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I. PROJECT DESCRIPTION 

A. Rationale 
 
1. Transport in the Lao People’s Democratic Republic (Lao PDR) is dominated by the road 
sector, which carries over 90% of freight and around 85% of passenger traffic on a road network 
of about 26,000 kilometers (km). Only 18% of the total road network in the Lao PDR was paved. 
The remainder had gravel or earth surfaces, most of which were impassable during the wet 
season. More than half of district centers did not have year-round road access while almost 
one-sixth of them were inaccessible by road. Having a low national road network density, the 
Lao PDR lagged behind its neighbors in building road infrastructure. Road connection between 
Vientiane, the capital, and many provincial capitals remained problematic. 
 
2. The Asian Development Bank (ADB) took the lead in promoting cooperation among the 
six countries bordering the Mekong River through its Greater Mekong Subregion (GMS) 
program, by strengthening economic links and facilitating trade and development. With this In 
view, ADB financed the GMS Northern Economic Corridor Project (the project) to improve the 
Houayxay–Boten road in the Lao PDR to international expressway standards.1  This would 
establish a direct link between Thailand and the People’s Republic of China (PRC), thereby 
providing easy interregional access and promoting transport and trade. Within the Lao PDR, the 
project would link two of its remote provinces, Louang Namtha and Bokeo in the Viangphoukha 

                                                 
1  ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Lao 

People’s Democratic Republic for the Greater Mekong Subregion: Northern Economic Corridor Project. Manila. 
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District, to Thailand and the PRC. Both provinces lacked transport facilities and were considered 
the poorest in the country. 
 
B. Expected Impact 

3. The expected impacts from the project comprised (i) accelerated regional development 
at the subregional level, and (ii) reduced poverty in the Lao PDR at the national level. 2 By 
linking the rapidly growing economies of Thailand and the PRC, the project was to (i) promote 
economic growth, (ii) increase volume of interregional trade via the route, and (iii) increase the 
amount of foreign direct investments in the regional influence area. For the Lao PDR, the project 
was to allow better access to (i) a wider range of markets; (ii) social services, e.g., health and 
educational facilities; and (iii) income and employment opportunities, thus reducing poverty and 
enhancing the overall development potential of the project’s influence area. 
 
C. Objectives or Expected Outcomes 
 
4. The project aimed to provide access to isolated areas of the Lao PDR and to link these 
areas to the economies of Thailand and the PRC. It would reduce transport cost and improve 
the efficiency of vehicle, goods, and passenger traffic (e.g., reduced travel time to 2 days from 5 
days in 2006, vehicle operating cost savings, international transit, and cross-border agreements 
in place by 2005). 
 
D. Components and/or Outputs 
 
5. The project comprised the following components: (i) reconstruction and upgrading of 228 
km of roads from Houayxay in Bokeo province to Boten in Louang Namtha province, including 
bridges, a new bypass road, upgrade of ferry facilities, and consulting services for design and 
supervision; (ii) preparation and implementation of an area development plan including a 
resettlement plan and a social action plan;3 and (iii) capacity building at the provincial and sector 
levels including monitoring of the road’s environmental impact. The project road was divided into 
three sections: (i) a 69-km northern section starting from the PRC border, (ii) a 74-km middle 
section, and (iii) a southern 85-km section to Houayxay. 
 
E. Provision of Inputs 
 
6. Funding for the project was sourced from an ADB loan for the middle section, bilateral 
financing from the PRC for the northern portion, and Thailand for the southern portions. Total 
ADB and bilateral financing account for 92.4% of the total project cost with the remaining 7.6% 
funded by the Lao PDR. It was determined after the design review that about 165 person-
months of international consultants’ time and 1,641 person-months of national consultants 
would be required to implement the project. 
 
F. Implementation Arrangements 
 
7. The borrower was the Lao PDR and the executing agency was the Ministry of Public 
Works and Transport (MPWT). Within the MPWT, the Department of Roads was responsible for 

                                                 
2 ADB. 2010. Completion Report: Greater Mekong Subregion: Northern Economic Corridor Project in the Lao 

People’s Democratic Republic. Manila (Loan 1989 [SF]). 
3  This comprised construction of community roads, implementation of water and sanitation schemes, and education and 

awareness programs. 
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implementation and overall coordination. A project manager, appointed on a full-time basis and 
directly accountable to the director general of the Department of Roads, managed the project. 
The project manager was responsible for implementing the ADB-funded components while two 
full-time deputy project managers were responsible for implementing the road sections funded 
by the PRC and Thailand. 
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
 
A. Relevance of Design and Formulation 
 
8. The project completion report (PCR) rated the project highly relevant. The PCR 
claimed that project relevance was high at loan approval (PCR para. 44) as it supported the 
GMS program to strengthen economic links and facilitate trade and sustainable development. 
The two Lao provinces needed a safe, viable, and all-weather link that would lead to economic 
and social development. The inclusion of the area development component (i.e., community 
rural access road link to the new road, social action plan, community infrastructure, and water 
and sanitation schemes) was appropriate and provided support infrastructure and services to 
enable selected communities to fully benefit from the new road. 
 
