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SECTOR ASSESSMENT (SUMMARY): TRADE AND INDUSTRY (SME) SECTOR  
 
1. This sector assessment (summary) provides the background to the identification of 
issues, constraints, and threats to—as well as the government’s priority reforms in support of—
small and medium-sized enterprises’ (SMEs’) development and growth. It draws on the Sector 
Assessment, Strategy and Roadmap, Lao PDR Trade and Industry (SME) 2011–2014.1 
 
A. Sector Assessment: Context and Strategic Issues 
 
2. The SME sector dominates economic activity in the Lao People’s Democratic Republic 
(Lao PDR) and accounts for substantial employment. According to latest available data from the 
2006 industrial census, there are 126,913 enterprises of which 124,000 (97.6%) are small 
enterprises employing less than 10 workers. More than 50% of firms have a registration 
certificate, up from 40% in 2003, and 70% reported having a tax certificate. Over half of SMEs 
are unregistered, primarily due to the high cost of licensing. 
 
3. While much progress has been made to create an enabling environment for SMEs to 
grow in the Lao PDR, more needs to be done to improve the environment for investment. At the 
macroeconomic level, the challenge will be to manage the potentially adverse effects of the 
resource boom on the competitiveness of the non-resource sector. At the microeconomic level, 
the challenge will be to continue reforms for creating an enabling environment for SMEs to take 
advantage of the Lao PDR’s increased international trade openness and integration, and adjust 
to the longer-term dynamic structural changes in the economy. This will need to be done 
through (i) strengthening policy processes for participatory SME policy development; 
(ii) addressing SME technical and financial constraints to growth; (iii) addressing the cost of red 
tape; and (iv) introducing measures to assist SMEs to take advantage of the Lao PDR’s 
increased trade openness from its unilateral trade reforms, ASEAN plus free trade agreements, 
eventual World Trade Organization (WTO) accession, and other bilateral trade agreements. 
  
4. Participatory policy development. Formulation of SME policy across line ministries is 
critical to ensure there is a consistent approach to SME policy development and ownership 
among different constituents. The government’s first National SME Development Strategy, 
2006–2010 was completed in 2010. It included some (but not all) of the elements of good 
practice policy development. In 2008, the Small and Medium-Sized Enterprise Promotion and 
Development Office (SMEPDO) established a monitoring and evaluations unit to report on 
implementation progress. The first monitoring report was published in March 2009. A final report 
on the implementation of the strategy was produced in December 2010. It reported that 84% of 
activities in the strategy were implemented and completed. Of these, 63% had fully or partially 
achieved expected results and impacts.2 
 
5. Second National SME Development Plan, 2011–2015.  SMEPDO is now drafting the 
next strategy—the National SME Development Plan, 2011–2015. The plan incorporates many 
of the lessons learned from the first strategy. In particular, it will be fully aligned to the Seventh 
National Socio-Economic Development Plan (NSEDP7), 2011–2015. The SME monitoring unit 
will specify measurable performance targets and expected results of the SME development plan 
and these will be reported on a quarterly basis. The plan will include a major intervention on 
effective gender mainstreaming through empowerment of female entrepreneurs. Selected 
activities under the plan should be funded through the national budget. 
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6. Provincial public–private dialogue forums. The government has established 
provincial private–public dialogue (P3D) forums to promote systematic interactions between 
policy makers and the private sector. One P3D has been fully institutionalized in Champasak 
and variations of the P3D have been implemented in four other provinces. Key issues discussed 
and resolved by the P3Ds mainly relate to local taxes, levies, and land rights.  
 
