
Human resource 
development: 
 
• basic education 
• primary healthcare 
• urban water supply and 

sanitation 
• gender mainstreaming  
 

Education: Access of girls and children from ethnic minority groups to basic 
education in remote areas was improved through multi-grade schools, classroom 
construction, and teacher training. Government budgetary constraints (recurrent 
expenditures) have limited the achievements of quality improvement as there has 
been a lack of basic materials and teachers have been poorly motivated.  
 
Health: Access to primary health care has increased in northern provinces from 
41% in 2002 to about 95% in 2005 following a rapid expansion of the distribution of 
village drug kits. However, quality of health services is improving but remains 
substandard because of staff constraints, weak capacity, delayed payment of 
salaries, shortage of medicines, and operational funds.  
 
Water Supply: ADB support resulted in the provision of piped water to nearly 42% 
of the urban population. This helped to improve community health, reduced the 
burden on women, lowered the cost of water, and boosted economic activities, 
including tourism. Cost-efficiency, financial sustainability, and the capacity of local 
authorities are major concerns.  
 
Gender: A national gender action plan for gender mainstreaming was developed. 
Gender concerns were mainstreamed in Sixth National Socio-Economic 
Development Plan and other poverty reduction strategies.  

• Need to provide support for 
recurrent expenditure in a 
sustainable manner 

 
• Need to plan over a long-

term horizon; cost recovery 
concerns need to be 
balanced against ensuring 
provision of basic services 
for the poor; using an 
innovative approach in the 
country specific context 

 
• Sustainability and 

maintenance is crucial for 
better results 

 
• Need to continue to 

mainstream gender 
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70CSP Strategic Thrust  Major Progress in Priority Sector/Thematic Areas (2002–2006) Key Lessons  

Sustainable environmental 
management: 
• social and environment 

management 
• community-based 

initiatives 
 

Social and environment concerns have been mainstreamed in the energy and 
transport sectors, reflecting lessons learned from some previous projects. 
Sustainable upland development was pilot-tested and provided demonstration 
effects. The capacity and enforcement mechanism of the Science, Technology, and 
Environment Agency is still weak.  

• Need to strengthen 
enforcement of 
environmental regulations 
and regional cooperation on 
the environment 

Pillar III: Good Governance 
 
Public service delivery  
 
Capacity building 
 
 
 

 
Good governance was addressed through both active participation in the core 
governance program (with financial management and rule of law the areas of focus) 
and sector interventions and policy dialogue (including NT2, road, power, and 
banking).  
 
Capacity-building TA projects were short-term and input-oriented and thus had a 
limited impact on sustainable institutional capacity development. A long-term 
approach that mainstreams capacity development into each loan was discussed in 
the CSP, but not implemented because of the Government’s priority on capital 
investment. ADB has been moving toward relying on the Government’s monitoring 
systems to develop sustainable capacity.  
 

 
• Continue to conduct policy 

dialogue, and widen it to 
include revenue 
mobilization and 
anticorruption measures 

 
• Need focused, strategic, 

and results-oriented 
capacity development 
assistance 

CSP Implementation  

Fiscal constraints 
 
 
 
 
 
Geographical focus on 
northern region 
 
 
 
 
 
 

Government revenues have fallen from 13.4% in 2002 to 11.7% of GDP in 2005, 
compared with the 16% projected in the CSP. This contributed to a significant 
shortage of recurrent expenditures and counterpart funds.  
 
 
 
Development in the northern region, a generally impoverished area, has been 
accelerated by expanding commercial agriculture and border trade with the PRC 
and northern Thailand. The main thrust of the northern region development strategy 
(in particular, outward looking and market-based development) has now been 
mainstreamed in the Government’s development planning process.  
 
 
 

• Need to conduct policy 
dialogue and to monitor 
revenues as part of the 
progress of CSP 
implementation 

 
• The CSP was a successful 

catalyst in opening up 
development in the northern 
region a shift in focus 
toward a sector-based, 
balanced national approach 
is now needed  
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CSP Strategic Thrust  Major Progress in Priority Sector/Thematic Areas (2002–2006) Key Lessons  

 
Donor coordination 
 
 
 
 
Reduction of indicative 
planning figure (IPF) 
 
 
Grant assistance 
 

 
Donor coordination has been improved by increasing leadership of the 
Government, establishing active sector/thematic working groups, joint country 
programming review mission exercises and action plans, and NT2 partnership 
principles.  
 
The IPF for Lao PDR declined during the CSP period, based on the results of the 
performance-based allocation system. To accommodate this, average loan size 
was sharply reduced while cofinancing was actively sought.  
 
Grant loan assistance was introduced in ADB during the CSP period. Criteria for the 
use of grants or soft loans need to be further elaborated.  

 
• Need to strengthen 

coordination for capacity 
development 

 
 
• Given limited resources, 

further prioritization is 
needed 

 
• The small loan size late in 

the CSP period resulted in 
high transaction costs 

 
• Need to make better use of 

various assistance 
modalities (loan, grant loan, 
TA, policy dialogue) 
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COUNTRY THEMATIC AND SECTOR STRATEGIES AND ROAD MAPS 
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A. Poverty Assessment 
 
1. The Lao People’s Democratic Republic (Lao PDR) was proclaimed in 1975. At that time, 
much of the country was in ruins after 20 years of political struggle and the Indochina war 
(1962–1975). Policy makers faced war-related destruction, food insecurity, isolation, and a 
dearth of human and financial resources. In the succeeding three decades, the Lao PDR 
Government has established the basic public services necessary to respond to these 
challenges, and has put the country on a trajectory of positive economic growth, social 
development and poverty reduction.  
 
2. The Lao PDR is divided into four regions: north, central, south, and Vientiane province. 
The north is mountainous and rugged, and includes the Annamite chain of mountains, and 
Luang Prabang, the former capital. About half of the population lives in border districts, and the 
remainder lives inland. The western border (1,800 km) is shared with Thailand, and runs parallel 
with the Mekong River for over 1,000 km. Most of the Mekong is navigable and provides alluvial 
deposits for fertile plains. The eastern border with Viet Nam is the longest (2,000 km), but fewer 
people live here than along the Thai border. The areas bordering the People’s Republic of 
China (PRC) and Myanmar, along the Mekong in the northwest, and Cambodia in the south, are 
remote and sparsely populated. 
 

1. The Lao PDR Poverty Line and Poverty Assessment  
 
3. The poverty line for the Lao PDR was estimated at KN92,959 ($9.5) per capita per 
month in 2003, based on the expenditures required to meet minimum calorific requirements 
(2,100 Kcal per day) adjusted for nonfood expenditures. Rural and urban poverty lines were 
developed using region-specific cost-of-living estimates. The primary sources of data for poverty 
estimates are the Laos Expenditure Consumption Survey 3 (LECS 3). The 1992/93 LECS was 
the first survey of its kind and focused on consumption and social indicators. The 1997/98 LECS 
expanded the coverage of economic issues. The 2002/03 LECS provided information on 
household income and consumption and urban and rural price indexes, and investigated a wide 
range of poverty-related issues.  
 
4. A participatory poverty assessment (PPA) was conducted in 2000. One of the primary 
goals of the PPA was to obtain local definitions of poverty, and to record how being poor is 
expressed by the poor. A second PPA is to be conducted in 2006, with the assistance of the 
Asian Development Bank (ADB).  
 
5. Information from several sources has been combined to analyze poverty conditions. The 
Lao PDR poverty assessment project, which is a partnership between the National Statistics 
Centre, Swedish International Development Agency (Sida), ADB, and the World Bank is 
supporting an analysis of quantitative poverty trends with a qualitative assessment, and is 
assessing the links between poverty reduction, trade reform and infrastructure.  
 
6. Caution should be exercised in interpreting the poverty data. Most surveys draw 
inferences from small samples. Government poverty monitoring reports generate poverty 
estimates that differ considerably from the LECS survey results. The combination of a large 
subsistence-oriented population, hard-to-survey ethnic minorities in remote villages, informal 
sources of income, and a large near-poor population make it difficult to define, characterize and 
track the poor accurately.  
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2. A Poverty Profile 
 
7. The Lao PDR is a poor country with a population of 5.9 million, with a per capita gross 
domestic product (GDP) of $490 in 2005 at current prices. Life expectancy at birth (59 years in 
2005) is low, child malnutrition (40% in 2005) is high, infant mortality (60 per 1,000 live births in 
2005) and maternal mortality (350 per 100,000 live births in 2005) are very high compared with 
conditions in other countries in the region.  
 
8. Income Poverty. The incidence of poverty fell from 46% in 1992 to 33% in 2003 (Table 
A3.1). This amounts to reducing the poverty by 28% in one decade, or to lifting one eighth of the 
total population out of poverty. Even though the population expanded by 1 million between 1993 
and 2003, the absolute number of poor declined from about 2.1 million to 1.9 million persons. If 
this pace of progress is maintained, the Lao PDR is on track in terms of meeting the poverty 
Millennium Development Goal (MDG) by 2015.  
 
9. Two thirds of the poverty reduction took place when the economy began to recover from 
the financial crisis in the late 1990s. During the mid-1990s, poverty fell more in locations with 
low poverty, such as cities, areas with road access and the lowlands. More recently, poverty has 
declined mainly in areas with high poverty, such as the north, priority districts and the uplands. 
As a result, inequality gradually declined, with the Gini index of per capita real consumption 
falling from 34.9 in 1997–1999 to 33 in 2002–2003.1 The Lao PDR’s Gini index implies a 
remarkably low level of inequality, partly reflecting the dominance of subsistence agriculture and 
fairly equitable land ownership.  
 

Table A3.1: Poverty in Lao People’s Democratic Republic 
 

Area Region Altitude Year Lao PDR 
Urban Rural Vientiane North Central South Low Mid Up 

FY2003 32.9 19.6 37.6 16.4 37.3 34.7 32.4 27.7 36.9 42.7 
FY1998 39.1 22.1 42.5 13.5 47.3 39.4 39.8    
FY1993 46.0 26.5 51.8 33.6 51.6 45.0 45.7    

FY = fiscal year, Lao PDR = Lao People’s Democratic Republic. 
Source: Lao PDR National Statistics Center. 

 
10. Food Poverty. Villagers define poverty in terms of the extent to which they are self-
sufficient in rice. The people of the Lao PDR consume 171 kg per capita of milled rice per 
annum, which provides almost 70% of their daily calorie and protein requirements. The 
reduction in food poverty between 1998 and 2003 was much larger than for consumption 
poverty: compared with 1997/98, food poverty fell by 39%, compared with only 16% for 
consumption poverty. LECS survey results show that the number of months without sufficient 
rice decreased by almost one third to 2.8 months between 1998 and 2003.  
 
11. The amount of resources that would need to be transferred to the poor to lift them out of 
poverty has also declined over time. The poverty gap fell from 11.2% to 8.0% between 1993 
and 2003. With a poverty gap of 8.0%, a lump sum income transfer of KN7,437 (0.08 x the 
national poverty line of KN92,959) per person per month would be required to eliminate poverty. 
The total annual volume of income transfers necessary to bring all poor people to an income 
level just equal to the poverty line would then be KN174 billion, equivalent to about 4% of total 
                                                 
1 The bottom decile of the population has an expenditure share of no more than 4%. By contrast, the top decile of 

the population has an expenditure share of close to 30%.  
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spending in the revised fiscal year (FY) 2004 budget, or close to 1% of GDP. The severity of 
poverty also declined from 3.9% to 2.8% between 1993 and 2003, a reduction of almost 30%. 
This implies that the poorest groups benefited substantially from the overall poverty reduction 
process.  
 
12. Geographical Characteristics. Poverty rates are lower in cities than in villages; lower in 
areas with roads than those without; lower in the south than in the center or north; lower along 
the Thai border and within the country than along the Vietnamese border; lower in the lowlands 
than in the uplands; and lower in the Government’s designated non-priority districts identified in 
the National Growth and Poverty Eradication Strategy (NGPES) than in priority districts. Income 
poverty continues to be primarily a rural phenomenon, with the poverty prevalence in rural areas 
double that in urban areas, and lowest overall in the capital city. Poverty in the uplands is 44%, 
compared with only 28% in the lowlands, and 18% in the midlands. The low-income groups in 
poor areas are typically further below the poverty line than are the low income groups in non-
poor areas. Some localities with moderate poverty headcounts are densely populated and 
therefore are home to a large number of poor. For example, the region with the largest number 
of poor is not the north or the south, which are poorer on average, but the center. Poverty in the 
47 priority districts is twice as high as in the 70 non-priority districts, although nearly two-thirds 
of those with an income below the poverty line live in districts that are not classified as priorities.  
 
13. Variation in access to basic infrastructure is closely correlated with the regional 
distribution of poverty. According to the 2005 census, two thirds of villages have access to 
roads, just 35% of villages have access to electricity, and only 6% of villages use piped water 
supplies. Some 8% of villages have their own health center, and 80% have a primary school 
located in their area, of which just 36% were categorized as a complete primary school.2  
 
14. Ethnicity and Poverty. About 48% of the population belongs to one of the 49 ethnic 
minority groups.3 Some 75% of poor households are members of ethnic minorities, implying that 
these groups are twice as likely to be poor as are the Lao-Tai majority (Table A3.2). The upland 
people of the Lao PDR suffer from high rates of infant and maternal mortality, lower access to 
health and education services, high illiteracy, lower access to electricity and clean water, and 
less involvement in the market economy. They also suffer from cultural poverty, manifest in the 
form of high levels of depression, suicide, violence, alcoholism, and drug addiction. Each ethnic 
group has its own culture and traditions that dictate cropping cycles and patterns, as well as 
inheritance, health care, and life cycle events.  
 
15. The relationship between people and the environment in these fragile, yet resource-rich 
areas is easily upset. Roads, essential for improving access to services and developing natural 
resources, may also bring threats of logging and unsustainable development. Programs that aim 
to limit opium production or stabilize shifting cultivation may also raise the risk of reducing 
access of upland communities to the forests and forest products on which they depend.  
 
16. Gender and Poverty. Women in the Lao PDR are more vulnerable and deprived than 
men because of their unequal access to land, food, education, and health care, and their long 
working hours. Women have a far lower average literacy rate than men, and, in 2004, girls were 
30% less likely to be participating in upper-secondary education than were boys, and 40% less 
                                                 
2 National Statistics Center (NSC). 2005. Population and Housing Census 2005. Vientiane.  
3 There are more than 49 official ethnic groups, although some sources put this figure close to 230 groups based on 

language and other differences.
 
The northern region has an ethnically diverse population of over 2 million people 

who are scattered over 5,000 villages across rugged mountainous terrains, making provision of education, health, 
transport, and other public and private services difficult. 
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likely to participate in tertiary education. The maternal mortality ratio (MMR), while it has steadily 
declined from 750 per 100,000 live births in 1990 to 530 in 2000 and to 350 in 2005, is still one 
of the highest in Asia. The fertility rate has declined from 5.6 in 1995, to 4.9 in 2000, and to 4.4 
in 2004 with somewhat higher rates in rural areas and declining rates linked to years of 
education. Frequent pregnancies without adequate birth spacing place a serious strain on the 
health of rural women.  
 

Table A3.2: Ethnic Patterns of Poverty, 2003 
 

Item % of National 
Population 

Incidence of Poverty 
Headcount Index 
(% of population) 

Total Lao PDR 100.0 33.5 
Geographic Area   
 Urban 23.0 19.7 
 Rural 77.0 37.6 
Ethnolinguistic Group   
 Lao-Tai 66.6 25.0 
 Mon-Khmer 20.6 54.3 
 Hmong-lu Mien 8.4 40.3 
 Chine-Tibet 3.3 45.8 
 Other 1.1 48.4 
Gender of Household Head   
 Male 94.9 31.0 
 Female 5.1 28.0 

Lao PDR = Lao People’s Democratic Republic. 
Source: Lao PDR National Statistics Center. 2004. Laos Expenditure Consumption Survey 
3. Vientiane. 

 
17. Trafficking and Poverty. The Lao PDR is predominantly a source country for trafficking 
to Thailand. It also acts as a transit point for trafficking from the PRC and Viet Nam to Thailand 
and onwards. There are also reports of trafficking to the PRC for forced marriage, sexual 
exploitation, and labor. A disproportionate number of the trafficking victims are from ethnic 
minority backgrounds. In order of frequency after the Lao Tai groups (62%), the Mon Khmers 
show up most in trafficking reports, followed by Tibeto Burman, with only a small number of 
Hmong Mien (1%) reported. The provinces most affected by cross-border trafficking are Luang 
Namtha, Phongsaly, Luang Prabang, and Oudomxay (for trafficking to the PRC) and Vientiane, 
Sayabury, Khammuane, Savannakhet, Pakse (for trafficking to Thailand). Provinces affected 
most by internal trafficking include Houaphanh and Xiengkhuang. ADB research in the northern 
economic corridor found that traffickers were often members of extended families, as well as 
local communities, with well-organized links on both sides of the border.  
 
18. International Poverty Indicators. In relative terms, the Lao PDR is the lowest ranking 
East Asian country on the United Nations Development Programme (UNDP) Human 
Development Index (2003), where it is ranked 131 out of 148 countries. Using a $1 per day 
purchasing power parity poverty line, income poverty rose from an estimated 8% of the 
population in 1992 to 26% in 1997, as spiraling inflation and currency devaluation eroded living 
standards in convertible currency terms.4 
 
 

                                                 
4 The most recent year for which data are available for this indicator is 1997. See the Asia-Pacific MDG report 

prepared by United Nations Economic and Social Commission for Asia and the Pacific (UNESCAP). 2005. A 
Future Within Reach. Bangkok.  
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3. Non-Income Poverty: Millennium Development Goals Progress and 
 Prospects 

 
19. Progress has been made in improving a number of social indicators. Adult literacy rose 
from 43% to 53% between 1990 and 2005, with both males and females benefiting from better 
access to basic schooling. The net enrollment in primary education has increased from 61% to 
about 81%. Life expectancy, which remains extremely low by Asia-Pacific standards, had 
increased to 59 years in 2005 as compared with 50 years in 1990. Access to an improved water 
source is available to 37% of the population, far below the Asia regional average of 76%. The 
under-5 mortality rate declined from 170 per 1000 live births in 1990 to 106 in 1999 and to an 
estimated 80 in 2005, and is on track to reach 55 in 2015. MMR declined from 750 per 100,000 
live births in 1990 to 530 in 2000, and to an estimated 350 in 2005.  
 
20. Notwithstanding the success in reducing income poverty and selected aspects of social 
development, the Lao PDR lags behind on a number of MDGs, in particular those related to 
universal completion of primary education, maternal health, child malnutrition, and 
environmental sustainability. Average life expectancy is 11 years lower than in Viet Nam, the 
MMR is five times higher than the average for Asia-Pacific, child malnutrition is higher than the 
average for low-income countries, and most indicators of education attainment are far lower 
than in neighboring countries. One third of the adult population, and nearly half of all females, 
cannot read or write, and just 15% of the population has completed primary schooling. Although 
progress in improving maternal mortality is accelerating, achievement of the MDG target of 185 
per 100,000 live births will be difficult (Table A3.3). The goal of halting the spread of HIV/AIDS is 
also unlikely to be achieved, in large part because HIV prevalence is currently very low, at less 
than 0.1%, and the presence of many risk factors could push it to 1%.5 In addition, between 
1990 and 2000, there was little improvement in malnutrition with prevalence of underweight 
children under 5 years stable at 40%. Household nutrition surveys point to the prevalence of 
acute and chronic malnutrition and link these conditions to household food insecurity, poverty, 
low levels of education, nutrition awareness, inadequate access to clean water, and 
inaccessible health services. Recent surveys indicate a continued high prevalence of 
micronutrient deficiencies in iron and vitamin A.  
 
21. Progress has also been uneven for a number of other health service indicators. For 
example, measles vaccination coverage has stagnated at about 42%, while contraceptive use 
has increased from 32% in 2000 to 40% in 2005. About half of the population had access to 
antenatal coverage in 2005, up from 25% in 2000. However, the prevalence of fully vaccinated 
children is reported to have fallen from 58% in 2000 to just 43% in 2005.6  

                                                 
5 The prevalence of HIV/AIDS is estimated at 0.06%. A total of 1,470 HIV+ cases were detected in 1990–2004 out of 

110,968 tests performed and there has not been a large increase in cases detected per year. HIV seroprevalence 
in 2000 among entertainment workers, two thirds of whom admitted to selling sex, was 0.9% with a prevalence of 
37.6% for gonorrhea or Chlamydia infection. Interventions have been introduced for entertainment workers and 
their clients. Antiretroviral treatment has been introduced by a nongovernment organization in Savannakhet and 
153 people were being treated in early 2005. Current initiatives include strengthening the sexually transmitted 
infection treatment and prevention program, periodic presumptive treatment and condom promotion for service 
women, social marketing of condoms, and a trial of 100% condom use programs in selected provinces. There are 
also efforts at advocacy at policy-making level, school health education on reproductive health including HIV/AIDS, 
and general health education to the population. A treatment program has begun in Savannakhet and a second 
opened in 2005 supported by Medecin Sans Frontiere. 

6 The immunization program has the widest reach of any health program in the Lao PDR, but the measurement of 
immunization rates is notoriously difficult. There is great concern that immunization rates may be falling even 
though funding has actually increased over the past 4 years through the Global Alliance for Vaccines and 
Immunization mechanism.  
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22. Progress has been made in improving access to education in the Lao PDR in recent 
years, particularly in primary education. Net enrollment ratios7 (NER) for primary education 
increased from 63% in 1990 to about 79% in 2005. Similarly, gross enrollment ratios8 (GER) for 
lower secondary increased from 30% in 1990 to 51% in 2005. For upper secondary, the GER 
has rapidly increased from 26.3% in 2003 to 31% in 2005. Girls’ enrollment has also rapidly 
increased. At the primary level, gender differentials have dropped by about 7.5% since 1996. At 
the lower secondary level, girl’s enrollments have increased by over 4% between 2003 and 
2005 compared to a 1.9% increase for boys. During the same period, at the secondary level, 
girls’ enrollment increased by about 4.4%, compared with 5.1% for boys.  
 

Table A3.3: Selected Social Indicators: Comparative Performance 
 

Indicator Lao PDR Cambodia Thailand Viet Nam East Asia 
& Pacific 

Sub-
Saharan 
Africa 

$1 per day headcount index 26 19 2 11 11 46 
Health expenditures (% of GDP) 1.5 2.1 3.1 1.5 1.9 2.6 
Education expenditures (% of GDP) 3.2 1.8 5.2 — 3.2 3.3 
Adult literacy                                  
(% above 12 years of age) 

66 69 93 90 90 65 

Net primary school enrollment            
(% of age group) 

85 93 86 94 93 — 

Access to improved water source  
(% of population) 

43 34 85 73 78 58 

Access to improved sanitation       
(% of population) 

24 16 99 41 49 36 

DPT Immunization Rate                 
(% under 12 months) 

50 69 96 99 86 59 

Child malnutrition                        
(weight for age for under fives) 

40 45 18 34 15 31 

Life expectancy at birth (years) 59 54 69 70 70 46 
Infant mortality (per 1,000 live births) 60 97 23 19 32 101 
Maternal mortality                         
(per 100,000 live births) 

350 373 245 203 179 519 

Births attended by skilled health staff 
(%) 

19 32 69 85 87 32 

— = not available; DPT = diphtheria, pertussis, tetanus; GDP = gross domestic product; Lao PDR = Lao People’s 
Democratic Republic.  
Notes: Estimates provided are for the year 2004 with the exception of the poverty headcount for Cambodia (2003), 
access to water (2002), and life expectancy at birth for Cambodia (2003). The Lao PDR figures refer to 2005 
estimates.  
Source: Government of Lao PDR, World Bank (2005), United Nations Development Programme (2005) and United 
Nations Economic and Social Commission for Asia Pacific (2005). 
 
 
23. However, national enrollment statistics may not fully reflect the disparities that exist in 
access by geographic region, socio-economic status, and ethnicity. At the primary level, the 
NER for girls ranges from 49% in rural areas without road access to 72.2% in rural areas with 
road access and to 90.5% in urban areas. Physical access remains a barrier—at the primary 

                                                 
7 NER refers to pupils enrolled from the eligible age group. 
8 GER refers to total pupils enrolled.  
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level, approximately 15% of the villages are still without a primary school within commutable 
distance. Further, approximately 70% of the schools in the poorest districts are incomplete 
schools offering classes up to second or third grade only. Thus, children in the poorest areas 
are distinctly disadvantaged in terms of access to education.  
 

4. Causes of Poverty  
 
24. Remoteness and Isolation. Much of the country is characterized by remote 
mountainous settlements and low population density. About two fifths of the population lives in 
districts classified as “mostly steep” and another 12% in districts with some steep land slopes. 
While urban areas enjoy almost full all-season road access, less than three fifths of the rural 
population has road access to their village during the wet season. Vientiane has complete 
coverage of electricity, compared with just 30% in the north, 24% in the uplands and no more 
than 9% along the Cambodian border. Over one in three localities have daily markets in urban 
areas, compared with less than 10% in the north, and 5% in the mid- or uplands.  
 
25. Dispersed Population. Because the population is dispersed in a large number of very 
small villages, it is difficult to achieve economies of scale in the delivery of basic social and 
economic services. The population is scattered in 10,752 villages across the country, with an 
average village size of approximately 500. A typical village has some 80 households and the 
average household size is 5.9. 
 
26. Population Growth. With an annual population growth rate of 2.0% (2005), the 
population is expected to reach 11.4 million, double the present size, by 2040. The high 
population growth is a result of high fertility and declining mortality. More than one in two 
persons is under the age of 20, and close to 2 million young people will enter the labor force in 
the next 15 years. The high population growth rate poses major challenges for policy-makers in 
providing accessible education and ensuring sufficient employment opportunities for a rapidly 
expanding work force. The poor generally live in larger families, where high birth rates and very 
young populations make it difficult to mobilize savings, invest in human resources, or to pursue 
environmentally-sustainable livelihood strategies.  
 
27. Subsistence-based Rural Societies. In 2004, agriculture and forestry accounted for 
47% of the country’s GDP, providing almost 80% of total employment.9 About 620,000 
households depend on agriculture for their livelihoods, and more than 80% of farmers practice 
subsistence farming. The area planted to rice represents more than 80% of the nation’s cropped 
land. Although the country has been self-sufficient in rice since 1999, crop yields are below 
regional averages, crop losses are high, and localized rice deficits occur in many parts of the 
country. Opportunities for broader rural development are limited by inadequate market access, 
poor distribution networks, low levels of electrification, shallow rural financial markets, and a 
lack of all-weather roads.  
 
28. Access to Land. In terms of arable and cultivable land, the population density is quite 
high. Arable land (3.7%) and permanent cropland (0.4%) are very limited in terms of the 
country’s total land area of 236,800 km. Prime agricultural land is unevenly distributed, and 
most of is confined to the floodplains of the Mekong River and its tributaries in the central and 
southern regions. In the 2000 PPA, poor villagers identified problems with land access as the 
main cause of poverty.  

                                                 
9 Agricultural output rose steadily over the past decade, with an average annual growth of 4.3%. 
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29. Land Use Policy. A number of Government policies have been implemented to combat 
deforestation and shifting cultivation, eradicate opium production, and encourage upland 
communities to consolidate in focal areas to enable the provision of basic services.10 The 
manner in which these policies have been implemented has, in some instances, had negative 
economic and social consequences on ethnic minority communities. In the highlands, more 
frequent farming on less land leads in turn to declining soil fertility and increasing pest and weed 
problems, and to a decline in food production levels.11  
 
30. Involuntary Relocation. The Government has been relocating ethnic minority 
communities from the uplands to the lowlands since 1975 to address the challenge of providing 
services to them, to reduce shifting cultivation, to eliminate opium production and to simplify 
administrative systems. There is some evidence that involuntary relocation can contribute to a 
short-term loss of livelihoods, increased food insecurity, restricted access to natural resources, 
and increased mortality rates.  
 
31. Resource Degradation. Forests have traditionally served as a source of food security, 
and also protect soils and water resources. Forest cover in the Lao PDR is currently about 40% 
of the total land area, compared with 60% in the 1960s, and 50% in the late 1980s. Factors 
contributing to deforestation and forest degradation include commercial logging, shifting 
cultivation practices, land conversion for agriculture and infrastructure, and increasing and 
uncontrolled exploitation of non-timber forest products.  
 
32. Limited Urban Employment Opportunities. Formal growth in urban employment has 
been relatively slow, limiting the scope for job creation outside agriculture. About 82% of the 
labor force is in agriculture, and official estimates in 2003 show that only 14% of the population 
was in paid employment.12 International migration, particularly of educated youth, is increasing, 
especially with better road networks and communications connecting the Lao PDR to 
neighboring countries. The vast majority of the 300,000 or so migrant workers from the Lao 
PDR are not registered, and, as they fall outside the labor laws and social protection systems, 
they may be subject to abuse.  
 
33. Weak Human Resources. The ability of the poor to earn a living outside farming 
depends primarily on their level of human resource development. Widespread income poverty 
renders many basic services unaffordable to the poor and near-poor. In addition, geographic 
isolation and inadequate infrastructure hinders physical access. There are also severe language 
and cultural barriers to the use of social services, particularly among ethnic minorities. Poor 
quality of services, due to low levels of resources and the low capacity of providers, also hinders 
social development.  
 
34. Vulnerability. Isolation of remote villages for several months during the year contributes 
to seasonal hunger. Between 2000 and 2005, there were two major droughts, predominantly 
                                                 
10 There have been sharp reductions in shifting cultivation and opium production over the past 5 years. Almost 19,000 

ha of opium fields were destroyed and nearly 30,000 hectares (ha) of slash and burn fields were converted into 
industrial tree plantation areas. By the end of 2004/05, ten provinces—Oudamxay, Luang Namtha, Bokeo, 
Vientiane, Phongsali, Houaphanh, Xiengkhuang, Sayabory and Burikhamxay—and Xaysamboun Special Zone 
were officially declared free from opium production.  

11 The impacts of upland policies have been analyzed in several studies and assessments, including the ADB-
supported PPA from 2000 (NSC); Alton, Charles and Houmphanh Rattanavong. 2004. Service Delivery and 
Resettlement: Options for Development and Planning. Vientiane: UNDP/ Humanitarian Aid Department of the 
European Commission; and Evrard, Olivier. 2004. La mise en œuvre de la réforme foncière au Laos: Impacts 
sociaux et effets sur les conditions de vie en milieu rural. Vientiane: Food and Agriculture Organization. 

12 International Labour Organization. 2006. Lao Labour Market Indicators, 2001–2003. Bangkok. 
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affecting the central and northern parts of the country, and erratic monsoons caused two major 
floods. Floods are more common in central and southern parts of the Lao PDR, and every year 
more than 10% of the wet-season lowland rice areas are affected by flooding.  
 
35. Vulnerability is also related to the long-lasting effects of the Indochina war. The Lao PDR 
has one of the highest levels of unexploded ordnance in the world. During the Indochina war 
period (1962–1975), more than 2 million tons of ordnance was dropped on the country, primarily 
in the north and southeast provinces. Severe contamination by unexploded ordnance in 9 of 17 
provinces causes thousands of injuries, particularly to women and children, each year; deters 
planting of crops and grazing of livestock; slows transport between villages; adds costs to 
infrastructure development; and reduces livelihoods by limiting agricultural production. 
 
36. Health Shocks. Health shocks are one of the leading causes of poverty, as poorer 
households have to cope with a double burden of paying the high cost of health care and a 
reduction in income due to the illness of a productive family member. Decree 52 promulgated in 
1999 introduced cost recovery in all public health services. While this helped to improve overall 
drug availability, it also reduced the affordability of health care for the poor. Lack of access to 
clean drinking water and sanitation facilities contributes to the spread of contagious disease and 
reduces the effectiveness of health interventions.  
 
37. Gender Discrimination. Girls and women have fewer opportunities and less access to 
resources and services than do boys and men. Certain social norms, beliefs, and marriage and 
inheritance traditions continue to discriminate against or marginalize the groups of women they 
affect. Increased labor migration has also led to greater vulnerability of women and children to 
traffickers. 
 

5. Public Policies and Poverty Reduction 
 
38. In 1981, the first five-year development plan began. The plan focused on food self-
sufficiency and envisaged a leading role for state enterprises. During the first plan period, 
economic collapse set in: manufacturing growth dropped by 50%, exports declined to 30% of 
imports, external debt doubled, and the balance of payments came under severe pressure as 
the debt service ratio reached 22% of merchandise exports.  
 
39. A period of far-reaching reforms began with the introduction of the New Economic 
Mechanism in 1986, coinciding with the beginning of the second five-year development plan. 
The Government abandoned the collectivization of agriculture, eased restrictions on private 
sector activities, and allowed state enterprises to have more autonomy and decision-making 
authority. In 1987, the Government eased trade restrictions between provinces, and in 1988, a 
privatization program was launched. The Lao reform process since the New Economic 
Mechanism can be divided into several distinct periods. Table A3.4 summarizes the key policy 
developments that have taken place during these periods. 
 
40. As public policies gradually shifted from a command to a market orientation, the 
economy began to recover and poverty incidence declined. In the 1990s, the Lao PDR economy 
grew at an average annual rate of 6.2%, and the incidence of poverty fell from 46% in 1992 to 
32.7 % in 2003. Following a period of macroeconomic instability between 1997–1999, adoption 
of a stabilization program since 2000, and implementation of a phased program of structural and 
sector reforms brought inflation down to single digit levels and helped restore GDP growth to 6–
7% per annum by the middle of the decade.  
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Table A3.4: Evolution of Key Public Policies in the Lao PDR 
 

Period Character Major Macroeconomic and Policy Events 
1975–1986 Pre-reform Accelerated socialism, state ownership and control of 

assets, collectivization of agriculture, economic 
stagnation, collapse of rice production (1979), and 
inflation 

Soviet Union/Comecon aid and trade predominate. 
Realignment of the kip 

1986–1989 Early economic 
reforms 

Price and trade liberalization, ending of major state 
monopolies, exchange rate adjustment, and tax 
reform 

Beginning of the New Economic Mechanism (NEM) 
Foreign investment law and foreign investment code, 

allowing foreigners to hold 100% capital, repatriation 
of after-tax profits, and guarantees against 
nationalization 

1990–1994 Successful 
economic 
management and 
stabilization 

Adoption of new constitution in 1991 
Structural adjustment measures, supported by World 

Bank, International Monetary Fund, United Nations, 
Asian Development Bank, and other aid agencies 

Increased revenue collection, effective monetary policy, 
stable exchange rate, and modest inflow of foreign 
direct investment 

Central Bank Law (Bank of Lao PDR as the central bank) 
1995–1997 Emerging financial 

problems 
Political commitment to reform weakened 
Decentralization began 
Lax fiscal (weak revenue administration, partly 

compounded by decentralization) and lax monetary 
policies (such as policy lending to state-owned 
enterprises (SOE) 

Competitive Kip devaluation, slow structural change 
(especially with SOE divestment) 

Lao PDR joined the Association of Southeast Asian 
Nations (ASEAN). 

1997–1998 Asian financial 
crisis 

Foreign exchange losses, some capital flight 
Budget problems and deficit financing 
Recurring bouts of inflation 

1998–2000 Financial 
destabilization 

Continuing destabilization and recurring budget deficits 
Excess liquidity and inflation, currency depreciation 

2000–2004 Recovery and 
restabilization 

Five-year recovery plan adopted 
Improved fiscal discipline, with some evidence of 

structural transformation and revitalization of reform 
process 

Increasing regional integration 
National Growth and Poverty Eradication Strategy 

adopted 
Source: UNDP. 2004. Economic Reforms in Transition Economy: The Recurring Experience of 
Laos. Vientiane; and Pham, Chi Do. 2004. The Lao Economy–Review of the New Economic 
Mechanism and the Challenge of Integration. Research Paper, Banking College of the Bank of the 
Lao PDR. Vientiane.  

 
 

6. The National Poverty Reduction Strategy  
 
41. The Sixth Five-Year National Socio-Economic Development Plan (SEDP6) incorporates 
the NGPES and its priority sectors, and includes a costing of poverty reduction programs. 
SEDP6 is a strategic agenda to enlarge economic opportunities, enable the provision of basic 
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social and essential economic services, ensure security, and facilitate the participation and 
empowerment of the poor. Expansion of economic opportunities is the first plank of the strategy, 
with an emphasis on agriculture, rural development, infrastructure development, and fostering 
small and medium-sized enterprise development. The second plank is improved provision of 
basic social services, with a focus on health, education and clean drinking water. The third 
component is improved human security, including measures aimed at fostering food security, 
reducing the threats from unexploded ordnance, and ensuring protection against natural 
disasters. The fourth plank is enhanced participation of the poor in decision-making and 
empowerment of the poor so that they can better determine their future. The fifth plank is a 
concentrated effort to develop the poorest areas through a range of targeted interventions, 
including the focal area development program, and through the use of village and district 
development funds and the Poverty Reduction Fund. SEDP6 aims to reduce the poverty level to 
below 15% by 2010; to completely abolish seasonal hunger (rice scarcity) at the household 
level; to reduce the ratio of malnourished children under 5 to below 30%; to provide universal 
access to primary education; to provide clean water to 65% of the population in rural areas; and 
to lower the population growth rate to 1.9%.  
 
42. Economic growth is forecast to accelerate to 7.5% per annum during SEDP6. By 2010, 
per capita GDP is forecast to reach $838, nearly two thirds higher than the level in 2005. Higher 
rates of economic growth are to be underpinned by an expansion of gross capital formation from 
25% of GDP in 2005 to 32% of GDP in 2010. Private investment is targeted to rise to 21% of 
GDP by 2010, and large inflows of foreign investment are anticipated to drive the growth 
process. Private sector development (PSD) will be supported by regulatory improvement, 
rationalization and divestiture of non-essential state enterprises, recapitalization of state-owned 
commercial banks (SOCBs), and improved fiscal balance resulting primarily from a substantial 
increase in domestic revenue mobilization.  
 
43. The SEDP6 has all the components of a country-led poverty reduction strategy. Built on 
a participatory and consultative process, poverty reduction is the main objective of the plan, and 
it lays out clear strategies, short-term goals and targets. The SEDP6 would, however, have 
benefited from stronger prioritization and costing of actions, since preliminary findings from the 
ongoing public expenditure review (PER) suggest that the public investment plans of key 
ministries exceed resource projections by nearly 100%. Successful implementation of the 
SEDP6 and progress towards the MDGs will require a shift in resources toward SEDP6 
priorities, including greater emphasis on recurrent outlays, a substantial increase in domestic 
revenue mobilization, a reduction in the Government’s commercial activities, and steady 
improvement in expenditure management. Fostering labor-intensive growth will be essential if 
higher rates of private investment are to translate into sustained poverty reduction.  
 

7. Development Partner Support for Poverty Reduction  
 
44. Poverty reduction has been the overarching goal of all of the bilateral and multilateral 
agencies in the Lao PDR, including ADB, and the development partners have provided 
considerable support to the Government’s efforts to reduce poverty. Some 85% of public 
investment was financed by development partners between 2000 and 2003, and the 
Government anticipates that development partners will finance approximately 88% of SEDP6 
public investments.  
 
45. While external assistance levels have been flat and declining in much of the Asia and 
Pacific region in recent years, the total amount of external assistance disbursed in the Lao PDR 
rose from $359 million in 2000 to $417 million in 2003. The resulting assistance over the 4-year 
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period of 2000–2003 was about $1.6 billion. Bilateral agencies accounted for 54% of the total 
assistance during the 2000–2003 period, followed by multilateral agencies (43%) and 
nongovernment organizations (NGOs) (3%). Of the bilateral agencies, Japan has been the 
largest in recent years, accounting for 26% of the cumulative assistance, followed by China 
(6%), Germany and Sweden (4% each), Australia (3.5%), and France (3%). Of the multilateral 
agencies, ADB has been the largest source, accounting for 17% of total assistance, followed by 
World Bank and the United Nations (UN) agencies (8% each). Other multilateral agencies 
accounted for 3% of total cumulative assistance. 
 
46. In terms of sector breakdown, transport and communications absorbed 23% of the 
cumulative assistance by all funding agencies during 2000–2003. Agriculture, natural resources, 
and rural development received the second largest share (18%), followed by education and 
health (15%), energy (13%), other social development (12%), and finance and industry/trade 
(6%). ADB has been a major funding agency in a number of sectors especially energy (24%), 
finance and industry/trade (19%), other social development (e.g., urban development and water 
supply) (19%), and transport (14%). ADB’s cumulative assistance in other sectors was 11% in 
education; 10% in health; and 9% in agriculture, natural resources and rural development.  
 

8. Options for Asian Development Bank Assistance to Reduce Poverty 
 
47. Promoting Pro-poor, Sustainable Growth. Hydropower and mining will continue to be 
vital engines of growth. However, with a young workforce, more than 2 million school leavers 
expected to enter the labor force in the next 15 years, and a population growing at 2.0% per 
annum, promoting growth in all economically productive sectors is critical for generating 
employment, and ensuring balanced growth in the long term.  
 
48. Accelerating Social Development to Meet Non-Income MDGs. While the Lao PDR is 
on track to meet its MDG commitment for income poverty reduction, meeting several of the non-
income MDGs, most notably those related to maternal health and child nutrition, will be difficult. 
While coverage of basic services is improving, gaps remain, and several regions are 
underserved. Building on past success, and with a stronger emphasis on development partner 
coordination, ADB support for sector-focused approaches in health, education and urban water 
supply could make an important contribution to assisting the Lao PDR meet its non-income 
MDGs. 
 
49. Building Capacity for Good Governance. After decades of central planning, the Lao 
PDR was left with weak public institutions that have historically scored poorly in terms of 
contract enforcement, protection of property rights, transparency, and effective public service 
delivery. In addition to corruption, key governance issues include the slow pace of public service 
reforms and associated policy decision making, adequacy and enforceability of the rule of law, 
and limitations on civil society. The public expenditure management strengthening program 
(PEMSP) lays out a road map for improving public finance and ensuring that public spending is 
used effectively for priority poverty reduction interventions. ADB support for the PEMSP is 
essential to meet the Nam Theun 2 Hydroelectric Project (NT2) commitments, to help combat 
corruption, to put fiscal policy on a more sustainable footing, and to improve the poverty impact 
of public spending.  
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B.  Gender Assessment13 
 

1. Introduction 
 
50. Gender roles vary within rural communities. These variations relate to age and ethnic 
identity as well as to the location and livelihood activities of the community. Marriage, residence, 
inheritance, and other practices vary widely within ethnic groups. Distinctions are often drawn 
between the status of women in “lowland” (usually ethnic Lao) communities and “upland” 
communities where most ethnic minority groups have traditionally lived. Women from ethnic 
minorities are the most disadvantaged in the country.  
 
51. There is growing awareness that government policies and economic trends may have 
different effects on women and men, and on groups with different ethnicity, education and skill 
levels, location (urban or rural), and other factors. Gender and ethnicity have become 
increasingly important as the Government expands the reach of basic services to remote areas 
and as government policies on land allocation and titling, shifting cultivation, and opium 
production increasingly affect the livelihoods and practices of ethnic minority groups. Rapid 
social change is especially evident in upland villages that are relocating closer to roads and 
markets or that are being amalgamated with other villages, including those inhabited by other 
ethnic groups. However, the gender division of labor in resettled households tends to remain 
unchanged, with women and girls continuing to do most of the household work and livelihood 
activities. However, rapid social and cultural change is exerting an important influence on 
gender relations, and is contributing to an improved awareness of the role that gender plays in 
the development process. This process will intensify as the economy diversifies, road networks 
improve, social services are made more accessible, and inter-regional labor flows, and 
commerce expand.  
 

2. Background and Key Issues 
 
52. Gender gaps persist in various aspects of social development. Women have a far lower 
literacy rate than men. An ADB study in 2000 found a female literacy rate of 48%, compared 
with a male rate of 74%. This gap is much wider in some ethnic groups. Similar gaps are to be 
found in enrollment and completion rates, and they widen at higher levels of schooling. While 
the national gender gap is closing for basic education, (8% in 2002, 7% in 2003, 6% in 2004)14 a 
greater percentage of boys are enrolled in school in all provinces except for Xaysomboum 
Special Zone.15 Gender gaps of more than 10% are common and are particularly evident in 
Phongsaly, Luang Namtha, Oudomxay, Bokeo, Houaphanh, and Xiengkhuang. Enrollment of 
girls in Phongsali, Sekong, and Attapeu is especially low (less than 65%). Although more girls 
than boys either drop out or do not enroll in most provinces, a smaller proportion of girls repeat 
a grade. The national drop-out rate across all grades is 9%, with the highest levels occurring in 
grade one (13% for boys and 12% for girls). Of those students that complete primary school, 
substantially more boys than girls continue to secondary school. Nationally the transition rate is 
84% (90% boys and 78% girls), although in Oudomxay, Saravane, and Sayabury the gap 
between boys and girls is more than 20%. Female transition rates to secondary school are 
particularly low in Sayabury (51%) and Houaphanh (49%). In 2004, girls were 30% less likely to 

                                                 
13 ADB. 2004. Lao PDR Gender, Poverty and the Millennium Development Goals: Country Gender Strategy. Manila. 
14 In 2004, the net primary enrollment rate was 79% for girls compared with 85% for boys. 
15 The special zone was abolished effective 1 January 2006; provinces have been merged into Vientiane Province 

and Xiengkhuang Province.  
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be participating in upper secondary education than were boys, and 40% less likely to participate 
in tertiary education.  
 
