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 RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)  
 
1.  As a post-conflict country, the Lao People’s Democratic Republic (Lao PDR) faces 
many governance challenges. Despite having continued to adopt modest market-oriented 
economic policies since the 1980s, its success has been limited, and poverty reduction 
continues to be a challenge. It remains one of Asia’s poorest countries. An ADB governance 
risk assessment in November 2009 identified significant risks in areas underlined by the 
Second Governance and Anti-Corruption Program (GACAP II). The 2010 Freedom House, 
Countries at the Crossroads report noted “Corruption and abuses by government officials 
are widespread.” 1  The country is ranked 154th of 178 countries in Transparency 
International’s corruption perceptions index for 2010 and 171st 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, it is ranked 138th of 179 countries.2 This is attributed to an 
overly bureaucratic, politicized, and underperforming civil service; a weak judicial system 
and poor legislative oversight; and lack of empowerment of civil society.

 
The decision-

making processes and structures lack transparency and ensuring accountability is difficult. 
The 2007 Public Expenditure Review and Integrated Fiduciary Assessment,3 and the 2010 
Public Expenditure Financial Accountability assessment highlight the significant lack of 
progress in strategic allocation of resources and service delivery. The government 
recognizes these challenges. Within the scope of GACAP II, ADB continues to strengthen 
supply-side initiatives and is working with other development partners to strengthen the 
public financial management system to minimize discretion, and strengthen reporting of and 
accountability for resource use. Greater clarity on economic and social policy, and 
transparency in ensuring accountability for activities, will contribute to building public support 
for change, and minimize undue influence of vested elites.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                            
1 Freedom House. 2010. Country Report—Laos. Countries at the Crossroads. http://www.freedomhouse.org/ 

template.cfm?page=140&edition=8&ccrpage=37&ccrcountry=159  
2 The Index of Economic Freedom, is reported annually by the Heritage Foundation, a research and educational 

institute.  
3 2007. World Bank, International Monetary Fund, Asian Development Bank, European Union. Lao PDR, Public 

Expenditure Review, Integrated Fiduciary Assessment. Vientiane.  
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Risks 

Assessment 
without 

Mitigation Management Plan or Measures 

Assessment 
with 

Mitigation 
Public Financial Management 
Legislative and policy 
framework: Most of the key 
provisions of the Budget Law are 
not implemented, including a 
medium-term framework. Central–
provincial fiscal relations are 
challenging and, in practice, the 
Ministry of Finance is unable to 
exercise sufficient control over 
revenues collected and 
expenditure undertaken by 
provincial governments.  

Medium  The new Budget Law of December 2006 and its 
Implementing Decree (No. 25/PM of 14 February 
2008) set out the framework and timetable for 
budget management. This provides the basis for 
ensuring orderliness, and participation in the 
annual budget process. Policy-based budgeting 
with a medium-term fiscal and expenditure 
framework will lead to efficient allocation of scare 
resources. 

Low 

Institutional arrangements and 
capacity: 
Buy-in on the implementation of 
the PFMSP and PFM framework 
by sector ministries is limited. 
Coordination within MOF's 
departments and with sector 
ministries is weak. Qualified staff 
and budget to expedite 
development of the PFM system 
are limited.  

High ADB, AusAID, European Union, JICA, SDC, and  
the World Bank, are supporting reforms and 
capacity building in public expenditure 
management, of which budgetary systems are a 
part. Focus is on strengthening central and 
provincial government capacity to strengthen 
budget planning, formulation, and execution. 

Medium 

Comprehensiveness and 
transparency in budget 
formulation, and weak execution 
of the budget: Coordination 
between MPI and MOF is weak. 
Capacity within MOF and sector 
ministries is not fully developed to 
prepare budgets, and the budget–
policy link is tenuous. The 
fragmentation of the budget 
between capital investment and 
recurrent expenditures undermines 
budget integration. Other problems 
include the continuing off-budget 
funds, deficiencies in the budget 
nomenclature, and the short-term 
horizon of the budget process. 
Budget execution is weak, 
including deficient accounting and 
reporting arrangements. 