7. Small and medium-sized enterprises access to business services and finance. 
According to the enterprise survey in 2009 of German development cooperation through GTZ, 
while about 74% of firms surveyed reported using a BDS provider, only 5% of these were a 
commercial BDS provider, 12% were publicly provided BDS, and 80% of BDS were informal 
sector providers (spouse, friend). The government’s approach under the first SME strategy, 
2006–2010, was to provide BDS services to the private sector. These interventions had mixed 
results and the government is rethinking its approach. Its focus now is on supporting the 
development of the private market for BDS rather than public provisioning of services. On 
access to finance, The GTZ Enterprise Survey of 20093 found that 32% of enterprises surveyed 
reported having borrowed from a financial institution in 2009. SMEs face legal and capacity 
constraints in accessing credit, and these are impediments to SME development. Constraints 
include weak protection of creditors’ rights, which means that banks largely rely on use of fixed 
assets as collateral to secure loans, making it difficult for SMEs to obtain bank loans. Another 
critical constraint is limited credit information on customers that allows banks to assess credit 
risk. A final constraint is the poor accounting and financial reporting capacity of SMEs. 
According to the GTZ enterprise survey, about 60% of enterprises do not keep proper book-
keeping records. Although this varied according to firm size, with 75% of micro enterprises, 54% 
of small enterprises, and 25% of medium-sized enterprises do not keep proper book-keeping 
records. The government has been trying to address these constraints. With assistance from 
ADB, the European Commission, and the International Finance Corporation, the Bank of the 
Lao PDR has developed a web-based credit information system (CIB online) that provides 
secured, real time credit information on loan applicants.  
 
8. High cost of fees and licenses. The 2009 ADB Options for a Regulatory Review 
Program and Office of Best Regulatory Practice (red tape study) estimates that firms on 
average incur $483 annually to comply with the three most common licenses.4 Overall, it costs 
the business community (those complying) $36 million to comply with the three licenses. These 
licenses are more burdensome on SMEs than larger firms when calculated on a per worker 
basis. To address red tape, with ADB TA, the government implemented the new registration 
system in 2008, which reduced compliance costs by 35% and saved the business community at 
least $6 million in compliance costs every year from not having to renew the registration 
certificate annually. The rollout of the new system to all 16 provinces was completed in June 
2011. More than 65,000 enterprises have registered under the new system, of which half have 
registered for the first time. About 44% of these registered enterprises are owned by female 
entrepreneurs. The government is also beginning to implement a systematic regulatory review 
system, although this will be a long-term effort. Through the inter-ministerial regulatory impact 
assessment (RIA) taskforce, it is building public awareness and good practice in regulatory 
review processes within the government. The taskforce has drafted a national RIA strategy that 
includes a 5-year action plan to institutionalize a regulatory review process in government. A 
pilot RIA program has been established at the Ministry of Industry and Commerce.  
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9. Trade policy for small and medium-sized enterprises’ growth. The government's 
preparations for WTO accession have provided momentum for reforming the import and export 
management system. Key reforms include approval of the Decree on Import and Export of 
Goods which clarified trading rights; and the Decree on Rules of Origin, which implemented a 
transparent process for obtaining rules of origin certificates. Additional measures and 
interventions will be necessary to support SME growth and development. 
 
10. Geographical indication. Under geographical indication, generic trademarks for 
commodities based on regional origins can be protected. For many of these products, the 
geographical indication creates an intangible asset and therefore a price premium in the 
domestic and international market—this benefits SMEs involved in the entire value chain. 
Potential benefits exist for SMEs in the Lao PDR from adopting a geographical indication 
framework. The approach will start with local registration; after the Lao PDR accedes to the 
WTO, it can register geographical indication internationally for its eligible products. The Ministry 
of Science and Technology, which is responsible for intellectual property rights, has developed 
a road map for implementing a geographical indication registry system in the Lao PDR with 
support from ADB TA. 
 
B. Government’s Sector Policy and Planning Framework 
 

11. The government has announced its NSEDP7. Two of the targets identified are (i) to 
ensure GDP growth of at least 8% annually and GDP per capita of at least $1,700 by 2015; and 
(ii) to achieve the Millennium Development Goals and poverty reduction by 2015. A key pillar of 
the NSEDP7 is achieve higher and more sustainable economic growth and to create jobs 
through private sector development with emphasis on commercial agriculture, rural 
development, infrastructure development, and fostering SMEs. 
 

12. To help implement the NSEDP7 priority for SME growth, SMEPDO is drafting the 
national SME development plan, 2011–2015, which outlines a road map for longer-term 
development of the sector. The draft is expected to be completed by the fourth quarter of 2011. 
 
C. ADB’s Sector Support and Experience to Date 
  

13. ADB’s engagement in the Lao PDR on private sector development began in 2005 with 
the SME project preparatory TA. The Private Sector and Small and Medium-Sized Enterprises 
Development Program Cluster grant from 2006 to 2009 included a series of policy measures to 
advance SME and private sector development reforms.5 Key accomplishments under the first 
program included the enterprise law and the SME strategy, simplifying business registration 
procedures designed to ensure that registration is accomplished within the legislated 10-day 
deadline, establishing the enterprise registry office, and drafting a new Investment Promotion 
Law, 2009. The project completion report for the first program rated the program as successful. 
The recent country assessment and program evaluation (2010)6 also rated the first program as 
successful and recommended continued support to this sector. 
 
