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I. INTRODUCTION 
 
1. This sector assessment, strategy and roadmap (ASR) serves three purposes. First, it 
analyses recent performance of the private sector, provides background to the identification of 
medium term issues, constraints, and threats to, as well as the Government's priority reforms in 
support of small and medium-sized enterprises and private sector development and growth. 
Second, it reviews lessons learned from previous ongoing ADB and other development partner 
assistance in this sector. Third, it presents a strategic framework and roadmap for ADB’s future 
engagement in private sector development. Updating this ASR will be a core and routine 
knowledge management activity to assess development results and provide the basis for 
dialogue with the Government at the Sector Division and Resident Missions. The purpose of 
such dialogue would be to inform planning of lending and on-lending products and services, 
facilitate better alignment with ADB’s Strategy 2020, and identify new areas for interventions 
including regional integration and private sector operations.  
 
2. The challenge for Lao PDR is to manage its resource boom in a way that sustains 
economic growth in the non-resource sector, creates productive jobs, and continue 
poverty reduction—difficult tasks with half of the population under age 20 years and more than 
80% employed in the informal sector. The Government recognizes that the key to sustaining 
high economic growth and poverty reduction is to diversify the sources of non-resource growth 
from its currently narrow base in garment making and tourism, which requires further reforms to 
improve competitiveness at all levels of the supply chain. Sustaining high economic growth over 
the longer term will require export diversification as well as building links between agriculture 
and the modern sector through trade facilitation measures.  
 
3. Key to Lao PDR’s private sector growth is development of small and medium-
sized enterprises (SMES). The SME sector dominates economic activity in 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 percent) are small enterprises 
employing less than 10 workers.  
 
4. Strategic interventions should focus on improving the environment for SMEs to 
grow and develop in an efficient way. This will require improving access to finance, promoting 
competition in the domestic economy, institutionalizing best practice regulation, improving 
access to business development services, consolidating investment incentives and further trade 
policy reforms to remove the biased against export oriented sectors and in particular SMEs, and 
improving trade facilitation.  
 

II.  BACKGROUND  
  
5. Lao PDR has experienced robust growth and development in the last 6 years.1 From 
2003 to 2009, economic growth has averaged around 7.1 percent, and gross domestic product 
per capita increased by over 40 percent to an estimated $986 in 2009. Based on the national 
poverty line, poverty incidence declined to an estimated 25 percent during the same period, and 
poverty reduction accelerated after 2004 when per capita income surpassed $400 in 2004. The 
economic growth has been supported mainly by the industrial sector with investments in hydro-
power and the mining sector driving industrial expansion in recent years making Lao PDR 
vulnerable to volatile and unpredictable commodity price cycles (Figure 1). The manufacturing 
sector has enjoyed robust growth rates, although the garments sector - the major manufacturing 
                                                 
1  For an overview of Lao PDR’s development, see K Bird and H. Hill (2010). Tiny, Poor, Land-locked, Indebted, But 

Growing: Lessons for Late Reforming Transition Economies from Laos. Oxford Development Studies, Vol. 38. No 
2. Oxford UK.  
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export sector – has experienced a decline in exports in recent years. The service sector has 
also enjoyed growth and within services, tourism and related services have enjoyed rapid 
expansion in recent years; international visitors to Lao PDR continue to increase, with 2 million 
people traveling in 2009, generating over $200 million in revenues. Most of the recorded tourist 
arrivals are for short term stays (1 to 3 days) from neighboring economies. More recently, there 
has been increased number of foreign investments in the agriculture sector, especially large 
scale commercial plantations. 
 
6. Lao PDR economy has undergone significant structural transformation since 1990, but 
the export sector remains narrowly based with the resource sector (copper, gold, electricity and 
timber) accounting for 70 percent of total exports recorded through customs (Figure 1). The 
economic transformation reflected in the expansion of the industrial sector relative to agriculture 
and services sectors. Industry as a share of GDP has increased from about 16 percent of GDP 
in 1990 to 23 percent in 2000 to 33 percent in 2008, with investments in hydro-power and the 
mining sector the engine of growth. Agriculture’s share of GDP is declining, while services have 
remained relatively stable at about 26 percent of GDP. This pattern of structural change is 
expected as an economy grows and develops; resources move from low productivity activities in 
subsistence agriculture and traditional services to higher productivity activities in industry and 
modern services. This process, and the associated rural to urban migration that occurs with this 
transformation, has contributed to the reduction in poverty in Lao PDR.   
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Figure 1: Key Economic Growth Indicators of the Lao PDR Economy 
      (a) Economic transformation of Lao economy       (b) Changes in composition of exports 
              (% of GDP by major sector)         (% of total exports) 