53. Several explanations have been offered for the low school attendance of poor girls in 
rural areas, including their household responsibilities, the cost of clothing and school supplies, 
distance to the nearest school, language barriers for girls from ethnic minorities, and parents’ 
skepticism about the quality and relevance of formal education for girls. However, recent 
surveys indicate that attitudes toward education are changing in some rural communities. 
 
54. Despite improvements in a number of key health indicators, health statistics in the Lao 
PDR are still worse than those in most other countries in the region. The share of the population 
estimated to be undernourished has declined from 29% in 1992 to 22% in 2002. MMR, which 
has steadily declined from 750 per 100,000 live births in 1990 to 530 in 2000 and to 350 in 
2005, is still one of the highest in Asia. The fertility rate has declined from 5.6 in 1995, to 4.9 in 
2000, and to 4.4 in 2004 with somewhat higher rates in rural areas and declining rates linked to 
years of education. Frequent pregnancies without adequate spacing place a serious strain on 
the health of rural women.16 The persistently high fertility rate in rural areas also contributes to a 
high national dependency ratio (91 in 2004), and a persistently large percentage of the 
population under 15 years (about 47% in 2004). A reproductive health survey conducted in 2000 
found that 32% of married couples were using family planning methods but almost 40% of 
couples (more rural areas) still did not have access to family planning services. The survey also 
found that 24% of rural women had never heard of contraceptives, and 36% had never heard of 
HIV/AIDS.  
 
55. Females are generally responsible for conducting tasks related to household water and 
sanitation, and community environmental improvements. They are key actors in collecting, 
utilizing and managing water in the household and community. Women are responsible for 
ensuring a sufficient supply of clean water for family consumption (e.g., for drinking and 
cooking), which adds to their physical burden. Households that purchase drinking water face an 
additional strain on their scarce financial resources. 
 
56. More women than men are active in agriculture and fisheries, but women farmers have 
little direct access to agricultural extension services. Ethnic Lao women have traditional rights to 
inherit and own land, but women in some upland ethnic groups have traditionally accessed land 
mainly through their husbands or male relatives. Land allocation policy in the highlands has had 
adverse effects on the livelihoods of some groups of highland women. Because of the shorter 
fallow period, women tend to work longer and harder at clearing fallow land for lesser yields. 
They also often have to raise small livestock to compensate for the lower incomes that result 
from reduced yields. Where the land allocation policy has resulted in a reduction in productivity, 
girls are becoming involved in various agricultural activities at a younger age than before. This 
has an impact on their education and some do not attend school at all. 
 
57. Women are extremely active in handicraft production, food processing, small-scale 
trading, and services; studies have found that women own and operate most of the registered 
small businesses in the country. However, women entrepreneurs have limited access to market 
information, technical training, and financial services. As owners of micro and small businesses, 
they can also be hampered by complex business registration, licensing, and tax requirements. 
The latest national household survey confirms that women and girls work on average more than 

                                                 
16 Lao PDR NSC. 2000. Report of the Lao Reproductive Health Survey 2000. Vientiane.  
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one hour more per day than men and boys. The heavy workload on women and girls can impair 
their health and make it more difficult for girls to attend school.  
 
58. Human trafficking is linked to poverty, population growth, migration patterns, 
resettlement programs and a range of other causes. Commercial sexual exploitation, domestic 
service, and factory work appear to be the main destination sectors, and Thailand is the primary 
international destination. The Lao Government has responded positively, cooperating with ADB, 
the UN and other partners on projects to prevent trafficking. It has introduced a range of legal 
processes, institutional arrangements and frameworks to combat trafficking. The Lao PDR has 
committed to a regional initiative of Mekong countries to combat trafficking, and the 2004 Law 
on the Development and Protection of Women recognizes trafficking in women and children as 
a crime (and includes provisions for victim’s rights and prosecution of offenders).  
 
59. There is considerable variation in poverty levels between urban and rural areas and 
among provinces. The rate of poverty reduction was lower in the north than in the other regions. 
Quantitative measures of poverty in the Lao PDR such as the official measures of household 
and district-level poverty do not provide insight on the gender dimensions of poverty because 
they do not indicate the allocation of income, resources, and consumption within households. 
Recent qualitative poverty studies such as the PPA and a pilot study of human security have 
already provided valuable information on the different vulnerabilities and coping mechanisms of 
poor women and men.  
 
60. The PPA in 2000 found that women in poor rural villages are active in a variety of 
economic and household activities, including agricultural production and processing; raising 
small livestock; collection of water, fuel wood, and non-timber forest products; food preparation; 
childcare; and various types of handicraft production. Poor women generally work much longer 
hours than men. Poor women's literacy rates are much lower than those of their male 
counterparts in their villages. In the ethnic minority villages surveyed, many women do not 
speak Lao. This seriously limits their ability to communicate with health care workers, extension 
workers, traders, and others outside their villages. The assessment also found extremely high 
maternal and infant mortality in the surveyed villages even by national standards—averaging 
about one mother and one child in each village in the previous year. In most villages, men are 
the primary decision makers, although women have some influence in the family and 
community. 
 
61. Women are more vulnerable and deprived because of their unequal access to land, 
food, education, and health care, and their long working hours. Rural women have limited 
opportunities to earn income outside their households. Women and men have different 
perceptions of vulnerability and different strategies for coping with economic, environmental, 
social, and cultural threats. For example, women are found to have a keener perception of 
threats and are more concerned with rice shortages, water shortages and water quality, poor 
health, and low education and skills. They use a wider range of positive strategies to cope with 
economic and other hardships, including reducing expenses, raising livestock, gardening, 
handicraft production, trading, and working with neighbors on joint activities.  
 
62. The proportion of women in the National Assembly increased substantially in the late 
1990s and now stands at almost 25%. This compares favorably with the PRC and Viet Nam, 
and surpasses many industrialized countries. Within the National Assembly, a women’s caucus 
was formed in late 2002, and a gender mainstreaming strategy and action plan are being 
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developed.17 However, women are not well represented in other decision-making bodies and 
government offices. Retrenchments in the civil service beginning in the late 1980s resulted in 
disproportionate layoffs of women. They now represent a little over one third of government 
employees and there are very few women in senior government positions at national, provincial 
and district levels.18 Ethnic minority women are particularly underrepresented in the civil service. 
Women also hold few decision-making positions at the village level. In 2000, women 
represented 1.2% of village chiefs, and 1.6% of deputy village chiefs.  
 

3. National Policy and Strategy 
 
63. The Lao PDR has a sound legal framework to support gender equality and women’s 
empowerment. The constitution adopted in 1991 provides equality before the law and equal 
rights in political, economic, cultural, social and family affairs to both sexes. The constitution 
also guarantees all citizens the right to education, work, freedom of movement, and residence. 
The Law on the Development and Protection of Women (2004) elaborates on the constitutional 
guarantee of male and female equality and accords certain special rights and priorities to 
women related to work during pregnancy, maternity leave and benefits, divorce, criminal 
matters, and health care. The law also includes provisions on the prevention of domestic 
violence and trafficking in women and children, the rights of victims of domestic violence and 
trafficking, measures to assist and protect victims, and criminal and civil penalties for offenders. 
The Lao PDR is a party to several international treaties that promote gender equality, including 
the Convention on the Elimination of All Forms of Discrimination Against Women and the 
Convention on the Rights of the Child. The Lao PDR also recently became a party to the 
Protocol to Prevent, Suppress and Punish Trafficking in Persons, Especially Women and 
Children19 and the Protocol Against the Smuggling of Migrants by Land, Sea and Air.20 
 
64. The principle of gender equality is reflected in several other national laws, including the 
1990 Law on Lao Nationality (1990), the Electoral Law (1997), and the Education Law (2000), 
and the Law on Hygiene and Health (2001), all of which guarantee equal rights. The Labor Law 
(1994) requires nondiscrimination in employment and equal pay for work of equal quantity, 
quality, and value. It also includes provisions intended to protect women from harmful work and 
to address their reproductive roles. The Family Law (1990) provides generally that men and 
women have equal rights in all aspects of family relations and guarantees women and men 
equal rights to make joint decisions on family matters.  
 
65. However, laws are not strongly enforced. For example, a recent Gender Resource 
Information and Development Center survey found that over 90% of the Government employees 
received paid maternity leave, but that 40% of private sector employees had received no paid 
leave at all. Although gender equality is enshrined in the Family Law, recent surveys have 
shown that traditional norms continue to govern marriage and family decision making, 
particularly in rural areas. The Land Law (1998) is gender-neutral in principle and provides for 
the names of both husband and wife to be recorded in the land register. In practice, joint 
registration has only occurred when there has been awareness-raising and training of local land 
administration officials. In general, in the area of allocation of agriculture land, traditional norms 

                                                 
17 UNESCAP, UNDP and ADB. 2006. MDG Progress Report. Bangkok. 
18 UNDP. National Human Development Report. 2001. 
19 UN. 2003. Protocol to Prevent, Suppress and Punish Trafficking in Persons, Especially Women and Children, 

Office of the United Nations High Commissioner for Human Rights. 
20 UN. 2000. Protocol Against the Smuggling of Migrants by Land, Sea and Air Supplementing the United Nations 

Convention Against Transnational Organized Crime. 
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prevail and land has generally been allocated to male heads of households. However, this is an 
area that the new National Strategic Plan for the Advancement of Women aims to address.  
 
66. The Lao PDR constitution and laws are relatively new, and there is little awareness 
among women of their constitutional and legal rights. This is especially true for women from 
rural areas and ethnic minorities who may be illiterate and have little knowledge or awareness of 
legislation and legal institutions, including courts. In addition, legal institutions do not offer easy 
redress to women wanting to assert their rights. Partly because of this, but also because of 
social beliefs and gender-insensitive attitudes, the application of legislation and the enforcement 
of women’s rights are limited. 
  
67. The SEDP6 and the NGPES specifically identify gender equity as a cross-sectoral 
concern relevant both to poverty reduction and socioeconomic development. The SEDP6 
includes a gender strategy for poverty reduction that focuses on the four main sectors, 
agriculture and forestry, education, health, and transport. It recognizes poor women’s important 
roles in agriculture and other sectors and their primary role in maintaining their families’ food 
security and health. The gender strategy also reflects findings that poor rural women are 
overworked and burdened by low literacy levels and poor health, yet they still manage to cope 
with food shortages and other hardships. It recognizes that the Government will not be able to 
reduce poverty and improve national education, health and population indicators without the 
active participation of all women, particularly poor and ethnic minority women. The strategy 
identifies steps to be taken in the four key sectors and also supports gender mainstreaming in 
supporting sectors, such as handicraft production, tourism, and trade and in governance at all 
levels.  
 
68. A number of national policies also support gender equality and improvements in 
women’s capabilities. These include the Development Plan for Lao Women (1998–2003), 
National Population and Development Policy (1999), and the Education for All Action Plan. The 
SEDP6 identifies gender issues as a core poverty reduction priority. It states that the long-term 
is to achieve gender equality in all spheres of social and household affairs. Toward these ends, 
the Government has declared its commitment to support poor women’s economic activities; 
improve their access to basic services such as education and health and productive resources, 
such as extension services; involve them in local decision-making; and to generally increase 
their involvement and take their needs into account in developing policies and plans. Under the 
guidance of the Lao National Commission for the Advancement of Women (NCAW), all 
ministries are to develop strategies and action plans to promote gender equality at the national, 
provincial, district and village levels. Increased access of girls and women to quality primary, 
secondary and territory education and to adult literacy classes will be prioritized. Women’s and 
children’s access to health services will be improved. The Lao Women’s Union (LWU) will 
continue to work with the Ministry of Justice, other ministries and external agencies to promote 
women’s legal awareness and access to justice. Women will be involved more in development 
planning and decision making, and efforts will be made to increase the number of women in 
leadership positions. Guidelines have also been developed for a National Gender Action Plan to 
integrate the gender strategies and action plans of ministries, agencies and mass organizations. 
The plan also puts a heavy emphasis on programs targeting poor ethnic groups in remote 
regions using earmarked poverty funds, and on developing the capacity of female and ethnic 
minority staff at the local government level.  
 
69. The NCAW was established in April 2003 as the central institution to promote gender 
equality in the Lao PDR. The NCAW is chaired by the Deputy Prime Minister and the vice-chairs 
are the President of the LWU and the Vice President of the Committee for Planning and 



Appendix 3 91

Investment (CPI). The LWU has developed a set of guidelines for a national gender action plan 
to integrate the gender strategies and action plans of ministries, agencies and mass 
organizations. The mandate of the NCAW is to assist the Government in formulating policies 
and strategies to promote women’s advancement in all areas and to coordinate with local 
authorities and international organizations to promote gender equality and to eliminate 
discrimination against women. The NCAW's specific tasks include (i) developing a national 
policy and strategic action plan for women’s advancement; (ii) preparing guidelines to integrate 
gender considerations in all areas of work at central and local levels; (iii) issuing guidelines on 
the Government’s international commitments, laws and policies related to women’s 
advancement; (iv) supporting and monitoring the work of central and local authorities; 
(v) coordinating with international organizations; and (vi) preparing national progress reports on 
the Lao PDR’s implementation of its international commitments and national plans for women’s 
advancement. The NCAW has a small secretariat that will be located in the LWU. Sub-
commissions will be represented at the central level in line ministries and at provincial and 
village levels.  
 
70. The NCAW, in coordination with the sub-commissions, is currently drafting the National 
Strategic Plan for the Advancement of Women (2006–2010). The strategic plan will include five 
priority areas: (i) enhancing women's participation in implementation of the NGPES; 
(ii) promoting women's education; (iii) improving health care for women; (iv) promoting women in 
decision making; and (v) supporting organizations that promote women's concerns. The Gender 
Resource Information and Development Project, an LWU initiative, provides gender training, 
conducts gender-related research, and collects gender resources through centers in Vientiane 
and four other locations throughout the country.  
 

4.  Asian Development Bank Experience 
 
71. ADB support for gender equity follows a three-pronged approach: (i) mainstreaming 
gender concerns in all ADB macroeconomic, sector, and project work; (ii) assisting the 
Government to strengthen its institutional mechanisms for promoting gender equity; and 
(iii) supporting some stand-alone projects to enhance women’s skills and confidence. This 
approach is put into effect through loans and technical assistance (TA), and through actions by 
the Government and other stakeholders. For example, the Basic Education (Girls) Project and 
the Primary Health Care Extension Project are extending and improving basic services to more 
remote and ethnic minority areas in the northern provinces. The Second Education Quality 
Improvement Project includes a comprehensive gender and ethnic minority strategy that is 
being implemented by the Gender and Ethnic Minority Unit within the Ministry of Education. 
Gender strategies have been incorporated directly in the Nam Ngum River Basin Sector 
Development Project, the Decentralized Irrigation Development and Management Sector 
Project, the Vientiane Urban Infrastructure and Services Project, the Small Towns Development 
Sector Project, and the Northern Community-Managed Irrigation Project. 
 
72. ADB is also mainstreaming gender concerns in less traditional sectors. For example, the 
East–West Corridor Project approved in 1999 was one of the first ADB transport projects to 
recognize the risks of HIV/AIDS transmission and human trafficking associated with cross-
border highway projects. The loan documents require the Governments of the Lao PDR and 
Viet Nam to coordinate their HIV/AIDS prevention programs along the road corridor and require 
road construction contractors to include sexually transmitted infection and HIV/AIDS awareness 
in their health and safety programs. The Northern Economic Corridor Project includes a specific 
budget to address HIV/AIDS and human trafficking risks as well as land tenure and other issues 
through the social action plan for the project.  
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73. To support gender mainstreaming within the Government, ADB has provided TA to the 
LWU to develop guidelines for a national gender action plan. ADB has also supported the 
preparation of gender strategies for both the NGPES and the Northern Region Development 
Strategy, and is providing assistance to build capabilities for gender mainstreaming in the 
Ministry of Agriculture and Forestry (MAF).  
 

5.  Activities of Other Development Partners 
 
74. Many external agencies and international NGOs support projects that target women and 
girls. The Norwegian Agency for Development Cooperation (NORAD), Sida, UNDP, United 
Nations Children’s Fund (UNICEF), United Nations Development Fund for Women and other 
agencies have provided direct support to LWU and Gender Resource Information and 
Development Center for capacity building, gender-related research and training, and law and 
policy reform. External agencies such as Australian Agency for International Development, 
German technical cooperation through Deutsche Gesellschaft für Technische Zusammenarbeit 
(GTZ), Joint United Nations Programme on HIV/AIDS (UNAIDS), United Nations Educational, 
Scientific and Cultural Organization (UNESCO), United Nations Population Fund (UNFPA), 
UNICEF, UN World Food Programme, and World Health Organization (WHO )as well as many 
international NGOs continue to work closely with the Ministries of Education and Health on 
gender-related projects. In recent years, multilateral and bilateral agencies have been working 
with line agencies to mainstream gender concerns in their sector programs. For example, 
United Nations Development Fund for Women has worked with the Government and the LWU 
for several years to promote the establishment of NCAW. Sida has worked extensively with the 
Department of Forestry (within MAF) to develop a gender strategy and action plan, Gender and 
Development guidelines, and other tools for the forestry sector. The Food and Agriculture 
Organization (FAO), the Mekong River Commission, UNDP, and others have also supported 
gender training in fisheries, irrigation and agricultural l extension projects implemented by MAF.  
 
75. Several international NGOs working in the Lao PDR—including CARE, the Lao Red 
Cross and World Vision—have recently taken steps to assess and improve the gender 
awareness and sensitivity of their international and national staff. These include surveys, 
workshops, training sessions, and the development of gender policies and action plans. These 
NGOs are also members of the Gender and Development Group, an affiliation of about 20 
NGOs working in the Lao PDR, and which serves as a focal point for networking and exchange 
of information on gender-related issues and activities. While there is currently no formal donor 
coordination group on gender issues, gender issues are addressed through coordination 
mechanisms in the health and education sectors and on specific issues such as HIV/AIDS and 
human trafficking.  
 

6. Asian Development Bank Strategy 
 
76. ADB’s assistance will promote: (i) equal capabilities in women, men, girls, and boys; 
(ii) equal access to resources and opportunities; and (iii) equality in decision making and rights. 
The strategic framework is consistent with the guarantees of equal treatment in the constitution 
and laws and with the gender strategy in the NGPES. While ADB’s assistance will be 
mainstreamed in all relevant operations, its work to foster gender awareness and equality will be 
designed to be complementary to assistance provided by other development partners and 
stakeholders that support women-focused projects.  
 
77. ADB’s assistance will be linked to its three core operational areas: pro-poor growth, 
social development, and good governance. In specific loan projects, gender action plans and 
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strategies will promote equality in primary education, primary health care, water and sanitation, 
transport, rural electrification, and other basic services. These plans will continue to address the 
particular circumstances of ethnic minority women and girls. Reproductive health services, 
family planning, and sexually transmitted infection awareness will be prioritized through 
culturally appropriate means. To promote equal access to resources and opportunities, ADB will 
continue to work with line agencies such as MAF to expand livelihood opportunities for rural 
women as well as men in commercial agriculture, and through expanding opportunities for small 
and medium-sized enterprise development. Projects promoting commercial agriculture 
development will be designed to ensure that women farmers benefit and that their subsistence 
activities are not undermined. In addition, ADB will support business reforms and financial 
services that benefit small businesses and traders especially women. 
 
78. ADB will support women’s participation in decision-making bodies such as village 
committees and user groups. In ethnic minority communities, special confidence-building 
measures and woman-focused activities may be needed. Program and project loans will support 
more gender and ethnic balance in the staffing of line ministries and local governments. ADB 
will support more gender-aware planning and programming through institutional support to 
specific line ministries or possibly to NCAW. ADB will continue to assist core ministries to adopt 
gender mainstreaming. Efforts will be made to promote gender-equitable reforms in areas such 
as land registration and titling, business regulation, and financial services, and to support law 
and policy reforms to address domestic violence and human trafficking. 
 
C. Sources of Growth and Macroeconomic Developments 
 
 1.  Introduction 
 
79. The Lao PDR is a small, landlocked, and sparsely populated economy within one of the 
most dynamic subregions in the world. It had a GDP of $2.5 billion in 2004 and a population of 
5.8 million. Its GDP per capita of about $430 puts it in the least developed country category. The 
population density of 22 per square kilometer is one of the lowest in the world. Much of the 
country is characterized by mountainous terrain and remote settlements.21  
 
80. The economy is largely based on agriculture. Although the share of agriculture has 
declined, it accounted for 47% of GDP and 77% of employment in 2004.22 More than 80% of 
households derive their livelihood from agriculture. Much agricultural production consists of 
subsistence rice farming.  
 
81. The Government embarked on reforms to shift the orientation of the economy from 
central planning to a market-based system in 1986 with the introduction of the New Economic 
Mechanism. Restrictions on private enterprise were eased, prices and trade of goods and 
services were liberalized, and state-owned entities were privatized, although the transition to a 
market-based system remains incomplete. Since the collapse of the Soviet Union in 1991, the 
economy has been more closely integrated with neighboring countries. Trade and investment 
links with the PRC, Thailand, and Viet Nam are strong and taken together these countries 
accounted for 64% of the Lao PDR’s total merchandise trade in 2004. 
 

                                                 
21 Considering the 4% of land that is arable, however, population density based on cultivable land is substantially 

higher. 
22 Lao PDR NSC. 2005. Statistics 1975–2005. Vientiane (July). 
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82. Gradual increases in market orientation and closer integration with neighboring countries 
have contributed to robust growth. Over the 1990–2005 period, real GDP grew at an average 
annual rate of 6.2% and the average annual increase in real GDP per capita was 3.6%.  
 
 2.  Recent Economic Developments 
 
83. Between 2001 and 2005, the macroeconomic environment largely stabilized following a 
period of turbulence in the aftermath of the 1997 Asian financial crisis and the loss of fiscal and 
monetary discipline in 1998. The adverse impact of the crisis on regional economies dampened 
demand for exports, probably worsened the terms of trade, and suppressed foreign direct 
investment (FDI). In an effort to maintain growth, the Government implemented large-scale 
investments, primarily in irrigation schemes with the objective of achieving self-sufficiency in 
rice. As revenues and financing from traditional external sources fell short, the Government was 
forced to compress recurrent spending sharply, and accumulate arrears in the process, 
especially on wages of civil servants in the social sectors. It resorted to borrowing from the 
central bank, which led to a sharp depreciation of the exchange rate and a jump in inflation. The 
kip depreciated by 82% against the dollar in 1999 from its average value in 1997, contributing to 
a rise in the inflation rate to an average of 128% in 1999 (from 20% in 1997). 
 
84. The economy is estimated to have grown at an annual average rate of 6.3% in 2001–
2005, slightly faster than the 5.9% rate in the previous 5 years. Restrained monetary and fiscal 
policies have contributed to stability of the exchange rate and inflation. Broad money supply 
rose by an average of about 15% over the past 5 years (compared with 113% in 1998). The 
public sector deficit narrowed from 8.5% of GDP in FY1998 to 3.5% of GDP in the most recent 
fiscal year, FY2005. The exchange rate stabilized by early 2001 and ranged between 9,500–
10,700 kip per dollar. Inflation fell to single digits in 2001 and, after a brief spike to 15.5% in 
2003 that can be partly attributed to the effect of drought on food prices, it decelerated to an 
average of 5.9% in 2005.  
 

Table A3.5: Selected Economic and Financial Indicators, 2001–2005 
 

Item 2001 2002 2003 2004 2005a 

Real GDP growth (percentage change) 5.8 5.9 5.9 6.8 7.2 

Inflation (annual % change, period average) 7.8 10.6 15.5 10.5 5.9 

Commercial bank exchange rate  
(kip per dollar; end of period) 

9,490 10,680 10,467 10,377 10,411b

      
Overall fiscal balance, including grants (in % of GDP) (4.4) (3.3) (5.7) (3.4) (3.5)

Government debt (in % of GDP) 99.2 101.7 95.7 84.6 77.3 
      
Broad money (annual % change) 7.8 12.9 24.1 21.0 8.1 

Bank credit to the economy (annual % change) 27.6 (5.2) 5.4 10.1 27.9 
      
Current account balance (% of GDP) (8.3) (7.2) (8.1) (14.4) (16.4)

Gross official reserves (in $million) 134 196 214 227 229 
( ) = negative, GDP = gross domestic product. 
a Estimate. 
b  As of 3 March 2006. 
Source: International Monetary Fund and Bank of Lao PDR. 
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85. The external balance of payments remains broadly stable. Foreign exchange reserves of 
about $230 million are sufficient for approximately 3 months of imports of goods and services. 
Merchandise exports rose by an average of 5.5% a year in 2001–2005, compared with an 
average of 1.6% a year in the previous 5-year period. The Lao PDR’s main exports are 
garments, electricity, wood products, gold, and agricultural products, which together accounted 
for 93% of total export receipts in 2004. The construction of NT2 and other hydropower projects, 
as well as expansion and construction of mines, has led to a much larger current account deficit, 
but committed finance should help fill the higher deficit with relative ease. 
 
 3. Potential Sources of Growth 
 
86. The structure of production is highly skewed toward a few subsectors, although the 
economy has become more diversified and commercialized over the past two decades. Crops 
(primarily rice), the food and beverages subsector of manufacturing, and wholesale and retail 
trade accounted for about half of GDP in 2004. The country is rich in natural resources such as 
hydropower, minerals, and forestry, and, with proper management, they could provide a 
significant boost to growth over the medium and long term. However, many of these activities 
are capital-intensive and are likely to absorb only a limited percentage of the workforce. With 
44% of the population under 15 years of age, and the population expected to grow at over 2% 
annually, labor-intensive manufacturing and services will be crucial if new entrants are to be 
absorbed into the labor force. The agricultural sector remains the key to pro-poor growth in spite 
of the decline of its share in GDP. It has a dominant share of total employment and most people 
in rural areas are wholly dependent on it for their livelihood. Regional cooperation and 
integration also affords substantial potential benefit, given the country’s location in the middle of 
the Mekong region, by offering the opportunity to reduce trade costs, boost tourism, and provide 
markets for its goods and services.  
 
87. Agriculture. The agricultural sector has generally performed well, with average annual 
growth of 4.2% during 1990–2004.23 In the last 5 years, its growth slowed to an average of 3.5% 
per annum from an average of 5.2% per annum in 1996–2000. Part of this slowdown can be 
attributed to the drought in 2003 which depressed crop production. Crops, predominantly rice, 
accounted for 58% of the value added in agriculture in 2004, with livestock making up another 
35% and forestry 7%. Rice production is characterized by subsistence farming. More than 90% 
of agricultural households produce rice for their own consumption.24  
 
88. Over the past 15 years, increases in crop yields have underpinned the growth in 
agricultural production. For example, the area planted with rice expanded at an average annual 
rate of 1.1% in 1990–2004, but production rose 3.7% annually during the same period. The 
increase in yields was particularly sharp during 1995–2000 when there was an eight-fold 
increase in the irrigated area planted with rice. There has also been some diversification into 
maize, vegetables, beans, and other crops, especially in the last 5 years.  
 
89. The presence of unexploded ordnance is a significant impediment to agricultural 
development. About 50% of the country is estimated to be contaminated by unexploded 
ordnance, particularly in northern and southeastern provinces. This limits the cultivable areas for 

                                                 
23 Growth rates and composition of sectors and subsectors in the following sections are computed based on data 

from the Lao PDR NSC. July 2005. Statistics 1975–2005. Vientiane, unless otherwise noted. 
24 ADB Operations Evaluation Department (OED). 2005. Sector Assistance Program Evaluation for Agriculture and 

Natural Resources Sector in the Lao PDR. Manila (p.7).  
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agriculture and removal of unexploded ordnance is significant additional cost for provision of 
infrastructure.  
 
90. Forestry and Tree Crops. The forestry sector (including tree crop plantations) provides 
another potential source of growth, especially for generating employment and income in rural 
areas where non-timber forest products provide for more than half of household incomes. 
However, the sector has performed relatively poorly and future growth needs to be managed 
carefully. During 1990–2004, output grew about 6% per year on average, entirely reflecting 
growth during 1990–95. In the past decade, forestry output fell 3.2% per year on average. The 
sector’s share of GDP was about 3% in 2004, the same as in 1990. Although wood and wood 
products are an important source of export revenues (19% of receipts in 2004), revenues to the 
government from royalties and fees from forestry have declined sharply, reflecting low collection 
rates.  
 
91. Inadequate management has contributed to rapid deforestation. During the 1990s, this 
occurred at an annual rate of 0.5%, reducing the forest cover to an estimated 40% of land area 
at present (from 50% in the late 1980s). If this rate continues, forest cover could be less than 
30% by 2020. Factors contributing to deforestation and forest degradation include illegal 
logging, farming by shifting cultivation, and uncontrolled exploitation of non-timber forest 
products. This underscores the importance of design and implementation of appropriate 
regulations and increased community participation.  
 
92. In recent years, rubber, tea, and coffee plantations have been developed for exports to 
neighboring countries through a variety of contract farming arrangements. Sustainable 
plantation operations are promising, given the strong demand for industrial crops in neighboring 
countries. There is considerable scope for an expansion of sustainable tree crop plantations if 
suitable pricing, zoning, and land management can be secured.  
 
93. Manufacturing. The manufacturing sector, which comprises 75% of the value added in 
industry, grew at a rapid average annual rate of 12% during 1990–2004, doubling its share of 
GDP to 20% over the period. However, production is highly concentrated on a few subsectors 
and overall competitiveness is low. The sector is dominated by the food and beverage 
subsector, which accounts for about 75% of manufacturing value added. Garments comprise 
another 6% and wood processing 3%. Although labor costs are only 44% of those in Indonesia 
and 50% of those in Sri Lanka, for example, productivity (value added per employee) is even 
less – 33% of Indonesia’s and 46% of Sri Lanka’s,25 suggesting that unit labor costs in the Lao 
PDR are relatively high.  
 
94. Manufacturing is characterized by a predominance of small firms. Of the 26,200 firms 
registered with the Ministry of Industry and Handicrafts, more than 96% employed fewer than 10 
persons, 3% employed 10–99 persons and less than 1% had 100 or more employees. Most of 
the small firms are micro-grain mills and are an important source of off-farm employment in rural 
areas. The medium-sized and large firms are mostly foreign owned or controlled and there are 
relatively few state-owned enterprises (SOEs). Removal of constraints to firms’ growth is 
needed to expand employment, encourage adoption of new technologies, and realize 
economies of scale. This underscores the importance of further regional integration, 
infrastructure and human resource development, and reducing the regulatory costs of doing 
business. 
 
                                                 
25 World Bank. 2004. The Lao PDR Country Economic Memorandum. Washington, D.C. (p.24). 
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95. Hydropower. The electricity sector grew at an average annual rate of 11% in 1990–
2004, doubling its share of GDP from 1.4% in 1990 to 2.7% in 2004. Hydropower comprises 
over 97% of total electricity generating capacity. It is an important source of export earnings 
(27% of total receipts in 2004) and government revenues. Estimates suggest that the total 
potential capacity could be up to 18,000 megawatts (MW).26 Estimated generating capacity of 
643 MW and peak domestic demand of about 210 MW in 2002 suggest that the potential for 
capacity expansion and exports to neighboring countries is high.  
 
96. Mining. The mining sector expanded at an annual average rate of 25% in 1990–2004, 
largely reflecting the 268% growth in 2003 when the Australian company Oxiana started 
operating the Sepon gold mine. The sector’s share of GDP increased from 0.1% in 1990 to 
1.5% in 2004. Gold exports rose from nil to $59 million in 2003 and $50 million in 2004 (14% of 
total export receipts).27 Geological surveys indicate a large untapped potential in mining. Apart 
from Sepon, gold and copper deposits have been discovered in Phu Bia in Vientiane and 
Xiengkhuang Provinces and in Xanakham; sapphire in Houixay District; and potash in Tonghap.  
 
97. Services. The services sector expanded at a 6.6% annual rate in 1990–2004, only 
slightly faster than the overall GDP growth. Its share of GDP rose marginally from 24.1% to 
25.5% during the period. Wholesale and retail trade accounts for about 41% of value added in 
services, and transport, post and communications for another 25%. Both of these subsectors 
grew at healthy average annual rates of 9% and 8% respectively during 1990–2004, benefiting 
from the transition to a market-based system from central planning.  
 
98. The tourism industry has grown rapidly as the country implemented more liberal policies. 
The hotels and restaurant sector shows impressive growth, albeit from a very low base, of an 
annual average rate of 28% in 1990–2004, increasing its share of GDP from 0.2% to 2% over 
the period. Official estimates indicate that tourist arrivals increased at an average annual rate of 
45% in 1990–2004 and reached a new record of over 1 million in 2005. Revenues from tourism 
amount to an estimated $100 million (4% of GDP in 2005) per year.28 About 55% of the tourists 
are from Thailand; 15% from Viet Nam; about 4% each from the United States of America 
(USA) and the PRC; and 3% from France. Cross-country comparison indicates that the potential 
for tourism is high. Arrivals are still only 28% of those in Cambodia, 2% of Thailand, and 11% of 
Viet Nam.29  
 
99. Labor Remittances. Remittances from Laotians working abroad provide a substantial 
boost to national income and domestic demand. Thailand’s recovery from the 1997 financial 
crisis, the consequent increase in demand for unskilled labor, and greater access to the Thai 
market as a result of better transport and communication links are providing lucrative sources of 
off-farm employment. Reliable data on Laotians workers abroad are not available, but estimates 
suggest that as many as 200,000–300,000 people (3–5% of the population) are working in 
Thailand, only a quarter of whom are legally registered.30 Remittances from abroad are an 
estimated $100 million (4% of GDP in 2005). With the regional economies expected to remain 
strong and integration likely to intensify, overseas remittances could provide a significant source 
of domestic demand growth.  
 
                                                 
26 Power System Development Plan, available at http://www.poweringprogress.org. 
27  Bank of the Lao PDR. Annual Report 2004. Vientiane (Table 9). 
28  Lao PDR CPI. 2005. Sixth Five-Year National Socio-Economic Development Plan (2006–2010). Vientiane.  
29  Staff estimates based on data from World Development Indicators Online, February 2006. 
30  ADB OED. 2005. Sector Assistance Program Evaluation for Agriculture and Natural Resources Sector in Lao PDR. 

Manila (p.56). 
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 4. Growth Prospects 
 
100. The draft SEDP6 envisages an acceleration of average annual real GDP growth to 7.5% 
in FY2006–FY2010. In line with the historical trend, the industrial and services sectors are 
expected to grow more quickly than agriculture. The share of the agricultural and forestry sector 
is anticipated to fall to 39% of GDP by FY2010 from 47% in 2005, while that of industry, 
including construction, electricity, and mining, is targeted to increase to 35% from 27%. Services 
are expected to raise their share to 27% from 26%. The authorities envisage an increase in 
employment to 670,000 people (compared with 505,000 during 2001–2005), with agriculture’s 
share of employment expected to decline to 74% from 77%, industry’s share to rise to 9% from 
8%, and services’ share to rise to 17% from 16%. 
 
101. The Government’s target growth rate of 7.5% per annum in 2006–2010 appears 
achievable, considering the 6.3% per annum average growth over the previous 5 years and an 
estimated 7.2% in 2005. Several hydropower projects, especially NT2, and expansion of gold 
and copper mines are likely to provide a significant impetus to growth over the next 5 years. 
With Oxiana’s new copper mine and a further expansion of its existing gold mine scheduled 
over the next few years, and international prices expected to remain buoyant, mineral exports, 
in both quantity and value, are likely to increase significantly.  
 
102. It is estimated that the NT2 project could increase GDP growth, as a result of direct and 
indirect (multiplier) effects, by up to 1 percentage point annually, on average, during the 
construction phase (2005–2009).31 The project entails investment of approximately $1.2 billion 
(48% of GDP in 2005). Although much of this will be spent on imports, approximately 
$350 million (14% of GDP in 2005) is estimated to be spent within the Lao PDR on civil works. 
The project is expected to employ about 4000 workers during construction. Once the project 
starts operation, exports and GDP are likely to increase sharply in 2010.32 
 
103. Apart from hydropower and mining projects, tourism could also be a significant source of 
growth. At the end of 2005, entry visa requirements were lifted for tourists from several 
countries in the Association of Southeast Asian Nations (ASEAN) region. The ongoing 
development of tourism sites, proposed development of the Luang Prabang airport, initiative 
and the implementation of a common visa system for the Greater Mekong Subregion (GMS) 
member countries could attract tourists in neighboring countries to make a multi-country visit.  
 
104. The impetus to growth from hydropower, mining, and tourism is likely to be offset 
somewhat by anticipated weaknesses in other areas. The garment subsector is likely to come 
under increasing competitive pressure with the phasing out of global quotas in 2005. The 
outlook for wood processing is also relatively dim in the medium term. Capacity utilization rates 
in wood processing are low (an estimated 20–30%), partly reflecting the dominance of SOEs 
and inconsistencies in the quota allocation for logging. Considering the rapid depletion of forest 
cover, growth of the wood processing sector over the longer term will probably depend on the 
pace of development of sustainable forest plantations. 
 
 
 

                                                 
31 ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the Lao 

People’s Democratic Republic for the Greater Mekong Subregion: Nam Theun 2 Hydroelectric Project: 
Supplementary Appendix E: Macroeconomic Impacts of Nam Theun 2 Hydroelectric Project (NT2). Manila.  

32  International Monetary Fund. 2005. The Lao PDR: Selected Issues. Washington, D.C. (p.7). 
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 5. Policies to Promote Growth 
 
105. Sustaining growth over the medium term and achieving labor-intensive and diverse 
sources of growth in the longer term will depend on a number of factors. First, continued 
preservation of macroeconomic stability is necessary to preclude sharp movements in prices 
and to provide a predictable environment for business. The major challenge is to contain the 
fiscal deficit, taking into account the high public sector debt burden, while maintaining essential 
social and capital spending, including recurrent expenditures, on agriculture, education, health, 
and infrastructure. Accelerating the Government’s intention to raise the revenue-to-GDP ratio 
through a value added tax and better tax administration; rationalizing and clarifying relations 
between the central and provincial governments regarding revenue collection and expenditure 
disbursement; and increasing the effectiveness of spending would mitigate the risk of a large 
public sector borrowing requirement and resort to inflationary finance.  
 
106. Second, a strong financial system would help raise domestic savings rates and improve 
the quality and quantity of investment. The financial sector is underdeveloped, as reflected in 
the low (18%) ratio of the broad measure of money supply to GDP, compared with 21% for 
Cambodia, 62% for Viet Nam, and an average of 50% for countries classified as “low income” 
by the World Bank.33 Lack of access to finance is often cited as one of the main constraints by 
businesses. In the Doing Business survey34 by the World Bank in 2005, the Lao PDR ranked 
152 out of 155 countries for ease of getting credit.  
 
107. The restructuring of the banking system and SOEs needs to be hastened in order to 
improve the efficiency of financial intermediation and limit the increase in non-performing loans 
and associated contingent liabilities of the government. Currently, three SOCBs dominate the 
financial system. About 80% of the loans of SOCBs, primarily to SOEs, are estimated to be non-
performing.  
 
108. Third, the regulatory cost of doing business is high relative to other comparable 
countries. The Doing Business survey ranked the Lao PDR 147 out of 155 countries for overall 
ease of doing business in 2005, compared with 133 for Cambodia and 99 for Viet Nam. Apart 
from ensuring access to credit for worthy borrowers, trade facilitation, contract enforcement, 
ease of entry and exit, and comparable treatment of state and private enterprises figure 
prominently among factors hindering the investment climate.  
 
109. Fourth, investments in infrastructure, especially in rural areas, and in human resources 
are essential for productivity growth. There needs to be an appropriate balance between 
maintenance of existing assets and new projects. The scattered population and the country’s 
landlocked status raise the non-labor costs of production for businesses because of higher 
costs of transport, utilities, and logistics, and impede exchange of goods and services. Creation 
of domestic markets and links among them and with regional markets are a prerequisite for 
agricultural diversification and specialization. Farmers would be more likely to diversify and 
specialize if they could sell their products in markets and purchase rice and other essentials for 
consumption. 
 
110. Fifth, given the small domestic market, the Government is intensifying efforts at 
integration with regional and global markets. The Lao PDR applied for World Trade 
Organization (WTO) membership in 1997, and the first working party meeting was held in 

                                                 
33  World Bank. World Development Indicators Online. Available: http://www.worldbank.org.  
34 World Bank. 2005. http://www.worldbank.org.  
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October 2004. Although WTO accession is still some years away, eventual accession would 
make the Lao PDR eligible for most-favored-nation treatment by WTO members. The country 
was granted “normal trade relations” status by the USA in 2004 and a bilateral trade agreement 
came into effect in January 2005.  
 
111. As the Lao PDR is a landlocked country in the middle of a dynamic region, closer 
cooperation with neighboring countries is likely to remain important. Several initiatives could 
increase integration with the region. As a member of ASEAN, the Lao PDR is expected to 
benefit from the ongoing implementation of the Common External Preferential Tariff scheme, 
which is designed to lead to an ASEAN Free Trade Area (AFTA) and an ASEAN-PRC 
framework agreement, which envisages a free trade area between ASEAN and PRC by 2015.  
 
112. The GMS economic cooperation initiative has gained substantial momentum since its 
inception in 1992. The initiative has enhanced cooperation among the six member countries in a 
number of areas, including transport, trade, energy, telecommunications, and tourism, among 
others. With its location at the center of the subregion, the Lao PDR is likely to continue to 
benefit significantly from the initiative. Cooperation is particularly advanced in transport and 
energy, including NT2. Several economic corridors are near completion, providing the Lao PDR 
with access to ports in Thailand, Viet Nam, and, potentially, in Cambodia.  
 
113. The recent growth performance of the Lao PDR is likely to be sustained over the next 5 
years. Much of the growth will be based on relatively capital-intensive hydropower and mining 
projects. The outlook for tourism also looks promising. Further integration with other regional 
economies should also support growth. Over the longer term, the country faces a number of 
challenges to achieving sustainable, labor-intensive, and pro-poor growth. The macroeconomic 
environment is vulnerable and has to be managed prudently in both monetary and fiscal areas. 
The pace of the Government’s reforms, including improved governance in the public and 
financial sectors; policies to improve the investment climate and foster private enterprise; and 
development of human resources and infrastructure will determine productivity growth and long-
term performance.  
 
D. Private Sector Assessment35 
 
 1. Introduction 
 
114. The private sector comprises informal and formal business entities, including FDIs. The 
majority of the private sector is in the agricultural sector (independent farm households and 
private entrepreneurs), which employs almost 80% of the labor force. Some 98% of 
manufacturing businesses are micro and small business with an average size ranging from 2 to 
10 employees, and about 75% are engaged in grain milling, food processing, retail trade and 
services (mainly repair shops), restaurants, and hotels. There are approximately 100,000 
domestic small and medium-sized enterprises (SMEs) in trade and manufacturing, and some 
400 larger foreign-invested enterprises.  
 
115. The Lao PDR remains a transition economy, with enormous potential for private sector 
activity. There are promising private sector opportunities within the natural-resource-based 

                                                 
35 Although a number of structural factors (such as infrastructure availability, lack of adequate skills, among others) 

are significant binding constraints for private sector development, such issues will not be addressed here. This 
assessment and road map focuses primarily on the enabling policy and regulatory environment for private sector 
development. 
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economy, especially for hydropower, mining, eco-tourism, and plantation resources. The 
development of economic corridors to neighboring countries will open up opportunities for 
corridor-based services, manufacturing, and tourism development. Considerable progress has 
been achieved in recent years in promoting the private sector and opening up trade. The Lao 
PDR is well placed, geographically, to attract foreign investment from the rest of the GMS, and 
FDI increasingly plays a significant role in the economy (as shown by recent hydropower and 
mining projects). Public–private partnerships, such as the Theun Hinboun Hydropower Project 
and the NT2, have also fostered private sector development (PSD). 
 
