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COUNTRY ASSISTANCE PROGRAM EVALUATION1 
 

 
1. Country Context. The Lao People’s Democratic Republic (Lao PDR) is currently 
undergoing three linked transitions: from a centrally planned to a market economy, from a 
subsistence-oriented and largely self-contained economy to a commercially oriented and 
regionally integrated economy, and from an agrarian to a more urbanized society. The economy 
grew strongly, albeit from a narrow base, at around 7% annually from 2000 to 2009, bolstered 
by strong contributions from mining and hydropower. This growth caused per capita gross 
domestic product to triple to reach $913 in 2009 and brought a significant improvement in the 
proportion of the population living below the national poverty line, from 39% in 1997/1998 to 
33% in 2003/2004 and 27% in 2007/2008. Strong growth helped the Lao PDR to meet its 
income poverty and other targets under the Millennium Development Goals. It was off-track in 
areas such as hunger poverty, universal primary education, gender equality in all levels of 
education, maternal health, and environmental sustainability. While the country has performed 
well in the last decade in terms of managing its debt sustainability and channeling foreign 
exchange earnings, it is still vulnerable if efficient public finance management efforts are not 
continued. The weak financial sector institutions and the overall governance structures also add 
to the vulnerability. The country needs to develop sectors that have greater capacity to absorb 
more employment (e.g., labor intensive sectors such as agriculture, tourism, and 
manufacturing). The Lao PDR has one of the highest populations of young people (about 38%) 
with ages below 15 in the region. In the next decade, this young population will put tremendous 
pressure on the labor market. Improving human capital through increased expenditure for 
education and health is important to the country’s future. This will help boost labor productivity 
and international competitiveness. 
 
2. Binding constraints and challenges. The major factors constraining the development 
of the Lao PDR include (i) a significant transport infrastructure deficit, which raises costs and 
limits access to markets and services for significant portions of the population; (ii) shallow 
financial markets that cannot efficiently support the rapid growth in economic activity; (iii) limited 
human capacity, especially skills needed for a modern, entrepreneurial, and increasingly urban 
economy; (iv) legislative and institutional underpinnings of a market economy that are improving 
but still underdeveloped; (v) approaches to economic management that increasingly recognize 
the importance of entrepreneurial behavior but still constrain it in practice with excessively 
discretionary and opaque decision-making and regulation; and (vi) institutional capacity to fund 
and deliver basic public services that continues to be limited. There are also several challenges 
for the Lao PDR to overcome to sustain the current development path. These include weak 
governance structures, vulnerable debt sustainability, weak public expenditure management, 
spillover effects of massive resource-based foreign exchange earnings, and the vulnerable 
financial sector.  
 
3. ADB assistance. During 2000/2009, total ADB lending and nonlending assistance to the 
Lao PDR, including ADB-administered trust funds, amounted to $643 million, comprising  
23 loans for $391 million, 25 grants for $203 million, and 81 technical assistance (TA) grants 
funded at $49 million. The Asian Development Fund (ADF) was used to finance 36 projects 
amounting to $512 million, or 80% of the aggregate assistance. ADB extended support for the 
Nam Theun 2 Hydroelectric Project using three different financing products: a sovereign loan to 
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the Lao PDR for $20 million from ordinary capital resources (OCR), a nonsovereign loan to the 
project company for $50 million from OCR, and a political risk guarantee for $50 million for the 
benefit of the commercial lenders. Counting loans, grant projects, and TA grants combined, of 
the 10 sectors financed by ADB, agriculture received the largest share of $109 million (17%), 
followed by energy with $106 million (16%), and transport with $103 million (16%). ADB has 
approved substantial amounts of ADB assistance for water supply and other municipal services 
($78 million, 12%); education ($70 million, 11%); and health ($66 million, 10%). In addition, 
other aid agencies cofinanced 18 ADB projects for a total of $1,118 million. Of this amount, 
$238 million was cofinanced for 17 ADF-funded projects and $880 million for an OCR-funded 
project (Nam Theun 2 Hydroelectric Project). 
 