 
 

       (d) International prices of gold and copper          (e) Garment exports ($ million) 
             revenues from tourism (in US$ million on RHS) 

 
 

        (f) Tourist (000s) arrivals and revenues ($mils)       (g) Number of FDI projects by Sector 

 
Sources: ADB staff estimates from National Income Accounts, National Statistics Center, Vientiane, Lao PDR. 
Tourism data from the Department of Tourism. Garment exports from the Lao PDR Garment Producer Association. 
FDI projects from MPI, Vientiane, Lao PDR. 
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7. The small and medium-sized enterprise (SME) sector dominates economic activity in 
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 percent) are small 
enterprises employing less than 10 workers. Another 2 835 firms employ 10 to 99 workers and 
198 firms employing 100 or more workers. Sixty-four percent are operating in services, 19 
percent in manufacturing and 3.4 percent in agriculture. More than half the enterprises are 
concentrated around the capital Vientiane and the North, with 32 percent enterprises residing in 
central Lao PDR. Fifteen percent reside in the South. About 40 percent of firms have a 
registration certificate and 70 percent reported having a tax certificate. The majority of SMEs are 
unregistered primarily because of the high cost, cumbersome procedures, and a lack of 
transparency in the licensing process. ADB red tape study reported that it costs a firm about 
$112 per firm to comply with the three major licenses alone. These licenses are more 
burdensome on SMEs than larger firms when benchmarked against compliance costs per 
worker. 
 

Table 1: Lao PDR Economic Census 2006: Enterprise Size and Location of Primary 
Economic Units 

Enterprise size Economic units Location Economic units 
 No % Provinces No %

Less than 5 employees 118,592 93.4 Vientiane Capital city 28,784 22.7
5 to 9 employees 5,268 4.2 North  38,017 30.0
10 to 99 employees 2,835 2.2 Central  40,551 32.0
100 + employees 198 0.2 South  19,561 15.4

Total 126,913 100.0 Total 126,913 100.0
Note: Items may not sum to total as no detailed data were recorded for a few enterprises.  
Source: Lao PDR, The Steering Committee on Economic Census 2007, Report of Economic Census, 2006 Volume 1, 
National Statistics Centre, Vientiane Capital. 
 

III. SECTOR ASSESSMENT: CONTEXT AND STRATEGIC ISSUES 
 
8. This section summarizes the key business climate impediments to private sector and 
SME growth and diversification. While much progress has been done to create an enabling 
environment for the SME and private sector to grow in Lao PDR, much 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 to reduce 
transaction costs of doing business and creating a level playing field between firms, or a 
competitive neutral policy environment. This will need to be done through addressing excessive 
red tape, promoting competition in domestic markets, improving investors’ access to raw 
materials at international prices, improving trade facilitation, SME access to business 
development services, credit, and skilled labor, and strengthening the institutional framework for 
SME policy making. 
 

A. MACROECONOMIC CHALLENGES 
 
9. Managing the Macroeconomic effects of the Resource Sector on the Non-
Resource Sector. The booming resource sector is transforming the Lao PDR economy. 
Resources are expected to shift away from the tradable goods sector (export and import 
competing industries) towards the non-tradable goods sector (construction, services and utilities 
etc). This resource reallocation will be driven through a long term appreciation in the real 
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exchange rate and real wages. The Lao PDR economy will be challenged by the impact of the 
resource sector on the competitiveness and growth of the non-resource sector. The 
Government anticipates significant future revenues to the budget from hydro-power investments 
and mining in the form of taxes, royalties and dividends over the next decade. The revenue 
flows provide Lao PDR’s for its first time in its modern history a tremendous opportunity for it to 
finance its development goals, raise per capita incomes, and reduce poverty as the diamond 
boom had done in another landlocked economy Botswana. At the same there are important 
lessons from international experience for Lao PDR in supporting private sector growth when 
there is a large commodity resource sector. A resource boom as – as the one experienced from 
2006 to 2008 - can affect the growth conditions of the non-resource sector if it leads to an 
excessive appreciation of the real exchange rate. An excessive appreciation of the exchange 
rate may slow growth of the non-resource tradable goods sector (manufacturing and agriculture). 
The manufacturing sector (especially garments) is particularly vulnerable to an excessive real 
appreciation. While unit labor costs in the Lao PDR garment sector is on par with Cambodia and 
other regional neighbors,2  the sector operates on relatively lower profit margins and since 
wages are paid in Kip, an excessively appreciated exchange rate would raise unit labor costs in 
dollar terms squeezing profit margins. 
 