 2. Sector issues and Development Challenges 
 
116. A number of factors combine to impede PSD including (i) inadequate labor skills, (ii) high 
transport costs arising from the country’s rugged terrain, (iii) the small and fragmented domestic 
market associated with a dispersed population, (iv) cumbersome and tedious registration and 
licensing procedures, and red tape; (v) lack of information on input and output markets and on 
prices; (vi) barriers to SME development, including limited credit and entrepreneurial skills, (vii) 
lack of competitiveness in the manufacturing industry (in garments, in particular, which account 
for 23% of the total exports); and (viii) a weak and subsistence-oriented agriculture sector. A 
recent investment climate survey found that the main factors impeding business operations in 
the Lao PDR are quite different from those of neighboring transition countries, and are far more 
similar to those observed in South Asia (Figure A3.1). The 2006 World Bank and ADB 
Investment Climate Survey36 found two major constraints to PSD to be a lack of access to 
reliable power supplies and inadequate market infrastructure.37  
 
117. The Government is aware of the need to foster private sector initiative, and recent plans 
have highlighted the importance of improving opportunities for the private sector. While the 
business environment is steadily improving, the costs of doing business continue to be quite 
high. According to the World Bank’s Doing Business survey, the Lao PDR is ranked 147 out of 
155 developing countries in terms of the cost of doing business. It is the lowest ranked Asian 
country, and in almost all categories, the business climate in the Lao PDR lags behind 
comparator nations. Domestic enterprises remain small, averaging only 2 paid employees. 
While foreign-invested enterprises play an important role in the economy, inflows of FDI have 
been slowing down, falling from 8% of GDP in 1996–1997 (about $105 million) to 4% in 2000–
2001 (about $70 million).38 
 
118. Lack of Institutional Framework and Strategy for Private Sector Development. 
Policies to promote the private sector suffer from a lack of focus and consistency. A strong 
coordinating mechanism is needed to ensure effective policy making across the ministries 
involved in PSD. At the same time, a comprehensive national strategy is necessary to ensure 
an integrated and coordinated approach to PSD is taken. The roles of the SME Promotion and 
Development Committee and the SME Promotion and Development Office are vital in ensuring 

                                                 
36 Government of Lao PDR, ADB, and World Bank. 2006. Lao PDR: Reducing Investment Climate Constraints to 

Higher Growth, Draft Report. Manila. 
37 Studies include the ADB Private Sector Assessment, September 2005; Doing Business 2006, World Bank, 2005; 

Lao PDR: Medium-term Strategy and Action Plan for Industrial Development, United Nations Industrial 
Development Organization, 2003. 

38 The data do not take into account NT2, which will generate about $1.9 billion in foreign exchange earnings for the 
Government over the project’s 25-year operating period, which is expected to begin in 2009. The data also do not 
take into account the revenues from the Oxiana Resources gold and copper mine in Savannakhet province. The 
plant began operating in 2003 and has increased the ore processing capacity from 1.25 to 2.5 metric tons per 
annum.  
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effective coordination and implementing of policies to promote the private sector. In addition, 
there is also an important need to improve the enterprises’ access to various forms of 
information from the Government, both directly and through the support of business 
development service providers as well as business associations.  
 

Figure A3.1: Investment Climate Constraints-Comparison 
with Other South Asian countries 

 
Top five investment climate constraints 
the Lao PDR vs. South Asian countries 

 

   
 
119. Need for Continued Legal and Regulatory Reform. The legal and regulatory system 
for private business development is at an early stage of development, and many laws have yet 
to be fully implemented. ADB has assisted the Government to improve the commercial legal 
environment, in conjunction with reforms aimed at improving the soundness of the banking 
system (Box A3.1). Regulatory reform is needed to reduce uncertainty in the business 
environment and to lower administrative costs. There is a need for more effective 
implementation of the Enterprise Law through simplification of national and local registration 
procedures. A national business registry and licensing reform are also needed. Burdensome 
entry regulations do not necessarily improve the quality of products, make work safer or 
increase efficiency. They hold back private investment and prevent businesses from entering 
the formal sector.  
 
120. Weak Policy Environment for Foreign Investments. FDI has grown rapidly in recent 
years, but this has primarily been driven by a small number of mining and hydropower projects. 
In FY2004, the largest recipients of FDI inflows were the power sector, tourism, construction, 
and mining (Figure A3.2). The extent of the FDI inflow is strongly influenced by a receptive legal 
and regulatory environment for FDI. Improvements in property rights, sound commercial laws 
and a predictable legal administration will encourage investment, reduce investment risks, and 
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lower the costs of investment and lending for FDI. Recent Government reforms include the 
passage of a new Foreign Investment Law (2004) and its implementing decree (2005). These 
are intended to streamline and simplify investment licensing requirements and to reduce the 
burdens of administrative procedures involved. However, effective implementation of the new 
legal framework is needed to facilitate growth in foreign investment. 
 

 
Box A3.1: The Lao PDR Commercial Proceedings Project 

 
Economic development comes from growth of commerce and business and fair and equitable commercial 
dealings require a legal and judicial system that is transparent, certain, and predictable. ADB is therefore 
supporting the development of commercial proceedings in the Lao PDR (including the establishment of a 
commercial division of the court system and associated mediation processes), as part of banking sector 
program loan reforms and related technical assistance (TA). A holistic approach over a number of years 
will be needed. ADB’s TA aims to strengthen the legal system to enable the development of an effective 
prudential regulation system to resolve commercial disputes. This will be through mediation in the first 
instance, with litigation as a fall back if the issues cannot be mutually resolved in order to bring failed 
borrowers, strategic defaulters, and unsound banks to account. In the Lao PDR the court system is at a 
relatively early stage and there is little knowledge or experience in the judicial system of commerce and 
business dealings, enforcement of security, or timeliness of necessary action.  
 
With no “credible threat” from the court system, nonperforming loans (NPLs) at state-owned commercial 
banks (SOCBs) were estimated to be in the range of 5.6% of GDP in 2001. Many loan contracts are 
inadequate. For example, there are no default provisions to accelerate loan repayment in the event of a 
default and it is often difficult to enforce security claims over property. Support has been given to SOCBs 
to draft standardized loan and security documentation and to ensure that the model documentation is 
adopted and used. This will mean that borrowers will understand the lending system better and courts will 
be able to quickly understand and enforce the contractual arrangements. ADB has assisted with (i) 
drafting the relevant legislative amendments and preliminary rules of court; (ii) training of commercial 
judges from Vientiane and five provinces, registry staff, SOCB personnel, and enforcement officers so 
they understand and apply the new rules; (iii) establishing monitoring and evaluation of commercial 
division cases; and (iv) conducting a campaign for public awareness of the new court procedures. 
 
Because of the cultural bias towards mediation rather than litigation, phase two of the TA, to be 
undertaken in 2006, will further promote the development of mediation processes, particularly in the 
Economic Dispute Resolution Office. It will also strengthen the ‘involuntary approach’ to NPL resolution 
where, in the event of a default, measures can be taken by a bank to enforce its security, without 
recourse to a court. Further training will be undertaken and specialized court rules of procedures (and 
directions and mechanisms to implement those rules), will be developed. Regular exchange of 
information and consensus building among the stakeholders, both private and public, for the judicial 
reform process is also being promoted. 
 
Source: Asian Development Bank. 2006. Technical Assistance to the Lao People’s Democratic Republic 
on Promoting Governance in Financial Transactions. Manila (TA 4770-LAO).  

 
 
121. Lack of Effective Trade Policy Regime. As the economy of the Lao PDR becomes 
further integrated into the global economy through tariff reductions as part of AFTA and through 
preparations for accession to the WTO, its import and export procedures will need to be 
reformed to enable effective integration into regional and global markets and to support the 
private sector. The Government needs to streamline administrative procedures for importing 
and exporting and border management systems. 
 
122. Limited Access to Finance. Limited access to financing is a major constraint to starting 
and expanding a business in the Lao PDR. Total lending is equal to only 6.9% of GDP, which is 
low by international standards. Many businesses are unable to prepare the financial statements 
a bank needs to evaluate a loan application. The limited availability of banking products 



Appendix 3 104 

provides few options for private sector financing. In addition, the heavy reliance of banks on 
securing loans with land and buildings limits options for firms with little collateral. 
 
123.  Inadequate Public-Private Consultation. The Lao National Chamber of Commerce 
and Industry (LNCCI) and its 13 sector-specific associations have the expertise to provide the 
Government with policy input on the scope of PSD reforms, but few means to do so. 
Government private sector policy is still mainly formulated by ministries and there are few 
opportunities for senior members of the private sector to provide consistent and transparent 
input. Many laws, regulations and procedures are passed without adequate consultation with 
the private sector. 
 

Figure A3.2: Foreign Direct Investment in the Lao PDR 
(% of GDP) 

 

 
est = estimate, GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic. 
Note: 2004 and 2005 figures are Ministry of Commerce estimates. 
Source: Lao PDR National Statistics Centre, Committee for Planning and Investment. Annual Yearbook. 
Vientiane. 

 
 
 3. Government Strategy 
 
124. Establishment of an Institutional Framework for Policy Development. The 
Government recognizes the many challenges to PSD and remains committed to continuing the 
transition to a private-sector-led market economy. In April 2004, the Government established an 
SME Promotion and Development Committee and an SME Promotion and Development Office 
to spearhead SME promotion efforts. In SEDP6, the private sector is identified as the main 
engine of growth, and specific strategies are laid out to foster PSD, including improved 
regulations, enhanced market infrastructure, and active promotion of FDI. 
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125. Recognition of Private Sector Development’s Importance in Policy Framework. In 
SEDP6, private sector development, FDI, and trade are cited as prime drivers of the economy 
and it is the Government’s policy to continue to move toward a market-oriented economy. It will 
need to develop a strong legal and regulatory environment that will encourage investors and to 
make the Lao PDR an attractive place in which to do business. SEDP6 contains specific 
strategies to foster PSD, including better regulations, enhanced market infrastructure, and 
active promotion of FDI.  
 
126. Planned Entrance into WTO. The Lao PDR is in the fact-finding phase of accession 
negotiations to WTO. Membership of WTO would add certainty and transparency to the 
enterprise environment, and the process of WTO accession should help foster economic policy 
reforms and hasten implementation of a stronger legal and regulatory framework. 
  
 4. Asian Development Bank’s Experience and Activities of Other Development 
  Partners 
 
127. ADB’s assistance for PSD has focused on building capacity within the Government. 
Projects include: (i) Integrating the Poor in Regional Trade through Standard-Setting for PSD, 
(ii) Advisory Assistance on SME and PSD Environment Enhancement, and (iii) Facilitating 
Cross Border Trade and Investment in the GMS. The Integrating Poor in Regional Trade 
through Standard-Setting for PSD project identified the scope of issues related to improving 
market access of Lao PDR products through the implementation of quality standards. The role 
of the private and public sectors in developing product and process standards were reviewed 
and agreed with the Lao Handicraft Association and the Ministry of Industry and Handicrafts and 
the Science, Technology and Environment Agency (STEA). The Facilitating Cross-Border Trade 
and Investment in the GMS project included ongoing capacity building of the GMS Business 
Forum39 as well as the implementation of a trade logistics study. The outputs under this regional 
TA included the development of institutional corporate governance procedures for the Business 
Forum following consultation with its core members and the six regional chambers of commerce 
and industry represented on the Business Forum’s board of directors. The Advisory Assistance 
on SME and PSD Environment Enhancement project included the drafting of the Secured 
Transactions Law, approved by the National Assembly in May 2005, the review and suggested 
amendments to eight major commercial laws, the training of the commercial courts in the area 
of commercial dispute settlement, the joint training of stakeholders in the financial, commercial 
and legal sector on specific access to finance issues for SMEs, the review of the existing import 
and export licensing procedures and the development of a road map to facilitate the 
implementation of an import:input–export:output trade coefficient to facilitate streamlining of 
existing licensing procedures and improve revenue generation.  
 
128. A clear lesson from past ADB assistance to PSD in the Lao PDR is that more focus 
needs to be placed on implementation of already established policies to promote PSD and the 
commercial legal framework. Many improvements have already been made, but the 
Government lacks the capacity to implement the improved policies, laws and regulations 
effectively. In addition, gaps in the legal environment remain; public–private partnerships need 
to become established and to start operations; and more regular consultation is needed 
between the private sector and the Government on matters of public policy.  
 

                                                 
39 Capacity building of the GMS - Business Forum was initiated under the preceding RETA 6020: Facilitating Cross-

Border Trade and Investment for Small and Medium Enterprise Development in the GMS. 
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129. Other Donor Activities. Other development partners also support PSD. The Japan 
International Cooperation Agency (JICA) (which has helped to formulate and provide training on 
many components of the commercial legal framework) and the United Nations Industrial 
Development Organization (UNIDO) have helped the Government draft the SME decree. The 
European Union (EU) and German technical cooperation through GTZ are currently formulating 
activities in the SME sector, particularly in relation to export promotion and training, and are 
expected to support current ADB efforts to draft a long-term SME strategy. Finally, the World 
Bank and the International Monetary Fund (IMF) are co-chairing the Macroeconomic and 
Private Sector Development Donors Working Group and the World Bank is currently 
encouraging the Government to improve the policy environment for the private sector through its 
poverty reduction support operations.40 A number of agencies have also provided support for 
SMEs. Sida has initiated a project on enterprise taxation. Overall, while the support to private 
enterprises has been extensive and wide-ranging, an important shortcoming is that much of it 
has been ad-hoc and incremental—several different approaches are being supported, and no 
agency has yet provided a comprehensive assistance program directly targeting the policy and 
capacity building requirements associated with PSD.  
 
 5. Asian Development Bank’s Strategy 
 
130. Better infrastructure, public policies, regulatory regimes, governance, and consistency 
and predictability in policy implementation will be needed if higher rates of private investment 
are to be realized. Working in close cooperation with other development partners, ADB will 
assist the Government by supporting the transformation of the agriculture sector from a 
subsistence to a commercial orientation, improving basic transport and power infrastructure, 
strengthening the regulatory regime governing the operation of financial institutions, establishing 
the foundations of a commercial legal system, improving trade facilitation practices, fostering 
integration into AFTA and other free trade agreements, improving investment regulations, and 
expanding access to business services. Enhancing the soundness and sustainability of public 
finance and the successful restructuring of the state commercial banks will also boost investor 
confidence, mobilize resources, and broaden access to financing for PSD.  
 
131. Improving the Business Environment. ADB, in coordination with other development 
partners, will support the Government through a comprehensive program of assistance aimed at 
improving policies for private sector and SME development. It will work with the Government to 
improve implementation of recent enterprise policies and the legal framework. It will work with 
the Government to draft a detailed policy and strategy on SME development, and to improve the 
quality of and access to business development services. 
 
132. Enhancing Capacity and Commercial Legal Framework for Private Sector 
Development. ADB will continue to support the capacity building efforts of the Government, 
particularly with respect to the commercial legal framework.41 Its support will focus on 
implementation of the recent Secured Transactions Law as well as of related major financial and 
commercial laws and regulations. ADB will also support SMEs through training to facilitate their 
access to commercial finance.  
 
133. Seeking Synergy with Financial Sector Development. ADB support for PSD will be 
undertaken in close coordination its support for financial market development. Coordination will 

                                                 
40 In addition, the Mekong Project Development Facility provides enterprises with a business development service. 
41 The relevant legal framework includes: (i) commercial enterprise law; (ii) secured transactions law; (iii) banking law; 

and (iv) bankruptcy law.  
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be essential to improve the private sector's access to credit. ADB will support the Government 
to reform SOCBs to: (i) improve their governance; (ii) strengthen their commercial orientation; 
and (iii) modernize banking practices. Reforms in the state-owned banks include the phasing 
out of sector-specific credit lines, as the performance of such credit lines in the Lao PDR and 
other countries has been poor. They undermine the commercial operations and sustainability of 
the banks, and have a questionable impact on the targeted sectors. Instead, ADB will support (i) 
capacity building in the banks to improve their credit assessment methods, (ii) development of a 
credit information bureau in the Bank of Lao PDR (BoL), and (iii) capacity building in SMEs so 
they can prepare the financial statements and credit applications necessary to gain access to 
credit. Legal reforms to increase competition in the financial sector and the introduction of new 
financial services, such as leasing, will enhance the private sector's access to formal financial 
services. Improved policy for and institutional investment in rural and micro finance, to be 
supported by the Rural Finance Sector Development Program, will improve access to credit for 
the emerging rural and micro-businesses.  
 
134. Catalytic Private Sector Support. ADB recognizes the importance of private sector 
investment to: (i) generate foreign exchange, (ii) provide effective transfer of technology and 
skills; (iii) establish a platform for introducing improvements in the legal framework and 
economic management; and (iv) catalyze increased investment flows and enhance the Lao 
PDR’s reputation as an investment destination. ADB’s public and private sector operations will 
be fully integrated to support the full spectrum of private sector investment, from facilitating rural 
microenterprise development to encouraging catalytic, large-scale FDIs. Through its public 
sector operations, ADB will help the Government improve the climate for PSD through a 
combination of investments and technical support for policy, institutional, and regulatory reform 
in key sectors where ADB operates. Complementing its public sector operations, ADB’s private 
sector operations will introduce innovative models and approaches to catalyze private sector 
investment, through equity participation, lending, guarantee facilities, and the introduction of 
new instruments and contractual arrangements for managing private sector investment risk. 
Support for large-scale infrastructure development in the hydropower sector will be the main 
focus of ADB’s private sector operations and there are a number of promising hydropower 
projects for which the feasibility of private sector operations are being pursued, including Nam 
Ngum 3 and Theun Hinboun Expansion. Such projects will need to be technically and financially 
viable, have suitable power purchase arrangements and agreements, and will need to be in full 
compliance with ADB’s environmental and social safeguards. In addition, new forms of financing 
instruments, including guarantees and debentures, could help to widen the financing 
opportunities for public–private partnerships. Although the Lao PDR does not have access to 
international capital markets, there is potential to tap emerging capital markets in the Mekong. A 
local-currency bond instrument could be developed, for example, to finance new large-scale 
commercially viable public–private partnerships, with the project proceeds used to service the 
bonds. ADB’s private sector operations and ADB’s public sector support for banking sector 
reform will also explore opportunities for broadening access to a range of commercial financing 
instruments during the next country strategy and program (CSP) period.  
 
135. Linking with GMS Development. ADB will continue to support the integration of the 
private sector into vibrant regional markets. The GMS Business Forum is providing valuable 
services to its core members, the regional chambers of commerce and industry, in the area of 
trade and investment. Its Board of Directors includes senior members of LNCCI. The role of the 
Business Forum is to provide policy input to senior officials in the GMS on how to streamline 
trade and investment regulations and promote upgrading and harmonization of regulations. The 
technical issues developed by the Business Forum for its core members and the private sector 
include procedures to improve transport and trade logistics integration across the GMS, related 
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issues in financing, taxation, investment legislation and dispute settlement. ADB will continue to 
support the development of business associations and will facilitate cross-border trade and 
transport through its regional assistance program.  
 
 6. Monitoring and Implementation Issues 
 
136. Systems for monitoring the progress of PSD are hampered by a dearth of timely data 
and reliable indicators. ADB will assist the Government to improve its monitoring and evaluation 
of the many efforts to promote the private sector. ADB will develop systems to monitor the 
reform of private sector policy. These will draw on existing government reporting systems; the 
findings of ADB’s private sector assessment and joint investment climate survey with the World 
Bank; surveys conducted by other agencies (e.g., GTZ); and the results of TA workshops and 
supporting documents for public dissemination to be published on the LNCCI website.  
 

Table A3.6: Sector Road Map for ADB Support for Private Sector Development 
 

Item Indicators 
 2000 2005 2010 2015 2020 
A. Sector Outcomes      
Percentage increase in exports — $360 million 

(10%) 
+70% +100% +150% 

Increased percentage of non-energy 
related foreign investment inflow 

— 13% 20% 30% 40% 

Increased number of enterprises 
with employees 

— 53,000 +15% +20% +25% 

Percentage of GDP by 
manufacturing sector  

— 26% 35% 40% 45% 

Percentage share of enterprises 
with less than 10 employees 

— 97% 85% 75% 65% 

B. Sector Outputs      
Establishment and implementation 
of institutional framework and 
strategy for private sector 
development  
 

Operations of 
the SME 
department 
within the MIH 
 

SME office  
and SME  
policy 
committee 
established  

Implementation 
of the policy 
strategy for 
SME/private 
sector 
development 
 

Functional 
policy 
coordination 
mechanism 
established 

Increased 
capacity of the 
SME office 

Continued legal and regulatory 
reform  
 

Drafting of 
major laws on 
the private/ 
commercial 
sector 

Promulgation  
of the major 
laws on the 
private 
commercial 
sector 

Issuance of 
detailed 
guidelines on 
the laws  

Implementation 
of the legal 
framework   
with increased 
capacity at the 
central and 
local 
government 
agencies 
 

Initiation of 
decentralization 
of the law 
implementation 
to the local 
levels 

Enhanced policy environment for 
foreign investments and trade 
regimes 
 

 Issuance of 
major 
guidelines on 
the laws 
affecting 
foreign 
investments 
 

Entrance into 
WTO 

Implementation 
of WTO 
requirements 
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Item Indicators 
 2000 2005 2010 2015 2020 
Increased access to finance by 
private enterprises 
 

 Development  
of alternative 
financing 
mechanisms 

Operations     
of property 
registration 
regimes 
 

Effective 
commercial 
court system 

 

Improved public–private partnership  Initiation of a 
private sector 
forum 

Increased 
capacity of    
the business 
associations 

Delegation of 
industry-level 
supervision to 
the appropriate 
business 
associations 
 

 

C. Sector Issues and Constraints Long delays in starting a business (almost 200 days) 
High costs of licensing (about 220% of per capita income) 
Long delays (about 130 days) and procedures in registering a property 
Lack of functioning credit information system 
Difficulties in trade: 

(i) Number of documents for exporting goods: more than 10 
(ii) Days required for exporting goods: more than 60 
(iii) Number of documents for importing goods: more than 15 
(iv) Days required for importing goods: almost 80 

Lack of functioning court system—about 450 days required for contract 
enforcement (cost of recovery is about 30%)  

Long delays in bankruptcy procedures (5 years) and limited cost recovery  
 

By Agency D. Actions, Milestones, and   
    Investments 

By Issues Schedule 
ADB Others/ 

External 
Gov’t 

1. Loans      
Private/SME Sector Development 
Program 

Improved regulatory 
reform, access to 
finance, and overall 
policy coordination 
 

2007 √  √ 

2. TAs      
Capacity Building for Private/SME 
Sector Development (TA-4526) 

Improved regulatory 
reform, access to 
finance, and overall 
policy coordination 
 

2007 √ European 
Union 

√ 

— = not available, ADB = Asian Development Bank, GDP = gross domestic product, Lao PDR = Lao People’s 
Democratic Republic, MIH = Ministry of Industry and Handicrafts, SME = small and medium-sized enterprise, WTO = 
World Trade Organization. 
Source: Government of Lao PDR and ADB estimates.  
 
 
E. Governance Assessment  
 
 1. Introduction: Core Governance Issues 
 
137. In its efforts to achieve sustainable growth with equity and poverty reduction, the 
Government recognizes that improvements in the accountability, transparency and efficiency in 
Government’s operations are needed for effective public services delivery. The Lao PDR’s 
public institutions face significant capacity constraints and have historically scored poorly in 
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terms of contract enforcement, protection of property rights, transparency, and effective public 
service delivery. In addition to corruption, key governance issues include the slow pace of public 
service reforms and associated policy decision making, adequacy and enforceability of the rule 
of law, and limitations posed on civil society.  
 
138. Many aspects of governance are, however, improving. There are more frequent 
discussions of politically sensitive issues in the media (e.g., HIV/AIDS, trafficking, corruption) 
and, in urban areas, the ready availability of foreign magazines, television, and the internet has 
substantially improved access to information. Oversight powers of the National Assembly have 
increased; there is a growing desire to attract FDI and tourists; decentralization is proceeding 
rapidly; and there is an enhanced openness and dialogue with donors. Civil society 
organizations (apart from government-sponsored mass organizations such as the Lao Women’s 
and Youth Unions), are yet to emerge, but international NGOs have made a positive 
contribution to development for some years.42  
 
139. Public service performance is improving, but remains handicapped by human resource, 
financial and managerial constraints. The Lao PDR civil service is not exceptionally large or 
expensive, although the wage bill accounts for nearly half of domestic revenues.43 Within 
Government, centralized decision-making discourages local initiatives, while politicized 
recruitment, low pay levels, payment delays, limited accountability, and a lack of clear job 
descriptions and merit-based advancement discourage initiative. Decision-makers are often 
isolated from the civil service and civil servants are often poorly informed about government 
policy, legislation, and even administrative procedures.  
 
140. The transition from central planning to a market economy involves replacing 
administrative fiat with the rule of law. At present, the lack of a clear distinction between the 
executive and judiciary hampers enforcement and transparency. The law gives basic protection 
for property and contract rights but implementation of rules and regulations remains inadequate 
and incomplete. Institutions such as the registries and court systems are underdeveloped, 
making protection of property and contract rights uncertain for many. The judicial system, in 
particular, suffers from inadequate staffing and resources and there are many discrepancies 
between provinces in the quality and speed of court rulings and their enforcement.  
 
141. The rule of law is being strengthened and is gradually replacing de facto rule by Party 
decree. A number of constitutional amendments passed in 2003 modified and enhanced the 
judiciary. A new tier of courts, the appellate courts, has brought appellate justice closer to the 
people. Judges are now appointed, transferred, and dismissed by the National Assembly 
Standing Committee on the recommendation of the President of the Supreme Court. This was 
formerly a government responsibility. The administration of local courts (formerly the 
responsibility of the Ministry of Justice) now resides with the Supreme Court. Village mediation 
units have been strengthened by the issuance of regulations on their organization and 
operation. These units (currently operating in about 90% of all villages) provide the option of 
settling disputes at the village level. This is particularly important, as in many instances such 
units are the first and only recourse to settlement of disputes for the general population.  
 

                                                 
42 Civil society in the Lao PDR is largely represented by mass organizations, including LWU, the Lao Revolutionary 

Youth Union, the Lao Front for National Reconstruction, and the Lao Federation of Trade Unions.  
43 The civil service has about 97,000 employees, equivalent to 1.7 civil servants per 100 people, which is below the 

average for the Asia-Pacific region. Government employees’ salaries in Lao PDR were on average $32 per month 
in FY2005 or below the per capita GDP of $38 per month in the same year.  
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142. Corruption is attributed to low civil service salaries, weaknesses in political 
accountability, and a culture of impunity. Moreover, there is little awareness and appreciation in 
society as a whole of the adverse effects of corruption. A recent article noted that the most 
prominent forms of corruption are:  
 

accepting payment to disregard illegal trade, both imports and exports; collusion with officials to 
under-report trade volume in order to reduce tariffs and duties; accepting bribes to disregard 
environmental regulations; collusion to reduce taxes and rents; bribes demanded to issue 
documents, especially those required to establish a business of register land titles; extortion of 
regular payments by business to the ruling party, or to influential Party members for political 
protection; percentages and kickbacks for the awarding of contracts; obtaining of loans from stage 
lending banks by powerful individuals or through state owned enterprises that are not repaid; use of 
government funds earmarked for projects, or even salaries, for individual gain; payments for 
political favors, particularly regard to obtaining employment or promotion; and a wide range of petty 
corruption by low-level civil servants, police, and so on.44  

 
143. There is, however, also a growing willingness to debate and confront corruption. The 
National Assembly has recently passed an anti-corruption law which provides for greater 
powers for prosecution of offenders, and includes measures to monitor the assets and income 
of senior officials. Government finances are being computerized, the State Audit Organization 
(SAO) has been strengthened, and audits of SOEs and Government agencies have increased 
in frequency and depth. The UN and Government are sponsoring a mass awareness campaign 
to promote zero tolerance of corruption. SEDP6 candidly acknowledges corruption is 
widespread in Government, and announces a series of new measures to combat it, including 
strict revenue collection measures, public awareness campaigns and vigilant prosecution for 
corrupt acts. The anti-corruption law provides for greater powers for prosecution of offenders 
and measures to monitor the assets and income of senior officials and further clarifies the role 
of the State Inspection Authority.  
 
 2. Key Issues in Fostering Sound Public Sector Financial Management  
  
144. ADB has focused on assisting government to improve financial sector management as 
vehicle for improving economy-wide governance. The public sector financial management 
reform agenda covers improved transparency and the accountability and efficiency of the public 
service. Public sector financial management reforms are essential if corruption is to be 
combated, rule of law enforced, and confidence in government enhanced. Effective 
management of public finances is also essential for maintaining the economic stability and low 
inflation on which investment and growth depend. It is needed to ensure that essential poverty-
reducing public services are properly financed. Improvements in public sector financial 
management are required to increase the efficiency and equity impact of public sector spending, 
to better match public spending to poverty reduction priorities, to improve the balance between 
capital and recurrent spending, to ensure that fiscal policy is sustainable over the long term, and 
to improve the accounting and control of public finance.  
 
145. Many factors hinder sound management of public finance. There is a severe shortage of 
staff with skills in all aspects of public financial management; debt management, public 
expenditure planning and analysis, accounting and reporting, treasury administration, 
procurement, and information systems. Assistance to improve public sector financial 
management must anticipate the long time frames required to build capacity in many areas.  
 
                                                 
44 Stuart-Fox, Martin. 2006. The Political Culture of Corruption in the Lao PDR. Asian Studies Review. Vol. 30, pp. 

59–75.  
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146. Fiscal Sustainability. The Government fiscal position is difficult, mainly because of low 
revenue mobilization, but the medium-term debt service will be manageable if economic reforms 
are maintained. The main fiscal risk is low and stagnating revenues amidst mounting pressure 
to improve access to costly public services, while servicing a large stock of public debt. As of 
the end of 2003, the stock of public and publicly guaranteed external debt, in net present value 
terms, was US$1.2 billion. The ratios of the net present value of debt to GDP (59%), exports 
(218%), and government revenues (534%), are high.  
 
147. Fiscal Planning. Fiscal planning efforts are fragmented, insufficiently articulated with 
the macro-framework, and result in spending patterns marred by vertical and horizontal 
inequities. Recurrent spending is under the responsibility of the Ministry of Finance (MoF), while 
the capital public investment program budget is under the responsibility of the CPI. Capital 
expenditures account for 50–60% of total public expenditures, compared with levels of 30–40% 
in other low-income Asian states. Coordination between the capital and current budgets is quite 
limited. A decentralization initiative in FY2001 has given provincial administrations wide latitude 
to determine sector allocations. Consequently, local budgets do not necessarily reflect or 
support national poverty reduction priorities and there are wide variations in per capita 
expenditures among provinces in key sectors.  
 
148. Budgeting. The Government does not follow the normal international practice of 
publishing two documents: the budget plan at the start of the financial year, including estimated 
results for the previous year, and the audited state final account some months after the start of a 
new financial year. Current expenditure planning and budgeting does not provide a sound basis 
for aligning resources with poverty reduction policies. An automated treasury budget system 
(TBS) was designed by the MoF accounting department, with implementation support provided 
by ADB over a 7-year period. It is an integrated computerized network that at present links 
central treasury and budget with the 39 central line ministries and the 17 provincial treasury 
offices. It allows the government to have updated information on recurrent expenditures and to 
exert control over its cash position at any point in time. With support of several development 
partners, there are plans to expand the TBS to provincial line ministries and to link the TBS to 
the tax and customs systems to provide a more integrated information system for better revenue 
and cash management.  
 
149. Reporting and Accountability. Effective treasury operations and cash management 
are hampered by the dispersal of public funds, poor coordination of cash planning, and lack of 
systematic commitment controls. Budgetary control at an aggregate level is achieved by cash 
rationing, leading to arrears in payments to suppliers, delays in salary payments, and a 
divergence between the intended and actual allocation of scarce resources. The Government 
did not establish a single standard chart of accounts until FY2005 and this is still not compatible 
with the IMF’s government financial system standard.45 Financial reporting is incomplete and 
delayed (particularly at the provincial level), making budget reconciliation difficult. Financial 
accounting and reporting capacities vary across provinces and are particularly weak at the 
district level. SAO which was established in 1998 remains small, with about 35 staff. Auditing 
capacities and coverage are very limited, and the existing audit bodies are not independent.  
 

                                                 
45 Before FY2005, the chart of accounts (COA) was not standardized across the country (the COA in the provinces 

and districts was not the same as the COA in the center). Consolidation was difficult and prone to error. In FY2005 
a standardized nationwide COA and budget nomenclature were introduced. The new COA is not government 
financial statistics-compatible but, with a single standard now in place, eventual conversion to government financial 
statistics-compatibility will be easier. 
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150. Managing Financial Flows from Nam Theun 2 Hydroelectric Project. A substantial 
increase in public revenues is anticipated when revenues begin to flow from the NT2 project in 
late 2009. NT2 is the country’s largest development project, with a total cost estimated at $1.45 
billion (including $200 million for financial contingencies), of which ADB is providing a $20 
million ordinary capital resources loan, a $50 million private sector loan, and a $50 million partial 
risk guarantee.46 It is estimated that it will generate government revenues of an annual average 
of $28 million in the first 5 years, rising to an annual average of $33 million from 2015 to 2019, 
and rise sharply thereafter to an annual average of $73 million from 2020–2024. If managed 
properly, NT2 could provide significant incremental financing to meet the Lao PDR’s poverty 
reduction goals and objectives. The Government has committed spending some NT2 revenues 
on a selection of poverty reduction and environmental programs (under the NT2 revenue 
management arrangements, expenditure on priority sectors must show evidence of 
additionality). NT2 monitoring arrangements will require a significant commitment under the 
CSP to regular PERs, public expenditure tracking surveys, and capacity building in regard to 
fiscal planning, transparency of accounting and reporting, as well as the internal audit function 
within the MoF and line ministries.  
 
 3. Government’s Strategy 
 
151. In April 2003, the Government developed a governance reform program based on four 
priority areas: (i) public service reform; (ii) people’s participation; (iii) the rule of law; and 
(iv) sound financial management.47 Since then, there has been considerable progress through 
(i) a new Civil Service Act; (ii) decentralization and public administration reform; (iii) a revised 
National Assembly Law, and Laws on Government, Local Administration, and Enforcement of 
Court Sentences; and (iv) revisions to the Land Law, Civil and Criminal Law, and Law on 
People’s Judiciary Authority.  
 
152. The NGPES has been integrated into SEDP6, which identifies good governance as a 
main crosscutting thematic priority. SEDP6 places particular emphasis on establishing sound, 
sustainable, accountable and transparent financial management systems to underpin 
macroeconomic stability, foster pro-poor growth, and ensure that public sector resources are 
used to meet poverty reduction priorities. Governance reform priorities in SEDP6 are similar to 
those in the 2003 reform program and include: (i) public service reforms, including 
improvements to Government’s organizations and the management and training of personnel; 
(ii) people’s participation, including the strengthening of the National Assembly and the 
redefinition of central–local relations; (iii) fostering the rule of law; and (iv) sound financial 
management, with a focus on accountability and transparency in the use of public sector 
resources. 
 
153. Public Expenditure Management Strengthening Program. The Government’s public 
financial management reform strategy to 2010 is laid out in its PEMSP, approved by the Minister 
of Finance in January 2005. The PEMSP is a 5-year program covering Government initiatives 
focusing on strengthening management systems and the capacity of the MoF and provincial 
finance departments through pilot interventions at provincial and sector levels. Its strategic 
objective is to improve policy consistency, efficiency, transparency and accountability, and to 
foster progress toward appropriate international financial management standards. It lays out the 
                                                 
46 NT2 will have a total generating capacity of 1,075 MW, which is greater than the combined capacity of all other 

generating facilities combined. Of this, some 975 MW will be used for export by the Electricity Generation Authority 
of Thailand, the lead commercial operator, and 75 MW for domestic use by Electricité du Laos. 

47 Government of Lao PDR. 2003. Priority Areas for Governance Reform–a Policy Paper for the Government of Lao 
PDR on Governance Issues. Vientiane (March). 
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broad objectives for public sector financial management reform, the intended outcomes and 
indicators, the monitoring of improvements in system performance, and an implementation 
schedule.  
 
 4. Asian Development Bank’s Experience and Activities of Other Development 
  Partners 
 
154. ADB support for good governance has been aimed at strengthening the Government’s 
financial management systems through policy reform and capacity building in procurement, 
auditing, accounting regulations, and public expenditure management, and by fostering good 
governance in the financial sector. An advisory TA project that supported the preparation of a 
medium-term expenditure framework (MTEF) linking the annual budget to investment priorities 
has made an important contribution to establishing a stronger relationship between the budget 
and the planning process. Development of a PEMSP, together with the World Bank, as a 
framework for strengthening the country’s public expenditure management capacity in a phased 
manner has established a long-term framework for fiscal and financial management reform. 
Joint analytical work with other development partners, in areas such as PPA (2001 and 
forthcoming in 2006), and PER (2006) have improved the knowledge base for public sector 
reform. A series of program loans, and associated TA projects, have also been used to improve 
financial sector governance, in close coordination with assistance provided by IMF and World 
Bank.  
 
155. In the Lao PDR, capacity development has had to take place in the context of limited 
human resources, a continuously changing organizational landscape, a slowly reforming public 
administration, parallel processes of political and administrative decision making, and minimal 
financial resources for recurrent expenditure. Despite these constraints, the successful 
completion of projects in the irrigation subsector and the transport, power, urban development , 
and education and health sectors indicates an increasing capacity to implement projects, while 
the independent operation of the Electricité du Laos (EdL), the Vientiane Urban Development 
Administration Authority, several provincial water supply authorities and the irrigation water user 
associations improved under the community-managed Irrigation Sector Project show an 
increasing capacity to operate and maintain project-supplied infrastructure. ADB has 
demonstrated strong continuous partnership with the Government in strengthening public 
financial management systems. It was instrumental in establishing the National Audit Office 
(now the SAO) and has continued to provide technical capacity building support for audit 
functions over the last 5 years. ADB has also provided technical support to the development 
and roll-out of the automated TBS and the initial steps toward enhancing the inspection function 
of MoF so it can perform a broader internal audit function. ADB has also been the main partner 
providing capacity-building support in fiscal planning and budget preparation under the PEMSP. 
To enhance the impact of its capacity-building efforts, ADB has supported policy reforms aimed 
at supporting sustainable financing arrangements in each subsector, and has focused more 
attention on reforming public sector financial management to improve the institutional and public 
sector management context in which all public sector institutions operate.  
 
156. ADB assistance to foster good governance and build institutional capacity has been 
complemented by GMS program support. The Phnom Penh Plan for Development Management 
is playing an effective role in developing capacities. The program was established in 2002 by 
ADB and is co-funded by various other donors. It has four objectives: (i) strengthen the 
managerial leadership capacities of middle and senior officials in designing, implementing 
development programs, projects, and plans (it has trained more than 550 high-level GMS 
officials); (ii) reinforce partnerships and strengthen cooperation among GMS countries through a 
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distinguished speakers series, videoconferencing sessions involving at least three GMS 
countries, and an alumni program; (iii) develop institutional capacities through joint 
arrangements with established capacity building partners; and (iv) promote research on the 
GMS to assist capacity building interventions and policy development. 
 
157. Many other partners are actively involved in assisting the Government to improve 
governance standards and practices. UNDP, with support from other donors including Sida, 
Swiss Agency for Development and Cooperation, United Nations Capital Development Fund 
(UNCDF), United Nations Volunteers, and the EU has been providing valuable support to civil 
service reform. The Governance and Public Administration Reform (GPAR) central project and 
the provincial programme in Luang Prabang are well-established. In 2005 several new 
provincial governance and public administration reform projects were begun in Saravane, Xieng 
Khouang, and Khammoune together with the GPAR Luang Prabang project (which is moving 
into its second phase). These projects represent strong collaboration between international 
donors (UNDP, UNCDF, EU, Swiss Development Corporation, Foundation of Netherlands 
Volunteers, World Bank and Sida) and the provincial administrations to improve capacity to 
deliver services at the local level. Other important partners in governance reform include the 
World Bank and its Financial Management Capacity Building Credits; the World Bank’s Poverty 
Reduction Support Operation, which provides budget support when reform triggers are met; the 
joint IMF, World Bank, and ADB PERs; and the Government of Japan which funds the treasury 
budgeting automation project. Donor partners are currently providing substantial support for 
financial reform. The World Bank’s $17 million financial management adjustment credit included 
components to support improved budget planning, execution and transparency; strengthen 
financial oversight of SOEs; and improve the financial position and management of banks. The 
$8.5 million financial management capacity building credit is designed to provide TA and 
training to MoF, CPI, the Ministry of Justice, and BoL, but is being disbursed only slowly. The 
World Bank has extended support through a poverty reduction support operation which includes 
budget support linked to governance triggers. JICA is currently preparing a 3-year project to 
streamline preparation of the public investment program under the CPI. UNDP and NORAD 
have supported two phases of tax and customs reform from 1996 to 2003, with IMF supervision. 
At the end of 2003, Sida began a 3-year project to strengthen tax administration, through a 
twinning arrangement with the Swedish tax authority.48  
 
 5. Asian Development Bank’s Strategy 
 
158.  Improving governance and containing corruption increase economic stability, enhance 
the credibility of public policies, and reduce non-productive spending. Improving governance 
and containing corruption are key strategic priorities, since it is the poor who suffer most from 
poor governance and corruption. Good governance will be advanced by encouraging the 
Government to enhance its regulatory and policy-making role; widening the scope for the private 
sector, civil society, and community-based organization to provide essential services; and 
improving public sector financial management. Recognizing its comparative advantage, ADB’s 
core governance interventions will continue to focus on improving public sector financial 
management, and building the legal and regulatory framework and capacity development in 
sectors and subsectors where ADB is active. They will deepen reforms begun during a decade 
of experience in assisting the Government to strengthen public sector financial management, 
and are in line with NT2 commitments to ensure that hydropower revenues are used to meet 
poverty reduction priorities. Within the PEMSP framework, ADB assistance will focus on 
strengthening fiscal planning, budget preparation, debt management, and internal audit and 
                                                 
48 Sida is also continuing to support the NSC, through a similar twinning arrangement. 
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treasury budgeting and accounting systems. ADB support will assist the Government to improve 
the consistency between macro- and fiscal forecasts; to enhance the coverage and quality of its 
debt management databases and debt management systems; to institutionalize the MTEF at 
both central and local governments; to build automated accounting, revenue and recurrent 
expenditure tracking systems; to develop timely Government Financial Statistics-consistent 
budgeting and reporting procedures; to strengthen internal auditing capabilities within the MoF  
and the line ministries; and to extend technical support to the SAO in preparation for the 
introduction of a peer review by a supreme audit institution in 2006. ADB assistance will 
complement World Bank support for public expenditure management and expenditure tracking 
reviews and UNDP assistance on provincial financial management. ADB support for 
improvements in public sector management will complement governance assistance of other 
development partners in related areas: civil service reform, rule of law, public sector financial 
management, and people’s participation. ADB will also work closely with other multilateral 
development banks and development partners to develop a uniform framework for preventing 
and combating fraud and corruption, through support for improvements in procurement, project 
monitoring, reporting and audit policies and practices and greater harmonization, alignment, and 
adoption of country systems. 
  
159. Sector Governance. Good governance remains central to all aspects of the Lao PDR’s 
development. ADB will continue to assist the Government to improve sector governance in all 
the sectors in which ADB is involved. This will be accomplished by capacity-building, instilling 
good practices through the management of strategic investments, and catalytic policy reform 
assistance to: (i) improve the planning, management and sustainable finance of the road 
transport sector; (ii) boost capacities for sector strategy and policy formulation in support of 
agriculture commercialization; (iii) enhance accountability for delivering quality services in basic 
education; and (iv) improve access and local participation of hitherto excluded ethnic 
communities in the delivery of primary health care. Good governance will be integrated into 
ADB’s regional programs by assisting the Government to adopt good practices and standards 
on par with the other countries of the GMS to facilitate development of economic corridors, 
trans-border power trade, effective biodiversity corridors, sustainable watershed management, 
and PSD. The implementation of measures to facilitate the cross-border movement of goods 
and people in the GMS will contribute to national efforts to promote good governance. Joint 
controls and inspections with neighboring countries’ authorities, which is the essence of single-
window and single-stop inspections, can help reduce opportunities for, and the incidence of, 
corruption. This will also help the Lao Government’s efforts to mobilize customs revenues, 
which is undermined by the large volume of illegal cross-border trade with neighboring 
countries.  
 
160. Capacity Development. ADB will support capacity building in all of the sectors and 
thematic areas in which it is directly involved. It will focus on improvements in sector policy, 
sector strategy, financing, human resource development, and the sustainable management of 
sector assets and institutions. An in-depth analysis of sector-specific capacity constraints will be 
used to set priorities, and to design long-term, target-bound, programs of support. Future 
capacity-building efforts in the core sectors will be sharply focused, and aimed primarily at 
enhancing institutional performance in well-defined areas, such as asset management, sector 
financing, and priority setting. Capacity building is a long-term challenge, so ADB will also 
support human resource development for a new generation of public sector leaders, through 
assistance for long-term training in management and public policy in the core sectors in which it 
is involved. Key thematic areas for future capacity development support include enhancing debt 
and public resource management capacity, poverty assessment and monitoring, improving 
dispute resolution and commercial law capacity, and strengthening municipal governments. In 
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addition, the Phnom Penh Plan for Development Management will continue to support the 
training of mid- and senior level government officials in development policy, planning, and 
management with a focus on areas such as managing network infrastructure, managing state 
reforms, project feasibility and design, trade policy development and education management. 
 