4. Performance assessment. The overall performance rating, determined by aggregating 
the performance ratings of individual sectors and crosscutting areas for the CAPE period is 
successful. The performance of ADB assistance is satisfactory in strategic positioning; relevant 
in program relevance; and less efficient in achieving outputs and outcomes, effective in 
achieving outcomes and institutional development, likely sustainable and satisfactory in 
development impact. All the evaluated sectors follow a closely similar pattern, with most criteria 
(excepting efficiency) showing good performance. The low efficiency was mainly because of the 
chronic implementation delays across sectors, reflecting weak implementation capacity in 
executing agencies and complexity in the design of some projects. The risks linked to weak 
recurrent cost funding for operation and maintenance, the weak domestic revenue base, and 
high aid dependency still persist.  
 
5. Strategic positioning. ADB identified key development challenges in the Lao PDR and 
laid out generally appropriate ways of addressing them through selected sector interventions. 
Successive strategies reflected a growing appreciation of the contextual challenges in the Lao 
PDR, especially the central issue of governance in a transitional economy. ADB sector 
operations tried to address governance issues in individual sectors, improving project-related 
procurement and financial management. However, assistance to public sector management 
(PSM) was limited to individual TA projects (20% of the total TA funds). The establishment of 
the Lao Resident Mission in 2001 and its gradual expansion made important contributions to the 
development of assistance strategies better tailored to specific circumstances of the Lao PDR, 
particularly as a small transition economy. ADB’s support through advisory TA to the 
government in formulating its development strategies and plans helped ensure that ADB 
assistance was consistent with those strategies. ADB's strengthened assistance to help 
mainstream environmental protection and management nationally is regarded as being highly 
relevant. ADB assistance targeted high priority sectors of the government like agriculture, 
infrastructure, education, and health, as well as critical constraints on development, such as 
poor human capacity, access to markets, and basic services; and built on the past success in 
individual operations or subsectors. The country strategy and program (CSP), 2007–2011 
reduced the number of subsectors covered by assistance from 26 to 18 to focus resources but 
was still involved in 10 sectors throughout the decade.2 ADB operations generally 
complemented the activities of other development partners, but there were also some 
shortcomings, such as not consistently following through its policy dialogue to strengthen the 
financial sector and not sufficiently addressing public administration reform and legal and 
judicial development to match the country’s absorptive capacity and ownership, which require 
complementary action to maximize the benefits of ADB assistance. In the core sectors, 
continuous engagement brought benefits. However, overall ADB’s funding constraints affected 
the positioning of the sectors in which it has engaged indicating a need to be more focused. 
                                                 
2 ADB. 2006. Country Strategy and Program: Lao People’s Democratic Republic, 2007–2011. Manila.  
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Coordination of investments across sectors (e.g., rural finance and agriculture) was reasonable, 
but coordination between national and regional programs has yet to see the full effect.  

 
6. Program relevance. The assistance program was relevant to the strategy. ADB 
approved 92.6% of pipeline lending and grant volumes, or $593.9 million for 40 projects out of 
$642 million for 40 projects planned for 2000–2009. The assistance program addressed priority 
needs, but ADB could not persist in some key areas such as banking reforms, where early 
engagements had been unsuccessful. Higher education and sustainable tourism were not 
identified in the CSP, being added to the program at a later date, but were consistent with the 
government’s efforts to meet emerging skill gaps and to broaden opportunities in the Greater 
Mekong Subregion (GMS) for private sector development. While most elements of the program 
were considered highly relevant, relatively poor design (e.g., complex programs and poor 
project implementation training) in some earlier projects in education and finance pulled down 
the overall rating. Further, design and monitoring frameworks for TA were often weak. 
 
