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RISK ASSESSMENT AND RISK MANAGEMENT PLAN  
 

The Lao People's Democratic Republic (Lao PDR) is ranked 154 out of 182 countries in 
Transparency International’s Corruption Perceptions Index for 2011. It is ranked 171 of 183 
countries in 2011 in ease of doing business, according to the World Bank. In the Heritage 
Foundation Index of Economic Freedom for 2010, the Lao PDR is ranked 138 of 179 
countries.1

 
  

Risks 

Assessment 
without 

Mitigation Management Plan or Measures 
Assessment 

with Mitigation 
External risks 
Potential external risks may arise 
from macroeconomic imbalances 
due to a prolonged global 
economic downturn; inherent 
volatility in prices of key 
commodities linked to large-scale 
resource exports (hydropower and 
mining); lower FDI though a 
decline in lower external demand; 
the debt crisis in Europe; and a 
slowdown in regional economic 
growth, such as in the PRC, Viet 
Nam, and Thailand. An external 
debt sustainability analysis by the 
IMF in 2011 found that the Lao 
PDR still faces a high risk of debt 
distress, and the projected rate of 
debt accumulation could increase 
in the next few years reflecting 
borrowings mainly from the PRC. 

Medium  According to 2012 Asian Development 
Outlook 2012 and 2011 Article IV 
consultation, the Lao PDR’s medium-term 
prospects are promising, given the pipeline 
of large hydropower and mining projects. 
One of the key objectives of the NSEDP7, 
2011–2015 is to focus public investment 
on strengthening the supply side of the 
economy and reduce reliance on the 
mining sector.  
 
Government is working with ADB and the 
World Bank on a broad array of fiscal 
reforms, PFM reforms, and to improve 
trade and investment policy. Efforts 
towards WTO accession are gathering 
speed, following successful bilateral 
negotiations with Australia, Canada, and 
the Republic of South Korea.  
 
A number of new laws and regulations 
have been revised to comply with WTO 
rules, including Prime Minister’s Decree 
119 implementing the Investment 
Promotion Law (April 2011), the Decree on 
Import and Export of Goods (April 2011), 
the Notification on the Automated and 
Non-Automated Licensing of Import and 
Export of Goods (May 2011), and the 
instruction on Customs Measure for 
Protection of Intellectual Property Rights 
(September 2011). These reforms will 
contribute to diversification of the economy 
from resource dependence. 
 
Government is aware of the imperative to 
increase nonresource revenues, and may 
seek additional technical assistance 
support from development partners, 
including support of the Management of 
Natural Resources Wealth Tropical Trust 
Fund initiative. 

Low 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Institutional and Implementation Risks 
Administrative capacity and 
efficiency remain a major 
constraint at the central and local 
level on implementing new polices 
and PFM and public administration 
reforms. This is attributed to an 
overly bureaucratic, politicized, 
and underperforming civil service; 
a weak judicial system and poor 

High There is significant political consensus to 
improve human resource capacity, 
principally the “breakthrough strategy” 
endorsed by the 9th Lao PDR Party 
Congress (March 2011) and NSEDP7. The 
breakthrough strategy seeks to achieve 
breakthroughs in four priority areas for 
overall development goals, including 
human resources development, improving 

High to 
Medium 

                                                           
1 The Index of Economic Freedom is reported annually by the Heritage Foundation, a research and educational 

institute.  
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Risks 

Assessment 
without 

Mitigation Management Plan or Measures 
Assessment 

with Mitigation 
legislative oversight; and lack of 
empowerment of civil society.

 
The 

decision-making processes and 
structures lack transparency and it 
is difficult to ensure accountability.  
 
 
 
 
 
 
 
 
Qualified staff in PFM is limited, 
and there is weak coordination 
within the MOF's departments, 
and with sector ministries. Budget 
execution is weak, including 
deficient accounting and reporting 
arrangements. Institutional 
framework and capacity in 
procurement is weak and lacks 
appropriate regulations, 
documentation, and tools for 
implementation, including 
insufficient institutional capacity. 
 
Capacity of the SAO is a 
significant constraint and 
undermines the independence and 
effectiveness of oversight 
institutions.  
 
 
The public sector is patronage-
based. The civil service is formal 
highly and politicized, 
underperforms, and is hampered 
by low salaries for civil servants, a 
fragmented administrative 
structure, overlapping 
responsibilities, and complex 
business processes. These 
undermine implementation of 
successive public administration 
reforms.  
 
 
There is a lack of private sector 
orientation resulting in low 
confidence of the private sector in 
the legal and regulatory framework 
for investments. Lax enforcement 
undermines the sanctity of laws, 
especially relating to domestic and 
foreign direct investments in key 
sectors (agriculture). 
 
Political economy risks may pose 
a challenge relating to potential 
decentralization and 
deconcentration of key 
administrative and service delivery 
functions to district level as 
entrenched interests of the 
provincial governors may 

management and governance regulations, 
and addressing the challenges of 
dogmatism. The government’s 
Governance Strategy 2011–2020 will 
further strengthen the public service 
delivery agenda. 
 
Government is committed to implement its 
Governance Strategy 2011–2020 (still a 
draft) to strengthen people’s participation, 
public service instruments, rule of law, and 
sound PFM.   
 