161. Public–private partnerships will be encouraged to help build capacities in the private 
sector and civil society. ADB will support greater involvement of civil society in the delivery of 
agriculture, micro-finance, and basic social services. Support will be provided to private 
business associations to improve their ability to network, build business skills, and advocate on 
behalf of their membership. The country’s capacity to attract and use sustainable foreign 
investment will be improved by assisting the Government to improve the enabling environment 
for FDI by helping to identify strategic investors for the state commercial banks, and by 
strengthening capacities for enforcing environmental and social safeguards.  
 
162. ADB will take into consideration the political economy of the Lao PDR and how it 
influences reform. ADB will continue to assist the Government to address issues such as inter-
governmental fiscal relations, the low level of domestic resource mobilization, and interest rate 
subsidies, through policy dialogue, sensitization and awareness building efforts to help create a 
broad-based constituency in support of reform. Advisory assistance will be provided to help 
facilitate improvements in public sector financial management and the governance of the 
banking system, with program lending support provided when there is sufficient evidence of 
reform readiness.  
 
 6. Monitoring and Implementation Issues 
 
163. The Governance reform agenda is demanding. Given institutional capacity constraints, 
there are limits to the amount of assistance that can be effectively absorbed, and the number of 
issues that can be productively addressed. ADB assistance will therefore be highly focused, and 
will support a gradual, and carefully sequenced, process of governance reform that is fully in 
line with Government policies, priorities and the ability of the public sector to implement new 
policies, programs, and procedures. ADB assistance will build on past achievements, and 
nurture home-grown initiatives (such as the automated TBS) wherever possible. ADB will 
actively participate in the Government-led donor working group on governance, and will 
regularly coordinate with other development partners active in supporting public sector financial 
management and financial sector reform.  
 
164. Progress monitoring poses special challenges because governance has many different 
dimensions, because it cuts across all aspects of public and private sector performance, and 
because the chain of causality from inputs to results is complex, hard to predict, and non-linear. 
While this implies that governance results cannot be tightly planned and programmed, 
milestones and indicators are still needed. ADB is supporting the development of a results 
framework for the SEDP6, which will include a set of governance reform indicators. ADB will 
make use of this results framework and the established reporting systems to track progress in 
governance reform. A number of key indicators are presented in Table A3.7. Governance 
performance will also be assessed as part of ADB’s routine performance-based allocation (PBA) 
exercise, and concessionary financing levels will be linked to progress made in improving 
governance performance.  
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Table A3.7: Governance Roadmap 
 
Goal/Indicator Present Status End-CSP Target Mid-Course CSP 

Progress Indicator 
Sustainable fiscal policy: 
- Debt service as a 

percentage of domestic 
revenues 

- Debt information 
system status 

 

 
19% of domestic revenues 
 
 
Incomplete and partly 
automated debt database 

 
10–12% of revenues  
 
 
Fully automated debt 
recording and policy 
simulation capacity 

 
15–16% of revenues 
 
 
Automated debt database 
system operable 

Effectiveness of Public 
Spending 
- Share of recurrent 

spending in total 
expenditures 

- Share of total 
expenditures allocated 
to health and education 
and domestic funding 
of these services  

 

 
 
33–39% during 2002–2005 
 
 
17% in 2005, with 13% 
from donor sources 

 
 
60–70% total outlays 
 
 
25–30% of total outlays 
with 10–12% from donor 
sources 

 
 
45–55% of total outlays 
 
 
20–22% of total outlays 
with 12–14% from donor 
sources. 

Fiscal Planning 
- Public investments 

planned in line with 
MTEF and consistent 
with the macro-
framework 

- Core poverty reduction 
programs costed and 
prioritized 

 

 
MTEF being developed.  
 
 
 
 
Investment plans exceed 
budget constraints.  

 
MoF prepares budget 
circular with provincial 
allocations for NGPES 
sectors  
 
PIP prioritized and planned 
in line with budget 
constraints 

 
MTEF used in four core 
ministries or sectors, and 
linked to fiscal framework 
 
Results framework 
established to track 
SEDP6 performance 

Budget Management 
- Budget coverage 
 
 
 
 
 
 
- Budget nomenclature 
 
 
- Budget timing and 

realism 

 
Budget excludes 
numerous funds and donor 
spending 
 
 
 
 
Budget is by institution and 
not by functional category 
 
Unrealistic revenue 
projections and budget 
released late in FY 
 

 
MoF publishes budget with 
comprehensive coverage 
of fiscal operations 
including by GFS-
compatible format at the 
start of the FY.  
 
Major revisions no longer 
required in midyear. 

 
MoF publishes budget with 
revised nomenclature 
compatible with code of 
accounts extended for all 
of government 

Fiscal Accountability  
- Financial statements 
 
 
 
 
- Computerized financial 

management system 
 
 
 
- Internal audit capacity  
 

 
Required but not 
implemented 
 
 
 
Used, but not fully  
 
 
 
 
Functions and methods 
still to be defined 

 
Timely publication of 
comprehensive financial 
statements 
 
 
Extended to all central 
agencies and provinces, 
and used for revenue and 
expenditure management 
 
Regular internal audits 
published 
 

 
Trial preparation of 
consolidated annual 
financial statements for 
FY2007/08  
 
Software and systems 
rolled out to provinces and 
in full use. 
 
 
Internal audit procedures 
and manuals prepared. 
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Goal/Indicator Present Status End-CSP Target Mid-Course CSP 
Progress Indicator 

NT2 Revenue 
Management 
- Revenues accrue to 

the budget  
 
- Use of revenues for 

additional poverty 
reduction priorities 

 

 
 
Hydro project revenues 
accrue to EdL 
 
Hydro revenues are used 
to defray EdL operating 
losses 

 
 
NT2 government revenues 
all accrue to Budget 
 
NT2 revenues used to 
augment spending on 
poverty priorities 

 
 
Holding company 
established 
 
Expenditure tracking and 
public expenditure reviews 
conducted  

Quasi-Fiscal Role of 
State Banks 
- NPLs as a share of 

SOCB portfolio 
 
 
 
 
- State ownership of 

commercial banks 
 

 
 
55% using Bank of Lao 
regulation number 6 
 
Governance agreements 
breached 
 
3 SOCBs dominate 
banking sector 

 
 
15–20% using Bank of Lao 
regulation number 6 and 
policy lending abandoned 
 
 
 
Strategic investors serve 
as partners in SOCBs and 
divestiture initiated 
 

 
 
30–35% using Bank of Lao 
regulation number 6.  
 
 
 
 
Strategic partners engaged 
in one or more of the 
SOCBs 

CSP = country strategy and program, EdL = Electricité du Laos, FY = fiscal year, GFS = government financial 
statistics, MoF = Ministry of Finance, MTEF = medium-term expenditure framework, NGPES = National Growth and 
Poverty Eradication Strategy, NPL = nonperforming loans, NT2 = Nam Theun 2 Hydroelectric Project, PIP = public 
investment program, SEDP6 = Sixth Five-Year National Socio-Economic Development Plan, SOCB = state-owned 
commercial banks. 
Source: Government of Lao PDR and ADB estimates. 
 
F.  Environment Assessment 
 
 1. Background 
 
165. The Lao PDR is endowed with rich, and as yet relatively undisturbed, natural resources. 
About 80% of the country lies within the Mekong river basin, which provides abundant and 
largely unpolluted freshwater resources, which, on a per capita basis, are the largest in Asia. 
The country’s landscape is dominated by forest, savannah and scrub grassland, which together 
with river and wetland ecosystems, support some of the most dense, unique and rich 
biodiversity in Asia. A small population of 5.6 million (2005), low population density of 23 
people/km2, and limited industrial development have meant that these natural resources have 
been retained in reasonably good health in comparison with those of neighboring countries.  
 
166. The Lao PDR relies heavily on its natural capital to support national development. 
Agriculture, forestry, fish and aquatic products are the main sources of livelihoods for three 
quarters of the population. Other significant natural resources include hydroelectric power,49 and 
as yet, largely unexploited mineral deposits such as tin, gypsum, coal, iron, copper, gold, 
phosphorous and zinc. Tourism, which builds on the still relatively untouched natural and 
cultural heritage, is the largest contributor to foreign exchange earnings.  
 
167. Economic development is occurring within an undeveloped institutional and regulatory 
framework. Hydropower, mining, industrial development and urbanization are placing increasing 
pressures on fragile natural resources. Efforts to capitalize on the country’s natural resource 

                                                 
49 The country’s feasible hydropower potential is estimated at over 23,000 MW (compared with 12,700 MW in 

Thailand and 15,000 in Cambodia). 
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base for economic development are straining the Government’s limited capacity to manage the 
natural resource base. Key concerns include (i) deforestation and degradation of rich forest 
resources with consequent impacts on biodiversity; (ii) degradation of watersheds, 
characterized by deforestation, soil erosion and sedimentation; (iii) increasing industrial 
pollution; and (v) deteriorating urban environmental quality, including water pollution and 
growing problems of solid waste disposal. In addition, the environmental database is weak, and 
lack of sufficient human and financial resources constrains the Government’s ability to 
implement existing environmental regulations.  
 
 2. Sector Issues and Challenges 
 
168. A comprehensive legal framework for environmental management has been prepared 
with the support of numerous development partners over the past decade. In terms of the main 
legal and policy framework, key unresolved issues include (i) enactment of implementing 
regulations and provision of guidelines to supplement laws and regulations; (ii) revision of the 
regulatory framework to harmonize and clarify responsibilities, mandates and requirements, and 
to remove inconsistencies and overlaps; (iii) coordinating overarching environment laws and 
sector regulations; and (iv) establishment of environmental quality standards for air, water and 
soil. Inter-agency coordination must also continue to be improved. STEA is mandated to lead 
coordination on environmental matters, but it has tended to play a more reactive role, given its 
limited staff and competing demands on their time.  
 
169. Agriculture. The mountainous terrain renders most of the country’s land unsuitable for 
cultivation.50 Currently only 3% of land is cultivated. Shifting cultivation is still widely practiced in 
upland areas, while rising rural population pressures and competition from other economic 
activities are pushing farmers onto marginal lands. This is contributing to deforestation, land 
degradation, and soil erosion.  
 
170. Forestry. Compared with the rest of Asia, the Lao PDR still has a rich forest cover. The 
extent and quality of the forest is, however, under considerable threat from unregulated and 
expanding commercial extraction, shifting cultivation, unsustainable exploitation practices of 
local communities, population pressure and clearance of forest for hydropower, mining, roads 
and transmission lines and other developments. Forest cover is estimated to be about 43% of 
total land cover or 10 million ha (2000 data) compared with 70% in 1940. Furthermore, only 
17% of this area is primary forest. Decreasing stock densities, fragmentation of blocks, 
reductions in crown densities, and changes in species composition and size structure have 
adverse impacts on wildlife, plant populations, and the livelihoods of forest-dependent local 
communities. The Government aims to increase forest cover to 17 million ha (or 70% of total 
land area) by 2020 by designating forest areas for protection (e.g. in hydropower watersheds), 
production and plantation use. While a zoning strategy is sensible, implementing it will be a 
challenge.  
 
171. Pressures on forest resources affect biodiversity. Subsistence-based wildlife hunting and 
collection of non-timber forest products has traditionally supported rural livelihoods in the 
highlands and remains widespread. Commercial, trade-driven exploitation of non-timber forest 
products, particularly wild animals, has emerged as a serious biodiversity threat over the last 
few decades. This threat is exacerbated by growing demand from strong regional economies, 
improved trade routes, and easy availability of firearms in forest areas. To protect biodiversity, 
13% of the land area has been placed in 20 national protected areas (NPAs) of which only nine 
                                                 
50 In the northern provinces, for example, 94% of land has a slope of >20%. 
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have functioning field offices. Shortages of NPA management personnel, limited capacity and 
funding, and lack of proper law enforcement arrangements compromise the effectiveness of the 
NPA system. The problem is particularly acute in provincial areas, where government 
conservation capacity is limited. Inadequate community consultation and lack of area- and 
resource-based planning also contribute to the poor management of the NPAs.  
 
172. Hydropower. EdL’s generation expansion plan (2004–2020) proposes as many as 21 
projects for development by 2021, which would imply a total installed capacity of 3,666 MW.51 
Most of these projects are within the Nam Ngum (upstream of the Nam Ngum reservoir), Nam 
Theun, and Sekong river basins and many of them lie within and/or will affect areas rich in forest 
and biodiversity resources. These projects will need to reflect the delicate balance between 
realizing economic gains and safeguarding the natural resource base, protecting livelihoods, 
and conserving the natural environment. Environmental consequences of hydropower 
development cross borders, and there are important transboundary implications in downstream 
water-using countries. At present, the Government lacks the human and other resources to 
effectively develop and manage the hydropower sector in an environmentally and socially 
sustainable way. ADB and other development partners have provided substantial support to 
strengthen the administrative and institutional frameworks for environmental management in the 
hydropower sector, but gaps in planning, consultation, monitoring and enforcement remain. 
Introduction of a system of ecosystem service payments for hydropower projects would help to 
protect and safeguard biodiversity and watershed resources and ensure the sustainability of the 
economic benefits of investments in this sector. NT2 project’s payments for watershed services 
set a pioneering example of a good practice in this regard. 
 
173. Tourism. The rich and varied biodiversity and the still relatively unspoiled natural and 
cultural environment of the Lao PDR are attracting a growing number of tourists. In 2005, more 
than 1 million tourists visited the country. Nature and culture-based tourism is estimated to 
account for around 46% of the total tourist income, and foreign tourists help to generate an 
estimated $53 million in income in 2002.52 Tourism offers considerable potential for 
employment, growth and poverty reduction, while at the same time providing opportunities to 
conserve the nation’s unique wealth of natural resources. Development of the sector must also 
ensure careful management of the environmental quality that underpins the viability of the 
sector. Future development should take account of the fact that tourists typically consume much 
more water and energy and generate larger quantities of solid waste and wastewater than do 
local residents. Moreover, tourism infrastructure is often located in areas and ecosystems that 
are environmentally fragile. Ecotourism has been successfully promoted in some areas and 
needs to be extended. Key challenges include weak institutions for planning and managing 
sustainable tourism growth, limited capacity to maximize the potential of ecotourism, and few 
environmental safeguards to govern the planning, development and management of tourist 
facilities and associated infrastructure. 
 
174. Industrial Development. Manufacturing is the fastest growing sector of the economy, 
with garments, hydroelectric power, minerals, wood products and food processing dominating 
industrial output. Regulatory controls and facilities (e.g., storage and disposal facilities for 
hazardous wastes) are limited and there are no monitoring or regulatory standards to control 
industrial pollution. Efforts are needed to assess the status of industrial pollution, and then to 
establish and enforce industrial emission and environmental quality standards. Regulation of the 

                                                 
51 Norplan. 2004. Lao PDR Hydropower Strategic Impact Assessment. 
52 National Tourism Authority of Lao PDR. 2004. National Ecotourism Strategy and Action Plan 2004–2010. 

Vientiane. 
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industrial sector is also faced by a proliferation of small family-run businesses operating in the 
handicrafts, textile and garment, food processing, waste and battery recycling and artisanal 
mining sectors. Most of these businesses are unlicensed and operate with very limited or no 
environmental controls.  
 
175. Urban Development. Only 1% of the land area of is urban. However, a quarter of the 
population, 1.2 million people (2000 figures),53 live in urban areas. If current trends continue 
there will be increasing urbanization, rural-to-urban migration, and urban-based industry and 
tourism, all of which will lead to exponential increases in wastewater and solid waste. Urban 
infrastructure in all but the largest towns is rudimentary. Only about 56% of the urban population 
has access to piped water and only Vientiane has a basic sewerage system. Only Vientiane and 
four secondary towns have modern solid waste disposal systems.54 There is no segregation of 
hazardous and non-hazardous waste and open dumping and burning of waste are common.  
 
 3. Government Strategy 
 
176. Institutional responsibilities for environment and natural resource management are 
divided between central and local government. STEA has overall responsibility for coordinating 
environmental management while sector ministries have responsibilities within their sectors. 
Environmental management and monitoring units have been established in the Departments of 
Roads, Housing and Urban Planning, Industry, Electricity and also in EdL to implement 
environmental safeguard and monitoring activities. However, a combination of unclear legal 
mandates and limited human and financial capacity severely constrains the Government’s ability 
to manage the environment and natural resources effectively. Ongoing efforts, with the support 
of ADB and other development partners, are aimed at addressing these issues.  
 
177. The legal and policy framework for environmental management includes a national law 
on environmental management, sector-specific natural resource management laws, regulation 
of environmental impact assessment, a national environment strategy and action plan, and 
policies, strategies, and plans for water, biodiversity, forestry and agriculture. The Lao PDR is 
also a signatory to a number of international and regional environmental management and 
protection agreements. Adequate enforcement of the provisions of these domestic and 
international agreements will require strong political backing, improved capacity, more 
sustainable financing, clearly established standards, and proper implementing regulations. 
SEDP6 devotes considerable attention to improving environmental management and the 
sustainability of the national development effort is one of the five planks in SEDP6’s poverty 
reduction strategy. SEDP6 emphasizes the need to combat deforestation, improve watershed 
management, protect the nation’s biodiversity and ensure that economic activities and 
urbanization take place in accordance with environmental laws and regulations.  
 
 4. Asian Development Bank’s Experience 
 
178. In recent years, ADB’s TA and investment projects in the Lao PDR have supported 
sustainable natural resource development activities, biodiversity protection, urban 
environmental improvement, and institutional strengthening for environmental management. 
The GMS Economic Cooperation Program (GMS Program) has supported a number of 
environmental projects in the Lao PDR aimed at improving knowledge and the sector 
information base. GMS projects include the Strategic Environment Framework (SEF) I and II, 

                                                 
53 ADB. 2004. Country Strategy and Program Update (2005–2006): Lao PDR. Manila. 
54 These facilities do not have leachate controls mechanisms.  
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and the Subregional Environment Monitoring and Information Systems I and II. Key outputs of 
these projects include the GMS environmental atlas,55 geographic information systems (GIS)-
based early warning systems, and enhanced capacity for environment information collection, 
maintenance and dissemination. The SEF II Project, which was completed in April 2006, 
developed a set of environmental indicators for monitoring conditions, trends and development 
impacts of different economic activities on the environment. The major lesson from these GMS 
project activities in the Lao PDR is the need for long-term commitment and Government 
ownership. The other important lesson is that environment performance assessment should be 
integrated into the process of formulating sustainable development strategies. Ideally, it should 
be institutionalized in the finance or planning ministry to ensure mainstreaming of environmental 
considerations in development planning. 
 
179. The ADB Environment and Social Loan Program strengthened the environmental 
regulatory framework and institutions in the Lao PDR. By August 1, 2006 the third and final 
tranche conditions had been met and ADB released funds to activate the newly established Lao 
Environment Fund. This program loan has also played a pivotal role in strengthening the role 
and status of STEA as the lead coordinator of environmental and social safeguards within 
government, fostered a regulatory structure for cross-sectoral environmental and social 
management, and successfully institutionalized environmental and social safeguard 
commitments in the operations of EdL. The World Bank is planning to support further 
development of the Lao Environment Fund. Continued capacity development within STEA and 
sector agencies to implement environmental laws and regulations is imperative if the benefits of 
the program loan are to be realized.  
 
180. Other ongoing support by the ADB to the environment and natural resource 
management sector has been delivered through integrated area-based and economic 
development programs. Examples include the Nam Ngum River Basin Development Sector 
Project, the Northern Community Managed Irrigation Sector Project, Shifting Cultivation 
Stabilization Pilot Project, and the Water Supply and Sanitation Sector Project. Recent efforts by 
ADB have included a more integrated approach to agricultural support focusing on watershed 
management, community-managed irrigation, and poverty-focused livelihood enhancement 
initiatives which include land suitability assessments and zoning, rural finance, enhancing rural 
market linkages, and extension support. The land suitability assessments in the northern 
provinces have encouraged provincial governments to support land titling, and have helped to 
focus planning efforts on land management and livelihood improvement activities.  
 
181. Development Partners. Others donors active in the environment and natural resources 
sector include UN organizations (FAO, UNDP, UNIDO), World Bank, the EU and bilateral 
agencies of Belgium, Denmark, France, Germany, Japan, Norway, Sweden and Switzerland. 
The World Bank, Sida and UNDP have recently begun a long-term commitment to strengthen 
environmental management, with a focus on building capacity for cross-sectoral environmental 
management. In addition to the core environmental agencies, key sectors currently supported 
by these donor organizations include agriculture, forestry, water resources, urban and industrial 
development.  
 
 5. Asian Development Bank’s Strategy 
 
182. The fragility of the natural resource base, the threat posed by rapid development of 
resource-intensive projects to the natural ecosystem, and the strong link between poverty and 
                                                 
55 ADB. 2004. GMS Atlas of the Environment. Manila. 
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resource degradation require all ADB operations in the Lao PDR to take account of 
environmental concerns and to avoid, minimize and mitigate the negative impact and to 
enhance the positive impact of ADB operations on environment. ADB support for environment 
and natural resource management will focus on four key areas: (i) generating sustainable 
financing for environment management, (ii) mainstreaming environmental considerations in 
development planning, (iii) biodiversity protection, and (iv) watershed management. Activities 
under these four areas will be carried out through the GMS core environment program (CEP), 
natural resource based livelihood projects, policy dialogue and enhanced coordination among 
the donor partners. The GMS CEP addresses the environment and natural resources sectors 
issues by focusing on (i) the biodiversity conservation corridor initiative, (ii) environment 
performance assessments, (iii) sustainable financing for environment management and 
(iv) integrating and mainstreaming environment management in economic corridors. In addition, 
ADB will continue to incorporate sound environmental management in all its operations through 
application of its environmental and social safeguard policies.  
 
183. Sustainable Financing for Environment Management. Development of an 
environmental fund, under the ADB supported Environment and Social Program Loan, was an 
important milestone in generating sufficient financing for environmental initiatives. In 
coordination with the World Bank, ADB will ensure that the Government is able to invest, 
manage and use the Environment Fund to its fullest potential. ADB will also seek opportunities 
to establish other revenue streams to support the environment, such as ecosystem payments 
for biodiversity, watershed services, and natural assets in tourism and other sectors. 
Specifically, under the GMS CEP, ADB will assist the Government to undertake feasibility 
studies to introduce and institutionalize ecosystem service payments.  
 
184. Mainstreaming Environmental Considerations in Development Planning. ADB will 
continue to support the Government’s efforts to mainstream environmental considerations in 
development planning. Environment and social safeguard measures will be applied, where 
appropriate, at project and program levels. Through the GMS CEP, assistance will be provided 
to build capacity for mainstreaming environmental considerations into development planning by: 
(i) undertaking strategic environment assessments for important economic sectors such as 
tourism, hydropower, and transport; (ii) addressing key data gaps through a targeted research 
program, (iii) regularly monitoring environmental status using a set of environmental indicators 
and periodic environmental performance assessments, (iv) adapting and improving the 
environment indicators developed under the SEF II project; and (v) institutionalizing the 
environmental performance assessment process by integrating it with the Government’s 
development planning process.  
 
185. Biodiversity Protection. The Government’s capacity for biodiversity management is 
extremely limited. With GMS support, ADB’s strategy to assist the Government focuses on the 
establishment and management of the biodiversity conservation corridor initiative to ensure 
ecosystem connectivity, focusing particularly on ecosystem fragmentation arising in the 
economic corridors. The corridor is a major component of the GMS CEP and its priorities 
include: (i) implementation of a pilot biodiversity conservation corridor; (ii) enhancing 
biodiversity-based rural livelihood opportunities for poverty reduction; (iii) improving 
environmental governance in relation to biodiversity and wildlife trade; and (iv) fostering regional 
cooperation, information sharing, and capacity building for managing transboundary issues 
related to biodiversity.  
 
186. Watershed Management. In the face of growing demands for water resources by 
several sectors, it is imperative that the Government strengthen its cross-sectoral planning and 
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management of its water resources. ADB’s strategy for the watershed management focuses on: 
(i) application of basin-wide approaches to planning and implementing development activities in 
the watersheds; (ii) enhanced cross-sectoral collaboration for the prioritization, planning and use 
of water resources within government agencies and among donor partners; and 
(iii) strengthening regional cooperation for watershed basin management on the Mekong River 
watersheds, in collaboration with the Mekong River Commission.  
 
 6. Indicators and Monitoring 
 
187. The SEF II project has developed a set of environmental indicators covering forest, 
water, and fisheries resources; biodiversity; land degradation; solid waste management; 
hazardous waste management; and climate change. At least three indicators, (status, degree of 
pressure on the environment, and Government response) have been developed for each 
concern. The project has also developed an aggregate environmental sustainability index, with 
which to monitor the overall progress of sustainable development. These indicators56 provide a 
benchmark to monitor progress of environmental management in the Lao PDR and ADB will 
encourage the Government to use them to track and report on environmental status.  
 
G. Lao PDR and the Greater Mekong Subregion Program 
 
 1. Lao PDR in the Greater Mekong Subregion 
 
188. The Lao PDR is situated in the center of the GMS. It is the only country with borders with 
all the other five GMS countries (Cambodia, the PRC, Thailand, Myanmar, and Viet Nam). Its 
geography and rich natural resources present many opportunities, especially in light of the 
robust economic growth of its larger neighbors. The process of deepening regional ties needs to 
be managed carefully in order for the Lao PDR to maximize the benefits and minimize any 
negative externalities brought about by closer regional economic cooperation. 
 
189. The Lao PDR views economic cooperation primarily as a means to support sustainable 
economic growth. It is a landlocked country and regional economic cooperation is vital to its 
integration with regional and global economies. In addition to being major markets themselves, 
the Lao PDR’s neighbors in the GMS are its passageways to markets outside the subregion. In 
addition, economic cooperation with neighboring countries is needed for the Lao PDR to exploit 
its vast hydropower resources. Likewise, a regional approach is required to address major 
social (e.g., communicable disease control) and environmental issues (e.g., deforestation and 
water resources management).  
 
190. During the period 1992–2004, exports of the Lao PDR to the other five GMS countries 
grew by 13%, on a compounded annual average basis, from $48 million to $210 million. They 
now account for almost half of total exports, which grew by an average of 15% during the 
period. During the same period, real GDP grew by 6.4%, on average, and its openness ratio 
(defined as the ratio of total trade to GDP) averaged almost 50%, indicating the growing 
importance of trade, including cross-border trade, to the Lao PDR’s rapid economic expansion.  
 
 2. The Greater Mekong Subregion Economic Cooperation Program  
 
191. The ADB-supported GMS Program, which was started in 1992, aims to promote 
economic and social development in the six Mekong countries by strengthening economic links 
                                                 
56 There is a potential to strengthen the indicators through development of better databases. 
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between and among them. The vision of the GMS Program, as expressed by the GMS Leaders 
during their first two summits, is a subregion that is prosperous, integrated, and harmonious. 
This vision is being pursued through the “3Cs” strategy of enhanced connectivity, increased 
competitiveness, and a greater sense of community.  
 
192. Increased connectivity through a subregional transport infrastructure has accelerated 
market-driven economic integration, including rapid growth in trade and investment. It has also 
enhanced access to basic social services, especially for the poor in the border areas. Greater 
connectivity is particularly significant for the GMS, given its strategic location at the cross-roads 
of South and Southeast Asia. Improved competitiveness arising from increased connectivity, 
simplification of rules and processes for the cross-border movement of goods and people, 
development of trade logistics systems, establishment of a regional power market to rationalize 
energy supply, and the harnessing of information and communication technology linkages are 
providing the foundations for sustainable and accelerated economic growth. Over a decade of 
close cooperation among the countries and considerable economic progress has engendered a 
greater sense of community and given them the impetus to recognize and jointly address 
shared environmental and social concerns as well as negative aspects of increased integration, 
such as the spread of communicable diseases, and trafficking of women, children, and illegal 
drugs. These problems can only be addressed effectively through a regional approach. 
 
193. Projects and activities are either being implemented or prepared in nine priority sectors: 
transport, energy, agriculture, telecommunications, environment, human resource development, 
trade, investment, and tourism. As of the end of 2005, 26 ADB-assisted GMS loan projects had 
been approved (amounting to $6.539 billion), of which $1.819 billion was provided by ADB. 
During the same period, the number of ADB-assisted GMS TA projects stood at 119 (amounting 
to $143 million), financed by ADB resources ($67.2 million), GMS governments ($14.5 million), 
and cofinanciers ($61.5 million).  
 
194. The Regional Cooperation Strategy and Program (RCSP) for the GMS and its update 
(RCSPU), which were approved by the ADB’s Board in March 2004 and August 2005, 
respectively, articulate ADB’s support to the GMS Program, which is anchored on pursuing the 
“3Cs” strategy. Its indicative loan pipeline of loans and TAs includes: (i) key infrastructure 
projects along the north–south economic corridors and the southern economic corridor; 
(ii) assistance in implementing transport and trade facilitation measures; and (iii) support for the 
implementation of the GMS CEP, including the biodiversity corridors conservation initiative. 
 
 3. The Role of Lao PDR in the Greater Mekong Subregion Program 
 
195. The Lao PDR has an important role to play in the pursuit of the “3Cs” strategic thrusts of 
the GMS Program. It lies at the crossroads of the north–south and east–west transport 
corridors, which connect key economic centers in the GMS. The establishment of sections of 
these corridors in the Lao PDR is crucial to establishing its physical connections within the GMS 
and beyond. New corridors along the north–south and east–west alignments are being identified 
by the ADB-assisted GMS Transport Sector Study, many of which involve the Lao PDR. 
Measures to facilitate the cross-border movement of goods and people in the GMS on a multi-
country basis, which are called for in the GMS Cross-Border Transport Agreement (CBTA), will 
depend, to a large extent, on their full adoption and effective implementation by the Lao PDR. 
Of the 15 border crossing points included in the CBTA so far, eight involve the Lao PDR, most 
of which are situated along the key GMS economic corridors. 
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196. The sustainable development of the Lao PDR’s vast hydropower resources and related 
transmission links will help to establish a reliable regional power market, which is much needed. 
NT2 is the nation’s single largest development project, and has the potential to improve 
government revenues, enhance the quality of fiscal planning, and improve the environmental 
and social safeguards for all hydropower investments. Successful implementation of NT2 will be 
a major challenge and will require sustained commitment by the public and private partners to 
timely completion of the physical investments and institutional reforms. Its successful 
implementation would provide the Government with the reputation and experience, and the 
institutions, to expand hydropower resources further, including power exports to the region. 
 
197. The Lao PDR has been an active participant in the ADB-supported GMS Program since 
it began in 1992. The Lao PDR was the recipient of two multi-country ADB loans for the GMS, 
the East-West Transport Corridor Project (with Viet Nam) and the GMS Mekong Tourism 
Development Project (with Cambodia and Viet Nam), and a multi-country Asian Development 
Fund (ADF) grant for the Regional Communicable Diseases Control Project (with Cambodia and 
Viet Nam) (see map of GMS projects). These include the following priority subregional 
initiatives: 

(i) GMS Cross Border Trade Agreement; 
(ii) Strategic Framework for Action on Trade Facilitation and Investment; 
(iii) GMS Business Forum; 
(iv) Study on the Regional Indicative Master Plan on Power Interconnection in 

the GMS; 
(v) Inter-Governmental Agreement on Regional Power Trade and Regional 

Power Trade Operating Agreement; 
(vi) Preventing HIV/AIDS among Mobile Populations; 
(vii) Study on Drug Eradication in the GMS; 
(viii) Phnom Penh Plan for Development Management; 
(ix) Strategic Environment Framework and Core Environment Program;  
(x) Preventing the Trafficking of Women and Children and Promoting Safe 

Migration in the GMS;  
(xi) Agriculture Sector Cooperation; and 
(xii) Poverty Reduction and Environmental Management in Remote 

Watersheds 
 
198. The RCSPU’s indicative loan program for 2006–2011 includes preparation and 
implementation of (i) sections of new road corridors linking northern Lao PDR with neighboring 
GMS countries (extension of the Northern GMS Transport Network Improvement leading to the 
border with Viet Nam), (ii) GMS northern power transmission (part of the GMS North-South 
Economic Corridor); (iii) a sustainable tourism project, and (iv) Luang Prabang Airport 
Improvement. The RCSPU’s TA program also includes the following projects:  

(i) Regional Power Trade and Coordination 
(ii) GMS Core Environment Program including the Biodiversity Conservation 

Corridor Initiative; 
(iii) Expansion of Subregional Cooperation in Agriculture; 
(iv) Continuing assistance for the Phnom Penh Plan for Development 

Management; 
(v) Implementation of the GMS Cross-Border Transport Agreement; 
(vi) Facilitating Inland Water Transport in Lower GMS 
(vii) Strategic Framework for Action on Trade Facilitation and Investment; 
(viii) GMS Energy Sector Strategy Study; and 
(ix) Regional Power Trade Coordination and Development.  
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199. GMS sector strategy studies on transport and tourism have been completed, and a GMS 
energy sector strategy study is expected to be completed in early 2007. These will lay the 
groundwork for future cooperation for the next 10–15 years, and are likely to generate a 
substantial number of downstream project proposals for the GMS Program, including several 
involving the Lao PDR. 
 
200. The Lao PDR’s neighbors recognize the importance of the Lao PDR for maximizing the 
benefits of regional economic cooperation and integration, and have provided soft loans and 
grants for the implementation of several priority subregional projects in the Lao PDR. Thailand 
has provided concessional assistance, under the aegis of the Ayeyawady-Chao Phraya-Mekong 
Economic Cooperation Strategy, for the rehabilitation of sections of subregional road corridors 
(e.g., one-third of Route 3 along the north–south economic corridor and potential financing to 
build the Thakhek–Nakhon Phanom international bridge), establishment of the first railway (from 
the middle of First Friendship Bridge to Thanaleng), and preparation of the Savan–Seno special 
economic zone in Savannakhet along the east–west economic corridor. Viet Nam has provided 
assistance as part of the Cambodia–Lao PDR–Viet Nam development triangle initiative for the 
upgrading of road sections (Road 18B) in southern Lao PDR that form part of road links 
between the two countries. The PRC has been a key donor to Lao PDR for the construction of 
roads and fiber optic telecommunications links. The Lao PDR will host the Third GMS Summit of 
Leaders in 2008, and will take this opportunity to showcase its strategic role in regional 
economic cooperation and integration in the Mekong Region. 
 
 4. The Role of the Greater Mekong Subregion Program in the Achievement of  
  Lao PDR Development Goals 
 
201. There is growing recognition that some problems can only be addressed effectively 
through a regional approach. A careful division of labor has been developed, in which the GMS 
Program will provide assistance to address binding constraints to poverty reduction that are best 
addressed regionally, complemented by national program support to address poverty reduction 
constraints in key sectors and thematic areas. 

 
202. The GMS Program as an Engine of Lao PDR Growth. Having made a concerted effort 
to move from a landlocked to a “landlinked” country, the Government has recognized that 
regional cooperation is integral to the development of the Lao PDR. GMS can play a vital role 
over the next 5 years, boosting trade, investment, and inflows of new knowledge and 
technology. A key challenge is to ensure that benefits of economic corridor development accrue 
proportionately to the Lao PDR and that it does not simply serve as a transit country. It also 
needs to be protected from the negative impacts of increased cross-border mobility of goods 
and people. The transformation of transport corridors into economic corridors, which is a major 
priority of the GMS Program, will be very important to ensuring that the Lao PDR will benefit 
through increased investment and employment generation. Economic corridor development 
would help to improve the enabling environment for PSD, and the promotion of export-oriented 
and labor-intensive economic growth. During the period covered by this CSP, the primary 
objective will be to transform the east–west and north–south transportation links into full-fledged 
economic corridors. This will require physical investments to complete those links and to deploy 
a power transmission network along the north–south link, and most importantly, to enable goods 
and services to travel smoothly along the transport corridors. Improvements in border controls, 
facilitation of exchange of traffic rights, development of transport and trade logistics, agreements 
to facilitate regional power trade, trade reform, and improvements to enterprise regulations will 
be needed to ensure that the corridors become efficient means of connecting businesses in Lao 
PDR to buoyant regional and global markets.  
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203. Good Trade Contributes to Good Governance. Implementation of measures to 
facilitate the cross-border movement of goods and people in the GMS through the CBTA 
(including “single-window” and “single-stop” inspection), would facilitate trade and contribute to 
national efforts to promote good governance. Joint controls and inspections with the adjacent 
countries’ authorities, which is the essence of single-stop inspection, can help reduce 
opportunities for corruption. It will also help the mobilization of customs revenues, which is 
undermined by the large volume of illegal cross-border trade with neighboring countries.  
 
204. Regional Natural Resource Management. The GMS CEP, which would ensure that 
the accelerating pace of economic growth in all GMS members proceeds in a more 
environmentally sound and sustainable manner, features prominently in SEDP6 in relation to 
environmental conservation and protection, and enforcement of regulations to prevent trafficking 
in drugs, women, and wildlife. As part of the CEP, the feasibility of biodiversity conservation 
corridors will be explored, and a plan of action to protect high-value terrestrial biodiversity 
conservation and protected areas in economic corridors will be implemented. Biodiversity 
corridors that coincide with sections of economic corridors have already been identified. The 
first phase of the biodiversity conservation corridors initiative will be implemented during 2006–
2008.  
 
205. Combating Communicable Disease. GMS initiatives to contain the spread of 
communicable diseases are expected to supplement national preventive health efforts in border 
areas and among mobile population groups. GMS communicable diseases control, which has 
become a regional priority in view of the potential for cross-border transmission of emerging 
diseases such as severe acute respiratory syndrome (SARS), avian influenza and HIV/AIDS, as 
well as diseases such as measles, malaria, and tuberculosis, will have a direct impact on the 
Lao PDR’s progress toward the MDGs on reduction of child and maternal mortality, and 
combating HIV/AIDS and other diseases. A communicable disease control project in the border 
areas for Cambodia, the Lao PDR, and Viet Nam, financed by an ADF grant, was approved in 
2005. 
 
206. Building Management Capacity. The GMS Phnom Penh Plan for Development 
Management will continue to support the training of middle and senior level officials from the 
Lao PDR in development policy, planning, and management. Forthcoming courses will focus on 
critical training needs of the state bureaucracy, such as managing network infrastructure and 
state reforms, project feasibility and design, trade policy development, and education 
management. The graduates of the program will help to ensure effective, efficient and 
sustainable delivery of services to achieve poverty reduction targets, economic development 
goals, and good governance.  
 
H. Borrowing Capacity Assessment 
 
 1.  Introduction 
 
207. The Government relies predominantly on external official financing to finance its public 
sector borrowing requirement. The public sector accounts for the bulk of total external debt and 
domestic debt is about 1.5% of GDP. As of the end of 2004, the face value of public and publicly 
guaranteed external debt was $2.1 billion (83% of GDP), out of a total external debt of $2.5 
billion, equivalent to 101% of GDP (Table A3.8).  
 
208. Most of the public sector external debt is on concessional terms, 73% to multilateral 
lenders and 22% to bilateral lenders in 2004. Of the bilateral debt, 85% is owed to the Russian 
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Federation, although the terms of this debt are being renegotiated following an agreement in 
2003. ADB (50%) and the World Bank (41%) are the largest multilateral creditors. 
 

Table A3.8: External Debt and Debt Service 
($ million, 2004) 

 
Item Value  
Total debt stock 2,530  
 Public debt 2,086  
  Bilateral 453  
   Russia 387  
  Multilateral 1,516  
   ADB 754  
   IDA/WBA 618  
   
 Total debt service 119  
    Public debt service 51  
    Public debt service (% of exports)  9.5  
    Public debt service (% of revenues)  18.7  

ADB = Asian Development Bank, IDA = International 
Development Association, WBA = World Bank Assistance. 
Source: International Monetary Fund, Article IV draft 
report, Vientiane. 

 
209. The present value of public and publicly-guaranteed debt at the end of 2004 was an 
estimated $1.4 billion, equivalent to 55% of GDP, 199% of exports, and 495% of government 
revenues. These ratios are high and indicate the need for vigilant debt management to reduce 
the debt burden over the medium and long term. The Lao PDR is eligible for debt relief under 
the heavily indebted poor countries and the multilateral debt relief initiatives, but the 
Government has indicated that it will not participate in these arrangements. 
  
210. External debt service payments are modest because most loans are concessional, 
although they are significant in relation to government revenues, and will rise as grace periods 
on concessional loans expire. Public debt service in 2004 was $51 million, or 18.7% of 
government revenues, placing the Lao PDR near the high-risk threshold.  
 
 2. Recent Trends in Public Sector Deficit 
 
211. In the 5 years to FY2005, the government’s cash deficit, excluding grants, averaged an 
estimated $131 million, equivalent to 6% of GDP (Table A3.9). Including annual grants of an 
average $39 million (1.9% of GDP), the average deficit was 4.1% of GDP over the period. 
Foreign financing was used to finance almost the entire deficit during the last 5 years.  
 
212. The cash deficit in the last 2 years narrowed to about 4.7% of GDP, excluding grants. 
However, the decline masks a number of weaknesses in the fiscal position. First, revenues, 
excluding grants, have fallen from 13.2% of GDP in FY2002 to an estimated 10.9% of GDP in 
FY2005, mostly reflecting a reduction in timber royalties with stricter enforcement of regulations 
against unprocessed timber exports. Profit taxes and dividends from SOEs also fell as the start 
of reforms in SOCBs led to more stringent lending to SOEs. Apart from Cambodia, the Lao 
PDR’s revenues as a percentage of GDP are the lowest in the region (in Thailand the figure is 
17% and in Viet Nam it is 21%). This is partly as a result of the large share of subsistence 
agriculture in the Lao PDR economy.  
 



Appendix 3 132 

Table A3.9: Government Budget 
(% of GDP) 

 
Item FY2001 FY2002 FY2003 FY2004 FY2005
Revenue 13.2 13.1 10.9 11.0 10.9 
Grants 3.1 2.0 2.1 1.1 1.4 
Expenditure 20.7 18.4 18.6 15.5 15.9 
Overall balance (including grants) (4.4) (3.3) (5.7) (3.4) (3.5) 

( ) = negative, FY = fiscal year, GDP = gross domestic product. 
Source: International Monetary Fund. 

 
 
213. Expenditure pressures remain high, and the Government has had to ration cash and 
accumulate arrears in order to keep the deficit within target. The pressure from the wage bill has 
been increasing, partly reflecting efforts to restore the purchasing power of civil servants, 
particularly in the social sectors. Purchasing power had fallen drastically since the 1997 Asian 
financial crisis and the subsequent macroeconomic instability in 1998. Wages fell from 5.9% of 
GDP in FY1996 to a low of 2.3% in FY1999 before rising to an estimated 4.5% of GDP in 
FY2005. Although arrears to civil servants have been reduced, they remain significant, with, for 
example, 12% of teachers’ salaries more than 1 month overdue as of the final quarter of 
FY2005.  
 
214. The Government’s budget does not take into account arrears to SOEs or potential 
liabilities that could arise from non-performing loans in the SOCBs, which dominate the banking 
system. Although arrears to SOEs have been reduced (those to EdL, for example, declined from 
$15 million to $3 million), they are thought to remain significant. About 80% of the loans of 
SOCBs are estimated to be nonperforming, and the potential fiscal cost of recapitalizing the 
SOCBs over the medium to long term is estimated to be 6% of GDP.  
 
215. The increase in the wage bill has helped balance the shares of recurrent and capital 
expenditures somewhat, but significant remaining arrears suggest a continued need to 
streamline the magnitude and allocation of expenditures. The share of recurrent spending in 
total expenditures rose to almost half in FY2005 from 39% in FY2001. The Lao PDR’s budget 
has historically been skewed in favor of capital spending, partly reflecting separate budgetary 
processes for capital and recurrent spending, and partly a failure to achieve revenue targets that 
proved ambitious and led to cutbacks on recurrent spending. The imbalance raises concerns 
about incentives for public sector employees to be more effective and about operation and 
maintenance of investment projects.  
 
216. The four priority sectors (agriculture, infrastructure, education and health) identified in 
the NGPES accounted for 56% of total expenditures in FY2004. The shares of infrastructure, 
education, and health have risen in recent years. Infrastructure, predominantly transport, 
remains the largest item, representing 27% of total expenditures. Encouragingly, the shares of 
education (12.6%) and health (6.2%) have also risen, although they remain low compared to 
other countries in the region. Most of the increase in spending on education and health was in 
the form of capital expenditures. The share of recurrent expenditures declined over the last 5 
years, leading to the accumulation of arrears discussed above, and indicating the need for 
rebalancing. 
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 3. Government Measures for Fiscal Management 
 
217. The Government is aware of the difficulty of balancing the pressing need to narrow the 
deficit and lower the borrowing requirement (because of the high debt burden), while 
maintaining essential capital and social spending (to support sustainable growth, reduce 
poverty, and improve social outcomes). The authorities have made notable but slow progress in 
improving fiscal management in recent years.  
 
218. The second PER is in the process of being completed with the support of ADB, the 
World Bank, and the IMF, in collaboration with the Government. The PER assesses 
developments since 2002, when the first PER provided a detailed analysis of the relationships 
among the macroeconomic environment; available budgetary resources; budget planning, 
execution, and control as practiced in the Lao PDR; sectoral spending; and poverty. The second 
PER is expected to help in the costing of priority programs identified in the NGPES and will feed 
into the SEDP6 and MTEF 2006–2010. These exercises should help ensure consistency 
between available resources, the Government’s priorities, and budgetary planning, execution, 
and control. In 2005, the Government also approved a 5-year PEMSP, which will be 
implemented annually to strengthen the capacity of MoF and the provincial departments of 
finance.  
 
