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A. Sector Performance, Problems, and Opportunities 
 
1. Sector Performance. The Lao People’s Democratic Republic (Lao PDR) has experienced 
robust gross domestic product (GDP) growth, which averaged 7.4% during 2010–2018, 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 investment in 
hydropower, mining and infrastructure, accounting for about one-third of the country’s GDP. As a 
result, the national poverty rate declined significantly, from 27.6% in 2008 to 23.2% in 2013. 
Despite the consistently high overall growth rate, however, 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; despite 
robust growth over the last decade, wealth has been concentrated in the natural resource sectors, 
which are capital intensive and create relatively few jobs. To maintain high economic growth in 
the face of increasing vulnerabilities, the Lao PDR needs 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 the 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 (for the public service). In June 2016, the government launched the 
Eighth National Socio-Economic Development Plan (NSEDP) 2016–2020, which guides the 
government planning process and outlines the need for continued economic growth in line with 
macroeconomic stability.2 The NSEDP planning system is based on sectoral, ministerial, 
provincial and district plans, which are in turn based on national targets. The government’s 
medium-term development agenda, as specified in the NSEDP, is to: (i) strengthen the non-
resource sector, focusing on tourism, small and medium-sized enterprises, 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 Sustainable 
Development Goals (SDGs) have been embedded in the NSEDP, with almost half of the proposed 
NSEDP indicators for monitoring and evaluating development outcomes linked to SDGs.   
 
3. The 2006 State Budget Law. The law was revised in 2015 and approved by the National 
Assembly, with the goal of enhancing budget transparency, providing a medium-term planning 
framework, increasing MOF’s public finance and budget authority, and increasing budget stability. 
However, many provisions of the new law have yet to be implemented, and key budget articles 
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 to 4.4% of GDP in 
2018, up from 3.0% in 2010–2016; it is one of the highest levels in the region, and results from 
higher levels of public investment and arrears clearance.3 Expansionary fiscal policies since 2013 
have placed the Lao PDR under increasing fiscal strain, while revenues have declined from a 
peak of 17% of GDP in 2013 to 15.5% in 2018. Weak planning processes and revenue 

                                                 
1 For a detailed discussion, refer to the ADB 2017. Country Partnership Strategy: Lao People’s Democratic Republic, 

2017–2020. Manila (linked document 1: Inclusive and Sustainable Growth Assessment). 
2  Government of the Lao PDR. 2016. The Eighth National Socio-Economic Development Plan (NSEDP) 2016–2020. 
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3 ADB. 2019. Asian Development Outlook 2019. Manila. 
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administration, lower fuel and vehicle imports, and lower-than-expected mineral prices resulted in 
below-target revenue performance. 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 control of recurrent spending has improved, domestically financed capital 
spending increased by 55% in 2017, driven by national contributions to large infrastructure 
projects and clearance of arrears.  Overall, aggregate expenditure control has become more 
reliable and deviations between approved budget plans and actual expenditure has decreased.   
 
5. Public debt management challenges. Financing the deficit has led to increased 
borrowing needs and further increased the levels of public debt. The total public and publicly 
guaranteed (PPG) debt stood at 57.2% of GDP in 2018, up from 55.8% of GDP in 2017. Of which, 
external PPG debt amounted to 51.4% of GDP in 2018 from 49.6% in 2017. Majority of external 
PPG debts were concessional (65%) and denominated in the United States dollar. As of 
December 2018, multilateral debt accounts for $1.6 billion, or 15.1% of total PPG debt.4 Bilateral 
debt amounted to 58.5% of total PPG debt or $6.2 billion. With increasing debt service, interest 
payments have increased from 6% of domestic revenue in 2015 to 11% in 2018 (footnote 3). The 
International Monetary Fund’s (IMF) 2019 Article IV Consultation assessment placed the Lao PDR 
at “high risk” of debt distress, unchanged from the previous assessment in 2018.5 International 
reserves were at an alarmingly low level, equivalent to only 1.3 month of imports, and is well 
below IMF’s 3-month recommended threshold. This underscores the need to bring the PPG debt 
including contingent liabilities under control, through a mix of strengthened debt management, 
improved revenue collection, and fiscal consolidation measures (footnote 2).   
 