10. Estimates of the real Kip exchange rate (RER) indicate that it has appreciated much 
faster than its regional neighbors between 2006 and 2010, and there are early signs that this is 
beginning to hurt competitiveness of the non-resource sector. Figure 2a shows that the Lao Kip 
RER has appreciated in the order of 30% since 2006 compared with between 18-23% 
appreciation for the other regional exchange rates – Cambodia, Thailand and Viet Nam. The 
Lao real exchange rate has appreciated about 11% against the Thai real exchange rate since 
2006. 
 
11. One difficulty with assessing whether the real exchange rate has appreciated 
excessively is in determining the choice of the domestic price series to be used for computing 
the RER. In figure 2(a) the US import price series is used to proxy international tradable goods 
prices and the Lao domestic headline consumer price index (CPI) is used to proxy domestic 
nontradable goods prices. The CPI is a weighted average of tradable and nontradable goods 
prices. However, the real exchange rate is generally intended to measure the relative domestic 
price changes between tradable goods and nontradable goods. Thus, to get a better proxy of 
nontradable prices we use an alternative set of price series. We construct a tradable and 
nontradable price series from the CPI. Tradable goods are items listed in the CPI that are 
generally traded across borders and nontradable goods are items generally not traded across 
borders. There is some subjectivity in classifying items into the two groups. In figure 2(b) this 
alternative is referred to as RER (NT). As can be seen from Figure 2b, the RER (NT) shows a 
much steeper appreciation that the RER (CPI) after mid-2006. This is because nontradable 
price inflation has been substantially much higher than tradable price inflation since 2006, as 
shown in Figure 2(c). Thus, the two RER measures provide a wide range of estimates for RER 
appreciation since 2006 - between 30% (RER-CPI) and 50% (RER- NT). On either estimate, the 
appreciation has been significant since 2006. It will be important for the authorities to monitor 
both estimates of the real exchange rate to assess the potential impact of resource boom and 
associated capital flows on the agriculture and manufacturing sectors.   
 

                                                 
2   ADB. 2007. Survey of Issues in Trade Policy and institutions Affecting SME Competitiveness in Lao PDR, 

Consultation Mission Report, April 2007. Manila. 
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Figure 2: Lao PDR’s Real Exchange Rate 
(Indexed to 100 in January 2001) 

 (a) Regional Comparison 

 
 (b) Alternative measures of Lao PDR’s Real Exchange rate 

  
 (c) Tends in tradable goods and nontradable goods prices  

 
Sources: CEIC and ADB staff estimates. 
Notes: For figure (a) the Lao PDR real exchange rate is calculated as: er*(P usa/P Lao). Where er is the nominal 
exchange rate of Lao KIP to the US dollar, P usa is the US import price index, and P Lao is the Lao PDR price series. 
The Cambodian (CAM), Thailand (THAI) and Viet Nam (VN) real exchange rates are computed in the same manner. 
In figure (b) the RER (cpi) refers to the RER in (a). RER (NT) uses domestic tradable prices from the CPI instead of P 
usa and uses the domestic nontradable prices from the CPI to proxy P Lao.  
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12. The experience of Indonesia and Botswana show that modest appreciation can be 
successfully managed and can be consistent with growth of the non-resource sector.  
The critical lessons from these two countries include (i) fiscal discipline (guarding against 
inflationary pressures from excessive spending of resource revenues in the domestic economy), 
(ii) promoting a balanced public expenditure program, (iii) maintaining a conservative debt 
strategy; and (iv) promoting business climate reforms and investments to raise productivity in 
the tradable sector (Box 1). The Lao PDR government has also followed some of these good 
practices, it invested in irrigation projects in 1998 and 1999 and this has boosted agriculture 
productivity and reducing transaction costs in doing business. The ADB and other donors are 
providing assistance to raise productivity in the agriculture sector. However, it does not have a 
strategy for managing resource revenues and much more needs to be done to enhance 
efficiency in trade facilitation. Also, recent external developments also highlight that sustainable 
high growth will require diversification of the sources of growth beyond the resource sector, 
garments, tourism which will also reduce Lao PDR's vulnerability to external economic shocks. 
This sector assessment recommends the government establish and announce a policy strategy 
for effectively managing the resource boom including parameters for ensuring fiscal discipline, 
monetary stability, establishment of a resource or sovereign wealth fund, and microeconomic 
reforms for promoting competitiveness of the non-resource sector (see below).  
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Box 1: How Did Botswana Successfully Manage its Resource Boom?  

