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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
 
A. Sector Performance, Problems, and Opportunities 
 
1. Sector Performance. The Lao People’s Democratic Republic (Lao PDR) has experienced 
robust growth of its gross domestic product (GDP) which averaged 7.5% from 2010–2017, and 
has made progress towards its goal of graduation from least developed country status. Growth 
has been driven by a resource boom and boosted by large-scale foreign direct investments in 
hydropower, mining and infrastructure, accounting for about one-third of the country’s GDP. As a 
result, the country has witnessed a significant reduction in the national poverty rate, from 27.6% 
in 2007 to 23.2% in 2013. Despite the consistently high overall growth rate, the country has not 
successfully shifted resources from low-to-high-productivity sectors. A significant share of the 
labor force continues to engage in low-productivity agriculture, while nonfarm employment, 
particularly in high value-added sectors, remains limited. Two-thirds of the population lives in rural 
areas and despite the robust growth over the last decade, wealth has been concentrated in the 
natural resource sectors which are capital intensive and create relatively few jobs. If Lao PDR is 
to maintain its momentum of high economic growth in the face of increasing macroeconomic 
vulnerabilities, there is a need to attract more private investment, and provide decent employment 
opportunities in more productive industry and services sectors.1 
 
2. Sector Planning. Public sector management (PSM) in Lao PDR is the direct responsibility 
of the Ministry of Planning and Investment (MPI), the Ministry of Finance (MOF) and the Ministry 
of Home Affairs (MOHA, for the public service). In June 2016, the government launched the 8th 
National Socio-Economic Development Plans (NSDEP) 2016–2020 which guides the government 
planning process and outlines the need for continued economic growth in line with a 
macroeconomic stability. The NSEDP planning system is based on sectoral, ministerial, provincial 
and district plans, which in turn, are based on a set of targets set at the center. The government’s 
development agenda in the medium term, as specified in the 8th NSEDP 2016–2020, is to:  
(i) strengthen the non-resource sector, focusing on tourism, small and medium enterprises 
(SMEs) and agro-processing; (ii) strengthen environmental and social safeguards on hydropower 
and mining; (iii) enhance the rule of law; and (iv) improve access to safety net systems, health, 
and education. The targets of the Sustainable Development Goals (SDGs) have been localized 
and embedded in the NSEDP with nearly half of the proposed indicators for monitoring and 
evaluating development outcomes linked to the UN’s 17 SDGs.   
 
3. The 2006 State Budget Law (SBL). The SBL was revised in 2015 and approved by the 
National Assembly. The revisions targeted enhancing budget transparency, a framework for 
medium term planning, increasing the authority of the MOF in public finance and budget, and 
increased stability of the budget. However, many provisions of the new Budget Law are yet to be 
implemented and key Articles in the budget will need to be further articulated through budget 
regulations. 
 
4. Core Development Problem. Macroeconomic vulnerabilities have increased despite 
some improvements in economic management. The fiscal deficit widened in 2017 due to higher 
levels of public investment and arrears clearance, pushing the deficit to 4.8% of GDP in 2017 up 
from 4.3% in 2016, one of the highest in the region.2 Expansionary fiscal policies since 2013 have 
put Lao PDR under increasing fiscal strain, while revenues have been declining from a peak of 
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17% of GDP in 2013 to 16.1% in 2017. Below target revenue performance has been the result of 
weak planning processes, weak revenue administration, lower fuel and vehicle imports and lower-
than-expected mineral prices. As revenue from the mining industry will increasingly be replaced 
by growing revenues from the power sector, the government will need to monitor employment 
and wage spending closely and seek efficiency gains in its public investment management. While 
recurrent spending has been better controlled in recent years, domestically financed capital 
spending increased by 55% in 2017, driven by national contributions to large infrastructure 
projects and clearance of arrears.  Overall trends show that aggregate expenditure control has 
become more reliable and deviations between approved budget plans and actual expenditure has 
decreased.   
 
5. Public Finance Management Challenges. The combination of a growing fiscal deficit, 
growing amortization of maturing loans and increased borrowing on less concessional terms to 
finance the budget are resulting in higher borrowing needs. Financing the deficit has led to 
increased borrowing―often on non-concessional terms―and further increased the levels of 
public debt, placing Lao PDR at higher fiscal risk and risk of debt distress.3 Two thirds of Lao PDR 
borrowing is denominated in the United States dollars and any depreciation of the Lao kip can 
pose a significant threat to public debt sustainability. The total public and publicly guaranteed debt 
is estimated to increase from 59.5% of GDP in 2016 to around 61% in 2017.4 The government 
undertook another round of bond issuance in the Thai capital market (backed by the Thai 
government) of about $420 million, bringing the estimated outstanding value of bonds in that 
market at $1.5 billion. With increasing pressure on debt service, interest payments, as a share of 
domestic revenue have increased from 6% in 2015 to 11% in 2018 (footnote 3). This is likely to 
put additional pressure on a declining resource envelope and underscore the need to bring the 
debt under control, through a mix of strengthened debt management, improved revenue collection 
and fiscal consolidation measures (footnote 2).   
 