9. However, as the PCR pointed out, the project’s relevance diminished at completion. 
First, tolls from international traffic were assumed at project appraisal to ensure project 
sustainability. Lacking an international agreement, the project could not be implemented as 
designed—GMS member countries did not agree to impose tolls (PCR para. 54). Second, as 
the PCR noted, poor initial design of implementation procedures—ADB had no leverage over 
consultant supervision and contractors of the bilaterally funded sections (PCR para. 49)—
hindered project implementation. This lack of coordination may have caused issues on the 
construction quality for the PRC and Thailand road sections. The PCR estimated that about 60% 
of the pavement (or about 50 km) in the Thailand section was substandard and additional 
financing was required to cover the additional cost. This validation downgrades the project 
relevance rating to relevant. The project lacked exceptional value-adding features in its design 
to deserve a highly relevant rating. 
 
B. Effectiveness in Achieving Project Outcomes 
 
10. The PCR rated the project effective (PCR paras. 45–46). This validation agrees. Higher 
vehicle operating speeds became possible on its high standard road. The PCR estimated a 
reduction in vehicle operating costs (VOC) for cars (43%), large buses (14%), and heavy 
trucks (21%). It similarly estimated a 60% reduction in travel time. The PCR cited 5-year traffic 
growth rates from Boten to Natuay at 39.5% and from Houayxay to Viang Phoukha at 17% per 
year. These are higher than the normal traffic growth rates estimated at appraisal.  
 
11. The savings in VOC and time, and the higher-than-forecast traffic growth are 
consistent with PCR conclusions on achievements of outcomes at the national level. However, 
the PCR did not assess achievements in international transit and cross-border agreements by 
the target year of 2005. In particular, it is not clear how this agreement influenced growth in  
subregional traffic. Since the MPWT conducted traffic counts only, it was not possible to 
assess international transit or traffic passing through the Lao PDR to either Thailand or the 
PRC; specifically, no data on traffic from Thailand to the PRC was generated (para. 32). 
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C. Efficiency of Resource Use in Achieving Outcome and Outputs 
 
12. The PCR rated the project less efficient. This validation concurs with the PCR and rates it 
less than efficient. Implementation efficiency had mixed results, being marked by implementation 
delays and a major cost overrun. While the PCR noted that completion slipped by only 5 months, 
the defects liability period for the northern section was extended by 12 months and the scheduled 
completion date for remedial works on the southern section was extended to October 2011. The 
project was financially closed in June 2009, 2 years later than was planned at appraisal. More 
importantly, total project cost increased by $33.3 million from the appraisal estimate. The PCR 
attributed the main cause of delay and higher project cost to the implementation arrangement. 
ADB did not have direct control and supervision of the PRC and Thailand components and the 
supervision consultant responsible for overall project coordination did not have authority over the 
PRC and Thailand contractors (para. 9).  
 
13. At completion, the performance of the supervision and design consultants was 
considered satisfactory even if their contract had to be extended due to delays in implementing 
the civil works and changes in the delivery of services arrangements. The consultant for the 
ADB section was rated highly satisfactory although coordination problems arose since he had 
no authority over the PRC and Thailand contractors. 
 
14. The PCR reevaluated the economic internal rates of return (EIRRs) and found these to 
be significantly lower at completion (PCR para. 48). At appraisal, EIRRs of 12.8% for the Lao 
PDR (based on VOC savings from local traffic only) and 27.0% for the subregion as a whole 
were computed. For the Lao PDR, the inclusion of road user charges from the PRC and 
Thailand traffic increased the EIRR to 17.9%. At completion, the PCR recalculated the EIRR for 
the Lao PDR to only 7.4% and 14.6% for the subregion as whole.4 These EIRRs may point to 
nonviable local traffic and marginally feasible subregional traffic.  
 