6. Significant contingent liability risks. Contingent liabilities continue to pose substantial 
fiscal risks, largely driven by the significant and sustained large scale investments in the 
hydropower sector. Around one third of total PPG debt (around $3.5 billion) was on-lent to state-
owned enterprises as of December 2018. The government’s participation in large-size power 
exporting Independent Power Producers (IPPs) is equity financing through SOEs, ranging 
between 15% and 60%. In some cases, the Government of the Lao PDR has allowed security 
over its assets in securing commercial loans to take part in IPP projects.  Essentially, EDL, EDL-
GEN, and LHSE are the three SOEs whereby pledges or security over their assets have been 
granted in connection with the IPPs, which may trigger ADB’s negative pledge provision. Staff are 
working closely with the authorities to identify the assets that have been pledged and will discuss 
remedial measures for them. Electricity exports to Thailand through the Electricity Generation 
Authority of Thailand (EGAT) as the main off-taker accounted for over 70% of total power 
generation capacity. SOEs service the on-lent portion of the debt out of export revenues through 
direct transfers to the government budget, before dividends and profit taxes are paid out. IMF’s 
2019 Debt Sustainability Assessment (DSA) estimated total contingent liabilities6 amounted to 
39% of GDP as of December 2018; of which, 29% of GDP was attributed to contingent liabilities 
associated with public-private partnerships (PPPs) and independent power producers (IPPs) in 
the hydropower sector. The DSA notes public and external debt indicators are the most sensitive 
to the contingent liability shocks. First, capital infusion or recapitalization to revive SOEs’ financial 
situations will require a large amount of public expenditures.7 In addition, liquidation of SOE assets 

                                                 
4  ADB debt accounted for 8.6% of the total PPG debt. 
5  International Monetary Fund (IMF). 2019. Lao People’s Democratic Republic: the 2019 Article IV Consultation 

Mission to Lao PDR. Washington, D.C. 
6  The total contingent liabilities account for PPG debts incurred from the events of underperformance of PPP projects, 

financial shocks, and natural disasters. 
7  ADB estimated that the cost of recapitalization for the Electricite du Laos (EDL), the SOE in the hydropower sector, 

to the government amounts up to Kp10 trillion, or approximately one-third of the 2017 total government budget. 
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in case of insolvency depletes public assets, which in turn likely undermines the government’s 
non-tax revenue generation capacity in the longer term. The asset sale may also entail in a 
significant write down of assets which would potentially represent a major loss for the government. 
 
7. Need for fiscal consolidation. Improved revenue collection and rationalized 
expenditures are required to help stabilize and eventually reduce the public debt burden. Failure 
to improve debt management and make progress on fiscal consolidation and boosting confidence 
in the exchange rate will further pressure macroeconomic stability and ultimately hamper growth, 
public service delivery and poverty reduction. The macroeconomic policy dialogue under the 
Vision to 2030 and the Public Finance Development Strategy 2025 include measures that would 
facilitate a stronger fiscal adjustment to reduce the deficit to less than 3% of GDP and lower public 
debt to 50% of GDP by 2025.8 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. Some progress has been made in designing medium-term planning 
at the line ministry level, including the Ministry of Health and the Ministry of Education and Sport.9 
This can be significant in strengthening budget and expenditure management through better use 
of fiscal resources at these ministries, but will need to be further embedded in MOF’s planning 
processes. There is also a need for increased cooperation and coordination between MOF, MPI, 
the Bank of the Lao PDR and subnational authorities in developing medium-term planning tools 
to link various priorities in accordance with the mandate of each institution. 
 
8. Intergovernmental fiscal relations. The Sam Sang initiative has driven the 
intergovernmental fiscal relations agenda since 2012, with a goal of delegating 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 the first-tier budget entities and financed through the 
national budget. They are also able to borrow at the local level to finance capital spending. This 
is increasingly pressuring the central government, which remains responsible for debt contracted 
by local governments. Local government spending has remained stable, with 30% of total general 
government spending allocated to provinces during 2014–2018, which is largely dominated by 
recurrent spending 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 it does not clearly define specific 
expenditure assignments across local tiers.  
 