High The budget has become more credible in recent 
years. The government is taking initial steps to 
develop a medium-term fiscal framework—a set of 
multi-annual projections of government revenue, 
expenditure, and financing accounts, based on 
common assumptions about macroeconomic 
performance (including real GDP growth, inflation, 
and the exchange rate) and the state of the world 
economy, and sufficiently detailed to show how 
government will address specific national 
development and poverty reduction objectives, 
while holding expenditures within a limited, 
feasible “envelope and to effectively link it to the 
NSEDP resource needs and the budget process. 
In addition, the budget calendar is more 
streamlined. Treasury reform, improved chart of 
accounts aligned with budget nomenclature, and 
gradual implementation of an electronic 
government financial information system for the 
past 10 years have contributed to strengthening 
the capacity and process for improved budget 
execution, accounting, and reporting.   

Medium 

 
 

Medium Low 

External scrutiny and audit: 
Inadequate resources and capacity 
for the State Audit Organization 
(established under PM Decree No. 
174/PM in 1998) undermines the 
independence, and effectiveness 
of oversight institutions. In addition, 
capacity of legislative oversight is 
lacking and accountability 
mechanisms are weak. 

Medium Since 2007, significant progress has been made 
in strengthening the State Audit Office (SAO).  
The new State Audit Law 2007 enhances its 
independence by having the SAO report to the 
National Assembly rather than the Prime Minister 
as previously. Staffing has been doubled and 
regional offices opened outside Vientiane. The 
SAO has already started capacity-building 
activities to improve financial audits with support 
from France, Malaysia, the People’s Republic of 
China, Thailand, Viet Nam and other INTOSAI 
members. An action plan for 2009–2020 focuses 
on building its capacity and defining its resource 
requirements with support from development 
partners.  
 

Low 
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Risks 

Assessment 
without 

Mitigation Management Plan or Measures 

Assessment 
with 

Mitigation 
Procurement    
Central institutional framework 
and capacity: The Lao PDR’s 
procurement framework is weak, 
and lacks appropriate regulations, 
documentation, and tools for 
implementation, including 
insufficient institutional capacity. It 
lacks a private sector orientation; 
provides for insufficient competition 
in public biddings; and reflects low 
confidence of the private sector in 
the legal and regulatory 
framework, as well as in the 
enforcement of administrative 
penalties. 
 

High The 2004 Procurement Decree and Implementing 
Rules and Regulations provide the overarching 
legislative and regulatory framework for 
procurement-related measures. The new 
Procurement Management Office, charged with 
oversight over procurement across government, 
has issued a national procurement manual and 
standard bidding documents, and developed a 
procurement capacity-building program. Efforts 
under the PFMSP are under way to strengthen 
procurement effectiveness, and have led to the 
creation of a website (procurement bulletin board) 
designed to provide both prospective information 
on planned procurement and the results of 
completed procurements. In addition, government 
commitment to procurement reforms will provide 
greater assurance of effective competition in 
public procurement, and ensure value for money.  

High to 
Medium 

Corruption  
Legislative and policy 
framework: The Lao PDR ranked 
154 out of 178 countries in 
Transparency International 
corruption perception index in 
2010. The Anticorruption Decree 
adopted by the Prime Ministerial 
Decree No. 192/PM in 1999 and 
several laws on anticorruption 
measures adopted in 2005 have 
had no measurable impact. The 
ratification of the UN Convention 
against Corruption in September 
2009 has not been a significant 
deterrent.  

High The Anti-corruption Law enacted in 2005, defines 
the principles, rules, and measures for the 
prevention and countering of corruption. A series 
of laws were passed to strengthen public 
expenditure and financial management, including 
the new State Audit Law. The government 
developed a program to strengthen public 
expenditure management with assistance from 
ADB and the World Bank in 2005. These laws 
seek to strengthen PFM practices, and ensure 
compliance with laws and minimize discretionary 
exercise of power. 