D. Preliminary Assessment of Sustainability 
 
15. The PCR rated sustainability less likely. This validation agrees with the PCR and rates it 
less than likely. Unless the government is able to introduce viable alternatives, a lack of tolling 
poses a serious risk to project road sustainability, specifically required maintenance on the 
project roads may not materialize due to funding constraints. At appraisal, debt service and 
maintenance funding for the project road was to be addressed by, among others, tolls levied on 
the PRC and Thailand traffic (PCR para. 9). These tolls, which aimed to complement the Lao 
PDR funding for road maintenance, are not likely to be collected (PCR para. 54). The PCR 
noted that it was unlikely that any toll will be charged because the member countries of the 
Association of Southeast Asian Nations (ASEAN) have yet to agree to it. On a positive side, 
protocol 2 of the GMS Cross Border Transport Agreement does allow for the collection of tolls, 
among other charges, for cross-border traffic. 5  There seems to be no legal or regulatory 
impediment to the Lao PDR collecting tolls but diplomacy dictates that the PRC and Thailand 

                                                 
4  The difference between reevaluation and appraisal EIRRs are due to (i) the use of a different methodology for 

reevaluation, (ii) use of actual costs, (iii) longer implementation period due to delays, and (iv) higher traffic volumes 
at reevaluation. At PCR, the project was not feasible for the Lao PDR traffic alone and higher than the 12% 
opportunity cost of capital for subregion traffic. 

5  Protocol 2: Charges Concerning Transit Traffic under the GMS Cross Border Transport Agreement was signed on 
5 July 2005. In Article 6(a), contracting parties (the Lao PDR, the PRC, and Thailand included) may levy charges 
on cross-border traffic subject to certain conditions. Of six charges allowed, two are of specific relevance to the 
project: (i) Tolls: direct charges for the use of road sections, bridges, tunnels, and ferries; and (ii) Road 
maintenance charges (to the extent not included in the previous charges mentioned). 
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also agree on tolling. At completion, the discussions with the MPWT indicated that it is not likely 
that these will be introduced (PCR para. 27). Since toll collection would not be undertaken 
(contrary to appraisal assumptions), the PCR did not recalculate the financial internal rate of 
return of the project.6 
 
16. The government established a road maintenance fund in January 2001 funded by taxes 
on fuel and regular fiscal budget allocation. While the amount in this fund has grown steadily, it 
is still insufficient to cover all maintenance costs. Meanwhile, the permissible axle load limits on 
National Route 3 and enforcement of weight limits remains a significant issue (PCR para. 50). 
The difference between the Lao PDR vehicle weight regulations to that of Thailand and the PRC 
makes enforcement of overloading regulations difficult. Thailand and the PRC have higher legal 
axle load limits than the Lao PDR. The project funded the purchase of both fixed and portable 
weighing scales. While these are operational, enforcement is a problem as fines collected are 
small and recorded offenses are few.  
 
E. Impact  
 
17. While the PCR did not rate the impact of the project, the environmental, sociocultural, 
and other impacts still appear to have been well monitored under this project. This validation 
rates the impact significant. The project’s expected impacts were largely met. The commitment 
of the PRC and Thailand to implement the social and environmental safeguards measures over 
their sections of the project, including a standard road design despite the absence of any legal 
obligations to do so, was a significant achievement. However, environmental management was 
a problem because neither the PRC nor Thailand contractors followed the environmental 
management plan. 
 
18. The socioeconomic impact seems to be substantial based on the PCR mission findings 
from visits to communities in the project influence areas (PCR para. 11.) The mission noted that 
economic development increased as observed through an increase in the gross domestic 
product of both Bokeo and Louang Namtha provinces (PCR para. 51). Although no baseline 
data was given at appraisal, per capita incomes have risen in Bokeo (11.5%) and Louang 
Namtha (14.1%) provinces annually between 2004 and 2008. This exceeds the 7.6% annual 
national gross domestic product growth rate for the same period. Income per capita in Bokeo 
Province increased from $442 in 2004 to $533 in 2008 and income per capita in Louang 
Namtha Province increased from $234 in 2004 to $397 in 2008. Anecdotal evidence indicates a 
substantial economic improvement in terms of more individual purchasing power and increased 
commodity trading since the project was completed. But still, there is little available information 
to indicate the extent of regional benefits or impacts (para. 33).  
 

