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SECTOR ASSESSMENT (SUMMARY): AGRICULTURE 
 
A. Sector Road Map 

1. Sector Performance, Problems, and Opportunities 

1. The Lao People’s Democratic Republic’s (Lao PDR) economy has grown at an annual 
rate of 6.5% since 2001, reaching a peak of 7.6% in 2006. In 2009, real gross domestic product 
(GDP) growth is expected to decline from the 2008 figure of 7.5% to 6.4%. Economic growth 
has been driven by investments in hydropower, mining, manufacturing, retailing, construction, 
and tourism, while agriculture remains an important sector. Agricultural growth rates are 
historically lower than those achieved in other sectors, the 2009 estimate being 1.1% over the 
previous year. Consequently, agriculture’s contribution to GDP declined from 52% in 2000 (in 
current terms) to under 40% in 2009. These statistics mask the real contribution of agriculture to 
the economy, though, as the value added by processing agricultural produce is recorded as 
manufacturing. Nevertheless, the sector still accounts for nearly 40% of GDP, and 71% of 
Laotians depend on the sector as their main source of livelihood.  
 
2. The poverty rate has declined, with the proportion of poor households decreasing from 
46% in 1993 to 33% in 2003 and 27% in 2008. The poverty rate is still high, however, and its 
largely rural nature suggests that improving agriculture and rural growth can lay the foundation 
for further poverty reduction. Farmers use few inputs but rely instead on traditional production 
systems, especially in the uplands. Most production is for subsistence, using predominantly 
household labor to work private landholdings. Growth in agricultural output, and particularly of 
cash crop and livestock production, has resulted from (i) increased domestic demand from a 
growing population with rising disposable incomes; (ii) an improved transport network; 
(iii) improved relations with neighboring countries, resulting in increased official and unofficial 
trade in agricultural goods; (iv) reduced barriers to domestic and international trade, allowing 
farmers to respond to market opportunities; and (v) demand created by strong economic growth 
in the People’s Republic of China, Thailand, and Viet Nam. 
 
3. Production systems have changed dramatically under the influence of government 
policies and market opportunities. From 1995 to 2007, the irrigated rice area in the north has 
increased fourfold, maize area has increased sixfold, and the area planted to upland rice has 
declined to 60% of its 1995 area. Changes in land-use patterns have been continuous and 
consistent in terms of reducing forest cover and degrading the quality of natural forest, with a 
27% decline in area since 1995 and the unsustainable extraction of timber and non-timber forest 
products. Since the mid-2000s, investors from neighboring countries have engaged in contract 
farming and foreign direct investment, bringing both positive impacts in terms of capital and 
technology transfer and market access, but also environmental damage. This has compounded 
pressure on land resources, further undermining smallholders’ access to basic productive 
resources and, in some instances, deepening their poverty. 
 
4. Apart from the mountainous topography, the rural economy of the north remains broadly 
affected by (i) declining access to land and forest resources; (ii) the poor coverage and state of 
rural infrastructure, especially rural access roads and irrigation systems, that limit access to 
production inputs and markets; (iii) the limited availability of rural finance; (iv) poorly resourced 
and trained technical extension services for sustainable agriculture and natural resource 
development; (v) a generally underdeveloped private sector; (vi) small and dispersed production 
areas that perpetuate marketing inefficiency and limit the possibility for smallholder cooperative 
action; and (vii) government-sanctioned monopolist trading arrangements that limit marketing 
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options for smallholders. Isolation is a major contributor to poverty, as much of the rural 
population has limited access to markets, employment opportunities, or social services. A weak 
institutional framework that poorly interprets and applies national policies has often undercut 
desired outcomes. 
 
5. Access to and management of land. Land and forest resources are the bases of 
smallholder livelihoods, and access to them is a critical development issue. Access to land is 
crucial to the livelihood of the multiethnic rural population of target provinces, but it also 
contributes to the loss of regional biodiversity conservation and the hydrological function of 
watersheds. Many of the current strategies relating to land and natural resources conflict with 
the government’s broader socioeconomic and poverty-reduction goals and have caused a 
decline in resource productivity, the loss of biodiversity, and the impairment of the hydrological 
functions of watersheds, e.g., as carbon sinks. The main problems related to land and its 
management are (i) declining soil fertility in upland shifting cultivation, (ii) insecure upland land 
tenure, (iii) land allocation for the use of external commercial interests, (iv) inconsistency of data 
between institutions on existing zoning and land use, (v) limited capacity at all levels, and (vi) 
extensive and continuing deforestation in fragile uplands. 
 