6. Need for Fiscal consolidation. Improved revenue collection and rationalizing 
expenditures are required to help stabilize and eventually reduce the public debt burden. Failure 
to make progress on improved debt management, fiscal consolidation and boosting confidence 
in the exchange rate will put further pressure on macroeconomic stability, ultimately hampering 
growth, public service delivery and poverty reduction. The macroeconomic policy dialogue under 
the Vision to 2030 and the NSEDP 2025 include measures that would facilitate a stronger fiscal 
adjustment to reduce the deficit by around 1% of GDP on average per year and lowering public 
debt to 65% of GDP by 2020. MOF has yet to introduce indicative budget ceilings for line ministries 
as part of its budget preparation process and will need to further strengthen its medium-term 
planning frameworks, in particular the medium-term fiscal framework (MTFF) and medium-term 
expenditure framework (MTEF) for improved planning. There has been some progress made in 
designing MTEF at the line ministry level including the Ministry of Health (MOH) and the Ministry 
of Education and Sport (MOES).5 This can play a significant role in strengthening budget and 
expenditure management through better utilization of fiscal resources at these ministries but will 
need to be further embedded in the ministry’s planning processes. There is also a need for 
increased cooperation and coordination between MOF, MPI, the Bank of the Lao PDR (BOL) and 
subnational authorities in developing medium term planning tools to interlink various priorities in 
accordance with the mandate of each institution, especially in the following areas: (i) under MOF: 
financial programming, medium term budget and public debt; (ii) under MPI: public investment 
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program; (iii) under BOL: balance of payments, exchange rate, money supply and external debt; 
and (iv) the implementation of all development activities at the subnational level. 
 
7. Intergovernmental Fiscal Relations. Lao PDR is a unitary state divided administratively 
into 17 provinces and one prefecture which includes the capital city Vientiane. Provinces are 
further divided into 148 districts and about 8,500 villages. Since elections in 2016, the Provincial 
People’s Assemblies have been established at the provincial level. Provincial governors are 
appointed by the central government and in turn appoint the heads of districts. The Sam Sang 
initiative has driven the intergovernmental fiscal relations agenda since 2012 with a vision to 
delegate a range of authority and responsibilities from central ministries to subnational levels to 
strengthen districts and villages as primary agencies for service delivery. As a result, much 
executive authority has been delegated to provincial governors. Provinces are first tier budget 
entities and financed through the national budget.  They are also able to borrow at the local level 
to finance capital spending putting increasing pressure on central government who remain 
ultimately responsible for any debt burden contracted by the local government. Local government 
spending has demonstrated stability with 30% of total general government spending allocated to 
provinces between 2014 to 2018 although this is largely dominated by recurrent spending 
(salaries and allowances) and capital spending. The revised 2015 Budget Law has strengthened 
the legal basis for formula-based budgetary transfer arrangements for different levels of 
government, to redistribute resources for more equitable distribution, but does not provide clear 
definition of specific expenditure assignments across local tiers.  

B. Government’s Sector Strategy 
 
8. Long-term Vision and Sector Strategy. In July 2017, the government approved  
Vision 2030 and the Public Finance Strategy to 2025 (the Strategy), followed by the ministerial 
approval of an implementation strategy in early 2018. Public Finance Strategy 2025 was 
developed in response to a comprehensive review of Lao PDR public financial management 
(PFM) reform efforts during 2000–2015 where significant progress was made in the areas of 
budget reforms, new and revised legislation, customs reform, treasury modernisation and 
intergovernmental fiscal relations. Yet reforms during this period lacked an overarching framework 
to guide, prioritise and build on progress.6 In addition, towards the end of the period, the PFM 
reform agenda slowed down considerably, which led to the appointment of a new government in 
2016 with a specific mandate to restart PFM reforms. The Public Finance Development Strategy 
to 2025 provides a detailed and prioritized framework to guide reforms and links policy, planning 
and budgeting. It also places greater emphasis on a multiyear perspective on expenditure policy 
and budgeting to strengthen the overall allocative efficiency across key sectors.   
 
9. Strengthening Oversight and Transparency. The Public Finance Development 
Strategy 2025 is complemented by specific programs to improve public sector management. 
Through the National Governance and Public Administration Reform Programme,7 various 
initiatives will strengthen legislative oversight by the Planning, Finance and Audit Committee 
(PFAC) of the National Assembly and the State Audit Office (SAO), and improve planning and 
management of public investments through the amendment of the Public Investment Law in 2015 
and its implementation. To oversee the implementation of this ambitious strategy, the government 
appointed a Steering Committee in April 2018 chaired by the Deputy Prime Minister (also  
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the MOF). The MOF has subsequently developed a detailed roadmap for implementation with 
development partners increasingly aligning their support to the roadmap to ensure coordination. 
 