7. Efficiency. ADB assistance was less efficient overall in achieving outputs and outcomes 
mainly because designs often failed to take adequate account of weak implementation capacity 
in executing agencies, which led to chronic, across-the-board implementation delays, 
particularly during the first half of the CAPE period. In several sectors (e.g., agriculture and rural 
development, finance, health, PSM, and transport), the efficiency of achievement of outputs and 
outcomes suffered as a result of start-up delays, especially delays in loan and grant 
effectiveness and in recruiting consultants, and in some projects (e.g., Rural Access Roads 
Project) low economic benefits were evidenced. There was a general failure in addressing a 
systemic problem of poor implementation capacity in executing agencies and undue complexity 
in the designs and implementation arrangements (e.g., multiple implementing units) in projects. 
Implementation delays were common also in the PSM TA projects. However, since the mid-
2000s, a turn-around has been made in the quality of portfolio implementation. Performance 
indicators of active loans and grant projects, and in TA projects, especially in terms of contract 
award and disbursement targets, were met. Recent country portfolio review missions have 
developed multipartner action programs aimed at improving country systems for monitoring and 
evaluation and project readiness filters. The economic internal rates of return of most of the 
completed infrastructure projects indicated favorable efficiency. Taking into account the delays 
experienced, particularly in the first half of the CAPE period, and low economic benefits in some 
projects, the overall efficiency is assessed less efficient. 
 
8. Effectiveness. Even though assessing the longer-term impacts of most of the 
assistance delivered is difficult, the CAPE concludes that ADB assistance was effective in 
achieving outcomes and institutional development. While the outcomes and immediate impacts 
achieved from physical interventions remain relatively strong in all the sectors, the outcomes of 
institutional development assistance, largely delivered through one-off TA, were rather weak 
(e.g., in PSM, agriculture, and banking). Even where ADB has provided effective support for 
institutional development, areas for further improvement remain. In the transport sector, for 
instance, ADB's efforts need to focus on the core areas of safeguards implementation, rural 
road network expansion, and maintenance planning and funding. The government's current 
draft transport sector strategy advocates for this institutional strengthening. In other sectors and 
areas such as the financial sector and PSM, institutional development outcomes were not as 
strong as envisaged. 
 
9. Sustainability. The previous CAPE raised key issues concerning weak sustainability 
mechanisms and institutional capacity. This CAPE concludes that ADB interventions are likely 
to be sustainable in most of the sectors, provided that the overall development assistance to the 
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country is not reduced too rapidly. Substantial improvements have been made in the availability 
of budgetary resources; in other sustainability mechanisms such as cost recovery, 
environmental and social (E&S) safeguards, and legal systems; and in institutional and human 
resource capacity. However, some risks are linked to the government’s problems in providing 
recurrent funding for operation and maintenance, though these risks are offset to some degree 
by the high level of funding from development partners. Almost all of the ADB interventions 
either had institutional and human resource capacity-building components or contributed to 
building such capacity through implementing the projects and programs. However, the 
implementation of ADB's capacity-development programs typically suffered from a lack of 
country capacity to implement them, the mechanical adoption of new systems introduced 
without understanding their purpose at the planning stage, and the common practice of staff 
capacity substitution using consultant inputs. 
 