6. Coverage and state of rural infrastructure. The combined area of the four provinces is 
47,000 square kilometers, and the average population density is just under 16 people per 
square kilometer. Inaccessibility is demonstrated by over half of the 1,700 villages being without 
year-round road access, which significant limits the extent to which the inhabitants of those 
villages can integrate with the market. The situation differs significantly among provinces, as 
year-round access exists for 26% of Bokeo’s 312 villages, 46% of Oudomxay’s 502 villages, 
49% of Luang Namtha’s 362 villages, and 68% of Phongsaly’s 563 villages. Road closure is 
frequent from landslides, particularly during the rainy season, and from poor pavement or bridge 
condition, even though district and rural roads generally carry fewer than 100 vehicles per day 
and as few as 10–25 on roads serving individual villages—mainly motor bikes, farm tractors, 
and pickups. The rural transport network is the single most important factor in facilitating access 
to markets, technical support services, and other public services such as health care and 
education. 
 
7. The mountainous terrain limits the scope for irrigating significant areas other than on the 
floodplain of the Mekong and a few small plateaus such as those surrounding Luang Namtha, 
Nhot Ou, and Pha Oudom. Irrigation tends to depend on small gravity systems that allow the 
retention of water in seasonal river reservoirs that provide sufficient water for finishing wet 
season crops, often on narrow terraced paddies that follow water courses. The irrigated area for 
rice in the four provinces was only 2,500 hectares in 2007, half of which was in Bokeo. Wet 
season rice was planted on 43,000 hectares and upland rice on 30,000 hectares. Irrigated rice 
was relatively insignificant, covering only 3% of the planted area, though contributing 
significantly more to production. Irrigation is an effective means for reducing dependence on 
upland cropping and shifting cultivation. This highlights the importance of rehabilitating existing 
irrigation facilities to maximize their benefits. 
 
8. Technical extension services. Agricultural extension is guided by the Lao extension 
approach adopted in 2005, which is bottom–up, with generalists in kumbans (village clusters) 
and specialists working at the district and provincial level to respond to problems identified by 
villagers. While this provides a framework through which technical support services may be 
delivered, the process has been confounded by (i) weak vertical and horizontal linkages at the 
national, provincial, district, and kumban level that complicate the management of technical 
support services; (ii) low government salaries that provide little incentive for performance; and 
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(iii) minimal operational resources.  
 
9. Underdeveloped private sector. Investors attracted to the northern Lao PDR are often 
speculative traders, as demonstrated by their low financial commitment in production contracts 
and general lack of interest in adding value. Longer-term, mutually beneficial commercial 
arrangements are further discouraged by limited roads, electricity, communications, and credit 
needed for markets; difficult terrain; and the majority of the local labor force being poorly 
educated and untrained in technologies for commercial agriculture. Unpredictable informal 
charges increase the cost of conducting business. Investment decisions are often made with the 
government rather than with commercial entities and are not always transparent. Under these 
conditions, the opportunity for value-addition through the processing of agricultural produce is 
limited. 
 
10. Dispersed production areas. While recent government programs have attempted to 
consolidate villages where the population is lower than 200 people, or about 35 households, low 
population density remains a real challenge to providing public services. Despite efforts to limit 
agricultural production to three or four family plots, which effectively concentrates productive 
areas, upland farming remains extensive and geographically dispersed. There are limited areas 
that enable more intensive agriculture, which has greater capacity to generate marketable 
surpluses and commercialize the sector. This affects traders’ ability to aggregate marketable 
surpluses from the large number of small farming enterprises and farmers’ ability to benefit 
commercially from association. 
 
11. Trading and investment arrangements. State intervention in commercial agricultural is 
manifested through market segmentation that creates artificial monopolies and through 
top–down directives that compromise direct interaction between investors and smallholders. 
Market segmentation is sought by traders and investors to eliminate competition. Such 
arrangements present a façade of order and control in the tradition of a planned economy, 
though it may be motivated by the desire to attract investors to the area. Even when there is a 
contract price agreed in advance, smallholders are disadvantaged when traders violate 
contracts, which they can do because no alternative buyers operate in the area. 
 