C. ADB Sector Experience and Assistance Program 
 

10. Overall Sector Experience. From 2005 onwards, ADB has supported Lao PDR through 
a cluster of technical assistance (TA), loan and grant projects on PFM issues and targeted 
financial assistance to reforms.8 ADB assistance has focused on providing technical and financial 
support for building blocks to strengthen PSM and specifically public finance reforms. This 
approach was justified by: (i) the country’s specific political and government structure; (ii) the 
absence of an over-arching strategic approach; (iii) the low capacity in government agencies at 
all levels; and (iv) the inconsistent political support for PSM and PFM reforms. This longer time 
horizon required for effective PFM reforms has prompted the Government to formulate its PFM 
Strategy 2025. It has also highlighted the need for a longer-term approach and engagement by 
ADB to sustain momentum in the reform agenda. Though significant capacity challenges remain, 
the programmatic approaches have strengthened the government’s capacity and preparedness 
to start adopting a medium-term approach in its fiscal and expenditure frameworks. ADB sector 
work in Lao PDR has contributed to strengthen budget planning and formulation; laid the 
foundation for improved expenditure management and supported capacity development of the 
SAO, the supreme audit institution in Lao PDR. In addition, current TA resources are further 
building on the progress made and lessons learned to further strengthen Government’s multiyear 
budgeting and intergovernmental financial arrangements including the development of a detailed 
revenue model, and ongoing efforts to deepen reforms on MTFF and MTEF. The multi-year 
framework for planning can provide the basis for budget ceilings to line agencies for improved 
budget planning and fiscal consolidation. In addition, existing TA resources have also provided 
capacity development to the National Assembly so it can assume a greater role in legislative and 
budget oversight through capacity building of committees responsible for budget scrutiny.  
 

11. ADB Assistance Program. Important lessons from past and ongoing interventions are: 
(i) that reforms demand flexibility in implementation to respond to changing circumstances; and 
(ii) addressing capacity constraints requires designing reforms in a longer-term perspective. Given 
the weak enabling environment and lack of efficient managerial structures and capacity in 
institutions needed to succeed at an anticipated pace, it is critical that ADB stays engaged with a 
longer-term perspective and is able to respond promptly to the government’s needs. PFM reforms 
also require effective coordination across key line ministries and effective development partner 
coordination in PSM and PFM. ADB participates in the governance and macroeconomic sector 
working groups and maintains close coordination with development partners including the World 
Bank, Japan International Cooperation Agency, the European Union and Deutsche Gesellschaft 
für Internationale Zusammenarbeit to ensure coordination across actors actively supporting PFM 
reforms. 
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Report: Proposed Programmatic Approach, Policy-Based Loan and Grant, and Grant Assistance for Subprogram 1 
Governance and Capacity Development in Public Sector Management Program. Manila. – to further strengthen the 
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Problem Tree for Public Sector Management 
 

 
 Rising public debt at an 

unsustainable level/high 
public debt distress 

Large, unexpected fiscal deficits Lack of budget 
transparency and 

oversight 

Improper application of fiscal 
transfer arrangements by 

MOF, line ministries, 
provinces, and districts 

Weak public and publicly 
guaranteed debt 

management  

Weak revenue and 
expenditure management not 

in multiyear horizon 

Insufficient capacity within 
PFAC for scrutiny of 

Budget  

Legal and regulatory 
framework for 

institutionalization of 
formula-based inter-
government transfer 
mechanism have not 

fully developed  

Declining revenue due to 
ineffective revenue 

administration and tax system  

Ineffective public finance management in public sector management reform 

Inadequate capacity for effective debt 
management  

Inadequate capacity of MOF and key line 
ministries in budget management 

Inadequate capacity of Legislative 
oversight of public finance  

• Lack of comprehensive debt 
management strategy 

• Insufficient capacity for debt 
management in recently 
established unit  

• Out of date debt reporting systems 

• Lack of consolidated debt reporting 
on domestic and external debt 

• Increasing pressure as debt 
contracted on non-concessional 
terms and also at provincial level   

• Lack of comprehensive MTFF and MTEF 
for MOF and selected ministries 

• Annual budget developed and approved 
not using multiyear perspective in fiscal 
planning, expenditure policy 

• Fiscal strategy and budget circular does 
not provide ceilings to line ministries 
including key sectors  

• insufficient guidance for implementing 
MTFF and MTEF 

• LIMCF has not been institutionalized as 
part of a medium-term budget process 

• Inadequate coordination between MOF, 
MPI, BOL and key line ministries budget 
management 

• Lack of efforts to institutionalize 
fiscal framework  

• Inadequate incentives and 
sanctions for reform adoption; 

• Lack of guidelines, and decrees on 
various aspects of fiscal 
arrangements  

• Need support to examine options 
and institutionalize an advisory and 
review mechanism  

• Need structured modules and 
practical training to relevant staff at 
the national and subnational levels  

BOL = Bank of Lao, PFAC = Public Finance and Accounts Committee, FY= fiscal year, LIMCF = Lao Integrated Macroeconomic Coordination Framework, 
MOF= Ministry of Finance, MPI= ministry of planning and investments, MTFF = medium term fiscal framework, MTEF = medium term expenditure 
framework, PFM= public financial management, PSM = public sector management, SAO = state audit organization. 
Source: Government of Lao PDR and Asian Development Bank 
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