Botswana is a landlocked country in southern Africa, bordering South Africa in the south and Namibia 
and Zimbabwe in the west and east. The country is scarcely populated with about 2.0 million 
inhabitants (3 persons per km), and water scarcity is a major limiting factor in the greater part of the 
country. Botswana has one of fastest growing economies in the world. The source of growth has been 
the country’s rich mineral endowments, primarily diamonds and also copper. When Botswana became 
independent from Britain in 1966, the country was among the twenty-five poorest countries in the 
world. Since then, with the development of the diamond industry in 1971, GDP growth has averaged 
over 10% per annum between 1975 and 1999. It slowed after 2000 in the range of 4-6% per annum. 
Its per capita income is $14,000 (2007).  

Botswana is a heavily dependent resource economy. Diamonds and other minerals account for about 
34% of GDP, and contribute to almost two-thirds of central government budget revenues (in Lao PDR 
resource revenues currently contribute between 10-15%). Agriculture accounts for less than 10% of 
GDP. Thus, economic growth and the national budget are highly vulnerable to the minerals commodity 
cycle. The economy contracted by 4% in 2009 as a result of the collapse in diamond and copper 
prices.  

Botswana has effectively managed to avoid most problems associated with resource booms such as 
the resource curse (rent seeking and corruption) and the ‘Dutch disease’ (excessive appreciation of 
the exchange rate). Just as important, it has effectively managed economic volatility associated with 
the commodity price cycle. It did this by operating a prudent and sound fiscal policy, running a 
balanced public spending program, promoting good governance, and economic reforms to promote 
diversification of the economy and competitiveness.  

Fiscal policy: The Botswana government established a Revenue Stabilization Fund and a Public Debt 
Service Fund in 1972 when the first mine was being constructed. Through these funds, the 
government saved a large fraction of revenues, and sustained high recurrent budget surpluses 
avoiding excessive domestic inflation. Resource revenues were sterilized by investing offshore 
through the Funds. The government accumulated so much that the income from these funds 
amounted to between 10-15% of total budget revenues by the early 1990s. The mass accumulation of 
funds allowed the government to smooth expenditure over time so that in bad economic times, like in 
2009, the government could afford to maintain budget spending.  

Public spending: The Government operated a balanced public spending program. It invested in both 
rural and urban infrastructure, housing and in the social sectors. It avoided investing in large 
prestigious projects and conditioned investments on the availability of sufficient funds to maintain 
investments.  

Governance: Botswana invested heavily in soft infrastructure and in particular public financial 
management system and other governance areas. The World Bank’s governance indicators rank 
Botswana high on governance: government effectiveness, regulatory quality, rule of law, and control of 
corruption are in the 67-76 percentile range (i.e., scores are higher than 67% of all countries). It 
outperforms Malaysia in 6 of the 7 indicators. Botswana outperforms Indonesia, Philippines and 
Thailand on all 7 governance indicators. 

Competitiveness: The real economy outside resources is integrated with the South African economy. 
To promote competitiveness and start diversifying the economy the government has over the years 
paid special attention to ensuring an enabling business environment by implementing a competition 
law, regulatory reforms, and gradually lowering trade barriers. These have helped to diversify the 
economy and create employment. Botswana is ranked 52nd in the World Bank’s 2011 doing business. 
The Heritage Foundation ranks Botswana as the 40th freest nation in the world crediting its relatively 
open investment and trade regime, flexible labor market, anti-corruption framework, among others.  