12. Foreign direct investment decisions are often made by provincial or central officials 
without thoroughly assessing local circumstances. These contracts agreed at a higher level 
leave little room for negotiation with local authorities and smallholders. The top–down process is 
common in rubber, maize, and tea. Understanding of contractual arrangements is often lacking, 
creating mutual distrust and the risk of ensuing disputes. Coordination and information flow in 
the hierarchy is limited and can result in duplicated land allocation. Information sharing across 
sectors is also lacking—e.g., mining concessions are coordinated only at the center and do not 
involve or report to provincial land management authorities. 
 

2. Government’s Sector Strategy 

13. The government formulated 11 national programs and 111 focus projects that were 
based on the Political Report of the Eighth Party Congress.1 endorsed by the cabinet, and 
incorporated in the current Sixth National Socio-Economic Development Plan (NSEDP). 2 
Subsequently, each ministry prepared detailed sector strategies that are consistent with 

                                                 
11 Lao People’s Revolutionary Party. 2006. Political Report of the Eighth Party Congress. Vientiane. 
2 Committee for Planning and Investment, Government of Lao PDR. 2006. Sixth Five-Year National Socio-Economic 

Development Plan, 2006–2010. Vientiane 
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development themes and guidelines outlined in the NSEDP and have been endorsed by the 
cabinet. The Ministry of Agriculture and Forestry (MAF) outlined four goals and 13 measures to 
achieve NSEDP targets under its responsibility. The four goals are (i) food security, (ii) 
commodity production, (iii) the stabilization of shifting cultivation, and (iv) sustainable forest 
management. 
 
14. MAF is now preparing a strategy for agricultural development to 2020 that recognizes 
some of the limitations of previous government policies toward achieving desired outcomes. 
MAF’s vision for agricultural development to 2020 is a “modernized lowland market oriented 
agricultural production through the application of science-based land management adapted to 
climate change and focused on smallholder production, while maintaining the integrity of upland 
ecosystems with the participation of rural communities as ecological stewards contributing to the 
provision of environmental services and climate change mitigation.”3 
 
16. Additional investments in irrigation, rural market access roads, and other high-cost rural 
infrastructure will be linked to “smart agriculture” by their contributions to poverty reduction, food 
security, and increasing the production of identified crops with identified markets, requiring the 
commitment of rural communities to organize production units and to utilize and maintain the 
infrastructure. The proposed project will address the rehabilitation of the rural infrastructure 
upon which the associated market-based initiatives critically depend. This requires an 
appreciation of the status of production systems, analysis of opportunities for expansion, and 
understanding of markets for existing and potential agricultural products. 
 
B. Asian Development Bank Sector Experience and Assistance Program 

18. The Asian Development Bank (ADB) country partnership strategy4 for the Lao PDR, 
2007–2011 focuses on poverty reduction by (i) promoting pro-poor sustainable growth through 
private sector development and regional integration; (ii) fostering inclusive social development 
by accelerating progress in non-income Millennium Development Goals, and (iii) building 
capacity for good governance through improved financial management and the effective use of 
Nam Theun II hydroelectric power project revenues. ADB’s priority sector support remains 
aligned with the four core sectors of agriculture, health, education, and infrastructure, as stated 
in the government’s NSEDP, 2006–2010.5 Future ADB support is to focus on the government’s 
objective of transforming agriculture from subsistence orientation into a diversified sector by 
addressing bottlenecks to agriculture commercialization and mainstreaming sector governance 
to boost capacity for formulating sector strategies and policies for commercializing agriculture 
and promoting subregional trade. The proposed project will also be consistent with ADB’s draft 
Sector Assessment Strategy and Roadmap.6 

                                                 
3 MAF. 2010. Vision for Agricultural Development to 2020. Vientiane. 
4 ADB. 2006. Country Partnership Strategy: Lao People’s Democratic Republic, 2007–2011. Manila (endorsed by 

ADB’s Board of Directors in October). 
5 Committee for Planning and Investment, Government of Lao PDR. 2006. Sixth Five-Year National Socio-Economic 

Development Plan, 2006–2010. Vientiane. 
6 ADB. Lao PDR Sector Assessment Strategy and Roadmap (Draft), July 2010. 
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