219. A revised Tax and Customs Law that was approved by the National Assembly in 2005 is 
in the process of being implemented. The revised law is expected to expand the tax base with 
by using tax information systems, stricter enforcement, and more streamlined exemptions on 
imported goods. The Government also intends to submit a Value Added Tax Law to the National 
Assembly in 2008.  
 
220. The 1994 Budget Law is being revised and is expected to address many of the 
weaknesses in the budgetary system, including clarifying the roles and responsibilities of the 
various levels of Government. Currently, in contrast to most countries, the provinces in the Lao 
PDR collect most taxes on behalf of the central government. If the revenues of “surplus” 
provinces (defined as those whose target revenues are higher than their planned expenditure) 
exceed their target, they are supposed to remit 50% of the excess to the central government, 
but rarely do so. The complex assignment of revenue collection and spending between the 
center and the provinces that currently exists is opaque, difficult to monitor and enforce, and 
compromises fiscal prudence. The Government is addressing this by improving revenue 
administration and gradually re-centralizing authority over key bases.  
 
221. The Government is also making some progress in reforming the SOCBs and the SOE 
sector. The two main SOCBs, which account for almost 70% of the banking system’s assets, 
are being audited according to international standards. The quality of new credit by SOCBs 
showed some improvement since a Governance Agreement was signed in 2003 between the 
MoF, BoL, and the SOCBs. BoL is in the process of strengthening prudential regulations. The 
authorities have also completed restructuring plans for four large SOEs, and are in the process 
of preparing restructuring plans for others. 
 
 4. Assessing the Borrowing Capacity for 2006–2010 
 
222. The Government’s indicative target in the draft SEDP6 shows an increase in spending 
on the four priority sectors identified in the NGPES to $2.612 billion, or an annual average of 
$522 million over the FY2006–FY2010 period. As in previous years, the bulk of the targeted 
spending is on infrastructure ($1.425 billion), primarily transportation. Compared with the annual 
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average amounts for the FY2002–FY2004 period, the average for the next 5 years represents 
increases that range from 90% for agriculture to 340% for education. 
 
223. The share of recurrent spending in total spending for the four sectors is a low 27%, 
reflecting the large weight of infrastructure spending, almost all of which consists of capital 
expenditures. Encouragingly, the recurrent to total ratios for education and health are to 
increase substantially to 84% for education and 74% for health. The 16% ratio for agriculture is 
also higher than in previous years.  
 
224. There is a gap of nearly 100% between the Government’s forecast public investment 
requirements and expected availability of official development assistance (ODA). The 
Government estimates that $452 million would be available to finance the budget over the next 
5-year period, including $386 million in ODA disbursements. This amount of ODA is less than 
the planned capital spending on the four priority sectors. Adding expenditures on the other 
sectors, which accounted for 44% of expenditures in FY2004, the financing gap would be very 
large. 
 
225. The Government intends to fill the gap by raising sufficient domestic revenues and by an 
expected increase in ODA funding. The draft SEDP6 targets revenues of 17–18% of GDP by 
2010. Excluding grants, this would amount to 15–16% of GDP, 4–5% of GDP higher than the 
estimated revenues in FY2005. With concerted reforms in fiscal management, revenue 
increases of 2–3% of GDP may be feasible by FY2010. Over the next 5 years, a base-case 
forecast is for a net revenue increase of about 1% of GDP annually.57 The imposition of value-
added tax starting in FY2008 could raise revenues equivalent to 0.6% of GDP while the 
broadening of the tax base and enforcement of regulations through reforms in tax administration 
could yield another increase equivalent to 1–1.5% of GDP.  
 
226. With plausible increases in revenues likely to be lower than the SEDP6 projection, the 
indicative targets for expenditures as outlined in the SEDP6 would widen the deficit 
considerably and increase the public sector’s borrowing requirement. The fiscal sustainability 
analysis undertaken by the IMF, in collaboration with the World Bank and ADB, in 2005 provides 
some scenarios. In the central scenario, the main assumptions are (i) a decline in the fiscal 
deficit, including grants, from 3.4% of GDP in 2004 to 3% of GDP in 2010, reflecting a reform-
induced 1.8% of GDP increase in revenues and 1.5% of GDP rise in non-interest expenditures, 
(ii) issuance of bonds amounting to 0.2–0.6% of GDP annually to restructure SOCBs, (iii) annual 
grants of 1.4–1.8% of GDP, (iv) a gradual deceleration of real GDP growth from 7% in 2005 to 
5.7% in 2009, before it picks up to 7.4% in 2010 as NT2 comes on-stream, (v) a gradual fall in 
inflation, and (vi) a constant real exchange rate. 
 
227. Under this scenario, the net present value of public debt falls to 46% of GDP and 357% 
of government revenues in 2010. Public debt service payments remain steady at about 20% of 
revenues, excluding grants. These results suggest that implementation of fiscal reforms to raise 
revenues as a share of GDP is necessary to finance higher expenditures on necessary capital 
and social projects, while reducing the public sector borrowing requirement so that fiscal 
sustainability is maintained. In an alternative scenario, where reforms are not undertaken and 

                                                 
57 ADB estimates based on IMF. 2005. Lao PDR: Selected Issues, including. (i) a reduction in customs revenues of 

0.5% of GDP as a result of compliance with AFTA commitment, (ii) additional revenues from an expansion in 
mining of 0.5–1% of GDP, (iii) additional revenues from existing hydropower projects, particularly Theun-Hinboun 
Power Company, of 0.3% of GDP, and (d) starting in 2009/10, additional revenues of 0.5% of GDP as NT2 
becomes operational.  
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revenues remain stagnant as a share of GDP, debt service rises to 24% of revenues by 2010, 
limiting the resources available for social and capital spending. 
 
228. Based on the country performance assessment, the PBA for the Lao PDR under ADF IX 
for 2007–2008 has declined to a $40.2 million, or an average annual amount of $20.1 million, of 
which 50% may be in the form of grants. The corresponding PBA for 2005–2006 was a total of 
$52.7 million. Under the debt simulation forecasts, these lending amounts could be comfortably 
accommodated within a prudent public sector borrowing ceiling. 
 
229. In conclusion, the Lao PDR’s public debt burden is high, and debt service payments 
consume almost a fifth of government revenues. The public sector borrowing requirement is 
larger still when off-budget items, such as the build-up of arrears to civil servants in the social 
sectors and to SOEs, and contingent liabilities are taken into account. Recent trends suggest 
some improvement in resource allocation to social sectors and in reduction of outstanding 
arrears, although they remain significant. Aware of the high burden of debt, the Government has 
begun to implement policies to improve fiscal management. A concerted effort to increase 
revenues as a share of GDP would enable an increase in essential capital and social spending 
while maintaining fiscal sustainability.  
 
I. Agriculture and Natural Resources 
 

1. Background 
 
230. Agriculture is the mainstay of the Lao PDR economy, accounting for 50% of GDP and 
employing 80% of the total labor force.58 About 620,000 households depend on agriculture for 
their livelihoods, and more than 80% of farmers practice subsistence farming. The area planted 
to rice represents more than 80% of the nation's cropped land. Although the country has been 
self-sufficient in rice since 1999, crop yields are below regional averages, crop losses are high, 
and local rice deficits occur in many parts of the country.  
 
231. The agricultural sector remains the primary source of livelihood for the poor and has 
been instrumental in the impressive reduction in the incidence of rural poverty in recent years 
(from 46% in 1992 to 33% in 2003).59 Although the Lao PDR remains among the poorest 
countries in the world, some 135,000 families graduated from poverty between 2001 and 2005, 
helping progress toward the national goal of reducing the proportion of households living in 
poverty to less than 15% by 2010.  
 

2. Sector Issues and Development Challenges 
 
232. Major constraints to agriculture include the country’s mountainous terrain, limited 
irrigation in lowland areas, limited access to inputs and credit, poor transport infrastructure and 
low levels of skills among farmers and among the staff of the Government responsible for 
agriculture development. Opportunities for broader rural development are limited by inadequate 
market access, poor distribution networks, and low levels of electrification, limited and difficult to 
access rural credit services, and the lack of all-weather roads. Before adoption of the New 
Economic Mechanism in 1986, these physical and human constraints to agriculture growth and 

                                                 
58 Agricultural output rose steadily over the past decade, with an average annual growth of 4.3%; however 

agriculture’s share of GDP decreased from 52.1% in 2000 to 44.9% in 2005. 
59 Poverty incidence is defined as the proportion of population living below the national poverty line of less than $1.5 

a day. 
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rural development were further exacerbated by a centrally-planned economic system which 
controlled access to land, the price and availability of agriculture inputs, and the prices and 
marketing of agriculture outputs. In recent years the Government has been successful in 
fostering food self-sufficiency through increased rice production. However this has been at a 
high cost and has depended on investment in irrigation infrastructure and delaying a 
diversification to higher value cropping systems. In the uplands, the Government has focused 
on land registration and a substantial reduction in shifting cultivation practices, both of which are 
reported to have had negative impacts on rural livelihoods. 
 
233. Limited Land Area. Although The Lao has a large land area, the availability of high 
quality agricultural land is limited with less than 5% of the nation’s 236,800 km2 under arable 
land and permanent cropland. Only 6% of the land mass has slopes of less than 20%. 
Availability of suitable land for agriculture is further reduced by the presence of unexploded 
ordinance on more than 50% of the land. There is, however, still considerable potential for 
expanding the area under cultivation for annual and perennial crops. Growth will depend on an 
increasing transition toward more market-oriented farming, supported by improved transport 
infrastructure, higher crop productivity, and greater diversification of crops.  
 
234. Improving Livelihoods and Sustaining Food Security. Subsistence agriculture will 
remain a major employer of rural populations in areas that do not have access to markets and 
have poor communications and roads, limited agricultural credit, lack of access to extension and 
support services, and distorted markets which reduce incentives to individuals to adopt risks. To 
keep pace with its growing population, the Lao PDR will need to increase annual rice 
production, largely in glutinous rice varieties which are not widely traded, by a further 1 million 
tons per annum by 2020.  
 
235. Shifting from Subsistence to a Commercial Orientation. Subsistence agriculture and 
paddy production in particular dominate cropping in the Lao PDR. Rice is a critical commodity 
for food security, but like most agricultural commodities its price is declining. Furthermore, much 
of the rice grown in the Lao PDR is glutinous and has only a limited market focused on the Lao 
PDR and in neighboring parts of Thailand. Even the urban Lao prefer other types of rice. Rice 
production is likely to continue to be aimed mainly at the domestic market and demand will 
increase only with population growth.  
 
236. There is limited scope for putting more land into production, so productivity gains must 
come through increases in efficiency and a transition to higher value production. 
Commercialization of agriculture must focus on expansion into other crops, focusing on quality 
premiums, capture of specialty market shares, development of relationships with buyers and 
identifying favorable contract-farming terms and conditions. However, there are many barriers 
limiting opportunities for rural communities to make the transition from rice production to 
commercial activities. The low intensity and low productivity of Lao PDR agriculture can be 
attributed to (i) risk-averse livelihood strategies of producer households; (ii) the limited number 
of input suppliers; (iii) lack of information about input use created by the absence of viable 
extension mechanisms, both public and private; (iv) lack of adequate working capital and 
access to credit; (v) general lack of access to markets because of physical barriers created by 
poor roads and high transport costs; and (vi) a limited number of traders who tend to dominate 
market transactions.60 Agribusinesses in the Lao PDR tend to be constrained by (i) shortages of 
investment and working capital; (ii) shortages of technical skills; (iii) insufficient raw material 
supply; (iv) heavy dependence on imported raw materials and managerial expertise; (v) lack of 
                                                 
60 Inception Report, Smallholder Development Project. January 2005. 
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production, trade, management, and market experience; (vi) limited understanding of existing 
markets; (vii) low local demand for diversified food commodities; (viii) absence of local 
processing facilities capable of absorbing large quantities of produce; (ix) a low level of 
production and management technology; (x) a limited number of agricultural commodity traders; 
and (xi) weak commercial networks throughout the country. 
 
237. Public Policies. A number of public policies impede the development and diffusion of 
commercial agriculture, including (i) price ceilings on some strategic agricultural commodities 
and livestock in certain areas; (ii) state commodity trading which has adverse impacts on farm 
gate prices; (iii) export trading monopolies; (iv) restrictions on trade and marketing in some 
provinces; (v) excessive regulation of the livestock sector; (vi) non-tariff barriers affecting 
livestock and agricultural commodities; (vii) lack of transparency and long delays at border 
check-points; and (viii) government-owned or abetted monopsonies and monopolies for a 
number of commodities in the domestic market.  
 
238. Market Access and Rural Infrastructure. Shifting cultivation has been the dominant 
land use in the uplands of the northern mountain ranges of the Lao PDR.61 These regions 
generally lack the infrastructure and services necessary to foster market-based agriculture. 
While it is most extreme in the northern mountainous regions, for the country as a whole a 
dearth of rural infrastructure is a major impediment to agriculture commercialization. Over 40% 
of villages are more than 6 km from a main road and nearly 50% are without all-weather roads, 
isolating remote communities during the wet season. Rural infrastructure is critically important to 
provide easier access to markets, technology, and market-oriented institutions. Human resource 
development and rural electrification will also be essential to facilitate the transition from 
subsistence to more commercially-oriented forms of agriculture and to nurture an emerging 
agro-processing industry.  
 
239. Livestock Development. Livestock is integral to the farming systems, and the vast 
majority is produced by small holders. Sales of cattle, buffalo, pigs, and chickens typically 
account for about 50% of annual cash income for farm families in sloping lands. Livestock is 
often considered both an asset and safety net, to be sold when necessary. However, livestock 
farming suffers from high mortality and morbidity levels, poor feed practices, weak market links, 
and weak support services.  
 
240. Commercial Forestry Development. The formal forestry sector contributed 5% of the 
GDP in 1999 and accounted for 34% of total export value, and even more of net foreign 
exchange earnings. Sawn wood was the most valuable export product, but the wood industry 
was mainly based on logs from natural forests and industrial capacity exceeds the long-term 
sustainable annual allowable cut. As a result, the Government introduced a ban on the export of 
logs in 2000 and the harvest of natural wood decreased from 730,000 cubic meters (m3) in 1999 
to 200,000 m3 year 2001. The Lao PDR has a number of important strategic advantages that 
give it a strong comparative advantage in meeting growing regional demand for wood products, 
including a low population density so land can be spared with little or no economic cost, large 
areas of denuded forest land on sites suitable for environmentally friendly and fast-growing 
plantations, and improving transport links to major markets in the PRC, Japan, India, Thailand, 
Viet Nam and other markets. 
                                                 
61 Shifting cultivation and opium production have been sharply reduced over the past 5 years. Almost 19,000 ha of 

opium fields were destroyed and nearly 30,000 ha of slash and burn fields were converted into industrial tree 
plantation areas. By the end of FY2005, nine provinces: Oudomxay, Luang Namtha, Bokeo, Vientiane, Phongsaly, 
Houaphan, Xiengkhuang, Sayaboury and Bolikhamxay; and one special zone were officially declared to be free 
from opium production. 
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3. Government’s Strategy 
 
241. The Government’s vision for agriculture development, as outlined in the SEDP6,62 is to 
transform the sector from a subsistence orientation into a thriving commercial sector based on 
innovative technologies and practices linking high value-added production and processing, 
catering to domestic and world markets. Rural economies will become more diversified and 
farming methods and infrastructure will be upgraded to increase production and improve 
people’s living standards. Opium cultivation was effectively abolished in 2005, shifting cultivation 
is to be stabilized by 2010, and rapid agriculture growth (3–4% per annum) is expected to make 
a major contribution to boosting rural incomes and reducing poverty levels. 
 
242.  MoF is shifting its focus from fostering food security, with a heavy emphasis on irrigation 
development, to supporting agricultural diversification and commercialization. Toward this end, 
MAF is reorienting sector policy and institutions, and will implement four strategic programs: (i) 
natural resources planning for poverty alleviation; (ii) land and forest allocation for food security 
and fulfillment of ownership; (iii) district-led projects on nine priority themes; and (iv) agriculture 
and forestry support services for eight priority programmes. The Government will encourage the 
formation of farmer organizations and will seek and promote new markets in order to expand 
opportunities for small farmers. Significant changes will be made in the management and 
exploitation of forestry products by limiting logging and planting forests for economic and 
protection purposes.  
 
243. In terms of rural development, the vision is to reduce the disparities between rural areas 
and urban centers by improving transport and communications networks, while improving the 
living conditions of rural people, especially those in mountainous and remote areas. The 
Government will also support the development of small-scale industries, handicrafts and arts, 
and other non-agricultural activities in the rural areas. Investments will be made in the border 
economic zones to provide services for import-export trade, tourism and border transport, and to 
generate additional employment opportunities for the rural people in the border regions. 
Additionally, rural human resource levels will be improved by increasing access to quality 
education and primary health care. The overall strategy is to develop the agriculture sector as 
well as non-agriculture sectors in rural areas to create employment, increase incomes, and 
restructure rural economies. 
 

4. Asian Development Bank’s Development Experience 
 
244. By 2005, ADB had provided $134 million in loan financing, consisting of two program 
loans totaling $50 million and seven investments projects totaling $84 million. In addition, $17.4 
million was provided in TA grant financing: 32 advisory TA projects for $12.4 million, and 11 
project preparatory TA projects for $6 million. ADB has also funded 14 regional TA projects, 
totaling $10.5 million, with coverage that included the Lao PDR. These amounts accounted for 
13% of ADB’s total lending between 1986 and 2004, 22% of advisory TA projects and 27% of 
project preparatory TA projects. ADB has been one of the largest partners in the sector and has 
been integral to the achievement of rice self-sufficiency in agriculture. ADB assistance played 
an important role in the first generation reforms that facilitated the introduction of market forces 
in the agriculture sector. Subsequent ADB assistance, in a large number of agriculture 
subsectors, has also served to demonstrate that commercial agriculture is technically feasible in 
the Lao PDR.  

                                                 
62 Lao PDR CPI. 2005. Sixth Five-Year National Socio-Economic Development Plan (2006–2010). Vientiane. 



Appendix 3 139

245. The sector assistance program evaluation (SAPE)63 completed in December 2005, 
concluded that the individual projects had been relevant to the development challenges in the 
Lao PDR and to the prevailing agriculture and natural resources issues. However, ADB 
assistance has been diffused and has therefore led to less than effective sector outcomes. The 
SAPE recommended that ADB assistance in agriculture be consolidated and that further 
assistance be better focused and underpinned by stronger sector analysis.  
 

5. Activities of Other Development Partners 
 
246. A large number of development partners are involved in agriculture and rural 
development. Assistance in irrigation, food production and rice technology is provided by the 
Governments of France and Viet Nam, together with financial and technical support of the 
Organization of Petroleum Exporting Countries (OPEC) and International Rice Research 
Institute. Bilateral support from the Governments of Austria, Denmark, Finland, Germany, 
Luxembourg, Sweden, Switzerland and the USA has supported projects and capacity-building 
efforts in rural development, upland agriculture, environmental management, opium control, and 
watershed basin management. The EC provides support for livestock and integrated rural 
development, and forest conservation. World Bank assistance is focused on rural development 
(including village roads), sustainable forestry and NT2 social development. The International 
Fund for Agriculture Development, UNCDF, United Nations Office for Drugs and Crime, and 
UNDP provide assistance on animal production, animal disease control, and watershed basin 
management, stabilization of shifting cultivation, biodiversity, and eco-regional development. A 
large number of international NGOs provide valuable support to agriculture, through a range of 
site-specific sustainable agriculture, and community development projects. Key lessons from the 
development partners include: (i) the need to avoid costly, uneconomic, and unsustainable 
interventions; (ii) the importance of community participation in the design and implementation of 
agriculture assistance; (iii) achieving food security is a pre-requisite to the adoption of more 
commercial agro-production systems; and (iv) market access is key to fostering commercial 
agriculture.  
 

6. Asian Development Bank’s Strategy 
 
247. ADB support for agriculture and rural development will be fully aligned with the 
commercial orientation of the SEDP6. The overall strategy is to develop the agriculture and well 
non-agriculture sectors in rural areas to create employment, increase incomes, and restructure 
rural economies, while at the same time improving access to basic social services for rural 
people, particularly the poor. Synergies between agriculture and emerging rural industries will 
be developed to increase the value of agricultural produce, especially that for export. 
 
248. In line with the SAPE recommendations, ADB assistance will be consolidated by drawing 
lessons from ongoing support in a large number of subsectors to focusing on support for 
commercial agriculture at the sector level. Future ADB assistance will be aimed at helping the 
Government to improve the management of the sector as a whole by addressing key 
bottlenecks to agriculture commercialization through better sector policy, strategy and 
institutions, and through investments in rural infrastructure aimed at improving access to 
markets.  
 

                                                 
63 ADB OED. 2006. Sector Assistance Program Evaluation for the Agriculture and Natural Resources Sector in Lao 

PDR. Manila. 
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249. ADB will take stock of lessons from ongoing interventions and will assist government to 
formulate appropriate policies and strategies. ADB sector work will involve assistance at (i) the 
policy level to develop appropriate policies and sector strategies in support of commercialization 
and sustainable livelihoods; (ii) at the level of sector institutions (particularly research and 
extension) to re-align their programs with the new policies and strategic orientation; (iii) at local 
government level to develop location-specific programs, with a strong measure of participation, 
aimed at putting the new policies and strategies in place; and (iv) at the local community level to 
develop the institutions, such as water user groups and growers organizations, needed to 
respond to new market opportunities. Sector support will be phased. Initially, the emphasis will 
be on drawing lessons from ongoing operations and assisting the government to develop 
appropriate policies, sector strategies and institutional reform measures. Investment support will 
then be aligned around a common policy framework, developed in consultation with the 
Government and other key development partners. 
 
250. Given the importance that market access plays, both in contributing to sustainable 
livelihoods and to commercial production, ADB investment support will be geared toward linking 
secondary towns with the main economic corridors and assisting remote communities to 
develop and improve footpaths and motorcycle paths to secondary market towns. ADB will also 
work with the Government to facilitate expansion of primary processing capacity, with a view to 
enhancing quality and value added. Enabling producers and processors to respond effectively 
to market requirements will entail improving research, market information, and advisory 
services. ADB will also assist the Government to build the infrastructure and institutional 
capacity to support a more commercially-oriented agriculture sector. Support will be provided to 
develop producer organizations, improve research and extension services, and enhance the 
regulation of supply chains to acceptable sanitary and phytosanitary standards.  
 
251. The Lao PDR is uniquely placed, being the only GMS country to border all others, to 
benefit from regional cooperation through cross-border trade and access to markets within the 
GMS. ADB assistance will therefore help to develop agro-processing within the economic 
corridors that cross the Lao PDR to ensure the agriculture sector can benefit from the new 
markets these improved economic corridors provide. Developments under the GMS to facilitate 
cross-border trade in agricultural products, including higher-value processed products, will open 
new markets. Harmonization of phytosanitary procedures and certification will enable the 
farmers and agro-processing organizations in the Lao PDR access new markets beyond the 
borders of the Lao PDR and the GMS. 
 
252. As a component of its overall assistance program for agriculture sector development, 
ADB will continue to support measures aimed at improving rural livelihoods for very poor farm 
families. In close cooperation with other development partners, ADB will continue to provide 
support for community-level livelihood development, aimed at enhancing food security, creating 
income generation opportunities, and building small-scale infrastructure through participatory 
approaches. The link between resource depletion and poverty will be addressed through 
forestry, water resources, and catchment management interventions. Efforts will be made to 
address women’s needs and ensure balanced gender access to activities under ADB-supported 
community development interventions. To complement the community-based assistance 
approaches, ADB will support infrastructure expansion; in particular, access roads, small-scale 
irrigation and water resources development. 
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Table A3.10: Road Map for the Agriculture and Natural Resources Sector 
 
Item  Indicators 
  2005 2010 2015 2020 

A. Sector Outcomes     
Lao PDR retains 
self-sufficiency in 
rice 

Domestic rice 
production (million 
metric tons) 
 

2.5 2.9 3.2 3.6 

Agriculture sector 
provides increased 
employment 

Agriculture 
employment 
(million people) 
 

2.08 2.47   

 Subsistence 
agriculture (%) 
 

80 70 60 50 

 Agro-processing 
(%) 
 

<5 >7 >10 12–15 

 FDI (US$ million) 
 

22.4 87.68   

Increased 
international trade 
and access to 
markets 
 

Agricultural exports 
(US$ million) 

42.8 65   

B. Sector Outputs 2008 2009 2010 2011 
Appropriate policies and sector 
strategies in support of 
commercialization and sustainable 
livelihoods established 

Analysis of 
constraints 
restricting 
expansion of 
commercial 
agriculture and 
agro-processing 

Regional SPS 
standards 
analyzed and 
adopted by the 
Lao PDR 

Policies on 
importation of 
planting materials 
and other inputs 
approved 
 
National capacity 
to regulate SPS 
established 
 

Improved customs 
procedures for 
perishable goods 
implemented 

Improved rural infrastructure linking 
secondary towns to highways and 
markets 

  Rural 
communication 
improvements 
designed for 
selected areas 

Investments in 
critical 
communication 
links to support 
commercial 
agriculture 
developments 
 

Sustainable improvements in 
productivity and profitability of livestock 
sector 

Upgraded 
training facilities 
for NAFES. 

Appropriate 
livestock 
management 
technologies for 
smallholders 
established 

Appropriate 
technologies 
adopted in and 
beyond project 
areas 

Development of 
commercial 
livestock 
enterprises for 
inputs and outputs 
to support 
smallholder 
livestock units 
 

C. Sector Issues Slow transition from subsistence to commercialized agriculture 
Constrained market opportunities 
Slow development of value adding agri-business 
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D.  Actions, Milestones, and Investments By Agency 
 By Issues Schedule ADB Others, 

External, 
Private Sector 

Gov’t 

Nonlending Cluster TA approach to analysis and 
sector development work to define 
impediments to development of 
commercial agriculture and agro-
processing and formulation of revised 
approach if required. Development of 
capacity and systems to implement 
revised policies for commercialized 
agriculture. Promotion of commercially-
oriented research and extension services. 
Evaluation of constraints in the supply 
chain and development of SPS 
management systems. Identification of 
requirements for market and rural 
infrastructure to enable development of 
the agro-processing industry. 
 

2007–2009 √ √ √ 

 PPTA to design loan project to support 
expansion of commercial agriculture and 
agro-processing; linked to sustainable 
improvements of rural livelihoods 
 

2009 √  √ 

Lending Participatory livestock development 
project 
 

2006 √  √ 

 Expanding rural livelihood options through 
commercial agricultural production; agro-
processing and cross-border trade 
development 
 

2009–2010 √  √ 

ADB = Asian Development Bank, FDI = foreign direct investment, Gov’t = government, Lao PDR = Lao People’s 
Democratic Republic, NAFES = National Agriculture and Forestry Extension Services, PPTA = project preparatory 
technical assistance, SPS = phytosanitary standards, TA = technical assistance. 
Source: Government of Lao PDR and ADB estimates. 
 
 
J. GMS Support for the Transport Sector 
 
 1. Introduction 
 
253. The Lao PDR is a poor and sparsely populated country. More than two thirds of the 
population lives in the lowlands along the Mekong River, which is also where most economic 
activity is concentrated. The rest live in relatively isolated communities in the mountainous north 
and east, which covers more than 80% of the country’s land area. Geographical isolation is a 
major cause of poverty, with large segments of the rural population having little access to 
markets, employment opportunities, or social services. Substantial external support has been 
devoted over the last 15 years to alleviating these problems by rehabilitating and modernizing 
the nation’s transport infrastructure. 
 
254. Transport in the Lao PDR is mostly by road, which carries about 70% of freight and 90% 
of passenger traffic. The density of the road network is low, at about 0.14 km/sq km. Road 
contact between Vientiane and the provincial capitals is improving, but four of the 18 provincial 
capitals remain without all-weather links. Only 14% of the road network is paved, including 
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about half of the primary highways. The other roads have gravel or earth surfaces and most are 
impassable during the wet season. Road traffic on the national and provincial roads is light 
throughout the country because of low economic activity, lack of transport, and trade facilitation 
service providers, cumbersome border controls and procedures, and poor regulation of the road 
transport sector, which leads to high transport costs. 
 
255. The GMS east-west corridor connecting Viet Nam with Thailand via southern Lao PDR is 
nearing completion and follow-up investments in logistics centers and other trade, 
manufacturing and agriculture-related activities are emerging. Construction of the Lao PDR 
section of the GMS north–south corridor from Kunming to Chiang Mai is proceeding with 
financing from ADB, the PRC, and Thailand, and preparations are being made for construction 
of a third bridge across the Mekong River to serve the corridor. The Lao PDR is a signatory to 
the GMS Cross Border Agreement that calls for liberal and efficient policies and procedures to 
enhance cross border road traffic. 
 
256. The Lao PDR has no railway at present. The Government of Thailand has agreed to 
extend its railway across the first Mekong river bridge, initially to an inland port and 
subsequently, subject to further discussion between the governments, to Vientiane. This will 
greatly facilitate transit traffic to the sea ports in Thailand and will boost bilateral trade. 
 
257. Inland water transport in the Lao PDR is on the Mekong River and its tributaries, and 
mostly serves local transport needs. Subregional commercial navigation on the upper Mekong 
was enabled in 2001 when the four riparian countries64 signed a freedom of navigation 
agreement. This soon gave rise to brisk commercial traffic between south-western China and 
northern Thailand. Significant subregional river traffic has not materialized between the Lao 
PDR and its neighbors, presumably because trade via their common land borders is more 
attractive. 
 
258. Air traffic is of critical importance in the mountainous northern provinces, where roads 
are scarce and many are seasonally impassable. The four major airports (Vientiane and Luang 
Prabang in the north, and Pakse and Savannakhet in the south) are in good or fair condition but 
the provincial airports have fallen into disrepair and lack of funding affects air safety. Emerging 
international tourism to the historic city of Luang Prabang, a UNESCO world heritage site, 
prompted the recent liberalization of air traffic so that foreign operators could provide direct air 
services to Luang Prabang. Currently there are regular services to the city from Bangkok and 
Chang Mai and other destinations are being considered.  
 
 2. Sector Issues and Development Challenges 
 
259. While most of the primary roads in the Lao PDR are in good or fair condition, there are 
significant gaps, especially in the north. Secondary and tertiary roads are generally in a poor 
condition. The transport sector needs: (i) better and more transparent integration of social and 
environmental concerns into planning and monitoring of infrastructure projects; (ii) enhanced 
traffic management and enforcement to improve safety and preserve infrastructure assets; 
(iii) transport user charges to cover the full cost of infrastructure maintenance; (iv) continued 
rehabilitation of secondary and tertiary roads, and of provincial airports; (v) enhanced 
subregional connections to maximize the country’s potential as a subregional transit and trade 

                                                 
64 The Upper Mekong river passes the PRC (where the river is known as the Lacang), Lao PDR, Myanmar, and 

Thailand. The Khone Falls near the border between the Lao PDR and Cambodia prevent navigation between the 
upper and the lower Mekong. 
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center and to reduce costs associated with border crossing traffic; (vi) less restrictive regulation 
of the transport industry and modernizing of transport operations and management; and 
(vii) improvements to the regulatory framework and the investment climate to encourage private 
investment in transport and related services.  
 
260. Preserving the National Highway Network. Many of the primary highways have been 
rehabilitated within the last decade and are in good or fair condition. However, they risk falling 
into disrepair because of inadequate maintenance. A road fund was established in 2001 with 
financial and technical assistance from the World Bank and Sida to raise revenue from fuel 
surcharges and other road user charges, such as tolls on transit routes and vehicle registration 
fees. Revenue generation is, however, constrained by low traffic volume, which limits the 
revenue-generating base. As a result, road- user-funded maintenance will remain severely 
underfunded for at least a decade. ADB, the World Bank and others are providing bridge 
financing for the road fund to secure road maintenance until traffic reaches a point where road 
user charges can fully finance maintenance requirements. 
 
261. Poor Condition Secondary and Tertiary Roads. The secondary and tertiary roads are 
mostly in a poor condition, especially in the north where isolation is a significant cause of 
poverty. ADB and other donors are responding by supporting provincial road development but 
progress is slow because of (i) inadequate Government counterpart funds, (ii) insufficient 
capacity in the road construction industry, (iii) weak implementation capacity at central and 
provincial governments, and (iv) a shortage of road maintenance funds (which makes rapid 
expansion of the road network unsustainable).  
 
262. High-Cost of Transport Services. The Government has privatized road transport and 
liberalized the import and supply of vehicles, which has substantially increased public transport 
supply and ownership of private vehicles, including motorcycles. Poorly developed logistics 
support, combined with restrictive provincial regulation of public transport services undermines 
efforts to reduce transport costs and achieve efficiencies in transport. Hence, transport remains 
expensive, services are inadequate, and vehicles are severely underutilized. This harms the 
profitability of transport providers and hinders modernization of the vehicle fleet, which is mostly 
old and inefficient, composed primarily of secondhand imports of old vehicles from neighboring 
countries. 
 
263. Fostering Transport Competitiveness. International road haulage is being deregulated 
under the GMS Cross Border Agreements and restrictions on the operation of foreign vehicles 
are being relaxed. This helps to reduce the cost of imports and exports and exposes the 
domestic road haulage industry to competition from operators in the neighboring countries. 
Meeting this competitive challenge will require (i) dismantling heavy provincial regulation on 
road haulage and carriers; (ii) modernization of the domestic transport industry; (iii) streamlining 
of border controls; and (iv) development of adequate logistics support services. 
 
264. Road Safety. General economic growth, better roads and liberalized vehicle imports 
have led to rapid traffic growth, albeit from a very low base. As elsewhere in the region, the Lao 
PDR has experienced a dramatic increase in traffic accidents. The associated economic losses 
are now estimated to exceed 2% of GDP. The magnitude of the issue has spurred action by the 
Government, with support from ADB and other donors. 
 
265. Aviation Subsector. The second-most important mode of transport is air, especially in 
the mountainous north where roads are scarce and many are only seasonally accessible. Lao 
Airlines, the state-owned national carrier, has been restructured but continues to generate 
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significant operational losses. Air traffic has been tightly regulated but recently a more open 
approach has been adopted to support tourism and economic development by allowing foreign 
carriers less restrictive access. The Vientiane International Airport and the regional airports in 
Luang Prabang, Pakse and Savannakhet have been rehabilitated and are financially viable. The 
nine smaller domestic airports owned and operated by the provinces are not. As recommended 
in the Civil Aviation Master Plan 2004–201365 the Government is reforming the airports and their 
funding arrangements, which includes transferring the provincial airports to central government 
ownership. The process is expected to be completed in 2006. Air traffic safety is also a concern, 
since many of the domestic airports lack adequate navigational aids and some older planes 
have not been certified as airworthy. 
 
 3. Government’s Development Strategy 
 
266. The Government’s long-term strategy is “growth with equity” with the long-term aim of 
eradicating severe poverty and graduation from the status of a least developed country by 2020. 
Reaching this ambitious goal will require persistent high economic growth, averaging at least 
7% per annum between 2005 and 2020. In turn, this will requires that industry and services—
both of which are transport-intensive—-grow at an average annual rate of 9–10% per annum. 
The SEDP6 identifies the transport sector as critical to achieving long-term development goals 
because transport is the primary vehicle to “…fully integrate the economy, thereby providing an 
enabling environment for trade and commerce and access for all The Lao people to basic 
services.” The Government has a multi-year plan for poverty-focused transport sector 
development, which highlights the following priorities: (i) maintenance of transport facilities; 
(ii) investment in transport infrastructure, including a road sector development plan to 2020 and 
detailed plans for air, inland water and rail transport investments; (iii) strengthening of the 
regulatory framework and capacity of ministry and provincial or local agencies, including 
enforcement of a transport safety strategy; (iv) private–public development, including 
contracting-out of transport services; and (v) transit and trade facilitation, including improved 
management and operational efficiency within the transport sector. 
 
 4. The Asian Development Bank’s and Other Development Partners’   
  Experience 
 
267. ADB has been a major financier of the main east-west and north-south road transport 
corridors in the Lao PDR. ADB-financed projects in the transport sector have successfully 
contributed to restoring access and communications thereby helping to revive the economy and 
reduce isolation. The projects have generally achieved their objectives but there have typically 
been significant delays in implementation due to weak contract management capacity in 
ministries, weak capacity in the construction industry, and shortages of counterpart funding. 
Other important weaknesses relate to inadequacies in addressing social and environmental 
concerns, lack of financial sustainability and safety issues. ADB is providing policy and planning 
support as well as institutional strengthening to the transport sector. Previously ADB provided 
TA to the Department of Roads to strengthen social and environmental management.66 This TA 
addressed improving the department’s capacity to manage the environmental and social 
impacts of road improvement projects. ADB has also taken a leading role in assisting the Lao 
PDR in implementing the National Road Safety Strategy and Action Plan, which the 

                                                 
65 ADB. 2003. Technical Assistance to the Lao People’s Democratic Republic for Preparing the Northern Airports 

Improvement Project. Manila. 
66 ADB. 2000. Technical Assistance to the Lao People’s Democratic Republic for Strengthening Social and 

Environmental Management Capacity in the Department of Roads. Manila. 
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Government recently promulgated and was supported by the Nordic Development Fund and 
Sida. 
  
268. Road maintenance suffers severely from insufficient funding, so the World Bank and 
Sida are supporting establishment of a road fund financed from gradually increasing road user 
charges, in particular a surcharge on fuel. OPEC, the Governments of Japan and the PRC, and 
Sida are the other main partners providing financial and technical support for the development 
of roads, bridges, and rural market access.  
 
 5. Asian Development Bank’s Development Strategy 
 
269. One of the major impediments to building subregional economic cooperation is the poor 
state of basic infrastructure. In the northern GMS, sections of key transport corridors have 
already been developed but significant gaps remain. There is a need to improve the 
connections between the provincial centers and the northern region of the Lao PDR and to 
improve connections between the Lao PDR and neighboring countries within the GMS. 
 
270. The main road transport network in the Lao PDR is fairly well-developed, except in the 
North, where major gaps remain. Road maintenance needs to be improved, and issues of road 
safety and the integration of social and environmental concerns have yet to be fully addressed. 
ADB will assist the government to manage the road network as a vital development asset—
support will be provided to the government to expand access and extend the economic life of 
the main road network by (i) rehabilitating selected parts of the network; (ii) reforming sector 
regulations and supporting private sector investments along the GMS road corridors; 
(iii) assisting in securing sustainable maintenance of the road network through the Road 
Maintenance Fund; (iv) building capacity to strengthen road network management skills; 
(v) supporting implementation of the Rural Transport Infrastructure Policy; and (vi) supporting 
the implementation of the National Road Safety Strategy and Action Plan. 
 
271. Under the GMS Program, ADB will support the completion and expansion of strategic 
transport corridors. In the northern GMS, sections of key transport corridors have already been 
developed but significant gaps remain. ADB will support the Government to develop economic 
corridors to foster subregional trade and stimulate economic development along the main road 
transport corridors. To this end, ADB will assist the Government to improve the transport 
network in north-western Lao PDR, connect the border crossing with Thailand near Kenthao 
with the GMS corridors (National Road 4) that converge on Luang Prabang, enable delivery of 
produce from the important agricultural areas in southern Sayabury province to domestic and 
subregional markets, and facilitate the expansion of regional tourism. To further support growth 
in the tourism sector, ADB’s GMS Program will assist the Government to upgrade Luang 
Prabang airport67 and improve the northern transport corridor.  
 

                                                 
67 If commercial management and OCR financing for the airport upgrade is shown to be feasible. 
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Table A3.11: Road Map for the Transport Sector 
  

Indicators Item 
5 Years Ago Current In 5 Years In 10 Years In 15 Years

A. Sector Outcomes      
Access in rainy season  
(share of population that can reach a main road) 

50% 60% 65% 70% 75% 

Public road transport user cost  
(real terms, index 2005 = 100) 

— 100 85 75 70 

Road accidents  
(fatalities per 10.000 vehicles) 

— (20) 15 10 6 

Traffic growth  
(highways usage, index 2000 = 100) 

70 100 150 225 340 

B. Sector outputs      
Provinces without all-weather road access — 4 2 0 0 
National highways paved (share of highways) — (50%) 60% 70% 80% 
Roads paved (share of all roads) — <15% 25% 35% 45% 
Maintenance funding (share of requirements 
funded by user charges) 

25% 40% 65% 95% >100% 

C. Sector issues • Sustainability of the road network is threatened by insufficient funding of road maintenance.  
• The secondary and tertiary roads are mostly in poor condition and are a significant cause of 

poverty in remote areas. 
• Shortage of Government counterpart funds, insufficient capacity in the road construction 

industry and weak implementation capacity at central and provincial government level hinders 
rapid rehabilitation of the road network. 

• Weak integration of social and environmental considerations into planning and monitoring of 
infrastructure projects. 

• Restrictive provincial regulation hinders achievement of efficiency in public passenger and 
freight transport. 

• Competition from operators in the neighboring countries will become a threat to the domestic 
road haulage industry when cross border traffic is liberalized. 

• The domestic transport industry needs modernization and adequate logistics support services 
need to be developed.  

• The Lao PDR has a very high incidence of traffic accidents. The associated economic losses 
are now estimated to exceed 2% of GDP.  

( ) = negative, — = not available, GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic. 
Source: Government of Lao PDR and ADB estimates. 
 
 
K.  GMS Support for the Energy Sector  
 

1. Introduction 
 
272.  The energy sector plays a pivotal role in the economic growth and social development of 
the Lao PDR. Several rivers flow from the highlands into the Mekong River crossing from the 
north to the south of the country and providing considerable hydropower resources. It is 
estimated that about 18,000 MW could be developed in the river basins of Xe Kong, Nam Theun 
and Nam Ou. However, only 4% of these hydropower resources have been harnessed to date. 
 
273. Coal deposits have been confirmed in the provinces of Phongsaly, Vientiane, Xien 
Khuang, Khammouane, and Saravan. High quality lignite has also been found in Hongsa district 
of Sayabury province near the border with Thailand. The deposit is estimated at 220 million 
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tons. There are plans by private investors to develop the lignite for power generation and to 
export power to Thailand. Renewable energy sources in the Lao PDR are still in the 
development stages. Biomass resources essentially consist of wood fuels, used for cooking and 
heating purposes, normally by the rural population. The potential for wind energy is limited. 
Small hydropower and photovoltaic modules are already used in remote areas. 
 
274. The power sector serves two vital national priorities: (i) it provides a reliable and 
affordable supply of power, to facilitate commerce and provide social benefits to urban and rural 
communities; and (ii) it earns foreign exchange revenues from electricity exports. The 
Government’s power sector policy facilitates these objectives by encouraging optimal use of the 
country’s natural resources, promoting efficiency, and creating a conducive environment for 
responsible infrastructure investment, both public and private. 
 
275. The power sector in the Lao PDR is still in its infancy, with only 35% of households 
having access to electricity. The existing power system covers four isolated distribution regions: 
northern, central 1, central 2, and southern, serving about 250,000 customers in total. The 
existing domestic power grids include 115 kV and 22 kV transmission and distribution systems. 
There are interconnecting transmission lines between the Lao PDR, Thailand, and Viet Nam for 
power export and import. The installed generation capacity as of December 2004 was 690 MW, 
of which 673 MW (98%) was from hydropower and the balance from diesel and other sources. 
Of the medium and large hydropower plants, 308 MW (45%) are owned by EdL and 362 MW 
(52%) are owned by independent power producers (IPPs). 
 
276.  EdL was incorporated as a public company under a charter approved by the Ministry of 
Industry and Handicrafts in 1997. EdL is responsible for design, construction, and operation and 
maintenance of generating plants and transmission and substations facilities, including power 
export. 
 
277. The demand for electricity for domestic use and export has grown rapidly over the last 
decade. The average annual growth rate of power consumption was 10% during the period 
2000–2004, while the rate during the next 5 years is expected to be 11–12%. The growth rate of 
the peak load is higher than that of electricity consumption as a whole. 
 
278. The Government accords high priority to the development of the power sector. It expects 
to achieve a household electrification ratio of 55% by 2010 and 90% by 2020. Export of 
hydropower is the single largest foreign exchange source for the country. The Government 
therefore emphasizes the development of export-oriented hydropower projects and mobilizing 
private sector investment to develop such projects. ADB has provided assistance to develop two 
large hydropower projects with substantial capacity: Theun Hinboun (210 MW) and Nam Leuk 
(60 MW). Another large hydropower project, NT2 (1,070 MW), is partly financed by ADB and is 
currently under construction. 
 