High to 
Medium 

Integrity institutions and 
capacity: The State Inspection 
Authority (SIA), established in 
2001, has not been effective, and 
has low capacity and resources. 
Areas of the budget system are 
significantly susceptible to rent-
seeking behavior—related to tax 
collection, management of 
government investments in 
infrastructure projects, 
management and control of bank 
accounts, including reluctance to 
consolidate these into a single 
treasury account, and the 
management of cash disbursed 
through the budget, procurement 
activities, and so on.  

High The government recently approved two strategy 
papers (Governance Strategy 2020, and Anti-
Corruption Strategy) to address challenges in 
public sector management. In the long term, the 
government believes that the Party Control 
Committee, SIA, SAO, the Department of Finance 
Inspection, MOF, and the central and local offices 
of the people’s prosecutor and National Assembly 
will address corruption and rent-seeking behavior, 
and ensure that public officials are held 
accountable.  

High to 
Medium 

(by the end 
of the CPS 

period) 

Public perceptions, voice, and 
accountability: Patronage and 
corruption is perceived to be 
widespread over the quality of 
works and service delivery. The 
media and civil society 
organizations are unable to hold 
the government accountable. 
Bribes, evasion of duties and 
taxes, and misuse of the banking 
and legal systems are widespread. 

High Demand-led efforts are slowing gaining 
importance. Civil society and the public media 
(print and electronic) are gradually being 
strengthened, and are able to articulate public 
opinion. The annual operation report and findings 
of SAO, SIA, and NA are available in print and 
online. UNDP is collaborating with PACSA and 
the Ministry of Information and Culture to develop 
the legal framework and enabling environment for 
international civil society. UNDP (EU), UNODC,  
UNFPA, UNICEF, UN WOMEN, and GIZ are 

 
High to 
Medium 
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Risks 

Assessment 
without 

Mitigation Management Plan or Measures 

Assessment 
with 

Mitigation 
Illegal timber smuggling, cronyism 
in the awarding of contracts, and 
land grabbing are recurrent 
phenomenon. Civil society lacks 
empowerment. 

committed to support the National Assembly, 
which will, among other things, seek to rationalize 
complaints procedures at the National Assembly.  
 

Administrative Quality: The 
public sector is patronage-based. 
The civil service is highly 
politicized, formal, underperforms, 
and is hampered by low salaries 
for civil servants, fragmented 
administrative structure, 
overlapping responsibilities, and 
complex business processes. Lax 
enforcement undermines the 
sanctity of laws. The passage of 
new laws has done little to help, as 
the problem of lax enforcement 
remains. 

High The Governance and Public Administration 
Reform Program implemented from the Prime 
Minister’s Office has been the government 
flagship program to strengthen human resource 
development and 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. 
Improving administrative quality and 
organizational efficiency will involve sustained 
efforts, a well-formulated human resource 
strategy, and managing the process of change; 
these are long-term efforts.  

 
High to 
Medium 

Overall High to 
medium in 
PFM; high 
elsewhere 

The overall assessment is that improvements in 
PFM will continue to be made in future in line with 
the roll out of the PFMSP, and also in 
implementing Nam Theun 2 revenue management 
arrangements, especially in the area of allocating 
resources; accounting for expenditure; and 
strengthening accounting, reporting, and external 
audit. However, PFM weaknesses will take a long 
time to be fully addressed, given the capacity 
constraints, and weak audit oversight and 
institutions. Therefore, the overall assessment of 
fiduciary risk is medium to high, but reducing.  
 

 
Medium to 

low in PFM; 
and high to 
medium but 

reducing 
trend in 
others 

 

ADB = Asian Development Bank, CPS = country partnership strategy, GACAP II = Second Governance and Anticorruption 
Action Plan, GFIS = Government Financial Information System, INTOSAI = International Organization of Supreme Audit 
Institutions, MOF = Ministry of Finance, NA = National Assembly, PACSA = The Public Administration and Civil Service 
Authority, PFM = public financial management, PFMSP = Public Management Strengthening Program, SAO = State Audit 
Organization, SIA = State Inspection Agency, TA = technical assistance, UN = United Nations. 
Source: ADB staff assessment. 

 