14. Lessons drawn from the first program and other ADB programs in the sector relevant to 
PSME2 include the following: (i) political support is crucial for successful implementation of 
reforms, (ii) continuous policy dialogue and policy development are important for sustaining 
reforms, (iii) institutional development and engagement of stakeholders in the program are 
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necessary for quality policy development, and (iv) policy-based programs should be designed to 
reflect the capacity of the implementing agencies and policy reforms to be commensurate with 
the program loan and grant amount. A program cluster with less than 10 high-impact policy 
triggers and TA or grant projects to support implementation of policy triggers are more likely to 
be successful in the Lao PDR political context. In response to these lessons, subprogram 2 of 
the first program grant included a post-program partnership framework (P3F) for the period 
2009 to 2011.7 The P3F specified the government’s short-term plan, focusing on advancing its 
reforms through the accomplishment of a set of measures and associated capacity building to 
strengthen the business climate. The P3F provides the basis for subprogram 1 of PSME2. 
 

D. Role of Other Development Partners in the Sector 
 

15. ADB works closely with other development partners (the Australian Agency for 
International Development, the European Commission, the German development cooperation 
through GIZ, the International Finance Corporation, the Japan International Cooperation Agency, 
and the World Bank) and stakeholders providing support to SME and private sector 
development in the Lao PDR. Program progress will be reported to the SME steering committee, 
which meets semiannually. The Japan International Cooperation Agency has several activities 
aimed at improving production in the SME sector. The Government of Japan funds ADB’s TA on 
Support for the Post Program Partnership Framework. The World Bank is administering a 
multidonor trust fund for trade at the Ministry of Industry and Commerce. The United States 
Agency for International Development is also providing assistance to the government for its 
WTO accession efforts through the LUNA Project. GIZ has had a long-term SME program 
focusing on business development and human capacity development. It also assists the 
SMEPDO with monitoring of the national SME strategy.  
 

E. Sector Strategy as Supported by ADB 
 

16. ADB’s sector strategy is aligned with the NSEDP 7 and the draft National SME 
Development Plan, 2011–2015. The ADB strategy will focus on a subset of interventions in the 
SME development plan. The PSME2 will continue its lead role in selected areas of the national 
SME agenda in collaboration with development partners in SME policy development, 
development of the national enterprise registry system, SME access to finance, and regulatory 
reform. PSME2 will also focus on making trade policy work for SMEs.  
 

F. Sector Road Map and Results Framework 
 

17. Aligned with the draft National SME Development Plan, 2011–2015 and building on 
progress achieved by the first PSME program cluster, measures outlined in the P3F, and other 
TA support, ADB’s interventions over 2011–2014 will broaden the scope of assistance as 
follows: (i) promoting participatory SME policy development; (ii) improving SMEs’ access to BDS 
and technology adoption through capacity development for the private market for BDS and 
technology providers; (iii) promoting formalization of SMEs by completing the national rollout of 
the enterprise registry; (iv) improving access to finance by improving the demand side through 
the launching and full operation of CIB online, approval of the secured transaction decree, and 
establishment of its registry; (v) promoting regulatory efficiency through pilot RIA programs and 
the development of a national RIA strategy; and (vi) harnessing trade policy for SME growth 
through continuing reforms to reduce the cost of trade, developing systematic and frequent 
information dissemination to SMEs on trade policy and rules, and developing a geographical 
indication framework and registration system. Table 1 below shows ADB sector road map and 

                                                 
7 ADB. 2010. Technical Assistance to Lao People’s Democratic Republic Support for Post-Private Sector and Small     
  and Medium-Sized Enterprises Development Program Partnership Framework. Manila. (Project Number 44114).    

 



5 

 

results framework whereas table 2 provides the indicative assistance pipeline for lending and 
non lending for the period of 2011 to 2014.  
 

