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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 

 
A. Sector Performance, Issues and Challenges 
  
1.  The private sector plays an increasingly important role in the Lao People’s Democratic 
Republic (Lao PDR) as a driver of change and engine of economic growth. The sector now 
accounts for over 80% of gross domestic product. Although the government still controls the 
main industrial sectors through state-owned enterprises (SOEs), since 1985 it has placed an 
increased emphasis on encouraging private enterprise to spur growth, employment, and poverty 
reduction. Market forces are the main determinants of prices. The government has granted most 
SOEs increased decision-making authority and cut subsidies to SOEs substantially. Import 
barriers have been eased and replaced with tariffs, and private sector firms have been granted 
direct access to imports and credit. Farmers are permitted to own land and market their crops. 
Reforms have been implemented to make it easier to start a business and to encourage foreign 
investment. Foreign investment in hydropower, mining (gold and copper), and construction has 
been the main contributor to recent economic growth. The country presently has observer status 
with the World Trade Organization; it hopes to become a full member in 2012.  
 
2. Economic transformation. The Lao PDR is in economic transition. The export sector is 
narrowly based on natural resources (copper, gold, hydropower, and timber) that account for 
over 70% of exports through customs. More recently, foreign investment in agriculture, 
especially large-scale commercial plantations, has increased. Garments and tourism dominate 
the nonresources sector. Garments constitute an important share of manufacturing, which as a 
whole has seen a gradual slowdown in real growth since the early 1990s. Tourism has seen 
extraordinary growth since the first visitors were allowed into the country in the 1990s and is a 
major source of foreign exchange.  
 
3. Private sector structure. Foreign direct investment (FDI) has dominated private sector 
investments over the last decade, with mining and hydropower accounting for 80% of total FDI. 
The government encourages foreign investment. Foreign companies can own 100% of a 
domestic company and no legal distinction is made between foreign and domestic companies. 
Private sector investment in the nonresource sector (agriculture, light manufacturing, processing 
industries, and services) is small in value terms. Private domestic investment has been stagnant 
at around 5% of gross domestic product, three times less than FDI. Private exports outside the 
resources sector have very low product diversification. Labor productivity has stagnated at low 
levels and is not competitive internationally. Small and medium-sized enterprises (SMEs) 
dominate economic activity and account for substantial employment. In 2006, more than 
125,000 firms were registered; close to 98% had less than 10 employees; 64% were in the 
services sector and 19% in manufacturing. Most people, however, work in the informal sector. 
Investments in firms are typically financed directly out of personal savings or firm earnings, and 
not from banks.  
 
4. Business climate issues. Various analyses2 of constraints to private investment and 
development identify low skills and low labor productivity, a weak and shallow financial sector, 
difficult regulatory environment and excessive red tape, taxes and tax administration, and 
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expensive logistics and trade facilitation environment as critical constraints to investment and 
the growth of the domestic private sector. The Lao PDR continues to do badly in the Doing 
Business Survey,3 where it ranked 163 out of 181 countries surveyed in 2011. The World Bank’s 
Lao PDR Investment Climate Assessment found that tax rates, access to finance, and 
workforce education are the top obstacles to growth.4 The burden of taxes and tax 
administration weighs more heavily on smaller firms in trade and services, while poor skills are a 
major obstacle for large firms, especially in services. Fewer than 20% of firms have a bank loan, 
while the value of collateral needed is more than 300% of the loan value. The World Bank’s 
logistics performance index5 shows the Lao PDR ranked 118 out of 155. The index shows that 
key competitive weaknesses include the ability to track and trace shipments, infrastructure 
quality, and the efficiency and effectiveness of customs and other border procedures. Specific to 
agribusiness, where the Lao PDR has a comparative advantage, increasing sanitary and 
phytosanitary inspection and documentation requirements of the People’s Republic of China, 
Thailand, and Viet Nam constrain growth. Finally, domestic investment in tradables has been 
hampered by the appreciation of the real effective exchange rate resulting from the boom in 
minerals export.6  
 
5. Skills. Various studies and surveys7 have identified the lack of skills as a major 
constraint to private investors and enterprise growth. For medium-sized (20–99 employees) and 
large (100+ employees) firms, it is by far the largest constraint. For SMEs, the skills deficit is 
most significant for owners and management—skills that are related to management, 
administration, and innovation; while for medium-sized and large enterprises, the technical skills 
of staff are cited as the most important constraint. Examples of areas with skill deficits are 
construction, furniture making, automobile and machinery repair, and accounting. 
 
6. Access to financial services. Banking is dominated by four state-owned banks, which 
collectively hold over 60% of all deposits. Financial intermediation tends to be narrow and 
largely state-directed. Large firms and SOEs obtain a large proportion of bank credit. Privately 
owned banks have opened up over the last few years and focus mainly on consumer credit. 
Efficiency in financial intermediation, as measured by the spread in lending and deposit rates, is 
the lowest in Southeast Asia, signifying high bank financing costs. In addition, collateral 
requirements are high, often as much as 300% of the value of the loan. As a result, relatively 
few enterprises (less than 30%) have used bank credit. Most rely on internal financing. SMEs 
are largely locked out of the formal credit market.  
 