B.  Government’s Sector Strategy 
 
9. Long-term vision and sector strategy. In July 2017, the government approved  
the Vision to 2030 and Public Finance Development Strategy to 2025 (footnote 6), followed by 
ministerial approval of an implementation strategy in early 2018. The strategy was developed in 
response to a comprehensive review of the Lao PDR public financial management (PFM) reform 
efforts during 2000–2015, during which significant progress was made on budget reforms, new 
and revised legislation, customs reform, treasury modernisation, and intergovernmental fiscal 
relations. However, reforms during this period lacked an overarching framework to guide, prioritise 
and build on progress (footnote 6). In addition, towards the end of the period, the PFM reform 
agenda slowed 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 

                                                 
8  Government of the Lao PDR. 2018. Vision to 2030 and Public Finance Development Strategy to 2025. Vientiane. 
9 ADB. 2008. Technical Assistance to the Lao People’s Democratic Republic for Strengthening Public Financial 

Management. Manila.   



4 

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.   
 
10. Strengthening oversight and transparency. The Public Finance Development Strategy 
to 2025 is complemented by specific programs to improve public sector management. Through 
the National Governance and Public Administration Reform Programme,10 various initiatives will 
strengthen legislative oversight by the Planning, Finance and Audit Committee of the National 
Assembly and the State Audit Office and improve planning and management of public 
investments by amending and implementing the 2015 Public Investment Law. The government 
appointed a Steering Committee in April 2018 chaired by the Minister of Finance to oversee the 
implementation of this ambitious strategy. The MOF has developed a detailed roadmap for 
implementation with development partners that increasingly aligns their support to the roadmap 
to ensure coordination. 
 
C. ADB Sector Experience and Assistance Program 
 
11. Overall sector experience. Since 2005, ADB has supported the Lao PDR through a 
cluster of technical assistance (TA), loan and grant projects on PFM issues.11 It has also closely 
coordinated with development partners especially the IMF to assess fiscal outlook and risks and 
monitor public debt situations. The long-time horizon required for effective PFM reforms has 
prompted the government to formulate its Public Finance Development Strategy 2025. It has also 
highlighted the need for a longer-term approach and engagement by ADB to sustain reform 
momentum. TA resources are helping to strengthen the government’s multiyear budgeting and 
intergovernmental financial arrangements, including by developing a detailed revenue model, and 
contributing to efforts to deepen the medium-term planning framework. In addition, TA has 
provided capacity development to National Assembly committees responsible for budget scrutiny 
to enable the Assembly to assume a greater role in legislative and budget oversight.  
 
12. ADB assistance program. Important lessons from past and ongoing interventions 
include: (i) reform implementation must be flexible to allow for responding to changing 
circumstances; and (ii) to address capacity constraints reform design must take a long-term 
perspective. Given the weak enabling environment, and the lack of efficient managerial structures 
and capacity in institutions, ADB must stay engaged, adopt a long-term perspective, and be 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. 

                                                 
10 The objective of this government-led programme is to strengthen the capacity of public administration to deliver 

efficient, effective, transparent and accountable services to citizens. 
11 Specifically: (i) ADB. 2005. Technical Assistance to the Lao People’s Democratic Republic for Public Expenditure 

Planning for National Growth and Poverty Eradication Strategy. Manila (the TA assisted in developing methodological 
frameworks for a MTEF and an MTEF process for the MOF); (ii) ADB. 2008. Technical Assistance to the Lao People’s 
Democratic Republic for Strengthening Public Financial Management. Manila (the TA further supported MOF and 
selected line ministries with the development of an MTEF as a pilot. The TA contributed to development of a medium-
term fiscal framework (MTFF), and fiscal strategy techniques and methodologies; and (iii) ADB. 2012. Grant 
Assistance Report: Proposed Programmatic Approach, Policy-Based Loan and Grant, and Grant Assistance for 
Subprogram 1 to the Lao People’s Democratic Republic for the Governance and Capacity Development in Public 
Sector Management Program. Manila (the Assistance further strengthened capacity within the MOF to develop and 
improve the budget process from a multiyear perspective).  
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Problem Tree for Public Sector Management 
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