10. Results achieved under country strategy and program pillars. The CSP, 2007–2011 
is the first results-based CSP for the Lao PDR that has indicators for development results to be 
assessed against strategic goals and objectives, targets, and milestones. Many of the indicators 
were relevant and included baseline data. However, regular data sources were not clearly 
identified, and the results framework was insufficient for tracking and managing for development 
results. Although there are serious challenges regarding attribution, given the high-level nature 
of these indicators and the substantial contribution of the government and other partners, the 
CAPE concludes that ADB assistance has made substantial contributions in three pillars of the 
CSP: (i) sustainable pro-poor economic growth, (ii) inclusive social development, and (iii) good 
governance. ADB helped the government to improve policies and institutional capacity to 
support broad-based growth led by the private sector. Support was provided through a 
combination of interventions in agriculture and rural development, small and medium-sized 
enterprises, financial markets, and catalytic private investments in hydropower. This was 
complemented by GMS transport, power, and trade facilitation support. Substantial progress 
has been registered in promoting the private sector as a key agent in economic growth and 
poverty reduction. ADB also played a leading role in supporting inclusive social development. 
Assistance in health, education, and water supply and sanitation supported improvements in 
access to and the quality of essential social services, thereby contributing to progress toward 
the Millennium Development Goals. ADB capacity-building assistance helped strengthen sector 
development strategies and policies in agriculture, education, health, small and medium-sized 
enterprises, water resources, and water supply and sanitation. With ADB support, capacity has 
been built for registering and facilitating the cross-border movement of goods and services, for 
improving foreign direct investment requirements, for performance assessment and 
decentralized management in basic education, and for enhanced planning for primary health 
care and human resources. An important accomplishment under the GMS program that 
supported the Nam Theun 2 Hydroelectric Project was the capacity created in the government 
to manage public–private partnerships for hydropower development and to channel government 
revenues to priority social development programs. To achieve results in the good governance 
area, focused assistance is needed. Based on this, ADB’s performance overall was rated 
satisfactory. ADB was highly responsive to the government’s development priorities; showed 
improvement in policy dialogue; had suitable policies, systems, and instruments (though it may 
not have adopted program-based approaches as rapidly as would have been desirable); had 
comparative advantage in infrastructure development and regional integration; improved its 
performance in development partner coordination and development effectiveness; and added 
value through its work on E&S safeguards and regional integration. Improvements have been 
made to building capacity in general and on environment and social development in particular. 
Further attention to strengthening the Lao Resident Mission and focusing on fewer subsectors is 
also warranted. 
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11. Implementation of recommendations of the 2006 country assistance program 
evaluation. The previous CAPE, which covered 1986 to 2004, concluded that the overall CSP 
performance at all levels combined was successful. However, it found that CSPs over the period 
lacked coherence in positioning ADB assistance by not focusing on its comparative advantage 
and concluded that program lending had a mixed record and suffered from an overambitious 
agenda, weak ownership, and inadequate public consultation. Moreover, it found evidence of 
overlap between the interventions of ADB and other partners, attributed in part to weak 
coordination owing to slow progress in adopting a program-based approach. The CAPE also 
questioned the levels of ADB lending over time vis-à-vis the government’s absorptive capacity, 
based on inadequate counterpart funding and financing of recurrent costs. Given the time taken 
to implement CAPE suggestions in the CSP, progress in addressing CAPE concerns has been 
variable. Reforms to public sector financial management are slowly addressing some aspects of 
absorptive capacity, but development partners collectively have not made as much progress as 
might have been expected. ADB has yet to make a serious effort to address the recurrent 
expenditure issue in coordination with development partners. It will take time for ADB to be 
assured that national systems are robust enough to deal with more ambitious harmonization 
initiatives, but gradually more attention needs to be paid to facilitating program-based 
approaches keeping in mind the associated transaction cost of coordination and achieving the 
intended outcomes. The expanded capacity in the Lao Resident Mission has made an important 
contribution to project supervision, with improvements in the efficiency of projects delegated to 
the resident mission. 
 
12. Key lessons identified governance, transition, and capacity development. In a 
small transitional economy, governance is a central challenge, and the state has to develop new 
ways of regulating the economy and delivering public goods and services. Securing the 
outcomes of development assistance requires that the capacity and operating mode of the state 
be substantially transformed. Assistance needs to recognize the complex political economy of 
reform and work with other development partners especially in difficult areas of public 
administration and justice reforms. A key lesson from a number of sectors is the need to take 
into account critical structural changes in governance such as the changing roles and powers of 
central and subnational institutions in the system of government. Much greater emphasis needs 
to be placed on long-term institutional development, especially at the subnational level. 
 
13. Focus and synergies. An aspect of assistance to an economy in transition is that there 
are many binding constraints, and achieving successful outcomes requires progress in 
addressing them as a whole. While ADB cannot engage in all areas, it needs to identify which 
parallel constraints may affect its interventions and find ways such as development partner 
coordination to ensure that these constraints are addressed. To be selective while adding new 
priority areas of intervention, ADB needs to limit lending to specific sectors and to prepare to 
phase out some sectors (e.g., health) or subsectors based on a clear action plan, considering 
both ADB corporate priorities and the country's sector situation and partner coordination. As a 
large partner, ADB needs forward-looking analytic instruments and approaches to assess which 
constraints may become more important in the future. This entails increasing interactions with 
nonstate participants, including academia and the private sector. In the future, greater attention 
will need to be paid to improving the synergies between the GMS program and the national 
program, particularly in terms of policy and institutional change associated with the “software” 
aspects of the GMS program, such as the agenda to facilitate trade and transport. 
 