Botswana has its problems. Poverty remains very high for a country with its size of per capita income. 
The share of the population below the poverty line was 30% in 2003, down from 59% in 1986. 
Household income is highly skewed, with the 20% richest households accounting for 70% of total 
income. The Gini index of 0.65 (with1 = perfect income inequality) is very high. The mining sector only 
employs about 20,000 persons and the majority of the population relies on agriculture for incomes, 
which is impeded by the scarcity of water. Consequently unemployment is high at about 23% of the 
labor force.  
Source: ADB staff. 
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B. MICROECONOMIC CHALLENGES AND REFORMS 
 
13. A 2010 ADB investment incentives survey identifies key location factors considered by 
investors as important in making their investment decisions in Lao PDR. Political stability, law 
and order, rule of law, trade and investment openness, low cost regulations and permits, access 
to reliable utility services, investment incentives and taxation, and transparency in government 
are considered the top 12 most investment locational factors (Figure 3). The survey also asked 
investors how they rated Lao PDR’s investment climate relative to regional neighbors. The 
majority of investors surveyed considered Lao PDR above average on political stability, trade 
and investment openness, growth in tourism sector, preferential market access, law and order 
and a competitive profit tax rate (Figure 4). The majority of investors surveyed considered Lao 
PDR at or below average performance on access to land and property (property rights), cost of 
raw materials, environment and quality of life, cost of credit, cost of labor and adequate supply 
of skilled labor, lack of transparency in government, and domestic investors viewed the income 
tax rate on foreign workers income (10%) as too generous and unfair to national workers 
(Figure 4).  These findings are consistent with those in the GTZ Enterprise Survey of 2007, 
which is a follow on from its 2005 benchmark survey, providing information about changes in 
perceptions/awareness about business constraints. It finds that business reported increased 
problems in 2007 with access to capital, finding skilled technical labor, accountants, and 
management, access to technology and business development service providers, and 
increased fees and regulations. A note of caution about perception surveys as national investors 
base perceptions on their own experiences and level of awareness about other country’s 
investment climate. The level of awareness about other countries business climate is rising in 
Lao PDR and this may be reflected in changes in perceptions about selected factors over time.  
 

Figure 3: Enterprises Rating Major Investment Location Factors for Investment  
in Lao PDR 

(factors rated from a scale of 1 [not important] to 5 [very important]) 

    
Noted: Ratings refer to average rating calculated from information collected from 140 investors in Lao PDR 
Source: 2009. ADB survey of 140 investors in Lao PDR. 

 
 
14. Other investment surveys and several value-chain studies have identified impediments 
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business climate perceptions suggest that, among other factors, regulatory uncertainty and 
excessive red tape, remaining distortions in the trade regime, inadequate skills of the labor force 
are major obstacles to private sector growth and development. Value-chain studies identify poor 
product quality, an inadequate standards and phytostandards (SPS) policy framework, 
underdeveloped links between the rural and modern sectors of the economy, and relatively 
costly logistics as constraints to export diversification. A common thread emerging in many of 
these investment and value-chain studies is Lao PDR's weak competition policy framework 
broadly defined to include remaining distortions at the border and behind the border. State 
owned enterprises remain dominant in several key sectors of the economy and this tends to 
undermine competition and economic efficiency. The Government's approach was first to 
privatize enterprises in the 1980s and early 1990s. It is currently considering a new round of 
privatizations through partial listings of state enterprises on the stock market once it is 
established after 2010.  This sector assessment discusses key impediments to SME and private 
growth and diversification: fees and licenses, competition policy, trade policy, trade logistics and 
facilitation, SME access to credit, and property rights and contract enforcement.  
 

Figure 4: Enterprises Rating Lao PDR’s Investment Climate Factors against  
Regional Neighbors 

 
(a) % of enterprises reporting above regional performance       (b) % of enterprises reporting at or below  
                                                                                                    regional performance      

 
  Source: 2010. ADB survey of enterprises  
 
15. 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 – the enterprise registration certificate, 
the sector operational license and the tax certificate (Figure 5). Overall, it costs the business 
community (those complying) $36 million to comply with the three licenses. Depending on the 
sector, firms will require additional licenses and a realistic estimate of the business compliance 
costs amount to between 1.5 and 3.0 percent of GDP in 2008. The report also showed that red 
tape costs vary across sectors with the pharmaceutical (production and retail) and the tourism 
sectors as having relatively 'high cost' regulatory systems. Foreign investors and domestic 
investors requesting fiscal incentives must also obtain an investment license from MPI under the 
investment laws. The process is unpredictable as sector ministries are able to attach additional 
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conditions before the investment license is approved. The cost of red tape has deterred 
entrepreneurs from formalizing their businesses with only 40 percent of total enterprises 
reportedly having an enterprise registration certificate. 
 