 2. Sector Issues and Development Challenges 
 
279. Sustainable Hydropower Development. Development of large hydropower projects 
will continue to be justified if social and environmental impacts, resettlement and compensation 
matters are carefully assessed and mitigated, and if the net benefits are shared equitably 
between investors and the population of the Lao PDR, who are the owners of the natural 
resources. The revenues generated from increased export earnings will be vital to improving 
basic government services, including education, health, and infrastructure services in poor 
areas of the country. The Government can obtain benefits from hydropower projects through 
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concession fees, royalties, taxation, and returns on its equity stake in particular projects. While 
past hydropower projects have generated substantial revenues, these have primarily been used 
to finance the operations of EdL. Revenues from future hydropower projects will need to be 
managed to ensure they increase public spending for poverty reduction.  
 
280. Private Sector Participation. Private sector participation in power sector development 
will be needed to achieve the power development targets set by the Government. It is estimated 
that the total investment requirements in the domestic power sector for the period 2007–2011 
will be about $150 million–$200 million. The Government expects half of the funds required to 
be secured from the private sector, particularly for generation. Although many private investors 
are interested in participating in export-oriented IPP projects, greater efforts are required to 
create a favorable investment environment. The Government needs to define the appropriate 
roles for the public and private sectors, given that the country is still in transition to a market-
based economy. Sector restructuring will be required, including the establishment of institutions 
to facilitate IPP participation, introduce a transparent bidding mechanism, and adopt best 
practices for formulating power purchase agreements. The Government is also taking steps to 
put in place an appropriate regulatory framework to encourage private sector participation. 
 
281. Improving EdL’s Financial and Operational Efficiency. Electricity use in the Lao PDR 
is highly subsidized. Despite a series of increases in domestic tariffs since early 1999, full cost 
recovery has still not been achieved. Consequently, EdL’s financial performance has been 
unsatisfactory for many years. Dividends from Government investments in the hydropower 
generation projects through EdL have remained with EdL and have been used to subsidize 
electricity tariffs and offset EdL’s operational losses. The Government recognizes the need to 
establishing a power tariff regime based on a full-cost recovery, and in 2005 approved a new 
tariff adjustment scheme. The Government has also established an independent company to 
hold the Government’s shares in hydropower projects. This holding company will receive 
dividends from existing hydro-projects and these proceeds will then flow to the government 
budget. With continued assistance and support from ADB and other development partners, the 
Government has taken concrete steps to introduce a more appropriate tariff adjustment 
mechanism, and to settle overdue payment arrears from Government agencies. If tariff 
adjustment and strict payment policies are adhered to, EdL’s financial performance should 
eventually improve.  
 

3. Government’s Development Strategy  
 
282. Although the Lao PDR is well endowed with a vast quantity of economically viable 
hydropower resources and is developing a major regional export market for its hydropower 
resources, its per capita consumption rate (123 kW in 2000) and electrification rate (41% in 
2005) are among the lowest in Asia. Recognizing both the economic and social advantages of 
electrification and the low rate of domestic consumption, the Government’s power development 
strategy68 states that energy resources “represent a major opportunity for economic 
development that assist in the alleviation of poverty and development of the country”. It has four 
medium-term priorities: (i) maintain and expand affordable, reliable and sustainable electricity 
supply in the Lao PDR to promote economic and social development; (ii) promote power 
generation for export to provide revenues to meet development objectives; (iii) develop and 
enhance the legal and regulatory framework to direct and facilitate power sector development 
effectively; and (iv) reform institutions and institutional structures to clarify responsibilities, 
strengthen commercial functions and streamline administration. In 2003, the Government 
                                                 
68 http://www.lao-energy.com/intro.htm. 
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prepared a Strategy for Implementing Sector Strengthening in the power sector. The 
Government’s plan to 2020 for the power sector involves rapid and simultaneous development 
on several fronts by: (i) expanding generation, transmission, distribution, and off-grid 
development to increase the electrification rate for the country from the current level of about 
41% to 90% by 2020; (ii) increasing government revenues from independent power producer 
(IPP) investments and honoring power export commitments with Thailand (3,000 MW) and Viet 
Nam (1,500–2,000 MW) by promoting IPP generation development; and (iii) promoting the 
development of a 500 kV transmission grid with neighboring GMS countries to integrate the Lao 
PDR power system with their power systems.  
 

4. Asian Development Bank’s Development Experience  
 
283. ADB has provided policy and planning support and institutional strengthening; financed 
power generation, transmission, and distribution; and encouraged private sector investment. It 
has been the largest source of assistance to the power sector in the Lao PDR, providing over 
$260 million in 10 loans and 23 TA grants as of the end of 2005. Of the eight completed power 
projects, six were rated successful and two were rated partly successful.69 ADB-financed power 
sector projects have contributed to increasing the national budget and to foreign exchange 
earnings. ADB support has also played a catalytic role in attracting private and other financing 
for major hydropower projects.  
 
284. In 2001, ADB assisted in the preparation of an energy sector strategy study, which 
formed the basis for external assistance to the sector. ADB has also provided support for rural 
electrification, which is critical to poverty reduction. The ongoing Northern Area Rural Power 
Distribution Project and the GMS NT2 will help the Government boost access to reliable power 
supplies in the rural areas.  
 
285. The major weakness in previous ADB support was the inadequate attention paid to 
social and environmental issues, tariff-setting, financial sustainability, and contract 
management. The key lessons learned from ADB-funded hydropower power projects are 
(i) early comprehensive assessment of social and environmental impacts is needed; (ii) 
downstream impacts of trans-basin projects are often underestimated; (iii) livelihood restoration 
needs more emphasis; (iv) sufficient financing is required for environmental and social 
mitigation; and (v) institutional capacity of executing agencies must be strengthened to ensure 
that they can implement and monitor large-scale projects effectively. Based on these lessons, 
ADB’s more recent projects have increasingly focused on environmental and social mitigation 
and on compensation. The Government has also demonstrated its commitment to improving 
social and environmental management in power projects. In the NT2, it has undertaken 
unprecedented levels of public consultation and disclosure of information on environmental and 
social issues, showing a willingness to open itself to the scrutiny of international media, NGOs, 
and panels of international experts. The Government has also made efforts to set tariffs based 
on marginal-cost pricing, and to progressively reduce subsidies to domestic consumers in order 
to discourage wastage of energy supplies. 
  

                                                 
69 The two partly successful projects are (i) Vientiane Power Distribution, which had cost overruns following civil 

unrest in the mid-1970s; and (ii) Nam Ngum-Louang Phrabang Power Transmission, which also had cost overruns 
due to high inflation and the deteriorating exchange rate. 
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5. Activities of Other Development Partners 
 
286. The World Bank is one of the main partners in the development of the energy sector. It 
has provided investment support, sector adjustment operations, TA credits and grants, and 
policy advice. In recent years, World Bank assistance has focused on support for restructuring 
and fostering commercialization of EdL, establishment of a suitable tariff policy and regulatory 
framework, development of the NT2, and investment support for the rural electrification project 
in the southern provinces. The Nordic Development Fund has cofinanced transmission and 
distribution projects with ADB. The governments of Australia, Japan, and Norway have helped 
to strengthen EdL and the hydropower office, and the governments of Australia and Japan have 
been involved in off-grid rural electrification. Private developers from Australia, Belgium, France, 
India, Japan, Norway, Republic of Korea, the PRC, Sweden, and Thailand are also involved in 
various hydropower generation, transmission and distribution projects.  
 

6. Asian Development Bank’s Strategy 
 
287. Together with its development partners, ADB, through technical support and policy 
dialogue, will continue to support the commercialization of EdL; the development of appropriate 
regulatory arrangements; expansion of an affordable, reliable and sustainable electricity supply 
system; adoption of off-grid power generation and alternative technologies where grid-fed 
electrification is not feasible; and private sector participation in the development and operation 
of the power sector. Given the export orientation of much of the sector, forging suitable public–
private partnerships to develop the country’s tremendous hydropower resources in an 
environmentally, socially, and fiscally responsible manner is central to the long-term 
development of the Lao PDR. ADB’s support for public–private partnerships in the energy sector 
will be provided primarily through the GMS Program and the Private Sector Operations 
Department. ADB will also draw on its new financial instruments, including partial risk and other 
forms of guarantees, to help improve the availability and terms of financing for private-sector-led 
power generation projects. Under the GMS Program, ADB will continue to facilitate and support 
the development of a national backbone transmission grid, cross-border grid interconnection, 
and power trade between the Lao PDR and its neighboring GMS countries. Priority will be 
accorded to the development of the transmission system in the northern region of the country, 
along the north–south economic corridor. With the development of high-voltage transmission 
and distribution facilities, the national electrification rate will steadily improve and regional power 
trade will be facilitated. 
 
288. ADB will continue to support the development of new hydropower projects. Together 
with ADB’s Private Sector Operations Department, opportunities for advancing private–public 
partnerships to further develop hydropower resources for export will continue to be explored. 
ADB will also draw on its new financial instruments, including partial risk and other forms of 
guarantees, to help improve the availability and terms of financing for private-sector led power 
generation projects. 
 
289. The implementation of the NT2 will be critical to the development of the energy sector of 
the Lao PDR. ADB will accord a high priority to the effective implementation of this project and 
will conduct regular field-based supervision in association with other stakeholders. Agreed 
public expenditure reform measures, and the NT2 revenue management arrangements will be 
supervised separately by a joint ADB-World Bank team. ADB will play a leading role in 
supervising the implementation of the project’s environmental and social safeguards. Under 
ADB’s Lao Environment and Social Program Loan, ADB and the World Bank have been 
assisting the Government to establish an Environment Protection Fund (EPF) and a new decree 
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on involuntary resettlement. ADB, working in close collaboration with the World Bank, will assist 
the Government to establish the EPF and to ensure that part of the NT2 revenues are allocated 
to environmental management activities. 
 
290. ADB has played a catalytic role in promoting GMS regional grid interconnections and 
regional power trade. The development of regional grid interconnection has helped to optimize 
generation resources, reduce reserve margins, make savings in transmission line investments 
(due to the optimal planning of the combined system), and increase security of supply. Under 
the GMS Program, ADB will continue to facilitate and support the development of a national 
backbone transmission grid, cross-border grid interconnection, and power trade between the 
Lao PDR and neighboring countries.  
  
291. Development of renewable energy is an integral part of the national rural electrification 
programs. ADB is currently assisting the Government through a regional assistance project for 
the Promotion of Renewable Energy, Energy Efficiency and Greenhouse Gas Abatement. The 
project will help the Government to conduct pre-feasibility studies for renewable energy projects.  
 

Table A3.12: Road Map for the Energy Sector 
 

Indicators Items 
2000 2005 2010 2015 2020 

A.  Sector Outcomes 

Extension of power grid and increased 
electrification rate (%) 

30 41 55 70 90 

Increased rural electrification rate (%) — 20 40 50 70 
Increased electricity exports to Thailand 
and Viet Nam (MW) 

360 360 1,500 2,000 2,500 

B.  Sector Outputs 
Institutions strengthened MIH, EdL Creation of 

Lao National 
Holding 

Company 

Establishment 
of regulatory 

body 

Creation of 
high-voltage 
transmission 

 

Increased total generation capacity (MW) 4,000 4,200 5,800 6,800 8,000 
Reduction of transmission and distribution 
losses (%) 

20% 19% 17% 15% 12% 

Cost recovery ratio of retail tariff (%) 50 63 70 100 100 

Consumer meter installation (%) — — 100 100 100 

C.  Sector Issues and Constraints 
 • Revenues generated from hydropower export earnings need to 

serve the interests of the general population, by augmenting public 
expenditures on social, environment, and poverty reduction 
programs.  

 • A comprehensive assessment of social and environmental impacts 
from power project development is needed. 

• Greater participation by the private sector in the generation and 
distribution subsectors needs to be encouraged, leaving the 
Government to focus on the appropriate regulatory framework and 
overall transmission system; 

• A full cost recovery tariff needs to be introduced and Government 
tariff subsidies need to be phased-out; 

• EdL must be put on a more firm financial footing and its efficiency 
improved. 
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By Agency D.  Actions, Milestones, and Investments Schedule 
Gov’t ADB Others 

Policies     
• Update the Power Sector Policy Implementation 

Plan 
2006–2007 √ √ World Bank 

• Elaborate tariff policy and establish a regulator in 
setting tariffs 

2006–2007 √ √ World Bank 

• Put environmental management standards into 
effect 

2006–2007 √ √  

Regulatory and Institutional Development     
• Fully separate EdL’s accounts from government 

accounts 
2006–2007 √ √ World Bank 

• Strengthen rural electrification development 
models for off-grid projects 

2006–2010 √ √ World Bank, other donors

• Formulate procedures for IPP developer selection 
and awarding concessions 

2006–2010 √ √ World Bank 

Investments     
• Continue development of hydroelectric generation 

projects with participation of private sector 
2006–2020 √ √ World Bank, and bilateral 

financial support 

• Continue EdL’s national grid expansion 2006–2020 √ √ World Bank, and bilateral 
financial support 

• Promote cross-border interconnection and power 
trade with GMS countries 

2006–2020 √ √ World Bank, and bilateral 
financial support 

— = not available, ADB = Asian Development Bank, EdL = Electricité du Laos, Gov’t = government, GMS = Greater 
Mekong Subregion, MIH = Ministry of Industry and Handicrafts, MW = megawatts. 
Source: Government of Lao PDR and ADB estimates. 
 
 
L.  Financial Sector 
 

1. Introduction 
 
292. The financial sector in the Lao PDR remains underdeveloped and distressed. Key 
constraints to developing the financial sector include: (i) lack of financial infrastructure, such as 
good accounting standards, a functioning legal system, a credit information bureau, and a well-
functioning payment system; (ii) weak governance, particularly by BoL, which continues to act 
as the regulator and de facto manager of SOCBs; and (iii) limited technical capacity. 
Development of rural and microfinance is further constrained by a weak policy and regulatory 
environment which inhibits the development of sustainable institutions and hinders investment.  
 

2. Sector Issues and Development Challenges 
 
293. Shallow Financial Sector. The financial system is extremely shallow, rural outreach is 
poor, and the three main banks are state-owned and distressed. Savings accounted for 15.0% 
of GDP in 2003. There are few non-banking financial institutions and some 90% of the rural 
households have no access to formal financial services at all. While interest rates have been 
kept at reasonably low levels, loans to the private sector are estimated to have accounted for 
only 6% of GDP in 2004. The three SOCBs70 reported gross total assets of KN3,800 billion 
                                                 
70 The three SOCBs are Banque pour le Commerce Exterieur, Lao Development Bank, and APB. APB was originally 

established in 1993 as a “policy bank” and subject to a different legal, regulatory, and supervisory regime from 
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($360 million) as of December 2003, accounting for 70% of gross total assets in the banking 
sector. While dominating the financial sector, the SOCBs’ financial performance has been poor 
and their geographical reach limited. Long-standing efforts to transform the SOCBs into viable 
commercial banks have been constrained by the Government’s use of the banking system for 
quasi-fiscal purposes, by the losses accumulated by SOEs, and by an underdeveloped 
regulatory and supervisory system. In addition, low population density, mountainous 
topography, rudimentary infrastructure, limited sources of economic growth, and weak human 
capacity pose fundamental constraints to developing the financial sector.  
 
294. Weak Financial Infrastructure. The SOCBs operate in a challenging institutional 
setting. Within the current operating environment, the legal system is particularly problematic, 
with many ambiguous and conflicting laws that leave room for different judicial interpretations. 
Absence of competent judges and lawyers, combined with a lack of judicial independence and 
mechanisms for judgment enforcement, substantially increase the risks of business 
transactions. Financial sector infrastructure, such as accounting standards, credit information 
bureaus, and payment systems, have yet to be fully developed. Collateral valuation is often 
arbitrary, and liquidation in case of default is virtually never undertaken, particularly for land. 
While the private sector is growing, and demand for bank financing as well as deposit services 
from the public is large, the risks and costs of providing such services under the current 
operating environment remain high.  
 
295. Distressed SOCBs. Although by 1988 a two-tier banking system71 had been introduced, 
SOCBs’ policy lending and unsound lending to SOEs and privileged clients continued. This 
eventually resulted in sizable nonperforming loans (NPLs). In 1994, all SOCBs were technically 
insolvent and received the equivalent of 1.6% of GDP as new capital in cash and bonds to bring 
them to prudential safety standards. However, this recapitalization was not linked to 
improvements in their operational performances, so, despite this capital injection and the 
smaller number of SOCBs (following several rounds of mergers), they again became insolvent 
in 1997. By the end of 2003, the cumulative losses of the SOCBs were reported to exceed 5% 
of GDP. A further restructuring program was launched, and some progress was made in 
reducing NPLs and improving commercial banking standards. However, as of the end of 2005, 
the share of NPLs at the SOCBs is estimated to be 70% of their total loan portfolios. Their 
capital positions would be negative if provisions were made for NPLs in accordance with 
international financial reporting standards. Their exposure to foreign currency risks is high and 
they remain vulnerable to exchange rate fluctuations.  
 
296. Underdeveloped Microfinance. A survey of 1,189 rural households in early 2004 
indicated that the demand for rural and microfinance services was significant, but supply was 
low. Agriculture Promotion Bank (APB) reports reaching about 14% of households, but the 
survey results indicate that most of its clients are urban; only 3% of rural households reported 
borrowing or saving with APB. Only 4% of the rural population has access to semi-formal 
financial services from village savings and credit groups or other project initiatives. Five 
microfinance initiatives provide services, but these reach fewer than 6,000 clients. Other 
microfinance initiatives have generally been ancillary to projects with broader development 
goals and have not focused on the development of sustainable microfinance institutions (MFIs). 
They often cease operations when project support ends. APB’s subsidized operations have 
                                                                                                                                                             

other SOCBs. However, the Government has recently decided to phase out all policy lending from APB and to 
subject it to the same regime as the other SOCBs. 

71 A two-tiered banking system refers to a system wherein a central bank functions to provide monetary control and 
regulatory and supervisory oversight of commercial banks; commercial banks represent the second tier carrying 
out the function of intermediating funds between savers and depositors.  
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distorted the rural finance system, crowded out MFIs, and created a climate of unrealistic 
expectations on the part of borrowers and officials about the cost of credit, making it difficult for 
commercial microfinance initiatives to charge sustainable interest rates even in areas where 
APB’s outreach is limited. Projects or MFIs that attempt to charge realistic interest rates are 
typically discouraged from doing so. The lack of a clear legal and regulatory framework for 
microfinance gives MFI practitioners little opportunity to charge market-based rates of interest. A 
lack of a transparent regulatory framework and administrative interference are cited by 
international NGOs as the main reason for not investing in the sector. In the absence of access 
to formal sources of credit, the rural poor continue to rely on informal sources of finance, 
including landlords, merchants, moneylenders, relatives, and friends. Typical interest rates 
charged by moneylenders, merchants, and other informal sources average 10%–40% per 
month. With 90% of the country’s poor living in rural areas, and as agriculture is moving from a 
subsistence to a commercial orientation, the development of alternative, affordable, and 
sustainable sources of rural financial services is a high priority.  
 

3. Government’s Strategy 
 
297. The SEDP6 emphasizes the need to improve the financial system as a high priority and 
reflects the reform agenda laid out in the Banking Sector Reform Program (BSRP)72 and the 
Rural Finance Sector Development Program (RFSDP).73 It calls for (i) strengthening the 
capacity of BoL capacity for bank supervision through off-site and on-site inspections; (ii) 
undertaking operational restructuring of SOCBs in accordance to performance targets; and (iii) 
resolving NPLs through the formal court system and informal mediation. It further calls for (i) 
supporting market-oriented rural and microfinance reforms; (ii) creating legal space for a variety 
of sustainable MFIs; (iii) ensuring MFI autonomy in setting interest rates and making other 
business decisions; (iv) creating an MFI Forum to ensure ongoing dialogue between 
practitioners and officials; and (v) restructuring APB into a financially self-sustainable rural 
finance institution. Rural and microfinance are high priorities for the financial markets and 
complement rural development. SEDP6 aims to continue the SOCBs’ reform program, 
monitoring its progress through external audits, upgrading BoL’s capacity to better manage 
financial and monetary stability, progressively recapitalizing the SOCBs, and promoting 
microfinance development.  
 

4. Asian Development Bank’s Experience and Activities of Other Development 
 Partners 

 
298. ADB has played a leading role in the development of the financial sector in the Lao PDR. 
Its support to the sector began in 1988 through a TA project, followed by the first financial sector 
program,74 which helped the Government to establish a two-tier banking system. The second 
financial sector program loan, launched in 1996,75 aimed to (i) consolidate and improve SOCB 
operations, (ii) improve bank supervision, and (iii) initiate the process for establishing the 

                                                 
72 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance to the Lao People’s Democratic Republic for the Banking Sector Reform Program. Manila. 
73 The NGPES (June 2004) contains an appendix which consolidates policy priorities for the financial sector. The 

matrix gives specific numerical targets, strategic measures and planned timetable. Implementation of these 
policies, however, has been delayed because of lack of sufficient funding and technical expertise, as well as 
bureaucratic inertia in the Government. 

74 ADB. 1990. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance to the Lao People’s Democratic Republic for the Financial Sector Program. Manila. 

75 ADB. 1996. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance to the Lao People’s Democratic Republic for the Second Financial Sector Program. Manila. 
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required financial infrastructure. Support for rural finance began in 1993 with a credit line to APB 
under the Industrial Tree Plantation Project and a TA project for APB’s institutional 
development.76 This was followed up in 2000 with a more comprehensive TA cluster for rural 
finance development,77 which has (i) built awareness of best practice, (ii) carried out a 
diagnostic study of APB and initiated its restructuring and transformation into a commercial rural 
finance institution, (iii) piloted three best-practice savings and credit unions, and (iv) developed 
a new national policy and microfinance regulations to promote a sustainable, market-oriented 
microfinance sector. 
 
299.  In 2002 ADB, in coordination with IMF and the World Bank, formulated an integrated 
reform package for the financial sector. Within IMF’s macroeconomic framework, ADB has 
taken the lead in strengthening the banking and judiciary systems through the BSRP, which was 
approved in November 2002. To complement this initiative, the World Bank focused on SOE 
reform and the management of public finances. IMF also contributed to the reform program 
through TA for on-site banking supervision, which continued until the end of 2005. The EU also 
launched a major bank training project in coordination with the reform program, which is to be 
completed in 2006. 
 
300. Lessons from ADB’s implementation of three financial sector program loans include the 
following. First, in designing a program loan, comprehensive assessment of the Government’s 
capacity and commitment, as well the political-economic factors that shape incentives to 
undertake reform measures, are extremely important. Second, a better understanding of the 
fiscal impact of proposed policy reforms is needed to ensure that the reforms are feasible within 
the fiscal constraints that the Government faces. Proper coordination of financial markets, fiscal 
reforms, and SOE reforms is essential. Third, effective implementation of policy-based loans in 
the Lao PDR requires close monitoring and supervision. Those areas in financial market reform 
that have registered the most improvement were provided substantial technical support by 
international consultants over a long span of time.  
 

5. Asian Development Bank’s Strategy 
 
301. In coordination with other donors, particularly IMF and the World Bank, ADB will 
continue to support the reform of the banking sector through ongoing assistance to implement 
the BSRP. The objective of this assistance is to develop a sound banking system through; 
(i) SOCB restructuring, (ii) capacity building in prudential oversight and judicial reform, 
(iii) reduction of direct barriers to foreign banks, and (iv) expansion of outreach to rural areas. In 
monitoring progress, emphasis will be given to SOCBs’ performance assessment against their 
financial targets, with priority given to reducing NPL levels. International experience with the 
restructuring of state-owned banks repeatedly highlights the need for privatization to improve 
governance and the commercial orientation of the SOCBs. Accordingly, ADB will assist the 
Government to identify suitable strategic investors who could initially participate in the SOCBs, 
and to whom these banks could eventually be divested. Outside the SOCB reform program, 
ADB will continue its policy dialogue with the Government to increase competition within the 
financial sector. Specifically, ADB, in coordination with other donors, will promote (i) equal 
treatment for all banks operating in the Lao PDR, including foreign banks; and (ii) alternative 
non-bank financing instruments such as leasing and factoring. 

                                                 
76 ADB. 1993. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance to the Lao People’s Democratic Republic for Industrial Tree Plantation Project. Manila. 
77 ADB. 2002. Technical Assistance to the Lao People’s Democratic Republic for Rural Finance Development. 

Manila. 
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302.  To expand outreach, ADB will support the Government in developing a sustainable and 
market-oriented rural and microfinance sector. More specifically ADB will work closely with the 
Government ministries and agencies to (i) create an enabling policy framework for public and 
private provision of rural and micro finance; (ii) create a sound prudential regulatory and 
supervisory environment for public and private rural and microfinance: (iii) transform APB into a 
financially self-sustainable, market-oriented rural finance institution; and (iv) create a supportive 
non-prudential regulatory environment for rural and microfinance. ADB support, provided 
through RFSDP (para. 297), will assist in the creation of an enabling policy and a regulatory, 
and supervisory framework for rural and microfinance. It will also assist in the restructuring of 
APB. A key aspect of the program is support for the phasing-out of directed lending and interest 
rate subsidies from APB. In addition, ADB will support institutional strengthening of APB and 
capacity building in BoL so it can carry out its supervisory functions in rural and microfinance 
and support market-oriented MFIs. 
 
303. ADB will continue to provide capacity-building assistance to develop the institutional 
infrastructure required for efficient and stable functioning of the financial markets. This will 
include support for the commercial courts, the secured transactions registry, and the credit 
information bureau. ADB will continue to work with other donors, in particular the IMF and World 
Bank, to develop the financial sector in the Lao PDR. 
 

6. Monitoring and Implementation Issues 
 
304. Monitoring progress in financial sector reforms will be undertaken jointly with the IMF 
and the World Bank. The IMF will lead in the monitoring of outcomes related to macroeconomic 
monetary data, while ADB and the World Bank will assess progress with SOCB restructuring. 
More specifically, progress with the ongoing SOCB reform program will be closely monitored 
through (i) quarterly reports of international bank advisors engaged under the Banking Sector 
Reform Project,78 (ii) quarterly performance reports submitted by the management of SOCBs as 
required by the revised Governance Agreements, (iii) annual audits of SOCBs by international 
auditors, as required under the BSRP, and (iv) the regular financial and monetary statistics 
compiled by BoL and MoF. Despite considerable efforts to ensure timely monitoring, there have 
been significant delays in completing reports and audits because of lack of funding for external 
audits, insufficient technical capacity for quarterly performance reports, and political inertia. 
Progress with RFSDP will be monitored through (i) ADB confirmation of formally adopted or 
issued policies, strategies, action plans, regulations, amended laws and decrees, and other 
documentation, as per the RFSDP policy matrix; (ii) quarterly reports by an international banking 
advisor in APB; (iii) quarterly performance reports submitted by APB management as per its 
Governance Agreement; (iv) annual audits of APB and MFIs; and (v) financial and monetary 
statistics compiled by BoL and MoF. 
 

                                                 
78 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Technical 

Assistance Loan to the Lao People’s Democratic Republic for the Banking Sector Reform Project. Manila. 
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Table A3.13: Road Map for the Financial Sector 
 

Indicators Item 
2000 2005 2010 2015 2020 

A. Sector Outcomes      
Domestic credit as % of GDP 10% 12% 18% 30% 45% 
SOCB’s % share in domestic 
deposits 

78% 70% 60% 45% 30% 

% of NPLs in SOCB’s total 
portfolios 

75% 55% 25% 10% 5% 

SOCB’s % return on assetsa (15%) 1% 3% >3% >3% 
Outreach to rural areas 
measured as % of households 
with deposits in, or loans from, a 
licensed or registered financial 
institution 

 5% 15% 25% 30% 

% share of bank assets within the 
financial sector 

100% 100% 90% 80% 65% 

B.  Sector Outputs      
Adequate capacity for off-site and 
on-site bank inspection  

Supervision 
Department 
established 

Semi-annual 
inspection 
completed 

Inspection 
conducted    
on a quarterly 
basis 

Inspection 
conducted on 
an on-line 
basis 

Inspection 
conducted in 
accordance 
to BIS 
standards 

Privatization of SOCBs  Strategic 
investors 
considered 

Strategic 
partnership 
established  

Full divestiture 
of SOCBs 

 

Introduction of leasing and 
factoring 

 Legal 
amendments 
considered for 
leasing and 
factoring 

Leasing and 
factoring 
introduced 
and 
increasing 

  

Functioning commercial courts  Commercial 
courts 
established 

Trained and 
well-informed 
judges in all 
commercial 
courts 

Smooth and 
speedy 
decisions by 
all commercial 
courts 

 

Functioning secured transactions 
registry 

 Legal basis 
established 
for secured 
transactions 

Registry 
established 
and 
functioning 

Registry 
computerized 
and on-line 

 

C.  Sector Issues and 
 Constraints 

• Lack of economic and financial infrastructure 
• Weak governance of BoL and SOCBs 
• High level of NPLs at SOCBs 
• Deficient technical institutional/human capacity in the financial sector 
• Lack of competition in the sector 
• Weak policy and regulatory framework for microfinance 
• Crowding out of sustainable microfinance by APB subsidized lending 
• Weak management and technical capacity in MFIs 
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By Agency D.  Actions, Milestones, and 
 Investments 

By Issues Schedule 

ADB Others/ 
External Gov’t 

1.  Loans      
• Banking sector reform 

program 
Weak governance of BoL and 
SOCBs and weak institutional 
and human capacity of 
SOCBs 
 

2002 √ √ √ 

• Rural finance sector 
development program 

Creating an enabling policy 
framework, sound regulatory 
framework, and transform 
APB into a sustainable, rural 
financial market institution 
 

2006 √  √ 

2.  TAs      
• Strengthening governance in 

support of banking sector 
reform 

Weak governance of the BoL 
and SOCBs 
Deficient financial 
infrastructure, particularly the 
court system 
 

2002 √  √ 

• Improving governance in 
Financial transactions 

Deficient court system 
High level of NPLs at SOCBs 
 

2006 √  √ 

• Strengthening APB human 
resource management 

Strengthening APB Human 
Resource Management 
 

2006 √  √ 

• Catalyzing microfinance for 
the poor 

Building capacity and 
providing seed capital for 
market-oriented MFIs 
 

2006  JFPR √ 

• Upgrading information and 
communications technology 
(ICT) at APB 

Upgrading APB’s ICT and 
management information 
systems 
 

2006  JFICT √ 

• Strengthening MFI 
supervision 

Building capacity in BoL to 
implement new regulatory and 
supervisory regime for 
microfinance 
 

2006  FIRST √ 

( ) = negative, ADB = Asian Development Bank, APB = Agriculture Promotion Bank, BIS = Bank for International 
Settlement, BoL = Bank of Lao PDR, FIRST = New Basil Capital Accord, GDP = gross domestic product, Gov’t = 
government, JFICT = Japan Fund for Information and Communication Technology, JFPR = Japan Fund for Poverty 
Reduction, MFI = micro-finance institutions, NPL = nonperforming loan, SOCB = state-owned commercial bank, TA = 
technical assistance.  
a Based on unaudited statements. 
Source: Government of Lao PDR and ADB estimates. 
 
 
M. Education  
 
 1. Introduction 
 
305. Education and literacy are prerequisites for sustained economic growth and poverty 
reduction. The SEDP6 identifies education as one of the four pillars of its poverty reduction 
strategy.79 The Education for All (EFA) National Plan of Action is the key plank of government’s 
                                                 
79 Lao PDR CPI. 2005. Sixth National Socio-Economic Development Plan (2006–2010). Vientiane.  
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education strategy and is a means of promoting lower secondary, non-formal, and adult 
education. The Government’s strategy for education includes improving access to education, 
particularly in remote areas. It also stresses the need to improve school participation and 
completion rates, and the quality of teaching and learning.  
 
 2. Key Issues and Challenges 
 
  a. School Education 
 
306. Considerable progress has been made in improving access to education in the Lao PDR 
in recent years, particularly in primary education. Net enrollment ratios80 (NER) for primary 
education increased from 63% in 1990 to about 79% in 2005. Similarly, GERs81 for lower 
secondary increased from 30% in 1990 to 51% in 2005. For upper secondary, the NER has 
risen rapidly from 26.3% in 2003 to 31% in 2005. There has also been rapid progress with girls’ 
enrollment and at the primary level gender differentials have dropped by approx 7.5% since 
1996. At the lower secondary level, girls’ enrollment has increased by over 4% between 2003 
and 2005 compared with a 1.9% increase for boys. During the same period, at the secondary 
level, girls’ enrollment increased by about 4.4% compared with 5.1% for boys. Even so, 
significant gender differentials remain: at the primary level, girls’ enrollment lags behind by 
about 14%. At entry level for lower secondary (grade 6), it is over 10% less than that of boys.  
 
307. Despite the rapid expansion in school education, the education sector in the Lao PDR is 
weak and faces considerable challenges. In keeping with educational trends in developing 
economies, demand for education within all subsectors will continue to grow rapidly. The 
SEDP6 lays down targets for each education subsector that are linked to expansion of 
enrollments as well as improved efficiencies. The main challenges will be to meet the growing 
demand for education, to address issues of equity, and to improve the internal efficiency of the 
system.  
 
308. Access. Despite rapid enrollment growth, universal access at the primary level is some 
way off. National enrollment statistics hide disparities in access by geographic region, socio-
economic status, and ethnicity. At the primary level, the NER for girls ranges from 49% in rural 
areas without road access, to 72.2% in rural areas with road access, and to 90.5% in urban 
areas. Luang Namtha Province has the lowest primary level NER for both girls and boys (43% 
for girls and 48.6% for boys). By comparison, Vientiane has the highest NER of 95% for girls 
and 92% for boys. Similar disparities exist at the lower and upper secondary levels. When 
enrollments reach high levels, growth rates tend to decline, so enrollment growth is declining in 
high-income areas (where birthrates are also declining) and increasing rapidly in poor areas. 
Rapid growth in poor areas may also be because externally funded projects have targeted 
poorer areas.  
 
309. Physical access remains a barrier—at the primary level, about 15% of villages are still 
without a primary school within commutable distance. Further, about 70% of the schools in the 
poorest districts are incomplete schools, offering classes up to second or third grade only. Thus, 
children in the poorest areas, particularly girls and ethnic minorities, are distinctly disadvantaged 
in terms of limited access to education. In the case of lower and upper secondary education, 
rapid expansion has not been matched by increased availability of schools with adequate 
facilities or qualified teachers. The demand for additional space has been met by overcrowding 

                                                 
80 NER refers to pupils enrolled from the eligible age group. 
81 GER refers to total pupils enrolled. 
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in the classrooms or by use of abandoned primary schools. Some primary teachers now teach 
at lower and upper secondary levels. At the primary level, this has resulted in shortage of 
teachers and overcrowded classrooms. At the secondary level, the result is inadequately 
qualified teachers, increasing class sizes, and a shortage of classrooms.  
 
310. Although donor inputs have been concentrated in basic education, about 27% of the 
primary school age children are not enrolled in school. Among those who enroll, about 7% drop 
out. Physical access at the primary level is not universal. Therefore, even though substantial 
assistance has been provided to expand access to basic education, universal access is still 
some way off. The government will continue to depend on external assistance if it is to meet the 
MDG of universal primary education by 2015. If primary education absorbs all external funding, 
subsequent levels of education will continue to be neglected, which will have serious 
ramifications. First, the gains from increased enrollments at the primary level may be lost if the 
lower secondary and upper secondary subsectors are not ready to absorb primary school 
graduates who may want to pursue further schooling. Second, quality and access issues 
become harder to resolve with increasing numbers of students. Financial resources are likely to 
curtail a qualitative expansion of education.  
 
311. Equity. Enrollment increases indicate that enrollments among the disadvantaged and 
poorer groups are growing more quickly than among more advantaged groups. Despite 
narrowing gaps, access to children in rural, remote regions is limited compared with urban, 
better developed areas. A larger percentage of poorer children continue to be out of school as 
compared with children from economically better off groups. Among majority groups, gender 
differentials in enrollments in urban areas are not significant, but substantial gender disparities 
persist in the rural areas, where girls’ enrollment is growing at a much slower rate than that of 
boys. 
 
312. Quality. Quality aspects of school education remain a serious concern. Quality is a 
function of internal systemic efficiencies. The Lao national literacy survey found that primary 
education does not ensure functional literacy. Just over one out of two primary graduates (grade 
5 completers) attains sustained basic literacy. Similarly, only 38% of non-formal education 
(NFE) completers attain basic literacy. The internal efficiency of the education system has been 
improving since 1995/96, with a significant decline in repetition rates for all grades, especially 
grade 5. This is due to the high repetition and drop-out rates in grades 1 and 2. About one third 
of students in primary school repeat grade 1 and another 19% repeat grade 2. Completion rates 
for primary education are estimated at 48% for girls and 52% for boys. Repetition rates vary 
across poverty levels and it requires an average of almost 8 years to complete primary school. 
High retention and drop out rates, particularly at the lower grades, and an average of 8 years to 
complete primary education are indications of low internal efficiency and poor quality of 
education. Factors contributing to this poor quality are: (i) a lack of qualified teachers; (ii) a 
shortage of text books and other learning materials; (iii) a static curriculum; (iv) low recurrent 
expenditures; and (v) weak institutional capacity for planning, management, and delivery of 
education. 
 
313. Rapid expansion of secondary education under severe financial constraints has had a 
negative impact on quality. Average class sizes have grown, especially in grades 9 to 11, where 
the national average reached 81 pupils in 2005. The demand for additional secondary teachers 
has been partly met by transferring primary teachers to secondary schools but this has led to 
underqualified teachers at the secondary level and larger class sizes at the primary level and 
may affect the achievement of EFA goals. However, large class sizes are not entirely a result of 
a lack of teachers, they also reflect inadequate physical facilities.  
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314. A lack of text books and learning materials is also a major contributor to weak quality. In 
fact limited availability of books in primary and lower secondary schools is the most commonly 
cited problem in Lao schools. Most schools have insufficient textbooks and few, if any, learning 
materials. There is also a shortage of teacher guides. Teacher training, another key element for 
quality of education, is being addressed through donor support and a national teacher education 
plan is in final stages of preparation. However, a policy framework to ensure supply of qualified 
teachers is still lacking.  
 
315. At the primary level, repetition rates are high at the earlier stages. About one third of 
students repeat grade 1 and almost one fifth repeat grade 2. Drop out rates are also higher at 
the lower levels. Internal efficiency improves after grade 4 with repetition and drop out rates 
declining. Internal efficiency is higher at the secondary level with lower drop out and retention 
rates. However, rapid expansion without an adequate emphasis on strengthening quality will 
cause efficiency declines. 
 
316. Finances. Resource allocations to education declined sharply in 1997 from a 15% share 
of the budget to 8%. The Government has agreed to increase the allocation to 15% of the 
budget, taking education expenditures to a little over 3% of GDP. This would be in line with 
expenditure in other developing countries (current expenditures are approximately 2.5% of 
GDP). Donors contribute approximately 90% of capital investments in education. However, 
these investments create a demand for recurrent expenditures that the government has not 
been able to meet and has created an imbalance in the ratio of capital and recurrent 
expenditures (60% capital expenditures and 40% recurrent expenditures). This shift in favor of 
capital expenditures needs to be reversed to a more sustainable level (30% capital expenditures 
and 70% recurrent expenditures). External assistance will continue to play a significant role in 
education so it is crucial that donor support is well coordinated, complementary with ongoing 
activities, and based on a sound assessment of sector priorities. ADB, as the lead donor, should 
play a catalytic role in coordinating donor support to the education sector.  
 
  b. Tertiary Education 
 
317. Tertiary education includes public and private technical colleges and the National 
University of Laos. Students are admitted at National University of Laos after graduating from 
general secondary education and go through 1–2 years of foundation studies, followed by 4 to 5 
years of “professional studies” offered in specific faculties (education, linguistics, social 
sciences, economics and management, natural sciences, engineering and architecture, medical 
sciences, agriculture, forestry, law and public administration). On graduation, students receive a 
bachelor degree. In 2002, a branch of National University of Laos was opened in Champasack, 
offering economics and management, education, English language, and agriculture, while 
another branch was opened in 2003 in Luang Prabang, with education, English language, 
economics and management. There are also five private universities offering bachelor degree 
courses in business administration, computing, and English language. 
 
318. The Government proposes to establish a new university at Luang Prabang, and a 
technical college at Luang Namtha to teach technical and managerial skills. The Government 
envisages promotion of research to support key areas of the economy. It also recognizes that 
the skills of teachers and professors need to be upgraded and that the curriculum needs to be 
reviewed and be made more relevant.  
 
319. Although demand for technical and vocational training (TVET) is growing, this subsector 
is still small and underdeveloped. With increasing enrollments at the school level, and economic 
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growth, demand for TVET is likely to grow significantly so opportunities need to be expanded 
and improved. The Government hopes to achieve a ratio of 1,140 students per 100,000 people 
and to raise the number of well trained workers to 10% of the population by 2010. If this is to be 
achieved, upgraded facilities, an improved curriculum, more textbooks and instructional 
materials, and workshops will be needed.  
 
 3. Government’s Education Sector Strategies  
 
320. In 2000, the Government formulated the Education Strategic Vision to the Year 2000, 
which envisions the education system needed if Lao PDR is to achieve the MDGs. The goals 
include: 

(i) making high-quality basic education at primary levels universal and 
continuing expansion at the lower secondary level; 

(ii) eradicating illiteracy; 
(iii) expanding vocational, technical and higher education to meet the 

demands of the labor market and to improve rates of return on human 
capital investment; 

(iv) improving the quality of national education to meet international 
standards; and  

(v) establishing education as a right and responsibility of everyone. 
 
321. The Education Strategic Vision is supported by the 2004 NGPES. In 2005, the 
Government also adopted the National Plan of Action for Education for All, which was prepared 
in collaboration with UNESCO. The EFA plan was adopted as the official sector development 
plan and the Ministry of Education plans to institutionalize a sector-wide assistance-based 
development framework by 2009 through partnerships with major development partners. 
However, resource constraints will severely handicap its ability to put its strategies and policies 
for the education sector into operation. With many resources directed toward basic education 
and being extended to lower secondary education only gradually, areas of outside basic 
education will continue to suffer. Government should be encouraged to facilitate private 
investment in education, to meet the demand for quality education, particularly at levels at which 
returns from education are high enough to warrant cost recovery. This would free scarce 
government resources to meet the current financing gaps for recurrent expenditures as well as 
direct funds towards further expansion and quality of education.  
 
 4. Activities of Other Development Partners 
 
322. ADB began to support education in the Lao PDR in 1991 and, so far, has supported the 
following projects: (i) Education Quality Improvement Project I; (ii) Post-Secondary Education 
Rationalization Project, (iii) Basic Education (Girls’) Project; and (iv) Second Education Quality 
Improvement Project. The World Bank has funded the Education Development Project I and II in 
1993 and 2004. Japan, UNICEF, UNESCO, and Sida are other major donors. Almost all 
external assistance has focused on basic education because of the emphasis on universal 
primary education goals within the EFA and MDG framework. In keeping with the priorities of 
ADB’s poverty reduction strategy and education policy, ADB’s support to education in the Lao 
PDR has also been focused on basic education through the Basic Education (Girls) Project and 
the Second Education Quality Improvement Project. The emphasis on MDGs has been part of 
the reason for a concentration of donor funds on basic education. Currently, a Basic Education 
Development Program, to be supported by ADB, is at the design stage. It is being designed in 
close collaboration with other development partners and will make a gradual and strategic shift 
toward strengthening lower secondary education to meet the growing demand caused by the 
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expansion of primary education. It will address issues of access, equity, and quality at the lower 
secondary level. In addition, ADB will also provide technical support for a strategy for a more 
coordinated and comprehensively planned sector-wide approach to developing schools.  
 
 5. Asian Development Bank’s Strategy for the Education Sector 
 
323. ADB is the lead donor in education in the Lao PDR because it recognizes that human 
development is essential to socioeconomic development. ADB’s education policy states that its 
support for education must be carefully targeted so it has maximum impact on the complex set 
of interrelated issues affecting the development of effective education systems. ADB’s support 
needs to be provided, over a sustained period, within the context of education sector reform. By 
implication, ADB’s support needs to be based on a strategic assessment of the long-term needs 
of the education sector. 
 