III.  OTHER PERFORMANCE ASSESSMENTS  
 

A. Performance of the Borrower and Executing Agency 
 
19. The PCR rated the performance of the borrower and the executing agency (MPWT) 
satisfactory and this validation concurs with it. Implementation of the civil works had considerable 
delays, but the quality of the completed works was deemed satisfactory. The PCR, in its 
recommendations, stated that the contractors did not fully comply with the environmental 
covenants until after an environmental compliance review mission (November 2004). During 

                                                 
6  At appraisal, a financial internal rate of return was calculated to determine the level of tolls adequate to cover debt 

service and road maintenance. This was estimated at 6.4%. 
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the due diligence process prior to the declaration of loan effectiveness, ADB noted that 
commitments made on a single design standard and social and environmental safeguards 
measures had not been incorporated in the loan agreements with the PRC and Thailand. The 
issue was extensively discussed until the PRC and Thailand committed to these over their 
road sections. The Government of the Lao PDR advised that the design standards agreed for 
the entire project road had been followed.  
 
20. However, government compliance on covenants was rather mixed. It complied with a 
majority, or 27 of the 33 loan covenants (PCR Appendix 11). Of the remaining six covenants, 
one was not complied with while the rest were assessed either partly satisfactory or partially 
complied with (PCR paras. 26−27). The only covenant not complied with was on toll collection 
as discussions between countries were not finalized. The five covenants considered partially 
complied with relate to the following: (i) technical audits, which were done only on the ADB 
section, (ii) forestry checkpoints (i.e., did not set up separate checkpoints as government 
considers these as integral part of police checkpoints), (iii) environmental bond (the PRC 
contract did not meet this requirement), and (iv) monitoring and reporting on reduction of logging 
level by 30% over a 4-year period (not yet submitted data). During construction, the PRC and 
Thailand contractors also failed to implement the safeguards until ADB brought this to the 
attention of government.  
 
B. Performance of the Asian Development Bank 
 
21. The PCR rated ADB’s performance satisfactory and this validation concurs with it. 
Project formulation took less than 4 months from appraisal to Board approval. ADB undertook 
an inception mission, 10 review missions, 5 special project administration missions, 2 
resettlement review missions, a midterm review mission, an environmental safeguards review 
mission, and an indigenous people’s safeguard review mission. These missions visited the 
project site and MPWT’s headquarters in Vientiane where coordination meetings were held to 
discuss and solve problems. Three ADB project officers handled project implementation during 
its 5-year implementation period. MPWT recognized the role of ADB missions in providing 
advice on technical issues, preparation and evaluation of bid documents, and matters of loan 
administration. 
 
C. Others 
 
22. Contractors on the PRC and Thailand project road sections did not fully comply with 
the environmental covenants until after an environmental compliance review mission (PCR 
para. 19). While the PRC contractor implemented mitigation measures to comply with the 
summary of environmental impact assessment, the contract amendment for environmental 
management did not require an environmental bond (PCR para. 20). 

 
IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 

 
A. Overall Assessment and Ratings  
 
23. The PCR rated the project as “borderline” successful. The validation downgrades the 
project rating to less than successful (see table). This validation generally agrees with PCR 
assessments to determine the project rating except on the project relevance rating. Available 
information from the PCR indicates some limitations and inadequacies of project  design  that 
detract from a higher relevance rating (para. 9). 
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Overall Ratings 

Criteria PCR IED Review 
Reason for Disagreement and/or 

Comments 
Relevance Highly relevant Relevant Refer to paras. 8–9. The project was 

designed inadequately and lacked 
exceptional value-adding features in 
its design that deserve the highly 
relevant rating. 

Effectiveness in achieving 
outcome 

Effective Effective 
 

Efficiency in achieving 
outcome and outputs 

Less efficient  Less than 
efficient 

 

Preliminary assessment of 
sustainability 

Less likely Less than likely 
  

Overall assessment Successful Less than 
successful 

As a result of the changed 
assessment of relevance given 
above.  

Borrower and executing 
agency 

Satisfactory Satisfactory 
 

Performance of ADB Satisfactory Satisfactory  
Impact Not rated Significant  
Quality of PCR  Satisfactory  
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 
Source: ADB Independent Evaluation Department. 

B. Lessons  

24. This validation concurs with the lessons identified by the PCR. 
 
25. The borrower should have been more diligent in ensuring that certain commitments under 
ADB’s loan covenants that were to be included in the bilateral loan agreements with the PRC and 
Thailand were adhered to (PCR para. 53). This caused undue delay in triggering ADB loan 
effectiveness. Likewise, while the PRC and Thailand committed to adhering to the specified ADB 
conditions, this was not effectively communicated to their contractors, who proved uncooperative 
and complied with the commitments only after ADB called the executing agency’s attention. 
 