Figure 5: Business Compliance Costs 
  (a) Compliance costs by Common Licenses            (b) Composition of compliance costs  

  
 (c) Compliance costs by firm size*          (d) Compliance cost by sector 

  
Source: ADB 2009 Options for a Regulatory Review Program and an Office of Best Regulatory Practice; 
*compliance costs per employee of the three main permission – enterprise registration, operational 
permissions and tax certificate. 
 
16. To address the red tape issue, good international practice usually takes a two step 
approach. First, build public awareness and good practice in regulatory review processes within 
government. After a trial period institutionalize a regulatory review process by (i) mandate all 
proposed legislation and key regulations to undergo a regulatory impact assessment or RIA 
(Box 2) and (ii) establish an office of better regulatory practice to oversee and monitor the 
implementation of RIA in government. Posting regulations and impact assessments on the 
agency’s websites help improves transparency in the regulatory regime. Second, once the 
institutional architecture is established, governments implement a red tape reduction strategy 
requiring line ministries to establish red tape reduction targets and identify existing regulations 
for review and reform. The Lao government has made some good progress in reforming 
business costs. In August 2008, the Government implemented the new registration system, 
which reduced compliance costs by 35 percent and saved the business community at least $6 
million in compliance costs every year from not having to re-new the registration certificate 
annually (Box 3). The government has also established a taskforce to explore the feasibility of 
implementing a regulatory review process within government. ADB technical assistance will 
support this taskforce in 2011.  
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Box 2: What is a Regulatory Impact Assessment (RIA)? 
 

There are two elements to the burden of excessive and costly regulation. There is the flow of new and amended 
regulations and the stock of existing regulations. To improve regulatory governance, many countries have adopted 
policies to improve the quality of new regulation and to upgrade that of the existing stock of regulations. These 
policies have required formal regulatory impact assessments (RIAs) to be undertaken for both making new and 
amended regulation, and reviewing existing regulation. 
 
The objective of RIA is to ensure that any proposed regulations are warranted and, if so, are appropriate and efficient. 
It is based on the premise that a disciplined and structured approach to making regulations can improve their quality 
and thereby reduce the ‘red tape’ burden. By bringing together and documenting all available evidence, RIA helps 
ensure that feasible options to address a perceived problem are ranked based on their net community benefit. The 
analysis should cover, as relevant, economic, social and environmental benefits and costs on different groups, such 
as consumers, businesses, government and the entire community. 
 
The key features of RIA include: 
 
1. A RIA Unit. The line ministry proposing a new regulation carries out the RIA. This is based on the premise 
that the line ministry is the most knowledgeable about the perceived problem and options to address it. Typically, 
each line ministry would establish a RIA unit or appoint a senior staff as the RIA Compliance Officer to assist staff 
carry out the RIA. 
 
2. Public Consultation. A RIA requires the line ministry to consult with the community to ensure that the 
regulator and regulated have a full understanding of the problem, options to address it, possible administrative and 
compliance mechanisms and of associated benefits, costs and risks. 
 
3. Screening Mechanism/Preliminary RIA. All proposed regulations are screened first by the line ministry to 
determine whether a full RIA analysis must be undertaken. In doing so, line ministries complete a check list provided 
by an oversight office. The Australian experience shows that more than 70 percent of proposed regulations pass the 
preliminary screening step, and therefore do not require further analysis than the completion of the preliminary 
assessment (screening) check list.  
 
4. Regulatory Impact Statements/Full RIA. Where there are significant impacts on businesses, individuals or 
the economy, a Regulation Impact Statement is required. This formalizes and provides evidence of the key steps 
taken as part of a good policy development process. It includes estimates of the benefits and costs of each option 
followed by a recommendation supporting the preferred option. Depending on the complexity of the proposal the RIS 
could range between 8 and 35 pages in length. 
 
5. Office of Best Regulatory Practice. Central to sustainable regulatory reform and reduction in red tape is the 
OBRP. An OBRP is set up to provide line ministries advisory information on best practice in regulation making and 
review, to provide training and advice to officials on compliance with RIA requirements, and more generally, to report 
on the nature and extent of regulation and its economic effects. An OBRP should be placed where it is independent 
from the line agencies and legislature that are the major proponents of regulation. 
 