14. Modalities and approaches. Continuity and long-term commitment in core sectors is 
required to deliver sustainable development outcomes. A stand-alone approach to projects has 
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severe drawbacks in a country highly constrained by resource and capacity deficits. Sector 
assessments point to the prevalence of multiple project implementation units, parallel 
management systems, dependency on projects, and the lack of institutionalization arising from 
reliance on the project modality. These factors raise costs and erode long-term impacts. There 
is a clear need to adopt more program-based approaches in sectors for long-term engagement. 
 
15. Harmonization and coordination. The adoption of the Vientiane Declaration on Aid 
Effectiveness has changed the structure of aid coordination in the Lao PDR, with the 
government increasingly taking charge of the coordination and effectiveness agendas. ADB's 
actual delivery on harmonization and coordination outcomes has been constrained by its limited 
human resources, particularly technical experts, to actively participate in policy dialogue. 
Support for the strengthening of country systems has not always been an integral element of 
sector assistance, and key initiatives relevant to this goal, such as public finance reform, have 
sometimes been treated as stand-alone efforts rather than integrated into all-sector programs, 
using a program-based approach. Internal resource constraints often limit staff participation in 
the many sector aid coordination meetings. 
 
16. The role of the Lao Resident Mission. The resident mission has, as a trusted partner, 
made important and growing contributions to the success of the ADB program. Delegation of 
project implementation support has had a significant impact on efficiency in delegated sectors, 
and the presence of local technical experts able to engage in dialogue and respond to ad hoc 
requests for advice has enhanced ADB's role as a source of advice to the government. 
Development challenges in the Lao PDR are no less complex than in much larger countries that 
can support scaled-up lending programs and greater staff resourcing. If ADB is to place greater 
emphasis on presenting knowledge solutions to this small economy in transition, one way to 
proceed is to expand the capacity and responsibility of the resident mission, as well as the 
sector divisions, to enhance ADB’s service delivery and program implementation. 
 
17. Sustainability and risk management. ADB and other development partners need to 
help the government address emerging vulnerability that threatens growth in the Lao PDR and 
its development path. These include E&S risks associated with natural resource exploitation, 
including foreign investment in mining, hydropower, and agriculture, as well as climate change 
risks, which may potentially compound other risks in natural resource management through 
effects on water resources. As a large player, ADB cannot treat these issues only as they affect 
ADB projects. If it has instruments to address them, as in the case of E&S safeguards for 
hydropower investments, it should regard mainstreaming their use as a high priority. The 
chronic underfunding of recurrent expenditure identified in a number of sectors cannot be 
treated as a risk external to ADB assistance; rather, solutions need to be mainstreamed and 
coordination with other partners and the government needs to be pursued for addressing the 
underlying issues. 
 
18. Recommendations. Based on the performance assessment, analyses of key issues 
and factors, and lessons identified, the following recommendations are proposed for 
management's consideration in the next CPS, 2012–2016. Specific sector findings and 
suggestions complement these crosscutting recommendations: 
 

(i) Strengthen ADB assistance to governance reforms and build public sector 
financial management capacity, especially in developing and implementing a 
medium-term fiscal framework to support the reforms under the new economic 
and social development plan. 
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(ii) Help develop the government’s integrated medium-term capacity-development 
programs based on a careful needs assessment, instead of one-off TA, to 
address systemic and crosscutting issues such as capacity constraints, focusing 
also on subnational capacity. 

 
(iii) Continue support in the areas of environmental and social protection for 

mainstreaming environment and social safeguards, and of climate change 
adaptation based on past success. 

 
(iv) Build on innovative financing modalities and implementation mechanisms to meet 

the growing funding requirement and demand for sustaining the growth path, 
avoiding high transaction costs, and enhancing efficiency and synergies. 

 
(v) Enhance ADB's service delivery and program implementation results through 

better coordination between sector divisions and the Lao Resident Mission. 
. 
 