26. Furthermore, coordination problems were encountered during implementation because the 
ADB construction supervision consultant did not have authority over the PRC and Thailand 
contractors. The PCR rightfully points out that additional financing through bilateral loans is difficult 
to administer if ADB has little influence or authority to take actions toward consultants or 
contractors under these loans (PCR para. 59). As such, to avoid similar problems for future loans 
with bilateral financing, ADB needs to reach a common understanding from the start about  the 
overall implementation arrangements.  
 
27. In the case of lack of tolling, which poses serious project sustainability issues, ADB needs 
to ensure in future operations that any implementation arrangements that has been agreed to are 
actually implemented (PCR para. 54). Where a group of countries is involved, ADB needs to 
ascertain at appraisal that there is already a likelihood of agreement between the parties. The 
same goes for international transit and cross-border agreements, as this is critical for sustaining 
similar regional projects. 
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28. An additional lesson identified by this validation relates to regional projects: all parties 
should agree on uniform standards covering, in this case, vehicular movements across 
international boundaries. Both Thailand and the PRC have higher legal axle load limits than the 
Lao PDR. This creates enforcement issues on permissible axle load limits and should have 
been resolved early on in project preparation. 
 
C. Recommendations for Follow-Up 
 
29. The PCR makes several recommendations that are both project-related and general in 
nature, and are considered comprehensive and appropriate (PCR paras. 55–57). The assumption 
at appraisal that tolls would be collected and allocated to project road maintenance was not 
achieved. This means that the required road maintenance may not be undertaken and, given the 
growth in traffic and deficiencies in enforcement of vehicle overloading regulation, road 
deterioration may occur faster. More frequent monitoring of traffic, apprehension of overloaded 
vehicles and budgetary allocation to project road maintenance is needed. 
 
30. Given ADB’s strong link with GMS countries, ADB could assist the GMS as a whole to 
agree on a uniform standard with regards vehicle weights, axle loads, and dimensions. The 
current GMS Cross Border Transport Agreement lacks a uniform standard for weights, axle 
loads, and dimensions, which is an obstacle to increasing cross-border traffic. The process of 
reaching agreements on the uniform standards and tolls could take a long time. ADB should 
follow up this matter and try to get an agreement between member countries to agree on how 
to implement tolls for cross-border traffic already allowed under protocol 2 of the GMS Cross 
Border Transport Agreement. However, the mechanism for implementing the tolls was not 
specified. Diplomacy necessitates the agreement of the parties concerned to the imposition of 
the tolls. 

31. A project performance evaluation report may be considered only in the context of a 
country assistance program evaluation process or broader thematic evaluation such as on 
regional benefits from regional cooperation and integration. 

 
V. OTHER CONSIDERATIONS AND FOLLOW-UP 

 
A. Monitoring and Evaluation Design, Implementation, and Utilization  

32. The project design and validation could have been further strengthened by a well-
formulated monitoring component. Data collection for vehicle traffic should have included origin–
destination survey results to back up traffic forecasts on subregional flows and axle load 
surveys for overloaded vehicles. Baseline data is notably lacking (PCR Appendix 1). For 
example, there are no targets given in appraisal for economic growth and social indicators, 
especially for the area development component. 
 
B. Comments on Project Completion Report Quality 
 
33. The PCR was generally well prepared and comprehensive. The PCR assessed the 
achievement of key outcome and impact targets well. However, paras. 27, 47, and 54 of its 
main text stated that the ASEAN member countries have not agreed on the imposition of tolls. 
However, under protocol 2 of the GMS Cross Border Transport Agreement, toll was one of the 
charges that were allowed concerning transit traffic. Since the PRC, the Lao PDR, and Thailand 
were signatories to the GMS agreement, this should be binding upon them. This then should be 
clarified. The PCR could have also given more attention to regional benefits, particularly 
international transit, and progress made on international transit and cross-border agreements, 
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given the regional significance of the project. Overall, the PCR quality is assessed as 
satisfactory. 
 
C. Data Sources for Validation  
 
34. Data sources used by this validation included ADB Board papers, including summary 
of discussions at loan approval, records of management review and staff review committee, 
back-to-office reports, GMS agreements and reports, and relevant Independent Evaluation 
Department evaluations. 
 
D. Recommendation for Independent Evaluation Department Follow-Up  
 
35. No follow-up action is required on the part of the Independent Evaluation Department. 


	PROJECT BASIC DATA
	I. PROJECT DESCRIPTION
	II. EVALUATION OF PERFORMANCE AND RATINGS
	III. OTHER PERFORMANCE ASSESSMENTS
	IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS
	V. OTHER CONSIDERATIONS AND FOLLOW-UP