6. Red tape reduction programs. International experience shows that without institutionalizing regulatory review 
processes and good practice regulation making in government, licensing reviews or license reduction programs are 
not likely to succeed. This is because a ‘culture’ of good practice may not have been established and regulations 
removed are often replaced by other costly regulations. International experience also shows that as a country 
becomes advanced the stock and flow of regulations may actually increase making regulatory review programs 
difficult to succeed.  Moreover, line ministries producing regulations often resist licensing review programs either as it 
may reduce revenue collection or be perceived to undermine its mandates. The Australian and British governments 
have introduced red tape reduction programs that address some of these incentive problems with some success. 
Three factors have made these programs more likely to succeed. First, both countries had earlier institutionalized RIA 
architecture within government including having established regulatory oversight agencies. Second, the red tape 
reduction programs promoted ownership by line ministries by requiring them to come up with red tape reduction 
targets and identify regulations to review and restructure. Third, both programs included incentive rewards in the form 
of budget block grants for line ministries completing their red tape targets within the agreed time frame. The 
regulatory oversight agency is tasked with verifying that red tape reduction targets are met, while the Ministry of 
Finance or Treasury is mandated to administer the red tape reduction program including the grants.  
Source: ADB. 
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17. Competition Policy. The ADB red tape study focused on the business compliance 
costs of obtaining licenses and permits. Other important costs of the regulatory regime are the 
adjustment costs firms have to undertake to comply with regulations and the economy-wide 
impact of regulations. A common thread of many of the investment climate and value chain 
studies is Lao PDR's weak competition policy framework broadly defined to include distortions 
at the border (non-tariff barriers) and more significantly behind the border (technical barriers to 
trade and industry regulation, and investment incentives). There are three factors that affect the 
nature and level of competition in several sectors in Lao PDR. First, the presence of state-
owned enterprises (SOEs) in the economy is widespread and SOEs are dominant in several 
sectors in manufacturing and utilities. Many of these SOEs have loosely defined public service 
obligations that can affect their commercial operations and efficiency levels in the sector, as well 
as provide them with unfair advantage over private sector rivals. Second, the investment 
incentives regime is very generous on an international comparison and lacks transparency. 
Incentives vary across sectors, regions, and in some instances even among firms in the same 
sector as the incentives package appeared to be custom-made for some investors. This 
incentives regime has created price distortions and provides an uneven playing field for firms, 
typically biased against SMEs (Box 4). Third, while most industry regulations restricting 
competition have been eliminated, there are pockets of industry that are provided with 
protection or supported by anticompetitive regulations (See Table 2). 
 
18. The government does not have a competition policy framework. The Government 
issued a Prime Minister decree on trade competition in 2004. The decree is generic and aims to 
promote fair trade competition, prohibit collusion, abuse of dominant position, and regulate 
mergers and acquisitions that may lead to monopoly or dominant positions in the marketplace. 
The decree also mandates MOIC to establish a fair trade commission within the ministry. It also 
provides the commission with the power to impose administrative and financial penalties on 
firms in non-compliance with the decree. The decree has a number of substantive and 
procedural weaknesses. There was no public awareness raising activities prior to formulating 
the decree and no capacity building activities for policy makers that may be assigned to the 
division. As a consequence there appeared little support for the decree and it was never 
implemented: guidelines have not been issued and the trade commission not established due to 
other pressing priorities of the ministry and budget constraints.   
 
19. The government is thinking about drafting a consumer protection and trade 
competition legislation. A competition law can be a useful instrument to address the more 
complex competition issues that are not adequately addressed through broad-based 
microeconomic reforms such as abuse of dominant position and marketing restraints. If the 
competition agency is well designed with focus on procedures, and it has broad public support it 
can also play an important role in advocating competition policy reforms, as it has done in 
Indonesia and other countries.  
 
20. Drawing on best international practice, certain minimum principles should be adhered to 
when designing a competition law and the structure of a competition commission to ensure that 
the law is effectively implemented and has public support and confidence: 
  

• Competition legislation should have as its primary objective to protect the competitive 
process and not competitors. Several countries have included multiple objectives in their 
competition laws such as the protection of small and medium-sized enterprises, national 
interest objectives or exempted state enterprises from the law. As a consequence of 
multiple objectives, some decisions by the competition authorities may actually be anti-
competitive.  
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• Competition legislation should provide equal treatment and not exempt sectors from its 
mandate including SOEs, public procurement etc. 

• Competition legislation should focus on anti-competitive conduct and less on market 
structure. The provisions of the law should be more descriptive rather than prescriptive, 
that is, focus on establishing sound investigation and review procedures for complaints 
rather than prescribing practices that are illegal per se.   