324. ADB assistance will consider strategies to both consolidate and expand support for the 
education sector. Continuing investments in basic education need to be matched with a gradual 
shift toward strengthening the lower secondary and upper secondary sector. Other donors need 
to make this shift too if the Government is to achieve its education goals. As school education 
continues to expand, demand will grow for better vocational and higher education. ADB will 
continue to consolidate its support to the education sector by:  
 

(i) playing a significant role in donor coordination so external assistance is 
complementary; 

(ii) providing grant funding to undertake a sector analysis (school sector), to 
help the Ministry of Education develop a comprehensive plan for the 
school sector by analyzing requirements for (a) policy development, 
(b) institutional and management capacity, (c) an anticipated expansion of 
enrollments; and (d) interventions to support the quality of education;  

(iii) ensuring that education expansion is equitable, targeting interventions to 
narrow the gender gap and increase enrollments of students from ethnic 
minorities, and to bridge the gaps in quality between poor and non-poor 
areas;  

(iv) making certain that future support includes strengthening institutional and 
systemic capacity to ensure the sustainability of education reforms; and  

(v) supporting the Government to explore ways to facilitate private sector 
participation in the education sector.  
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Table A3.14: Road Map for the Education Sector 
 

No.  Indicator 1990 1996 2002 2005 2010 
Target 

LDC 
Program  
of Action 

Target 

MDG 
Target
2015 

A.  Lao PDR Key Indicators and Targets        
 Education        
8a NER in primary education, both sexes, %  58 

(1991)
  83 90.6  98 

8b NER in primary education, girls, %      89.7   
8c NER in primary education, boys      91.4   
10a Primary completion rate, both sexes, %      77.4   
10b Primary completion rate, girls, %      75.4   
10c Primary completion rate, boys, %      79.5   

 Adult Literacy        
11a Adult literacy rate, both sexes, %        98 
12a Literacy rate of 15–24 year-olds, both sexes, % 

(C3, T8, I21 and G2, T3, I8) 
   79 

(2001)
  99 

 Gender Equality in Education, etc.        
13 Ratio of girls to boys in primary education, % 

(C3,T9, I24 and G3, T4, I9) 
77 

(1991)
 84  89  100 

14 Ratio of girls to boys in lower secondary 
education, % (C3,T9, I25 and G3, T4, I9) 

66 
(1991)

 74  80  100 

15 Ratio of girls to boys in upper secondary 
education, % (C3,T9, I25 and G3, T4, I9) 

56 
(1991)

 68  75  100 

17 Ratio of literate women to men of 15–24 year 
olds, % (C3,T9, I27 and G3, T4, I10) 

 81 
(1995)

90 
(2001)

   100 

B.  Sector Issues and Constraints 
1. Inequitable access to primary 

education 
 

• Approximately 25% children of primary school age still out of school 
• Wide disparities in enrollment rates between urban and rural and 

geographically remote areas and between rich and poor 
• Gender inequalities persist 
• 15% of villages without schools within commutable distance 

2. Weak lower secondary and upper 
secondary subsectors 

 

• Low NER but growing demand for lower secondary and secondary 
education 

• Severe financial constraints; no external funding  
• School buildings inadequate to cope with higher enrollments 

3. Weak internal efficiency/quality 
 

• High drop out rates and retention rates at lower grades in primary 
education 

• Weak literacy and numeracy skills upon completion of primary education 
• On average, it takes 8 years to complete the 5-year primary education 

cycle 
• Dearth of learning materials; serious deficiencies in text book supply 

4. Weak institutional and management 
capacity  

• Weak capacity for planning, management, and supervision 
• Weak Institutional capacity for supporting quality 

5. Weak policy framework  
 

6. Financial resources  
 

• Lack of adequate resources to support recurrent expenses 
• Dependence on donor support 
• Shrinking donor portfolios 
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C.  External Assistance 

Asian Development Bank 
Basic Education (Girls) Project (1998)  

- education facilities in 50 districts 
- strengthen capacity at the central level to plan implement 

and manage school construction and school 
management 

- promote community participation in school management 
- promote enrollment and retention of girls in primary 

schools 
 

ADB              $ 20.0 million 
AusAID         $   4.3 million 
Government   $   7.7 million 
Community    $   1.0 million 
Total   $ 33.0 million 

 

Second Education Quality Improvement Project (2001)    
- expand access to and improve retention in primary 

schools particularly for girls and ethnic minorities               
- strengthen capacity at central, provincial and village level 

to plan and manage the decentralized education system 
 

ADB            $20.0 million 
Sida            $  9.6 million 
Government  
and Community  $  8.0 million 
Total   $37.6 million 

Basic Education Development Program       
 (under preparation) 
 

Total  $12.6 million 
 

 
Summary of Donor Investment on Education Sector for 2006–2010 

 
Donor 2006–2010 

($ million) 
Activity in EFA target areas 

ADB 35.2 
World Food Programme 20.0 
World Bank 12.1 
UNICEF 10.0 
Sida 8.0 
AusAID 6.3 
European Commission 5.6 
Total 97.2 

• Access and participation in early childhood care 
and development 

• Access and participation in formal primary, lower 
and upper secondary education 

• Improve the quality and relevance of formal 
primary, lower secondary education 

• Youth and adult literacy 
• Education administration and management 
• Skills development program for disadvantaged 

groups 
   
    

ADB = Asian Development Bank, AusAID = Australian Agency for International Development, EFA = Education for 
All, Lao PDR = Lao People’s Democratic Republic, LDC = least developed country, MDG = millennium development 
goal, NER = net enrollment ratio, Sida = Swedish International Development Agency.  
Source: Government of Lao PDR and ADB estimates. 
 
 
N. Health  
 

1. Introduction 
 
325. In a country with major public health problems, a high proportion of poor people, and 
substantial market failure, the role of the Government in providing basic health care is essential. 
The SEDP6 identifies the health sector as one of four priority areas for poverty reduction. The 
Government is committed to achieving health for all and aims to provide all citizens with access 
to primary health care (PHC).  
 
326. The Lao PDR has made good progress in improving health conditions, much of which 
can be credited to the establishment of an accessible health delivery service over the past three 
decades. Based on the 1995 and 2005 censuses and the 2000 health survey, the under-5 
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mortality rate declined from 170 per 1,000 live births in 1990 to 106 in 2000, and to an estimated 
98 in 2005 (the MDG target is 55 in 2015). MMR declined from 750 per 100,000 live births in 
1990 to 530 in 2000, and then 350 in 2005 (the MDG target is185 in 2015). The trend in the 
prevalence of malnutrition is uncertain, but malnutrition is currently estimated to affect 30% of 
children under five years of age (the MDG target is 20% by 2015). Reduction of residual 
mortality and malnutrition will be difficult as these are high among more remote rural 
populations, many of them ethnic minorities. The goal of halting the spread of HIV/AIDS is 
unlikely to be achieved, as the HIV prevalence is still quite low at 0.08%, and in the presence of 
many risk factors may even rise beyond the MDG target of 1% in 15–24 year old commercial 
service women.  
 
327. The use of health services, a general proxy indicator for improvement of health services 
and patient satisfaction, has increased but not at the pace that might have been expected from 
the investment in expanding the network of health services. Progress has been uneven for a 
number of service indicators. For example, survey results suggest that immunization coverage 
may be much lower than the reported 60%. However, use of contraceptives has increased from 
32% in 2000 to 40% in 2005. Access to essential drugs has also substantially improved in 
recent years, and has reached 80% nationwide by expanding the network of volunteers and 
drug-revolving funds in villages. However, if the MDGs are to be achieved, health service efforts 
need to be intensified. While an increase in funding is required, improvement will not come from 
funding alone—a substantial improvement in the delivery of services, requiring system reforms 
and capacity building, is needed. 
 
 2. Key Issues and Development Challenges 
 
  a. Emerging Diseases 
 
328. In addition to the large burden of diseases typical of the rural poor, and dominated by 
reproductive health problems and common infections such as malaria, dengue, tuberculosis, 
acute respiratory infections and diarrheal diseases, there have several recent epidemiological 
shifts. According to UNAIDS, HIV/AIDS prevalence in the Lao PDR has been doubling every 2 
years, with a current HIV prevalence in the age group 15–45 years of 0.08%. The Lao PDR has 
a concentrated epidemic in sex workers, with HIV prevalence rates among some groups of 
commercial service women of up to 4%, and a small but growing group of injecting drug users. 
Without proper preventive efforts among high-risk groups, the HIV prevalence in the general 
population may reach 1% by 2015. The HIV/AIDS program needs to expand rapidly so it 
reaches all high-risk groups, and it needs to pay particular attention to the vulnerability of 
women and ethnic minority groups. The National Strategic and Action Plan on 
HIV/AIDS/Sexually Transmitted Infections 2006–2010 is budgeted at about $25 million.82  
 
329. The avian influenza epidemic in birds, with sporadic infections in humans, in neighboring 
countries poses a major public health risk. The Lao PDR has reported 42 outbreaks in poultry in 
2004, mostly in Vientiane, but affecting at least 4 other provinces. If human-to-human 
transmission becomes easier in the Lao PDR or elsewhere, and if this is accompanied by a high 
case fatality rate, a major catastrophe could result. With the help of the UN, ADB and other 
external agencies, the Government has prepared a national avian influenza control and 
pandemic preparedness plan for immediate funding of $15 million, and a total cost of $57 
million.  
 
                                                 
82 Lao PDR Ministry of Health and UNAIDS. 2005. Vientiane, Lao PDR. 
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330. While the burden of noncommunicable diseases is still quite low, there is an increase in 
smoking, sedentary lifestyles, and road accidents. These lifestyle-related health problems are 
increasing the demand for high-technology health care services, for which neither government 
hospitals nor private providers are equipped to respond. While the promotion of hygiene has 
been emphasized, the promotion of a healthy lifestyle and road safety has received less 
attention.  
 

b. Governance and Financing 
 
331. The health system is a combination of a seriously underfunded public health system 
offering substandard care (because of chronic resource constraints), a small formal private 
sector, a large informal private sector (including retired paramedics and shops), and limited 
access to education and infrastructure (including safe water supply and sanitation).  
 
332. Current total health expenditure is estimated at 3.2% of GDP. Total health spending is 
only $10 per person per year, compared the WHO-recommended minimum international 
standard of $34 per person per year. Half of this is spent in the public sector. About 60% of total 
health spending is financed out-of-pocket by patients, 15% by the Government, and 25% from 
donors (representing 8% of total external assistance for the Lao PDR). Most Government 
spending is used for salaries, which are low, and infrastructure development, in part as 
counterpart funds for projects. This results in a dearth of resources to finance the actual 
operations of the health services.  
 
333. Given poverty levels, a large portion of the population is dependent on public services. 
However, these are not provided free of charge. Decree 52 introduced cost recovery in all public 
health services. While this helped improve the availability of medicines and services, it also 
reduced the affordability of health care. The Government wants to make health care more 
affordable, e.g., by improving cost recovery systems, introducing community-based health 
insurance, and in the future possibly formal credit arrangements and a subsidy for the very poor. 
 
334. The public sector also faces major governance challenges that impede the efficient use 
of health service resources. Provincial health services have been far less decentralized than 
some other aspects of provincial administration, leading to conflicts of authority, and uncertainty 
over accountability for service delivery and improvement of health indicators. Core interventions 
are still delivered through vertical programs that are centrally managed and do not integrate well 
with provincial services.  
 
335. While higher pay, improving services, and increasing public demands will require 
increasing levels of funding, the Government will be facing serious fiscal constraints over the 
next decade. It will need to improve the efficiency of health expenditures, requiring, among 
others, containment of new construction and increased spending on recurrent costs, better 
management, and improved staff skills. Innovative financing options will need to be considered 
so public funding is targeted toward the poor and toward provision of public goods, and to 
stimulate PSD.  
 
336. Regulation of the private sector is weak, which affects the cost and quality of services. A 
major issue is the quality of drugs. For example, the Ministry of Health (MoH) reports that over 
half of malaria drugs sampled from the private sector are counterfeit or substandard. MoH is 
making efforts to make quality drugs available at fair prices, and to improve the rational use of 
medicines. Given emerging drug resistance in the treatment of tuberculosis, malaria, HIV/AIDS 
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(and in Viet Nam also avian influenza), this is an important priority if communicable diseases are 
to be contained.  
  
  c. The Need for Capacity Building 
 
337. MoH has developed its organizational structure, system design, policies and plans 
relatively quickly, and will need to continue doing so in a systematic manner. At the provincial 
level, planning, budgeting, and other management skills have been upgraded with the 
assistance of ADB and other agencies. Most provinces have staff with a master’s degree in 
public health, and new PHC management systems for planning and budgeting, procurement, 
supervision, financial management, and other areas. Over the next decade all provinces will 
have these staff and systems in place. At this juncture, management systems still need to be 
strengthened and PHC services and vertical programs integrated into provincial health services, 
if this new capacity is to translate into improved health outcomes.  
 
338. Highly specialized services are increasingly becoming available in larger hospitals. 
However, pre-service education and in-service training of medical officers, nurses and 
paramedics are largely theoretical. Considerable efforts will be needed to build up a body of 
competent trainers and supervisors and to develop innovative ways of providing more practical 
training for students. The Government will also need to address service conditions, including 
pay and career opportunities. While the overall staff-to-population ratio is quite high, the 
Government, in the SEDP6, proposes to upgrade staff levels in rural areas.  
 
339. The Lao PDR’s topography and large ethnic minority populations pose special 
challenges. It is difficult to post staff from other areas to remote locations, because of a lack of 
local income opportunities and social isolation. MoH, with support from ADB, has been training 
youth from ethnic minorities so they can work at health centers near their homes. The Ministry is 
considering extending this concept so medical assistants can be posted in regions populated by 
remote ethnic minorities.  
  
  d. Providing Access to Vulnerable Groups  
 
340. Access to affordable, quality care for the rural poor has greatly improved with the 
introduction of volunteers and health workers in remote areas. However, this service needs to 
be extended to reach all remote populations. Further training is required to progressively 
increase the quality and range of services available.  
 
341. Poor women and children are particularly at risk from certain diseases, for which 
services have remained relatively underdeveloped. Coverage of obstetric surgery to carry out 
life-saving caesarian sections has improved significantly. However, coverage of midwives able 
to provide competent maternal care is low, in particular among ethnic minorities, and services 
are often substandard, posing additional risks for women and children. Neonatal complications 
are the most common cause of infant mortality. Maternal and child health remains a priority and 
should preferably be mainstreamed into PHC.  
 
342. Other marginalized groups include migrants, mobile populations, and road dwellers. A 
range of “hotspots” has developed in the Lao PDR along major trunk roads, which provide 
employment but also pose considerable risk in terms of transmission of sexually transmitted 
infections and other diseases. ADB achieved good result with presumptive treatment and other 
measures to reduce the risk of HIV infection in hotspots, and this should be expanded in the 
future as economic corridors develop. 
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 3. The Government’s Development Strategy 
 
343. The Health Sector Strategy to the Year 2020 is a key policy document83 and is based on 
four overriding concepts: (i) full coverage and service equity, (ii) early integrated services, 
(iii) demand-based services, and (iv) self-reliant services. On the basis of these concepts, the 
Health Sector Strategy identifies six policy areas, including improving community-based health 
promotion and disease prevention, and ensuring the quality, safety, and rational use of food and 
drugs. The main vehicle for achieving health sector objectives is PHC. MoH aims to provide a 
package of basic PHC interventions to all citizens. Within the framework of the SEDP6, MoH 
has prepared a budget of $322 million for 2006–2010, for which it is seeking assistance.  
 
344. The Government has taken initial steps to strengthen the integration of services and 
programs, and to rationalize the roles and responsibilities of each level of the health care 
service delivery system. Following the recommendations of a master plan prepared with the 
assistance of the Government of Japan, it has established task forces in human resource 
development, health financing and PHC which will provide input into ADB’s forthcoming Health 
Sector Development Program84 to make recommendations for improving (i) health sector 
financing, planning and budgeting, (ii) PHC delivery and health promotion, and (iii) human 
resource development. The World Bank is assisting the Government to improve health sector 
administration, including addressing the issue of low pay.  
 
345. More recently, the Government has given top priority to the fight against avian influenza. 
The National Committee for the Prevention and Control of Avian Influenza has prepared a plan 
to strengthen prevention, surveillance and outbreak response in the animal health and health 
sector, and to mitigate the impact of a possible pandemic.  
 

4. Development Experience of Asian Development Bank and Partners 
 
346. The lead funding agencies in the health sector are ADB, the Global Fund to Fight AIDS, 
Tuberculosis and Malaria, JICA, and the World Bank. The Governments of Belgium, the PRC, 
India, Japan, Luxembourg, and the Republic of Korea also provide some assistance. ADB 
cooperates closely with the specialized UN agencies active in the health sector including 
UNAIDS, UNICEF, UNFPA, and WHO. The Government of Japan leads donor coordination 
efforts in the health sector.  
 
347. ADB’s first PHC project85 targeting two provinces was completed in December 2000 and 
was rated “successful” in reaching its objectives. This was followed by the PHC Expansion 
Project86 of $25 million, which expanded PHC in eight northern provinces and, with TA 
support,87 strengthened provincial health management nation-wide. The World Bank is 
undertaking complementary PHC development in the other provinces. The Government of 
Belgium, JICA, and the Government of Luxembourg support several model districts. ADB is 

                                                 
83 Formulated in May 2000. 
84 Loan processing and approval scheduled for 2007. 
85 ADB. 1995. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the Lao 

People’s Democratic Republic for the Primary Health Care Project. Manila. 
86 ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the Lao 

People’s Democratic Republic for the Primary Health Care Expansion Project. Manila. 
87 ADB. 2000. Technical Assistance to the Lao People’s Democratic Republic for Capacity Building for Primary Health 

Care. Manila. 
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currently implementing a project preparatory TA88 that helps the Government plan in order to 
improve health sector financing, human resource development; and PHC. Three task forces 
have been formed in which other agencies participate.  
 
348. In partnership with WHO, ADB has also provided grant support for communicable 
diseases control. ADB provided TA and some equipment and supplies for the control of SARS 
and avian influenza through a regional TA.89 The GMS Regional Communicable Disease 
Control Project,90 approved in November 2005, supports Cambodia, the Lao PDR and Viet Nam 
to improve surveillance and response and communicable disease control in a regional context, 
based on the new WHO International Health Regulations. ADB is currently preparing a project 
for the prevention and control of avian influenza in Asia and the Pacific, which will also benefit 
the Lao PDR, in particular for capacity building in the animal health sector. The proposed 
HIV/AIDS component of the GMS Regional Communicable Disease Control Project builds on 
ADB’s successful Japan Fund for Poverty Reduction Community Action for the Prevention of 
HIV/AIDS Project91 in these countries, which was completed in early 2005. An upcoming Sida 
sponsored regional TA will further strengthen planning and evaluation of HIV/AIDS programs in 
partnership with UNAIDS. Through WHO, ADB also implemented a Roll Back Malaria regional 
TA92 for the six Mekong countries, and is currently supporting a regional TA for Strengthening 
Malaria Control in Ethnic Minorities,93 aiming to help the six countries make better use of 
financing for malaria control from the Global Fund to Fight AIDS, Tuberculosis, and Malaria.  
  
 5. Asian Development Bank’s Assistance Strategy for the Health Sector 
 
349. ADB’s will provide support to the Government of the Lao PDR to accelerate progress in 
health service delivery, in order to improve health outcomes and to contribute to the 
achievement of the health-related MDGs and the health sector goals of SEDP6. ADB’s future 
assistance for PHC will be undertaken in close coordination with other development partners, 
particularly the World Bank and the specialized UN agencies. ADB’s future support will focus on 
strengthening PHC: ensuring that the poor have access to a basic package of quality services 
that is affordable and acceptable, and based on their priority needs, in particular communicable 
disease control, and maternal and child care. A carefully planned network of health facilities has 
been build up in the northern provinces using health zoning, and the World Bank is doing the 
same in the southern provinces. In line with SEDP6, ADB will support the Government’s efforts 
to improve the quality of service delivery by making these PHC facilities fully operational. 
Ultimately this will improve the efficiency, impact and sustainability of the primary health care 
system. A gradual, incremental approach will be supported to improving the institutional 
framework, financing, human resource development and governance of the health sector.  
 

                                                 
88 ADB. 2005. Technical Assistance to the Lao People’s Democratic Republic for Health Sector Development 

Program. Manila. 
89 ADB. 2003. Regional Technical Assistance for Emergency Regional Support to Address the Outbreak of Severe 

Acute Respiratory Syndrome. Manila. 
90 ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Grant to the 

Kingdom of Cambodia, the Lao People’s Democratic Republic, and Socialist Republic of Viet Nam for GMS 
Regional Communicable Diseases Control Project. Manila. 

91 ADB. 2001. Grant Assistance to the Kingdom of Cambodia, the Lao People’s Democratic Republic, and Socialist 
Republic of Viet Nam for Community Action for the Prevention of HIV/AIDS. Manila. 

92 ADB. 2000. Regional Technical Assistance for Roll-Back Malaria Initiative in the Greater Mekong Subregion. 
Manila. 

93 ADB. 2005. Regional Technical Assistance to Greater Mekong Subregion for Strengthening Malaria Control in 
Ethnic Minorities. Manila. 



Appendix 3 172 

350. The Lao PDR is facing serious fiscal constraints, and the lack of funding to cover 
recurrent costs is a major issue in the health sector, as it is in other sectors. ADB will support 
the Government’s efforts to improve the availability of resources to cover recurrent costs by 
(i) containing the use of external assistance for physical infrastructure development, and using 
the resources for priority operating and other recurrent cost requirements and (ii) increasing the 
overall levels of health expenditures allocated to recurrent costs to improve the quality, 
efficiency and impact of health services. This may include: (i) use of external assistance to meet 
recurrent cost requirements, (ii) using more provincial revenues for recurrent costs; 
(iii) introducing health insurance for the formal sector; and (iv) establishing alternative health 
financing mechanisms for the informal sector, including targeted subsidies (e.g., equity funds) 
for the very poor, micro-credit facilities, improved cost recovery systems, and community health 
insurance systems for inpatient care. Improving financing arrangements in the health care 
sector is a major challenge and will require policy dialogue, regulatory reform, and capacity 
building at MoH, provincial authorities, and other government agencies.  
 
351. Improved service delivery will only be possible if health care management systems are 
improved. ADB will support the Government’s efforts to strengthen PHC management systems. 
Provincial staff have been trained; basic management systems for procurement, supervision, 
monitoring and evaluation have been designed; and MoH has integrated immunization and 
maternal and child care services into its PHC program. ADB will support the institutionalization 
of these improved management systems in both central and local government. In addition, MoH 
is planning to introduce performance-based annual planning and budgeting by provincial teams, 
as part of a process of devolution that will increase local governments’ authority and flexibility, 
while making them accountable for performance. ADB will support this process, but, given the 
current state of budgeting and financial management, this can only be carried out in a phased 
manner. Some provinces will first need considerable capacity building to prepare for this hand-
over of responsibilities.  
 
352. Past ADB interventions in PHC have been highly successful in improving access to 
health care for remote populations and ethnic minorities in particular. These were based on 
three main strategies: (i) health zoning to maximize coverage with the minimum of infrastructure 
development; (ii) training of volunteers with drug revolving funds, and (iii) training of persons 
from remote populations to become health workers and, upon graduation, to be posted in a 
facility near home. This training not only involved special PHC schools, but completion of 
general education, e.g., at schools for pupils from ethnic minorities. Special efforts were made 
to increase the number of trained female health care volunteers. ADB plans to continue 
supporting this approach, based on a well-balanced human resource development plan that 
considers staff needs, constraints and costs at all levels. Reproductive health will be improved 
further through training of midwives, traditional birth attendants, and volunteers. Peer education 
will be used to promote good health and nutrition at the village level.  
 
353. ADB is currently implementing a project preparatory TA94 that is helping the Government 
to plan for the improvement of health sector financing, human resource development, and PHC. 
Three task forces have been formed in which other agencies participate. ADB is planning to 
support the plans with a health sector development program, scheduled for early 2007, and, 
subject to performance, a second phase after a few years. A sequential, sector-oriented 
program of support will allow the Government to focus on system development, service delivery, 
and health sector outcomes. Given the state of public sector financial management and donor 

                                                 
94 ADB. 2005. Technical Assistance to the Lao People’s Democratic Republic for Health Sector Development 

Program. Manila. 
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coordination, a sector-wide assistance approach would be premature at this time. However, by 
regular policy dialogue aimed at fostering a common assistance agenda in PHC and 
communicable disease control, ADB hopes to contribute to a more consistent, coherent and 
effective utilization of external assistance to the health sector.  
 
354. Preparedness for a possible human pandemic caused by avian influenza and mitigation 
of its potential impact will also be priorities. Together with its development partners, ADB will 
continue to support strengthening surveillance and response systems and community education 
through existing projects. ADB is also prepared to use uncommitted funds from existing ADB 
loans if there is a major funding gap for avian influenza preparedness, or if there is an emerging 
human epidemic. ADB will also continue mainstreaming HIV/AIDS control in all its operations, in 
addition to providing specific support for HIV/AIDS control through regional projects and TAs. 
Developing basic PHC services, including the capacity for peer education to improve health 
awareness, and frontline care systems to deliver immunization and other basic treatments, will 
serve as the backbone of a national response network to the HIV/AIDS threat, and will enable 
the Government to use resources from other partners effectively for HIV/AIDS prevention and 
treatment.  
 
 6. Implementation and Monitoring 
 
355. MoH plans to use a common monitoring framework in the health sector. A uniform 
monitoring system has been put in place, but it is still not fully implemented. Monitoring health 
sector performance will be results-based, using annual provincial targets. A key challenge will 
be to link health sector funding and service delivery to health sector outcomes and impacts. 
Regular surveys, studies and reports will facilitate the implementation of a more complete, 
results-based monitoring system in the health sector. 
  
 

Table A3.15: Road Map for the Health Sector 
 

Indicator Item 
1995 

Actual 
2000 

Actual 
2005 

Actual 
2010 

Target 
2015 

Target 
A.   Sector Outcomes 
Population growth rate   2.78 2.00a 2.35 2.28 
Infant mortality rate  104 82 70 60b  45 
Child mortality rate 170 106 98 75 55 
Maternal mortality ratio (MMR)  656 530 350 300 185 
Total fertility rate 6.7 4.9 4.5 3.5 3.1 
HIV/AIDS infection rate  0.00 0.05 0.08 0.10 0.10 
Malnutrition rate  40 35 30 25 20 

B.   Sector Outputs 
Antenatal coverage  24c 50 75 80 
Fully immunized children 
(measles coverage as proxy)  42 60 85 90 

Contraceptive coverage   32 40 50 55 
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Indicator Item 
1995 

Actual 
2000 

Actual 
2005 

Actual 
2010 

Target 
2015 

Target 
HIV/AIDS awareness among 
women 15–24 

  60 75 90 

Health spending as % 
Government budget 

3.98 1.43 3.2 6–7% 7–8% 

Health spending per capita 
  11.5 10.0 18–22 — 

C.  Sector Issues and Constraints 
1.  High prevalence of 

communicable diseases 
and high risk of avian 
influenza and HIV/AIDS 
epidemics  

(i) Weak surveillance and response system for emerging diseases, including in 
animals, and lack of preparedness to the threat of an avian influenza 
epidemic  

(ii) Lack of a comprehensive, multisectoral HIV/AIDS control program in high-
risk populations  

(iii) Inadequate efforts to combat high prevalence of endemic communicable 
diseases, including respiratory and diarrheal diseases, in poor communities  

(iv) Low immunization coverage and increasing pressure on using scarce 
resources for noncommunicable diseases 

 
2.  Health sector governance 

and financing  
(i) Centralized management and lack of integration of programs and services 
(ii) Lack of provincial accountability for health indicators 
(iii) Lack of funding of the health sector and affordability of health care  
(iv) Need to focus government funding on services for the poor and public 

goods 
(v) Lack of opportunities for partnership with the private sector to free up funds 
 

3.  Need for capacity building  (i) Need to address capacity constraints in Ministry of Health and provincial 
health offices  

(ii) Need to address system constraints and slow implementation of policies 
(iii) Need to rationalize health workforce in view of funding constraints and low 

pay 
(iv) Urgent need to improve skills of health staff and improve pay 
 

4.  Access for vulnerable 
groups 

(i) Lack of health promotion in remote populations large number of ethnic 
minorities 

(ii) Remote populations do not access health services because of a lack of 
physical, social and financial access 

(iii) Quality of health services is often substandard due to staff constraints, poor 
skills and chronic shortages of medicines, vaccines, and operational funds 

(iv) Maternal and neonatal mortality remain high because of a lack of special 
services. Women and children are often severely malnourished because of 
their poverty and general lack of understanding about nutrition, hygiene and 
health care 

 
Financing Source, 

$million D.  Actions, Milestones, 
Investments 

Issues Addressed 
 

Planned 
 ADB Other Govt 

1. Communicable Diseases Control 
ADB GMS Regional CDCP Surveillance and Response, 

control of endemic diseases and 
HIV/AIDS 
 

2005–2007 CDCP: 
6.00 

 1.00 

ADB RETA GMS: 
Strengthening Malaria Control 
for Ethnic Minorities 

Piloting malaria control in ethnic 
minorities 

 0.13   
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Financing Source, 
$million D.  Actions, Milestones, 

Investments 
Issues Addressed 
 

Planned 
 ADB Other Govt 

Global Fund Control of HIV/AIDS, Malaria, 
Tuberculosis 
 

2002–2007  42.00 5.00 

GAVI 
Japan, UNICEF 
ADB PPTA HSDP 
ADB PRF 

Immunization program support 
Vaccines, technical support 
Assessment of Immunization 
system 
Study on Community Demand for 
Immunization Services 
 

 
 

2006 
2006 

 

 
 

0.04 
0.14 

 

6.80 
20.00 

UNICEF 
GSK 2 

 

2. Health Sector Governance and Financing 
ADB PHCEP, HSDP, RCDC 
WHO support 

MoH and provincial capacity 
building and regional cooperation 

2001–2011 
ongoing 

PHCEP 
HSDP 
RCDC 

 

JICA 
WHO 

 

 

WB Poverty reduction credit Low pay  
 

2006–2007  WB 1.3  

ADB PHCEP 
ADB HSDP 
WHO community health 
insurance  
ILO social health insurance 

Village drug revolving fund, cost 
recovery  
Equity, credit facility 
Risk pooling in informal sector 
Risk pooling in formal sector 
 

2001–2006 
2007–2011 

PHCEP 
HSDP 

WHO 
0.6 

 
ILO 

 

ADB HSDP 
JICA (under consideration) 

Integration of PHC with MCH and 
EPI programs, strengthening 
provincial planning and budgeting, 
operationalizing services  
 

2007–2011 
 

HSDP JICA 
 

 

ADB PHCEP, HSDP 
JICA  

Provincial strategic planning and 
budgeting 
Master plan, donor coordination  
 

2001–2011 
 

ADB JICA  

3. Human Resource Development  
ADB PHCE, HSDP, RCDC 
WB HCIP, JICA 

Specialist training  PHCEP 
RCDC 
HSDP 

 

WB 
JICA 

 

WB HCIP Quality of medical doctors   WB 
8.10 

 

1.00 

JICA Number and quality of nurses   JICA 
7.00 

 

 

ADB PHCEP, HSDP Number and quality of paramedics 
 

 PHCEP 
HSDP 

LUX 
2.00 

 

 

ADB TA Tools for better skills training  TA 
0.70 

 

  

ADB PHCEP, HSDP,  
WB HCIP 
JICA, BTC, LUX 

Village volunteer training, private 
provider training 
Village health worker training  

 PHCEP 
HSDP 

WB 
BTC, 
LUX 
JICA 
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Financing Source, 
$million D.  Actions, Milestones, 

Investments 
Issues Addressed 
 

Planned 
 ADB Other Govt 

4. PHC Development      
ADB PHCEP 
 

Expansion of PHC network in the 
northern provinces, village-based 
health care 
 

2000–2006 
 

PHCEP
(20.0) 

WB 
(14.0) 

 

10.0 
 

ADB HSDP Performance-based service 
delivery in northern provinces 
 

2007–2011 
 

 JICA 
(9.0) 

5.0 

WB HCIP 
District-focused projects 

Expansion of PHC network in the 
southern provinces, village-based 
health care 

2005–2010 
 

HSDP 
(13.0) 

 
 

LUX 
(2.9) 

COPE 
(2.4) 
BTC 
(4.0) 

 

 

ADB PHCEP, HSDP, HCIP 
UNFPA, JICA 

Expansion through volunteers 
Technical support, commodity 
supply 

2001–2011 PHCEP 
HSDP 

WB 
JICA 

UNFPA 
(5.2) 

 

 

( ) = not available, ADB = Asian Development Bank, BTC = Belgian Technical Cooperation, CDCP = communicable 
disease control project, COPE = Cooperative Orthotic and Prosthetic Enterprise, EPI = expanded program of 
immunization, GAVI = Global Alliance for Vaccines and Immunization, GDP = gross domestic product, GMS = 
Greater Mekong Subregion, GSK = Glaxo SmithKline, HCIP = Health Care Improvement Project, HIV/AIDS = human 
immunodeficiency virus/ acquired immune deficiency syndrome, HSDP = Health Sector Development Program, ILO = 
International Labour Organization, JICA = Japan International Cooperation Agency, LUX = Luxembourg, MCH = 
maternal and child health care, MoH = Ministry of Health, PHC = primary health care, PHCEP = Primary Health Care 
Expansion Project, PPTA = project preparatory technical assistance, PRF = Poverty Reduction Fund, RCDC = 
Regional Communicable Diseases Control, RETA = regional technical assistance, SARS = severe acute respiratory 
syndrome, TA = technical assistance, UNFPA = United Nations Populations Fund, UNICEF = United Nations 
Children’s Fund, WB = World Bank, WHO = World Health Organization. 
Note: Allocations for specific project activities are not shown separately but are included in the overall project cost.  
a This is based on the census results. The target population growth rate for 2005 was 2.56%.  
b These targets differ from the draft Sixth Fiver-Year National Socio-Economic Development Plan (2006–2010), 
which targets an infant mortality rate of 40/1,000, a child mortality rate of 60/1,000, and MMR of 200/100,000 live birth 
in 2006.  
c LRHS 2000. 
Source: Ministry of Health and ADB. 
 
 
O. Urban Water Supply, and Sanitation Sector  
 
 1. Introduction  
 
356. Urbanization is proceeding rapidly, but from a low base. Only about 20% of the 
population lives in urban areas, which comprise 145 officially designated urban centers in 142 
districts. The five largest towns, including Vientiane (population 285,000) and the four 
secondary towns of Savannakhet, Pakse, Thakhek, and Luang Prabang account for 45% of the 
total urban population. Provincial and district towns, with populations ranging from 5,000 to 
20,000, are classified as small towns. About 69% of the urban population in Vientiane and the 
four secondary towns have piped water supply, but overall coverage in urban areas is only 39% 
(2003). Water supply coverage in the 140 small towns is only about 17%, and most residents 
rely on shallow wells, ponds, and streams, which are often biologically contaminated. Women 
and children spend as much as 1–2 hours each day fetching water from distant sources.  
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357. Individual property owners are responsible for developing and managing their on-site 
sanitation systems. About 54% of urban households have pour-flush toilets, but there are large 
differences in coverage between the five largest towns (78% coverage) and the small towns 
(42% coverage). There are few public toilets in markets and temples, and less than 10% of 
primary schools have proper latrines. About 7% of households use septic tanks discharging to 
drains or soakaways. Low coverage of safe water supplies and poor sanitation conditions has 
caused outbreaks of diarrhea and cholera in several areas, resulting in large numbers of 
illnesses and deaths. More than half school-age children are infected with soil-transmitted 
helminths and more than half of the overall population is infected with food-transmitted 
helminths. Lack of clean water, inadequate sanitation, and non-hygienic practices are the main 
causes of sanitation-related health problems.  
 
 2. Key Issues and Development Challenges  
 
358. At the beginning of the 1990s, the infrastructure in urban centers was badly deteriorated. 
The absence of interconnected drainage networks resulted in frequent flooding after rainstorms, 
disruption of commercial activities and road traffic, and damage to commercial establishments 
and private homes. Poor road conditions contributed to the state of urban development, as 
gravel roads were invariably dusty during the dry season and muddy in rainy periods. Drainage 
often became blocked with silt washed from the unpaved roads during the rainy season, 
exacerbating problem of flooding. Solid waste management services were inadequate with no 
regular collection, and lack of sanitary or controlled solid waste disposal site. Since the early 
1990s, considerable investment has been made in urban infrastructure, particularly in the four 
main cities and a large number of secondary towns. Improvements in human resource 
development, governance, management, land use planning, and municipal finance are required 
to sustain progress in the main urban areas. 
  
359. Support for Evolving Local Governance. Limited financial resources, inadequate 
institutional capacities and human resources, and the lack of a clear legal framework for local 
urban governance have been the main obstacles to sustainable urban development and 
management in the Lao PDR. This, in turn, has been compounded by generally slow progress 
in harnessing private sector and community participation in urban planning, development and 
management, and by a lack of support for local economic development, including the role of 
small and medium-sized enterprises. Some progress has been made through: (i) the creation of 
the Urban Development Administration Authority (UDAA); (ii) provision of a legislative basis for 
decentralization; and (iii) delegation to the new authorities of urban functions and powers to 
raise and manage local revenues.  
 
360. Financial Sustainability. Financial sustainability is one of the main factors affecting 
long-term sustainable development of urban water supply systems. Capital investments in the 
urban water supply sector are funded almost entirely through external assistance, while tariffs 
and other user charges applied by the provincial water associations are intended to cover 
operation and maintenance (O&M) costs. Between 2001 and 2004, allocations made through 
the Government for capital investments in the urban and water supply sector totaled 
$39.6 million, an average of about $9.9 million annually. In 2002 and 2003, the provincial water 
associations generated total operating revenues of $3.6 million from water tariffs and $4.1 
million from other user charges. However, because the timely collection of billed revenue is a 
significant problem for almost all provincial water associations, actual cash flows are far lower 
than this. If urban water supply demands are to be met, an increasing share of the capital 
investments for urban water systems need to be financed domestically, rather than from 
external sources. Increasing private participation in the financing and operations of urban water 



Appendix 3 178 

systems will require the creation of a functional regulatory system, with the ability to license, set 
tariffs and oversee the operations of private water supply providers.95  
 
361. High Capital Costs. Initial per capita investment costs in water supply in the Lao PDR 
have historically been 5–10 times greater than in neighboring countries because of (i) low 
population density; (ii) high cost of construction in remote areas; (iii) inappropriate service 
levels; (iv) the need to import most of the equipment and materials; and (v) the Government’s 
high and opaque subsidies, which have acted as disincentives to adopting least-cost solutions 
for water supply systems. These high investment costs have been a constraint to achieving the 
Government’s sector development goals. Strategies for cost containment, such as appropriate 
technology and design criteria, tariff reforms, and proper cost recovery levels are needed to 
encourage the adoption of least-cost solutions for water supply systems. 
  
362. Water Tariffs. Following decentralization, provincial water associations were expected 
to be financially self-supporting, and responsibility for tariff setting was delegated to the 
respective provincial governments. In practice, provincial water tariffs are insufficient to cover 
O&M costs, let alone debt service or depreciation. As a result, most provincial water 
associations operate at a loss and require subsidies from provincial governments. In most 
provinces, debt recovery has been difficult. While the water bill collection efficiency from 
households is generally good, many government agencies fail to pay their water bills. The 
province-wide tariff structure and the government relending arrangements to provinces 
(currently only 15% of capital cost is passed on as loan) have acted as disincentives to adopting 
least-cost solutions to the water supply systems. These factors combine to result in 
unsustainable, deteriorating water supply systems and ultimately lead to poor customer service. 
The challenges in cost recovery involve (i) setting tariffs at a level sufficient to recover the O&M 
cost as well as capital depreciation; and (ii) enforcing tariff collection, especially from public 
institutions. In some instances, high operating costs due to inappropriate system design has 
also made it difficult to recover revenues sufficient to cover costs.  
 
363. Institutional Capacity. The Water Supply Authority’s (WASA) capacity as sector 
regulator remains weak because of (i) the lack of a solid legal foundation for sector regulation, 
(ii) limited and unstable human resources, and (iii) an unclear division of responsibilities in 
relation to the Department of Housing and Urban Planning (DHUP). DHUP continues to assign 
policy making, sector planning, and project implementation responsibilities to WASA, diverting it 
from its regulatory responsibilities. The Water Supply Division within DHUP has limited capacity 
to undertake its core functions, and has very few qualified staff or resources.  
 
364. Sanitation. Inadequate sanitation coverage, low sanitation awareness, weak sanitation 
regulations and poor management of onsite sanitation pose serious challenges to the 
Government. There is also a lack of understanding of the importance of improved sanitation for 
the health of women and children. In small towns, only about 42% of households have pour-
flush toilets; communities have low awareness of the links between water, sanitation, hygiene, 
and health; and provincial sanitation regulations are weak, with poorly defined institutional 
responsibilities. A lack of local demand and household initiatives for improved sanitation has led 
to the cancellation of sanitation components in water supply and urban development projects 
(e.g., the Vientiane Integrated Urban Development Project).  
 
 

                                                 
95 The Water Supply Authority is receiving support to strengthen its capacity as sector regulators under the Northern 

and Central Regions Water Supply and Sanitation Sector Project.  
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 3. The Government’s Development Strategy 
 
365. SEDP6 highlights the Government’s commitment to increase the distribution of clean 
water to the population in urban and suburban areas. It also aims to address the issue of waste 
water and solid waste management in the provincial capitals, industrial centers and hospitals. 
SEDP6 also supports the implementation of urban planning by the UDAAs and the need to 
promote (i) recycling and anti-litter campaigns; (ii) the use of renewable energy based on local 
and regional conditions; and (iii) the business sector’s involvement in urban environmental 
protection, restoration and the sustainable use of natural resources. 
 
366. In 2003, the Government adopted the Law on Local Administration which contains the 
basic principles governing territorial organization and local administration. Local government 
administrations are progressively being constituted in the form of UDAAs, which already operate 
in Vientiane, the four previously mentioned secondary towns, and in an increasing number of 
other provincial capitals and district centers. In 2005, the Ministry of Communications, 
Transport, Posts, and Construction (MCTPC), with ADB assistance, drafted the Urban 
Development Strategy 2005–2020, which will be the basis for future urban investments and 
long-term capacity building for urban sector institutions. This includes provisions for private 
sector participation by promoting the outsourcing of some urban services (e.g., solid waste 
management and water supply).  
 
367. The Government’s development goal for urban water supply, as set in the Policy 
Statement, is to provide daily 24-hour access to safe drinking water for 80% of the urban 
population by 2020. SEDP6 highlights past experience with water supply schemes, and 
identifies a need to explore less costly and more appropriate technologies, and to adopt them to 
the Lao PDR situation so that coverage of safe water can be expanded more rapidly. SEDP6 
also highlights the need to increase access to clean water supply and to latrines in both schools 
and households.  
 
368. In 1999, the Government issued a decision on Management and Development of the 
Water Supply and Wastewater Sector, which established an institutional framework and a long-
term vision for the urban water supply and sanitation in the country. The decision devolved the 
responsibility for urban water supply and sanitation from the central to the provincial 
governments, and created a new organization, WASA, under MCTPC. The Nam Papa Lao, 
which was previously responsible for water supply for the whole country, was divided into Nam 
Papa Vientiane, in charge of water supply in Vientiane, and provincial water associations, 
looking after the water supply service in the provinces. From late 1999, each provincial water 
associations became an autonomous SOE under the Department of Communications, Post, 
Transport and Construction. While WASA was established to assist the MCTPC in technical 
issues in the water supply sector and to manage and monitor the implementation of water 
supply sector policies, the Government’s long-term vision is to gradually develop WASA as an 
effective and capable sector regulator. The decision also provided for the formation of a 
regulatory committee to oversee and direct WASA’s operations. The Government’s policy is to 
encourage private sector participation in water supply development, which, in the long run, may 
alleviate the financial burdens of the Government and improve cost recovery. WASA, in 
collaboration with DHUP, has been charged with establishing an appropriate regulatory 
framework for private sector participation in the development of water supply and wastewater 
management systems. To overcome impediments to financial sustainability, the Government 
has issued a National Water Supply Tariff Policy. WASA is now assisting provincial water 
associations to establish tariffs at levels sufficient for sustainable operation, and to adopt 
appropriate water supply service levels.  
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369. In 1999, the Government prepared a sector investment plan (SIP) that listed all urban 
center water supply systems in order of priority for rehabilitation, expansion, or development. 
The SIP has guided sector development over the past 5 years, including investments funded by 
ADB and other external agencies. The SIP was updated in 2005 to reflect the Government’s 
increasing emphasis on equitable development by improving the small towns, particularly those 
in the poorest districts. The updated SIP, which estimates the future investment needs to be 
about $267 million, including $103 million for small towns, represents a balanced, gradual 
approach to water supply development. Out of the 18 small towns having first priority in the 
updated SIP, 12 are in the northern region and 6 are in the central regions.  
 
 4. Activities of Asian Development Bank and Other Development Partners 
 
370. Past ADB interventions in support of urban development have been based on a series of 
ADB-assisted urban development strategies, including the Lao PDR Urban Sector Strategy, the 
Vientiane Urban Sector Strategy Action Plan, the Small Towns Urban Sector Strategy and the 
Lao PDR Draft Urban Sector Development Strategy (which provides a broad framework for 
urban development and includes an investment plan for the period 2005 to 2020). In addition to 
these urban development strategy initiatives, ADB has funded several capital and TA projects in 
urban development. These include the Secondary Towns Urban Development Project, 
Vientiane Integrated Urban Development Project, Small Towns Sector Development Project, 
and the Vientiane Urban Infrastructure and Services Project. The TA projects financed by ADB 
include, among others, Capacity Building for UDAAs, and Solid Waste Management for 
Vientiane’s Poor.  
 