7.  Difficult regulatory environment. The regulatory environment and bureaucratic 
procedures hinder SME development and growth. The country’s weak competition policy results 
in nontariff barriers at the border and, more significantly, technical barriers to trade and industry 
regulation and investment incentives. Three factors affect competition in several sectors. First, 
SOEs are dominant in several areas in manufacturing and utilities. Second, investment 
incentives are comparatively generous but lack transparency. Incentives vary across sectors, 
regions, and sometimes even between firms in the same area, as incentive packages appear to 
be customized for some investors. The regime of incentives has created price distortions and 

                                                 
3  World Bank. www.doingbusiness.org/data/exploreeconomies/lao-pdr 
4  World Bank. www.wbginvestmentclimate.org 
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provides an uneven playing field for firms, with a strong bias against SMEs. Third, while most 
industry regulations restricting competition have been eliminated, pockets of industry are 
provided with protection or are supported by anticompetitive regulations.  
 
8. Tax rates and tax administration. Until the recent passage of the revised Investment 
Law, foreign companies paid less tax than domestic companies. The revised law removed this 
disparity. The continued absence of implementing regulations and decrees means that domestic 
tax discrimination is still an issue. The tax administration burden weighs very heavily on small 
firms in trade and services that on average have six required meetings with tax officials a year, 
which is very high compared with international practice. This issue is, in part, linked to the lack 
of skills, resulting in up to 75% of SMEs not having an adequate bookkeeping system in place. 
 
B. Government Initiatives to Support Private Sector Development 
 
9. A key pillar of the Seventh National Socio-Economic Development Plan (2011–2015) is 
to achieve higher and more sustainable economic growth and create jobs through private sector 
development with emphasis on commercial agriculture, rural development, infrastructure 
development, and the fostering of SMEs. The government has adopted a range of sector-
specific strategies to support private sector development including  
(i) enactment of the 2006 Law on Enterprises, simplifying enterprise registration;  
(ii) enactment of a revised investment law, providing equal treatment for foreign and domestic 
investors; (iii) implementation of a national SME strategy; (iv) streamlining and simplifying 
import–export management; and (v) a regulatory reform process, including establishing an 
interagency committee for the introduction of regulatory impact assessments. Government trade 
policy priorities are anchored in its World Trade Organization accession efforts and include 
reforming its import and export management system and trade facilitation such as enhancing 
the sanitary and phyto-sanitary system. 
 
C. Asian Development Bank Experience and Future Support 
 
10. Asian Development Bank (ADB) support to private sector development started in 2005 
with the SME project preparatory technical assistance, contributing to the drafting of the 2005 
Law on Enterprises and the SME development strategy. The ensuing Private Sector and SME 
Program Cluster (PSME) grant included a series of policy measures to advance SME and 
private sector development reforms.8 Key accomplishments included the enterprise law and the 
SME strategy, simplified business registration procedures, establishment of the enterprise 
registry office and seven pilot-tested provincial enterprise registry offices, and the drafting of the 
new investment promotion law. ADB staff estimates show that the cost of enterprise registration 
has been cut by 35% as a result of the reforms.  
 
11. In response to lessons from the PSME, ADB supported a postprogram partnership 
framework (P3F). The P3F specifies the government’s short-term plan focusing on advancing its 
reforms through the accomplishment of 11 priority policy measures and associated capacity 
building to strengthen the business climate and facilitate greater trade integration of the Lao 
PDR economy within the Greater Mekong Subregion and the rest of the world. The P3F 
provides the basis for a second-generation program on private sector and SME development for 
2011–2014.  

                                                 
8  ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Grant to the Lao 

People's Democratic Republic for the Private Sector and Small and Medium-Sized Enterprises Development 
Program, Subprogram 2. Manila. 
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12. ADB works closely with other development partners (the Australian Agency for 
International Development, European Commission, GIZ, International Finance Corporation, 
Japan International Cooperation Agency, and World Bank), and stakeholders providing support 
to SME and private sector development. In particular, the European Commission provided 
parallel financing for technical assistance (€3 million) designed to support implementation of the 
PSME program cluster from 2007 to 2009. 
 
13. ADB support for public–private partnerships (PPP) in hydropower through its public 
sector and private sector operations has helped catalyze substantial private sector investment, 
most notably the Nam Theun 2 Hydropower Project (2005) and the Nam Ngum 3 Hydropower 
Project (proposed for 2011). Experience with PPPs in hydropower provides lessons for future 
PPP-related activities.  
 
14. Future ADB assistance will focus on supporting the government’s vision of an expanded 
SME sector. ADB’s strategic approach is to provide a sequence of policy reforms supported by 
capacity development assistance for creating modern market-based institutions to assure 
quality policy sustainability over the longer term and better access for SMEs to credit, business 
development services, and materials at international prices. Strengthening the investment 
climate through continuous reform of the enterprise and investment laws will be supported.  
 
16. ADB will provide related support to improve the overall enabling environment for private 
sector development through selective activities to (i) improve infrastructure that is important for 
business, including improving the quality of service and reliability of electricity provision, and 
urban services including water supply and sanitation; (ii) support public sector management 
interventions aimed at reducing unnecessary government regulation; (iii) widen opportunities to 
access formal sources of financing, particularly for SMEs; and, (iv) support activities to improve 
the skills and education of workers to ensure a steady supply of well-qualified staff in areas such 
as tourism, construction, and vocational trades.  
 
17. ADB will explore opportunities to increase private sector participation and PPPs by 
improving the enabling environment in specific areas, such as urban development, water supply 
and sanitation, energy, tourism, and agriculture. 
 
18. ADB will explore ways to support women-owned SMEs to promote women’s economic 
empowerment. Key interventions will include integration of gender considerations into the 
national SME development plan, specific programs to support women entrepreneurs, and the 
establishment of a network of SME service providers to support women entrepreneurs. 