Table 1:  Sector Road Map and Results Framework 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector 
Outcomes 
with ADB 

Contribution 

Indicators 
with 

Targets 
and 

Baselines 

Sector 
Outputs with 

ADB 
Contribution 

 
Indicators with 

Incremental Targets 
(Baselines Zero) 

 
 

Constraints to 
Output Delivery 

 
ADB 

Interventions to 
Address 

Constraints 
SME policy 
implemented, 
including 
improvement 
in SMEs’ 
access to 
services 

By 2013 
 
At least 90% of measures 
in the SME development 
plan implemented by 
2015, with at least 80% of 
activities fully or partially 
achieving expected results 
and impacts 

SMEs have poor 
access to finance 
and banks are 
reluctant to 
provide loans as 
information on 
credit is not 
readily available 

Support key 
measures to 
improve access to 
finance for SMEs, 
including the CIB; 
and capacity 
building programs 
for SME loan 
application 

Regulatory 
efficiency 
improved 

By 2013 
 
Reduce the cost of 
business compliance of 
regulations (the three 
most common 
permissions) by 10% 
 
35% of consultations on 
measures related to RIA 
are with women 
stakeholder groups. 

Inefficient 
regulations 
imposed cost on 
SMEs 
 
Weak 
competition 
policy and 
framework 

Establish the 
foundation for 
competition policy 
and increase 
regulatory 
efficiency 
 

Measures include 
support for 
establishing a 
regulatory review 
system and 
competition policy. 

Improved 
business 
environment 
for SMEs 

By end of 
2015 
 
Number of 
SMEs 
registered 
in the 
enterprise 
registry 
system 
increased 
by 100% 

Trade policy 
supporting 
SMEs’ 
development 
is 
strengthened 

By 2013 
 
Three products locally 
registered for 
geographical indication 
 
Number of days needed to 
import and export reduced 
by 20% 
 
500 SMEs are consulted 
annually on trade policy, 
of which 50% of SMEs are 
owned by women 

Pockets of 
protection result 
in a high-cost 
economy, which 
affects SMEs as 
imported goods 
are more 
expensive. 
 
Protection stifles 
competition in 
the domestic 
market. 

Strengthen trade 
policy and trade 
facilitation to 
support SMEs’ 
development, 
including a 
facilitative 
environment for 
exports 

 CIB = credit information bureau; RIA = regulatory impact assessment; SMEs = small and medium-sized enterprises 
 Source: Asian Development Bank. 

 
Table 2: Indicative Assistance Pipeline for Lending and Nonlending, 2011–2014 

 

Project Title Year Loan Amount TA Amount 
Second Private Sector and Small and Medium-Sized 
Enterprises Development Program, Subprogram 1 

2011 $10 million ADF grant 
and $5 million ADF loan 

 

Trade Facilitation: Improved SPS Handling in GMS 
Trade 

2012 $9 million (ADF grant 
for the Lao PDR) 

 

Small and Medium-Sized Enterprises Development 
and Trade Facilitation, Subprogram 2 

2013 $12 million ADF loan $0.5 million        
(Post-Partnership 

Framework 2) 
ADF = Asian Development Fund; GMS = Greater Mekong Subregion; SPS = sanitary and phytosanitary 

       Source: Asian Development Bank. 
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PROBLEM TREE 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Lack of 
preparation 
for post 
World Trade 
Organization 
accession 
including 
protection of 
geographical 
indication  

SMEs do not 
directly benefit 
from trade 
policies 
including 
regional and 
bilateral trade 
agreements  

Legislation 
including 
decree on 
rules of origin 
need to be in 
compliance 
with the World 
Trade 
Organization’s
requirements 

No 
structured 
framework 
for use of 
technology 
hampering 
innovation 

Poor access 
to services 
and finance 
for SMEs  
 

Investment 
framework 
and 
incentives 
need to be 
rationalized 
and require 
consolidation 

Inadequate 
competition 
policy 
framework 
and weak 
competition 
law 

Inefficient 
regulations 
which do not 
take into 
account cost 
on business  

SMEs have insufficient access to 
services including finance (demand 
side) 
 

 Trade policies that promote 
SME growth are not sufficiently 
developed  

Inefficient regulations and lack 
of competition framework 
stifles SME growth and 
competitiveness (supply side) 

Business environment not 
conducive and inadequate for 
SME growth and development  

Narrow and over reliance on selected few non-
resource sector may hamper economic growth and 
poverty reduction   
 
In this context, expansion of the formal small and 
medium-sized enterprises (SMEs) sector is crucial 
for broad based sustainable growth 

 