371. In 1991, ADB provided a loan to upgrade and rehabilitate the Vientiane water supply. 
This was followed by a succession of three urban water supply loans and grants, the most 
recent being the Northern and Central Regions Water Supply and Sanitation Sector Project, a 
sector grant for construction of small town water supplies, and an ongoing Water Supply and 
Sanitation Sector Project, which was approved in March 2000. It became apparent, however, 
that unless revenues from urban water supply systems were sufficient to at least cover full O&M 
costs and debt servicing, the systems would not be sustainable. In view of this, ADB provided 
TA to raise the O&M capacities of provincial water associations and supported the Government 
to implement policies and strategies to raise revenue from water sales through tariff reform and 
sector regulation. Formalization of private sector participation as a means of capital raising and 
improving sector efficiency was also recommended. ADB’s past interventions in the water 
supply sector have led to (i) 22 water supply systems constructed or being constructed; (ii) 
improved water supply system management and operations by former Nam Papa Lao, Nam 
Papa Vientiane, and provincial water associations; and (iii) improved project implementation 
capacity of project management units and project implementation units. With support from the 
ongoing Water Supply and Sanitation Sector Project, the Government has developed and 
implemented a sector regulatory framework to support the sector’s decentralization process, 
and has established WASA as a sector regulator. WASA has already undertaken some initial 
and preliminary regulating activities. The key lessons identified from past support in water 
supply and sanitation are: (i) human and institutional capacity is weak, especially at the 
provincial and district levels; (ii) appropriate technology and minimum mechanical content are 
necessary to improve system sustainability and reduce excessive capital costs; (iii) adequate 
time and resources should be devoted to raw water assessment (especially spring sources and 
groundwater) to minimize water treatment costs and the risk of water shortages; and (iv) 
provincial water associations management, financial, technical, planning, and community 
relations skills remain weak. It is therefore recommended that future water supply projects 
should include (i) drainage and sanitation measures; (ii) a community participation, consultation 
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and health awareness component, including awareness of the benefits of chlorination; (iii) a 
greater role for women in the management of water supply systems; and (iv) training and water-
system-specific sets of operating manuals in the local language.  
 
372. Other Development Partners. Other international agencies involved in the Lao PDR’s 
water supply and sanitation sector include the World Bank, NORAD, JICA, AFD, Belgian 
Technical Cooperation, and German development cooperation through Kreditanstalt für 
Wiederaufbau (KfW) Bankengruppe. Their operations in the sector are well coordinated. The 
World Bank has played a major role in promoting public-private water supply development and 
alternative management models for water supply systems. The Water and Sanitation Program, 
with recent support from Sida, is focusing on improving sanitation behavior and practices. 
NORAD’s involvement has included substantial assistance for building the capacity of WASA, 
while JICA has provided funds for developing Vientiane’s water supply system and ongoing 
assistance for building the capacity of provincial water associations throughout the country. AFD 
supports capacity building for provincial water associations as well as the construction of the 
National Water Training Center in Vientiane, which is scheduled for completion in September 
2005. The Belgian Technical Cooperation has provided assistance for several small town water 
supply systems and for strengthening the Water Supply Division, while German development 
cooperation through KfW has focused on Luang Prabang’s water supply system. More recently, 
the United Nations Human Settlements Programme is providing parallel assistance for 
community social mapping, water quality monitoring, capacity building activities of community 
water supply and sanitation units. 
 
 5. Asian Development Bank’s Sector Strategy 
 
373. ADB’s support for urban development aims to foster creation of an inclusive, 
decentralized planning, development and management process for urban development. ADB 
supports increased private sector involvement and takes account of the need to build capacity 
for the environmental, social and cultural safeguards required to foster sustainable urban 
habitats.  
 
374.  Consolidating past investments and extending access to previously identified but under-
serviced small towns will be the main focus of ADB’s support to the urban water supply and 
sanitation sector. ADB’s assistance in the urban and water supply sectors has evolved from 
project-specific to sector-wide interventions, which aim to (i) improve efficiency, predictability, 
transparency, and accountability in key institutions responsible for delivering services; and 
(ii) reduce poverty by providing equitable access to basic social services. ADB’s objectives are 
to (i) further strengthen the legal and institutional framework for effective decentralization, 
(ii) encourage local resource mobilization and cost recovery, (iii) enhance effective sector 
planning and regulation, and (iv) promote private sector participation in the delivery of urban 
services. Developing institutional capacity in sector planning, policy formulation, water utility 
management, regulation and enforcement is essential to long-term sustainable development. 
Already, the Government has taken steps necessary to transform WASA into a dedicated 
regulatory authority. A Prime Ministerial Decree on the Regulation of Urban Water Supply 
Operations in 2005 established the legal foundation and clearly specified the responsibilities, 
staffing, and funding arrangements of WASA. With assistance from ADB and NORAD, WASA 
has made substantial progress toward becoming a sector regulator. It has already prepared a 
number of key financial, technical, and accounting guidelines; facilitated private sector water 
supply initiatives; and published annual reports evaluating the technical and financial 
performance of all provincial water associations in the country.  
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375. ADB will continue to provide support for sustainable development of the urban water 
supply and sanitation subsector. This will be accomplished by providing financing for capital 
investments, and water supply rehabilitation, upgrading and cost-recovery in the underserved 
parts of urban the Lao PDR. ADB support will also aim at strengthening WASA’s role as a 
sector regulator, creating greater scope for private sector participation, ensuring that capital 
costs for new water supply systems are reasonable, and encouraging the gradual adoption of 
water supply tariffs sufficient to meet operating, maintenance and depreciation costs. Through 
its support for new water supply systems, ADB will assist the Government to (i) increase the 
coverage of public and poor household sanitation systems by providing funds for construction of 
new sanitation facilities; (ii) improve the drainage networks; (iii) implement the community health 
and sanitation awareness program in the project towns; (iv) require provincial governments to 
introduce modified sanitation regulations with clearly defined institutional responsibilities; and 
(v) strengthen the capacity of local agencies and households to manage, operate, and maintain 
onsite sanitation facilities.  
 
 

Table A3.16: Road Map for the Urban, Water Supply, and Sanitation Sectors 
 

Indicators Item 
5 Years Ago 

(2000) 
Current 
(2005) 

5 Years 
(2010) 

10 Years 
(2015) 

15 Years 
(2020) 

A. Sector Outcomes      

Urbanization Rate (%) 18 20 22 25 30 

B. Sector Outputs      

Access to potable water 
supplies by urban population 
(%) 

50 60 75 90 100 

Access to safe sanitation by 
urban population (%) 25 30 50 80 100 

Own revenue generation 
from urban services (%) 
 

25 40 60 80 100 

C. Sector Issues and 
 Constraints 

Urban Development Sector  
• Need for national urban planning legislation 
• Balancing urban–rural development; reconciling rapid economic development 

with socio-cultural diversity; coordinating urban land management 
• Need for support for evolving local governance and limited human resources in 

urban sector institutions 
• Lack of investments in urban and environmental infrastructure 
• Need to tackle problem of unemployment in urban centers; national housing 

policy 
Water Supply Sector 
• Inadequate capital investment and cost recovery to achieve sector development 

goals and financial sustainability 
• Limited institutional capacity and human resources to meet the demand for 

improved safe water supply and sanitation by urban population 
• Limited private sector and civic participation in the provision of WSS services 
Sanitation Sector 
• Lack of community awareness on the importance of environmental sanitation and 

hygiene and participation in its improvement 
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By Agency D. Actions, Milestones, 
 and Investments 

By Issue Schedule 
 

ADB 
Others/ 
External 

 
Gov’t 

Urban Development Sector  
Adopt national urban 
planning legislation 

• Finalize national urban strategy 
• Develop operational guidelines on 

the Law on Local Administration 
 

2007  Cities Alliance √ 

Support local governance 
and institutional/human 
resource capacity 

• Strengthen and build capacity of 
UDAAs 

• Develop training programs for 
provincial/UDAA staff 

• Promote career development 
systems and incentives 

 

2006–2015 √ AFD  

Water Supply and Sanitation  
Invest in water supply 
improvements  

• Continue capital investments and 
water supply rehabilitation and 
upgrading, and cost recovery 

 

1991–2010 √  √ 

Support institutional capacity 
and reforms  

• Strengthen institutional capacity 
and reforms 

1999–2010 
2003–2007 

√ NORAD 
JICA 
AFD 

 

√ 

Encourage private sector 
participation 

• Explore opportunities for private 
sector partnerships 

 

2000–2005  World Bank √ 

Educate public on the 
importance of good sanitation 
and encourage participation 

• Community awareness and 
participation in sanitation 
improvements 

 

1999–2010 √ UN-HABITAT √ 

 • Improved information on 
sanitation practices 

 

2006–2009 √ WSP/Sida √ 

ADB = Asian Development Bank, AFD = Agence Française de Développement, Gov’t = Government, JICA = Japan 
International Cooperation Agency, Lao PDR = Lao People’s Democratic Republic, NORAD = Norwegian Agency for 
Development Cooperation, Sida = Swedish International Development Cooperation Agency, UDAA = Urban 
Development Administration Authority, UN-HABITAT = United Nations Human Settlements Programme, WSP = 
Water and Sanitation Program. 
Source: Government of Lao PDR and ADB estimates. 
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CONCEPT PAPERS FOR LENDING PRODUCTS  
            

 
This appendix contains the concept papers for the following lending products:  
  

(i) Table A4.1: SME Development Program Loan       
(ii) Table A4.2: Health Sector Development Program  
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Table A4.1: SME Development Program  

Concept Paper 
 

Date: June 2006    
 

1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Industry and Trade 
   Subsector: Small and medium-sized enterprises, industry 

 b. Targeting classification 
   Targeted intervention 
   General intervention 

 c. Key thematic area 
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   
 Subthemes:    (i) Policy/institutional/legal/regulatory reforms, (ii) Public-private partnerships; and (iii)  
                                      Promoting economic efficiency and enabling markets 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Governance, Finance, and Trade Division/ Southeast Asia Department  
   

5. Responsible ADB officer: J. Cyhn, Economist  
 

6. Description of assistances 

 a. Background/linkage to country/regional strategy: With the introduction of the New Economic 
Mechanism in 1986 and its implementation since 1989, the Lao People’s Democratic Republic (Lao PDR) 
is making a transition from central planning to a market-oriented economy. The Government of the Lao 
PDR has recognized the significance of private enterprises for economic growth and poverty reduction, 
and requested ADB to assist with its development.  

 
 The Sixth Five-Year National Socio-Economic Development Plan (2006–2010) accords a high priority to 

private sector development as the main engine of economic growth and employment generation. Private 
sector development is also seen as a crucial means of fostering the employment and incomes needed to 
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reduce poverty. Given that there is little scope for additional employment generation in the public sector, it 
will be the private sector that will need to generate productive employment for the vast bulk of the 
2 million young persons expected to join the labor force over the next 15 years.  

 
 The Government has recognized the significance of the private enterprise sector and has taken a number 

of important steps. First, it recently issued a decree on small and medium-sized enterprise (SME) 
development, which, for the first time in the Lao PDR, installed an institutional framework for policy 
coordination among key Government agencies. Second, the Government is developing its financial 
sector, supported by World Bank, the International Monetary Fund, and ADB. Finally, the Government is 
actively participating in globalization and regionalization through the Free Trade Agreement of the 
Association of Southeast Asian Nations, accession to the World Trade Organization, and various 
cooperation projects in the Mekong region. Accordingly, to support these initiatives, and in recognition 
that further improvements are needed, this Private and SME Sector Development Program is part of 
ADB’s lending pipeline for 2007. 

 
b. Goal and purpose: The major goal of the program is to establish a policy foundation for sustainable 

private sector development. To achieve this goal, the Program aims to support the Government in 
implementing the necessary reforms and initiatives for the development of the private and SME sector. 
The main emphasis will be given to improving the overall regulatory environment for the enterprises.  

 
c. Components and outputs: The following components and outputs are based on the findings of the 

project preparatory TA (TA-4526) for the program and will be refined in due course: (i) enhancing the 
policy and regulatory framework, which includes improving the business registration and licensing 
systems, and establishing the Government’s institutional framework for SME development, for effective 
monitoring and evaluation of the sector; (ii) improving SMEs’ access to finance, which includes 
implementing an SME accounting system; and improving the operational environment of financial leasing 
companies; and (iii) facilitating SMEs’ access to international markets, which includes reforming the legal 
and institutional framework for foreign trade and investment.   

 
d. Rationale and purpose of ADF grant financing: not applicable 
 
e. Expected results and deliverables: It is expected that the Program will lead to a more active SME 

sector, which will benefit the private sector as a whole and overall economic development. The eventual 
employment generation and export competitiveness should have a positive impact on poverty reduction.  

 
f. Social or environmental issues or concerns: As the private enterprise sector provides employment 

opportunities to many disadvantaged people, including women, attempts will be made to identify its social 
benefits. The environment is not a major focus of the Program.  

 
g. Plans for disseminating results/deliverables: To facilitate the transfer of knowledge, the program will 

adopt a participatory approach. It will consult closely with the Government and private sector to exchange 
views and disseminate information.  

 
  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________  
 
 
7. Proposed executing/implementing agency or agencies: Executing Agency: Ministry of Industry and 

Handicraft Implementing Agencies: Ministry of Finance, Ministry of Commerce, Department for Domestic and 
Foreign Investment of the Committee for Planning and Investment, and other relevant Government agencies.  

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance: 
The Government will fully participate in the process to ensure its full ownership of the Program. There will be 
a number of workshops during the Program implementation. The private sector, including the Chamber of 
Commerce, will be consulted throughout the process.  
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9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: 2005 

 b. Expected date of submission for approval 
   Lending: 2007 
   Nonlending (project preparatory):  
   Nonlending (other than project preparatory): 2007 
    

 c. Period and duration of assistance 
   Lending:       3 Years; 2007–2009 
   Nonlending:   
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund (loan): $10 million 
   Asian Development Fund (grant):  
   Other: Government: $.5million  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($ million) 
ADB Financing    10.0 
Government Financing     0.5 
Other Financing       
     Total Cost    10.5 
Source: ADB estimate. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds:  
   Other: Cofinancing – to be determined 

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing                                          
Government Financing                              
Other Financing                                         
     Total Cost                                            
Source: 

ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A4.2: Health Sector Development Program  

Concept Paper 
 

Date: June 2006   
 

1. Type/modality of assistance 

  Lending 
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance Focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Health, Nutrition, and Social Protection 
   Subsector: Health systems 

 b. For project preparatory and lending, classification  
   Core poverty intervention 
   Poverty intervention 

   Other 

 c. Key thematic area  
  Themes: 
   Economic growth  Environment 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender equity     

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Social Sectors Division/ Southeast Asia Department 

5. Responsible ADB officer: V. de Wit, Principal Health Specialist  

6. Description of assistance(s) 

a. Background/linkage to country/regional strategy: The Government of Lao People’s Democratic 
Republic (Lao PDR) appreciates that health is an integral part of the country’s human capital, with major 
benefits for welfare, learning, and productivity. In a country with major public health problems, a high 
proportion of poor people, and substantial market failure, the role of the Government in providing basic 
health care is essential. Such health care is a particularly important asset of the rural poor, who usually 
lose assets following expenditure on medical care. In this type of economy, wages lost due to ill health, 
excluding treatment and opportunity cost, may reduce the GDP by 8–9% over a decade (World Bank, 
2001). Under the Sixth Five-Year National Socio-Economic Development Plan (2006–2010), the health 
sector will be one of the four priority sectors. 
 
Lao PDR has made good progress toward achieving the Millennium Development Goals (MDGs). The 
under-5 mortality rate declined from 170/1,000 live birth in 1990 to 98 in 2005, compared to an MDG of 55 
in 2015. The maternal mortality ratio declined from 750/100,000 live births in 1990 to an estimated 350 in 
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2005. The MDG target is 185 in 2015. The prevalence of malnutrition declined from 40% in 1990 to an 
estimated 30% in 2005. The MDG target is 20% by 2015. However, reduction of residual mortality and 
malnutrition will require more effort as these are high among the more remote populations, many of them 
ethnic minorities. The goal of halting the spread of HIV/AIDS is unlikely to be achieved, as the HIV 
prevalence is still low at 0.08%, and increasing. The use of health services has improved but not across 
the board. The use of contraceptives has increased from 32% in 2000 to 40% in 2005, and access to 
essential drugs has reached 80% nation-wide by expanding the network of volunteers and drug revolving 
funds in villages. Immunization coverage has declined to below 50%. If the MDGs are to be achieved, 
efforts need to be intensified. This is not just a matter of funding, but of substantial adjustment in the 
delivery of services requiring system reforms and capacity building. 
 
The Government of Lao PDR is committed to health for all. The Health Sector Strategy to the Year 2020 
is a key policy document1 and is based on four overriding concepts related to health care: (i) full coverage 
and service equity, (ii) early integrated services, (iii) demand-based services, and (iv) self-reliant services. 
The main vehicle for achieving this is to provide all citizens with access to primary health care (PHC), in 
particular targeting the rural poor, members of ethnic minorities, and women and children. The Ministry of 
Health has developed a poverty-focused health development plan for the period 2005–2010, with a 
proposed budget of $322 million.  
 
ADB is currently implementing a $25 million project on expanding2 access to PHC in eight northern 
provinces and strengthening institutional capacity for PHC management nationwide. While the network of 
health facilities has been expanded to improve access, the quality and affordability of services still needs 
to be improved further to increase demand and impact.3 ADB is currently implementing the project 
preparatory TA for the health sector development program4 focusing on health sector financing, human 
resource development, and PHC system development. The Health Sector Development Program is 
therefore part of ADB’s lending pipeline for early 2007, and, subject to performance, a second phase is 
proposed for 2011. The phasing would allow for a focus on health system development and results rather 
than inputs.  
 

b. Goal and purpose: To help achieve the MDGs, the Program will improve the health strategy, in terms of 
maternal and child mortality, and achieve better equity in health by income, gender and ethnic status, 
through direct support for PHC, and also through policy reforms and capacity building. Targets will be set 
based on results of the 2006 household survey. The objectives of the program would be to improve the 
coverage with priority interventions, and quality and affordability of PHC.  

 
c.  Components and outputs: 

(i) The policy assistance will focus on moving PHC toward results-based management and improving 
the financing, affordability, and quality of PHC.  

(ii) The project assistance will focus on capacity building of the Ministry of Health, human resource 
development, financing studies, and PHC development support.  

 
d.    Expected results and deliverables:  

The expected results will  be:  
(i)  improved coverage of key interventions such as access to trained birth assistants (80%), 

immunization (70%), and use of modern contraceptives (50%), 
(ii)  improved quality of care 
(iii)  more affordable care.  
 

e. Social or environmental issues or concerns: Gender equity, ethnic minorities, medical waste 
 
f. Plans for disseminating results/deliverables: Locally, nationally, and through publications 

 
 

                                                 
1   Formulated in May 2000. 
2  ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the Lao 

People’s Democratic Republic  for the Primary Health Care Expansion Project. Manila. 
3 In partnership with World Health Organization (WHO), ADB is currently also providing grant support for the Greater 

Mekong Subregion Regional Communicable Diseases Control Project. 
4  ADB. 2005. Technical Assistance to the Lao People’s Democratic Republic for Health Sector Development 

Program. Manila. 
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7. Proposed executing/implementing agency or agencies: Ministry of Finance, Ministry of Health, provincial 
 health departments  

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance: 

 Consultation of ministries, provincial authorities, provincial health staff, village health committees, external 
 agencies 
   

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: Lao CSPU, 2005–
  2006 (project preparatory TA) 

 b. Expected date of submission for approval 
   Lending: 2007 
   Nonlending (project preparatory): 2006  
   Nonlending (other than project preparatory):  
     
 c. Period and duration of assistance 
   Lending: 4 years 
   Nonlending:  
   

10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund: $10 million loan 
   Other: Government: $0.5million  

If cofinancing is required, indicate amount and sources sought (any possible source). Up to $4 million 
If known, provide cost estimates and financing arrangements.  
 

Source                                                  Amount ($ million) 
ADB Financing:    10.0  
Government Financing     0.5  
Other Financing      4.0  
     Total Cost    14.5 
 Source: ADB estimates. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds  
   Other:  

Source                                                  Amount ($) 
ADB Financing:    
Government Financing   
Other Financing    
     Total Cost    
Source: 
 

ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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CONCEPT PAPERS FOR NONLENDING PRODUCTS 
     
 
This appendix contains the concept papers for the following nonlending products:  
 

  
(i) Table A5.1: Building Sector Program Readiness for Ministry of Agriculture 

and Forestry  
(ii) Table A5.2: Improved Financial Management Systems 
(iii) Table A5.3: Capacity Building for Small and Medium Enterprise Development 
(iv) Table A5.4: Capacity Strengthening and Policy Support for Water Resources 

and River Basin Management  
(v) Table A5.5: Building Capacities in Support of the Harmonization Action Plan 
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Table A5.1: Building Sector Program Readiness for Ministry of Agriculture and Forestry  

Concept Paper 
 
Date: June 2006    
 

1. Type/modality of assistance 

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other: Priority capacity development for Ministry of Agriculture and Forestry 
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Agriculture and Natural Resources 
   Subsectors: (i) Agriculture Sector Development; (ii) Agricultural Production, Agro-processing, and Agro-

Business 

 b. Targeting classification  
   Targeted intervention 
   General intervention 

 c. Key thematic areas  
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
  Subtheme{s}: 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Agriculture, Environment, and Natural Resources Division/ Southeast Asia 
 Department 
 

5. Responsible ADB officer: A. Tayyab, Senior Natural Resource Management Specialist 
 

6. Description of assistance(s) 

a. Background/linkage to country/regional strategy: The low intensity and low productivity of Lao PDR 
agriculture is attributed to (i) risk-averse livelihood strategies of producer households; (ii) a limited number of 
input suppliers; (iii) a lack of information concerning input use created by the absence of viable extension 
mechanisms, both public and private; (iv) lack of adequate working capital and access to credit; (v) general 
lack of access to markets because of physical barriers created by poor roads and high transport costs; and 
(vi) a constrained marketing system with a limited number of traders tending to dominate market 
transactions. 
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 The government is suggesting that the agriculture development strategy shifts from a food security to a 

commercialization perspective. To help the Government enable and facilitate this shift, ADB is undertaking 
sector and technical assistance to identify reforms, build institutional capacity, and recognize sound public 
sector investments in the agriculture and natural resources sector, and ADB’s role in supporting the sector 
as its orientation evolves. The sector work will focus on identifying ways and means of alleviating the 
binding constraints on promoting commercialized agriculture and increasing cross-border trade; including 
investment in rural infrastructure and national research and development capacity in the agriculture and 
natural resources sector. Cost-effective ways of improving rural livelihoods in areas remote from commercial 
opportunities will also be identified. 

 
b. Goal and purpose: ADB support for agriculture and rural development will be fully aligned with the 

commercialization orientation of the Sixth Five-Year National Socio Economic Development Plan (2006–
2010). The overall strategy is to develop the agriculture and non-agriculture sectors in rural areas to create 
employment, increase incomes, and restructure rural economies, while simultaneously improving the access 
to basic social services for rural people, particularly the poor. Synergies between agriculture and emerging 
rural industries will be developed to increase the value of agricultural produce, especially for export. The 
purpose of the proposed TA is to identify the binding constraints in the sector and to identify the appropriate 
use of ADB finance in supporting further development of the sector. 

 
c. Components and outputs: These will be developed in discussion with the Ministry of Agriculture and 

Forestry but will include: (i) sector constraints analysis; (ii) an institutional capacity assessment and 
development plan; (iii) analysis of options and opportunities in subsistence and commercial agriculture; (iv) 
rationalizing and harmonizing support by ADB and other development partners in the sector; (v) enhancing 
links to Greater Mekong Subregion programs; and (vi) building in-house capacity for the Ministry of 
Agriculture and Forestry 

 
d. Rationale and purpose of ADF grant financing: Not applicable. 
 
e. Expected results and deliverables: Updated sector analyses; including analysis of constraints and 

proposals to overcome the binding constraints limiting the development of increased commercial agriculture 
and agro-processing industries. Better focused sector involvement by ADB and its development partners 
and increased capacity for sector planning within the Ministry of Agriculture and Forestry. 

 
f. Social or environmental issues or concerns: To be determined 
 
g. Plans for disseminating results/deliverables:  

 For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag  
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) The interim results of the TA are expected to inform the design of a project 

 preparatory TA to prepare the Ministry of Agriculture and Forestry for a follow on  loan project in 
 2009. The sector work will provide the basis for the design of the loan interventions and 
 investments. 

7. Proposed executing/implementing agency or agencies: Ministry of Agriculture and Forestry, Lao PDR 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  

Initial discussions with Ministry of Agriculture and Forestry have taken place in the context of the CSP 
preparations. A reconnaissance mission is proposed for 2006 to firm up the TA design. The TA follows on from 
the recommendations of the ADB Operations Evaluation Department (OED) sector assistance program 
evaluation (SAPE) on ADB assistance to the agriculture and natural resources sector in Lao PDR.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: 2006 

 b. Expected date of submission for approval 
   Lending:  
   Nonlending (project preparatory):  
   Nonlending (other than project preparatory): October 2006 
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 c. Period and duration of assistance 
   Lending:  
   Nonlending: 18 Months (January 2007 to June 2008) 
   
 
10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund (loan):  
   Asian Development Fund (grant):  
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($ million) 
ADB Financing 
Government Financing 
Other Financing 
     Total Cost 
 Source: 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds: $700,000 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing      700,000 
Government Financing      
Other Financing 
     Total Cost      700,000 
 Source: ADB estimate. 

 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.2: Improved Financial Management Systems 

Concept Paper 
 
Date: June 2006    
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Law, economic management, and governance 
   Subsector: Public finance and expenditure management 

 b. Targeting classification  
   Targeted intervention 
   General intervention 

 c. Key thematic areas  
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 

  Subtheme: Financial and economic governance 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Governance, Finance, and Trade Division/ Southeast Asia Department 

5. Responsible ADB officer: V. Tan, Financial Management Specialist 

6. Description of assistance(s) 

 a. Background/linkage to country/regional strategy: The Government formulated priority policy initiatives 
for governance reforms in April 2003.1 The Governance program has four areas of reform: (i) public service 
improvement, (ii) people’s participation, (iii) rule of law, and (iv) sound financial management. Governance is 
also a crosscutting theme in the Government’s Sixth Five-Year National Socio-Economic Development Plan 
(2006–2010). In particular, the Government recognizes that establishing sound, accountable and 
transparent financial management systems and practices are necessary to achieving macro-economic 
stability and sustainable growth with equity in order to reduce poverty.  

 

                                                 
1  Governance Working Group. 2003. Priority Areas for Governance Reform – a Policy Paper for the Government of 

Lao PDR on Governance Issues. Vientiane.  
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 The Government’s commitment to strengthening its public expenditure management was initiated in a letter 
of implementation policy issued in March 2005 in relation to the Nam Theun 2 hydroelectric project. A 5-year 
Public Expenditure Management Strengthening Program (PEMSP) was developed to provide a framework 
for implementing Government-led and external partner-supported public expenditure reforms.  

 

 Governance and capacity development is a core focus area for ADB as well. Its governance strategy is to 
continue improving public financial management around the core fundamentals established over the last 7 
years of its partnership with the Government.  

 
b. Goal and purpose: To improve the quality of public financial management for higher levels of efficiency, 

accountability and transparency.  
 
c. Components and outputs: The TA will support “Component B: Budget Execution, Accounting and 

Financial Reporting” of the PEMSP. The TA components are as follows: 
(i)  accounting and reporting (preparing and implementing a strategy for developing and issuing 

comprehensive annual financial statements, including implementing a chart of accounts that is 
compatible to GFS international standards);  

(ii)  internal audit (assisting in the establishment of the internal audit function within finance departments of 
ministries and provincial offices). 

 
d. Rationale and purpose of ADF grant financing: Not applicable. 
 
e. Expected results and deliverables: The expected outcomes are as follows: 

(i) accounting and reporting (timely publication of comprehensive financial statements through an 
integrated and automated financial management system, better public accounting decrees, and 
implementing guidelines); 

(ii) internal audit (effective internal audit systems to support internal controls in public financial 
management). 

 
f. Social or environmental issues or concerns: None. 
 
g. Plans for disseminating results/deliverables:  

  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) In country dissemination workshops 

7. Proposed executing/implementing agency or agencies: The Department of Accounting, Ministry of Finance 
will be the Executing Agency of the TA. Implementing agencies will include the departments of Fiscal Policy, 
Treasury, Budget, and External Relations of the Ministry of Finance and the Committee of Planning and 
Investment.  

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance: 
The TA is intended to support the components on financial reporting and internal controls of the Government’s 5-
year PEMSP – a program which was conceptualized by the Government with assistance from ADB and the 
World Bank. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: 2007 

 b. Expected date of submission for approval 
   Lending:  
   Nonlending (project preparatory):  
   Nonlending (other than project preparatory): 2007    

 c. Period and duration of assistance 
   Lending:  
   Nonlending: 2007–2009 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund (loan):  
   Asian Development Fund (grant):  
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 
Source                                                  Amount ($ million) 
ADB Financing 
Government Financing 
Other Financing 
     Total Cost 
 Source: 

 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds $1,000,000 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 
Source                                                   Amount ($) 
ADB Financing   1,000,000 
Government Financing      
Other Financing 
     Total Cost   1,000,000 
 Source: ADB estimate. 

 
 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.3: Capacity Building for Small and Medium Enterprise (SME) Development 

Concept Paper 
 
Date: June 2006    
 

1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other: Advisory TA  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Industry and Trade 
   Subsector: Small and medium-scale enterprises, industry 

 b. Targeting classification 
   Targeted intervention 
   General intervention 

 c. Key thematic area(s) 
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 

Subthemes:  (i) Policy/institutional/legal/regulatory reforms, (ii) Public-private partnerships; and (iii) 
Promoting economic efficiency and enabling markets 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Governance, Finance, and Trade Division / Southeast Asia Department 

5. Responsible ADB officer(s): J. Cyhn, Economist  

6. Description of assistance(s) 

a. Background/linkage to country/regional strategy: With the introduction of the New Economic 
Mechanism in 1986 and its implementation since 1989, the Lao People’s Democratic Republic (Lao PDR) is 
making a transition from a central planned to a market-oriented economy. The Government of the Lao PDR 
has recognized the significance of the private sector for economic growth and poverty reduction, and asked 
ADB to assist with its development.  

 
 The Sixth Five-Year National Socio-Economic Development Plan (2006–2010) places a high priority on 

private sector development as the main engine of economic growth and employment generation. Private 
sector development is also seen as a crucial way of fostering the employment and incomes needed to 
reduce poverty. Given that there is little scope for additional employment generation in the public sector, it is 
the private sector that will need to generate productive employment for the vast majority of the 2 million 
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young people expected to join the labor force over the next 15 years.  
 
 Given the significance of the private enterprise sector, the Government has taken a number of important 

steps in this regard. First, it recently issued a decree on small and medium-sized enterprise (SME) 
development, which, for the first time, installed an institutional framework for policy coordination among key 
Government agencies. Second, the Government is also developing its financial sector, supported by the 
World Bank, the International Monetary Fund, and ADB. Finally, the Government is actively participating in 
globalization and regionalization through the Free Trade Agreement of the Association of Southeast Asian 
Nations, accession to the World Trade Organization, and various cooperation projects in the Mekong region. 
Accordingly, ADB is planning a Private and SME Sector Development Program, which is in the pipeline for 
2007. The main objective of this advisory TA is to provide support for the proposed program and build 
capacity in the Government agencies and other stakeholders for private and SME development.  

 
b. Goal and purpose: The major goal is to assist the Government in implementing reforms to support the 

private enterprise sector—particularly those related to the implementation of the proposed Private and SME 
Sector Development Program.  

 
c. Components and outputs: To assist the implementation of these reforms, the advisory TA will provide staff 

of executing and implementing agencies (and other stakeholders as required) with technical training. It will 
also support them through the provision of technical inputs.  

 
d. Rationale and purpose of ADF grant financing: Not applicable. 
 
e. Expected results and deliverables: The expected results are that, through the advisory TA, Government 

agencies and stakeholders will be better equipped to implement reforms to support the private enterprise 
sector.  

 
f. Social or environmental issues or concerns: As the private enterprise sector provides employment 

opportunities to many disadvantaged people, including women, attempts will be made to identify its social 
benefits. The environment is not a main focus of this advisory TA.  

 
g. Plans for disseminating results/deliverables: To facilitate transfer of knowledge, the advisory TA will 

adopt a participatory approach. It will consult with the Government and the private sector to exchange views 
and disseminate information to ensure the Project is effective.  

  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
7. Proposed executing/implementing agency or agencies: The Executing Agency is the Ministry of Industry and 

Handicrafts. The Implementing Agencies are the Ministry of Finance, the Ministry of Commerce, Department for 
Domestic and Foreign Investment of the Committee for Planning and Investment, and other Government 
agencies.  

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The Government will fully participate in the TA. A number of workshops will be held during TA implementation. 
The private sector, including the Chamber of Commerce, will be contacted for its views on the design of the TA. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: 2005 

 b. Expected date of submission for approval 
   Lending:  
   Nonlending (project preparatory):  
   Nonlending (other than project preparatory): 2007 

 c. Period and duration of assistance 
   Lending: 
   Nonlending: 1 Year; 2007–2008 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund (loan):  
   Asian Development Fund (grant):  
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($) 
ADB Financing 
Government Financing 
Other Financing 
     Total Cost 
 Source: 
 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds: TASF 
   Other: Cofinancing – to be determined 

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing                                        400,000 
Government Financing                             
Other Financing                                       to be determined 
     Total Cost                                          400,000 
 Source: ADB estimate. 

 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.4: Capacity Strengthening and Policy Support for  

Water Resources and River Basin Management  
Concept Paper 

 

Date: June 2006    
 
 

1. Type/modality of assistance 

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other: 
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Agriculture and Natural Resources 
   Subsector: Water Resource Management 

 b. Targeting classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic area(s)  
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

  Subtheme: Public governance 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Agriculture, Environment, and Natural Resources Division/ Southeast Asia 
 Department 
 

5. Responsible ADB officer(s): to be determined 
 

6. Description of assistance(s) 

 a. Background/linkage to country/regional strategy: The link between natural resource management and 
poverty reduction will be addressed through forestry, water resources, and watershed management 
interventions. New institutional arrangements and responsibilities for water resources are expected to be 
announced in 2006, following a rationalization of ministerial responsibilities for energy and natural resource 
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management. The technical assistance (TA) will support the implementation of water sector policy initiatives 
in the Government’s Sixth National Socio-Economic Development Plan and build on earlier ADB-funded 
work with the national Water Resources Coordination Committee (WRCC), the Mekong River Commission 
(MRC) and the Nam Ngum River Basin Development (Sector) Project. 

b. Goal and purpose: The goal is to provide institutional capacity strengthening and legislative and policy 
support to the Government following rationalization of ministerial responsibilities for the water resources 
sector. The TA will build on the capacities of the WRCC and the Lao National Mekong Committee 
Secretariat (LNMCS) of the MRC for river basin planning and water resources management at the national 
level, and address cross-border issues. In particular, the TA will assist the Government to participate in 
activities identified under the Mekong Water Resources Assistance Program (MWRAP) being jointly 
prepared by the ADB and the World Bank. 

c. Components and outputs: Components will be determined in discussion with the Government following 
the rationalization of ministerial responsibilities for the water resources sector that was approved in 2006. 
Activities under this TA will probably include: (i) a review of current water resources policy, legislation and 
implementing regulations; (ii) an institutional capacity assessment and development plan; (iii) consolidation 
of water resources and river basin analysis skills; (iv) establishment of participatory river basin planning and 
management skills; and (v) establishment of capacity for management of cross-border river basin operations 
with neighboring countries. 

d. Rationale and purpose of ADF grant financing: Not applicable. 

e. Expected results and deliverables: Improved capacity to implement the Government’s water resources 
management policy and legislation; effective river basin planning and management capacity; and 
strengthened technical capacity for river basin simulation and analysis. 

f. Social or environmental issues or concerns: To be determined. 

g. Plans for disseminating results/deliverables:  

 For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
7. Proposed executing/implementing agency or agencies: To be determined once new institutional 
 responsibilities for water resources are announced. 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  

Proposed TA discussed with the Government during CSP discussions and a reconnaissance mission in May 
2006.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan:2006  

 b. Expected date of submission for approval 
   Lending:  
   Nonlending (project preparatory):  
   Nonlending (other than project preparatory): December 2007 

 c. Period and duration of assistance{s} 
   Lending:  
   Nonlending: 24 months (February 2008–January 2010) 
   

10. Financing  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund (loan):  
   Asian Development Fund (grant):  
   Other:  
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If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($ million) 
ADB Financing 
Government Financing 
Other Financing 
     Total Cost 
 Source: 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds: $500,000 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing      500,000 
Government Financing   
Other Financing 
     Total Cost      500,000 
 Source: ADB estimate. 

 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.5: Building Capacities in Support of the Harmonization Action Plan 

Concept Paper 
 
Date: June 2006    
   
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector(s): Economic Management 
   Subsector(s):  

 b. Targeting classification  
   Targeted intervention 
   General intervention 

 c. Key thematic area  
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 

  Subtheme: Harmonization of portfolio management  

3. Coverage 

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Lao Resident Mission / Southeast Asia Department 

5. Responsible ADB officer: P. Logan, Senior Project Implementation Specialist 

6. Description of assistance(s) 

 a. Background/linkage to country/regional strategy:  The Government and its development partners wish 
to improve the effectiveness of aid by implementing key aspects of the Paris Declaration on Harmonization, 
Alignment, and Results. To support this objective, in November 2005 the Government, ADB, the Swedish 
International Development Agency (Sida), and the World Bank carried out a Joint Portfolio Effectiveness 
Review (JPER). It identified a number of actions aimed at a more harmonized and aligned approach to the 
delivery, monitoring, and evaluation of aid, with a focus on overall results. The Government aims to address 
these issues progressively over the next 2 to 3 years, and has requested assistance to define and 
implement the necessary activities.  
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b. Goal and purpose: The TA will assist the Government to further develop an action plan and related 
frameworks for harmonization and alignment in consultation with its development partners. It will assist core 
government ministries to develop the capacity to prepare and mobilize support for sector-specific 
harmonization measures and actions. It will also assist the preparation of guidelines and strengthen the 
skills within the Government line agencies to implement them.  

c. Components and outputs: Expected outputs include (i) stronger portfolio management through the 
preparation of harmonized operating procedures for day-to-day management and administration of projects 
and programs, (ii) streamlining financial management by developing uniform systems and procedures, (iii) a 
defined methodology to improve capacity development during implementation of projects (iv) development 
and alignment of results-based monitoring and evaluation of procedures; and (v) improved harmonization 
action plans of key participating ministries. 

d. Rationale and purpose of ADF grant financing: Not applicable. 

e. Expected results and deliverables: Enhanced aid effectiveness with an emphasis on streamlined and 
harmonized procedures for overall portfolio management and evaluation of outcomes. 

f. Social or environmental issues or concerns: There are no adverse social or environmental impacts.  

g. Plans for disseminating results/deliverables: Harmonized procedures will be developed in consultation 
with stakeholders through a series of workshops, and these will also serve to disseminate the deliverables. 
Outputs will be mainstreamed by the adoption of relevant procedural manuals by the line ministries.  

  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others: Procedural manuals 

7. Proposed executing/implementing agency or agencies: The Ministry of Foreign Affairs will be the Executing 
Agency and will work with the other line ministries as appropriate. 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:
 The Government has been fully engaged through its participation in the Paris Declaration, and various 
 discussions on related issues through the JPER in 2005 and a follow-up to the JPER action plan.  

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: 2006 (CSP) 

 b. Expected date of submission for approval 
   Lending:  
   Nonlending (project preparatory):  
   Nonlending (other than project preparatory): 2007 

 c. Period and duration of assistance 
   Lending:  
   Nonlending: 36 months (2007–2009) 
10. Financing Plan  

 a. For lending 
   Ordinary capital resources:  
   Asian Development Fund (loan):  
   Asian Development Fund (grant):  
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($ million) 
ADB Financing 
Government Financing 
Other Financing 
     Total Cost 
 Source:  
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 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget:  
   Grant TA funds: $600,000 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 
Source                                                   Amount ($) 
ADB Financing       600,000 
Government Financing      
Other Financing 
     Total Cost       600,000 

 Source: ADB estimate. 

 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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ASSISTANCE PROGRAM FOR 2006 

 
Table A6.1: Assistance Pipeline for Lending Products, 2006 

 
    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory Total  ADB  Gov't Cofinancing
Name cation Priority Division Assistance  OCR ADF Total   
2006 Firm Loans           
 Agriculture and Natural Resources           
 1. Northern Region Sustainable  TI ECO SEAE  2003 12.5 0.0 10.0a 10.0 2.5 TBD 
     Livelihoods through Livestock           
     Development Project           
   Subtotal     12.5 0.0 10.0 10.0 2.5 0.0 
 Education           
 2. Basic Education Sector TI ISD/PSD SESS 2004 15.9 0.0 12.7b 12.7 3.2 TBD 
         Development Program           
   Subtotal     15.9 0.0 12.7 12.7 3.2 0.0 
 Finance           
 3. Rural Finance Sector TI PSD/GOV/ SEGF 2003 10.4 0.0 10.0 10.0 0.4 TBD 
         Development  GAD         
   Subtotal     10.4 0.0 10.0 10.0 0.4 0.0 
                                     Total     38.8 0.0 32.7 32.7 6.1 0.0 
         
2006 Standby Loans           
     Industry and Trade          
 1. SME Development Program  GI  PSD/ECO SEGF 2004 10.5 0.0 10.0 10.0 0.5 TBD 
              Subtotal     10.5 0.0 10.0 10.0 0.5 0.0 
                              Total     10.5 0.0 10.0 10.0 0.5 0.0 
           

ADB = Asian Development Bank; ADF = Asian Development Fund; ECO = sustainable economic growth; GI = general intervention; GAD = gender and 
development; GOV = governance; Gov’t = Government; ISD = inclusive social development; OCR = ordinary capital resources; PSD = private sector development; 
RC = regional cooperation; SEAE = Southeast Asia Department Agriculture, Environment and Natural Resources Division; SEGF = Southeast Asia Department 
Governance, Finance and Trade Division; SEID = Southeast Asia Department Infrastructure Division; SESS = Southeast Asia Department Social Sectors Division; 
SME = small and medium-sized enterprise; TBD = to be determined; TI = targeted intervention. 
a Including proposed ADF grants financing of $0.6 million. 
b Proposed for full ADF grants financing. 
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Table A6.2: Assistance Pipeline for Nonlending Products and Services, 2006 

 
   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
2006        
 Agriculture and Natural Resources        
 1. Agriculture and Natural Resources Sector Needs SEAE ADTA  750.0 Gov’t 150.0 900.0 
     Assessment in Lao PDR        
   Subtotal    750.0  150.0 900.0 
 Education        
 2. Sector-Wide Approach Education Sector SESS ADTA TASF 500.0  0.0 500.0 
     Development        
   Subtotal    500.0  0.0 500.0 
 Law, Economic Management, and Public Policy        
 3. Promoting Governance in Financial SEGF ADTA TBD 500.0 Lux 150.0 650.0 
     Transactions        
   Subtotal    500.0  150.0 650.0 
 Transportation and Communications        
 4. GMS: Luang Prabang Airport Improvement SEID PPTA TBD 600.0  TBD 600.0 
        Subtotal    600.0  0.0 600.0 
 Water Supply, Sanitation, and Waste Management       
 5. Northern and Central Region Water Supply  SESS PPTA TBD 500.0  0.0 500.0 
     and Sanitation Sector (Phase II)        
   Subtotal    500.0  0.0 500.0 
 Energy        
 6. GMS: Northern Power Transmission SEID PPTA  800.0  0.0 0.0 
              Subtotal    800.0  0.0 0.0 
     Total    3,650.0  300.0 3,950.0 
 Stand-by        
 Industry and Trade       
 1. Capacity Development for SME Development SEGF ADTA TASF 400.0  TBD 400.0 
   Subtotal    400.0  0.0 400.0 
 Law, Economic Management, and Public Policy        
 2. Capacity Building for Decentralized Project SEGF ADTA TASF 500.0  0.0 500.0 
     Financial Management        
 3. Strengthening the Capacity of  SEGF ADTA TBD 150.0  0.0 150.0 
     Ministry of Finance in Debt Management        
   Subtotal    650.0  0.0 650.0 
    Total    1,050.0  0.0 1,050.0 
ADB = Asian Development Bank; ADTA = advisory technical assistance; Gov’t = government; GMS = Greater Mekong Subregion; Lux = Luxembourg; PPTA = 
project preparatory technical assistance; SEAE = Southeast Asia Department Agriculture, Environment and Natural Resources Division; SEGF = Southeast Asia 
Governance, Finance and Trade Division; SEID = Southeast Asia Department Infrastructure Division; SESS = Southeast Asia Social Sector Division; SME = small 
and medium-sized enterprise; TASF = Technical Assistance Special Fund; TBD = to be determined. 