 

Government is committed to strengthening 
public expenditure management and civil 
service capacity through PFMSP and NT2. 
Implementation of PFMSP and NT2 RMA 
has resulted in significant improvements in 
budget preparation, budget execution, and 
accounting reporting arrangements. The 
ADB, AusAID, EU, JICA, SDC, and the 
World Bank are supporting reforms and 
capacity building in public expenditure 
management, of which budgetary systems 
are a part.  
 
 
Since 2007, significant progress has been 
made in strengthening the SAO. The SAO 
has already started capacity building 
activities for improving financial audits with 
support from the PRC, Viet Nam, 
Malaysia, Thailand, France, and other 
INTOSAI members. An Action Plan 2009–
2020 has been developed which focuses 
on building the capacity of the SAO and 
defining its resource requirements with 
support from development partners (ADB, 
EU, and World Bank). 
 
The NGPAR program is under 
implementation and has contributed to 
enhanced capacities at the central level 
and within the Office of Governor and 
selected line departments in target 
provinces in the areas of agricultural 
extension, primary health, and education.   
 
A host of laws and measures have been 
adopted to foster greater openness and 
clarity on economic and social policy, for 
greater regulation and supervision of 
investment projects, and to enlist private 
sector participation.   
 
 
 
 
 
 
 
 

Political consensus to strengthen district 
administration has gained momentum, 
following political guidance, and pilot 
implementation is likely to commence from 
October 2012. Review of the Law on Local 
Administration is ongoing. ADB will 
support the MOF through the proposed 
program by providing policy advice and 



3 

Risks 

Assessment 
without 

Mitigation Management Plan or Measures 
Assessment 

with Mitigation 
undermine evolving government 
initiatives. 

building capacity aimed at clarifying 
functional assignments, as well as 
streamlining the revenue-sharing norms 
and budget norms. 

Vested Interests 
Anecdotal evidence suggests 
patronage and corruption is 
increasingly problematic. A lack of 
public opinion or enterprise survey 
has hampered meaningful 
assessment of this phenomenon.  
 
 
 
 
 
 
The Anticorruption Decree 
adopted by Prime Ministerial 
Decree No. 192/PM in 1999 and 
several laws on anticorruption 
measures adopted in 2005 have 
had no measurable impact. The 
SIA, established in 2001, has not 
been effective and has low 
capacity and resources. The 
ratification of the UN Convention 
against Corruption in September 
2009 has not been a significant 
deterrent. The media and civil 
society organizations are unable 
to hold the government 
accountable. Civil society lacks 
empowerment. 
 

High 
 

Government is increasingly committed to 
market-oriented reforms and minimizing 
administrative rent-seeking behavior of the 
public sector. Several reforms to improve 
trade and industry and to greater 
openness in investment policies have 
been undertaken. Efforts are under way to 
strengthen regulation and supervision, and 
to improve the investment climate and 
ease of doing business and enforcing 
contracts.  
 
Government has adopted the Law on Anti 
Corruption, Law on State Inspection, Law 
on Complaints and State Audit, and Law 
on State Accounting. UNDOC is 
strengthening SIA capacity for effective 
fight against corruption. 
 
Demand-led efforts in the Lao PDR are 
slowly gaining importance. Civil society 
and public media (print and electronic) are 
gradually being strengthened and are able 
to articulate public opinion. The decree on 
associations has been implemented for 
almost 2 years and another decree on 
foundations was signed in May 2011. The 
annual operation report and findings of the 
SAO, SIA, and National Assembly are 
available in print and online. UNDP is 
collaborating with the Ministry of 
Information and Culture to develop the 
legal framework and enabling environment 
for international civil society. 

High to Medium 
 
 

Overall Medium to 
high 

The overall assessment of fiduciary risk is 
medium to high, but reducing. However, 
improvement in public sector management 
will take a long time to be fully addressed 
given the capacity constraints and weak 
institutions. ADB will continue to 
strengthen supply-side initiatives and work 
with other development partners to 
strengthen the PFM system that will 
minimize discretion and strengthen 
reporting and accountability for resource 
use through the government’s PFMSP. In 
addition, ADB will continue to strengthen 
public sector management capacity by civil 
servants through support to NGPAR.  

Medium-to-low 
risks due to 
external 
macroeconomic 
environment 
and 
implementation 
constraints, and 
medium-to-high 
(but reducing) 
risks arising 
from vested 
interests  

 

ADB = Asian Development Bank, EU = European Union, FDI = Foreign Direct Investment, GACAP II = Second 
Governance and Anticorruption Action Plan, GFIS = Government Financial Information System, IMF = 
International Monetary Fund, INTOSAI = International Organization of Supreme Audit Institutions, Lao PDR = Lao 
People's Democratic Republic, MOF = Ministry of Finance, NGPAR = National Governance and Public 
Administration Reforms, NSEDP7 = Seventh National Socio-Economic Development Plan, NT2 = Nam Theun 2, 
PFM = public financial management, PFMSP = Public Financial Management Strengthening Program, PRC = 
People's Republic of China, RMA = Revenue Management Arrangements, SAO = State Audit Organization, SIA 
= State Inspection Authority, TA = technical assistance, UN = United Nations, UNDOC = United Nations Office on 
Drugs and Crime, WTO = World Trade Organization. 
Source: ADB staff assessment. 
 