• The competition commission overseeing implementation of the law should have 
sufficient budgetary resources and well trained staff in economic analysis and 
investigation 

• The commission should have autonomy from government ministries and agencies to 
ensure that it does not have conflict of interests (i.e., in those cases where industry 
policy may be dominant over competition policy) and less likely to be captured by the 
executive arm of the government and or business community. It should have its own 
budget.   

• The commission should adhere to principles of transparency in its operation such as 
requiring publication of its case decisions, announcement of its investigations. 

• The competition commission should also have an advocacy function for promoting 
competition policy reforms. 

 

 
 
21. Trade policy. The Government considers WTO-accession a key foreign trade policy 
priority and this is accelerating the momentum for finishing the trade reform agenda. The 
Government's preparations for WTO accession have had an influence on the way it thinks about 
trade policy and the business climate. In this regard, MOIC is looking at ways to accelerate 

Box 3: Reform of Lao PDR Enterprise Registration Procedures 

The 2006 Law on Enterprises (EL) replaced the 1994 Business Law. The EL contains principles of 
best regulatory practices, such as transparency and efficiency. It introduced a negative list for 
registration:  owners can register their enterprise directly at the enterprise registry office (ERO) for all 
economic activities except for those included on the negative list. If the activity is on the negative list, 
the owner is required to seek a permission to operate in that sector from the line ministry before 
registering the enterprise at the ERO. Equally important the EL no longer requires owners to re-
register enterprises annually with the new certificate having lifetime validity for the enterprise. The 
implementing decrees also simplified the registration procedures by reducing the number of 
documents required from 18 to 4 – 6 depending on the sector, delegating authority to sign the 
registration certificate from MOIC to the registrar of the ERO, and cutting back the number of internal 
procedural steps. The new registration procedures became effective from August 2008 and all 
enterprises have been requested to re-register under the new law. 

The ADB study estimates that these changes will reduce business compliance cost of registering 
enterprises by over 35% through savings in staff time and costs in preparing documentation and 
applying for the certificate, and follow up. Even more substantial, businesses are not required to 
annually renew registration. Based on this report, this will save businesses annually at least $6 million 
(in 2008 prices).  

Assisted by the Asian Development Bank, the enterprise registry office at MOIC was upgraded and 
connected to several pilot provincial offices allowing for real time data transfers of new registrations to 
a central database. These new registration procedures and upgraded ERO have encouraged about 
5,000 enterprises (about 25% of registrations up to March 2009) to register for the first time, indicative 
of a successful reform that has reduced compliance costs and encouraged more small firms to 
become formalized.   

Source: ADB staff. 
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reforms to the import and export management system. It intends to continue to reduce the 
number of sectors on the import controlled list, and streamline and simplify import and export 
procedures and regulations. The WTO accession efforts follow on from Lao PDR’s 
commitments to the Common Effective Preferential Tariff (CEPT) schedule under the ASEAN 
Free Trade Agreement (AFTA). The Government has made progress in implementing the CEPT 
schedule for items in the inclusive list (0-5 percent), which covers 98 percent of all tariff lines. As 
a consequence of a process of market oriented reforms that began in the late 1980s, the 
average customs duty has fallen to about 10 percent, among the lowest in the region. Going 
forward, it is an opportune time to advance the reform momentum toward reducing the 
remaining non-tariff barriers, including technical barriers to trade (TBTs), reform of trade 
facilitation (logistics, SPS systems and customs), consolidate other incentives that negatively 
affect investment and trade decisions, and support implementation of Lao PDR's WTO 
commitments once it accedes to the WTO, tentatively planned for 2012.  
 
22. Pockets of significant protection remain. The degree of protection afforded to 
domestic industry through imposition of custom duties, non-tariff barriers and domestic taxes on 
products can be measured by estimates of the effective rate of protection (ERP). A positive 
estimate of the ERP indicates the height of protection afforded to domestic industry while a 
negative estimate indicates the height of negative protection (or disincentive to produce) 
afforded to the domestic industry. Variations in the estimates of ERPs for different sectors in the 
economy tell us the extent of resource misallocation (or distortions) within the economy due to 
the trade and tax policy regime and provide a useful tool for assessing a country's trade policy 
and promoting transparency. ADB and MOIC staff estimates of ERPs show that there remain 
pockets of significant protection to industry such as in processed (manufactured) food, 
beverages, and tobacco (Table 2). The trade policy and incentives regime appears to be biased 
against sectors that have potential to be export-oriented as reflected in sizeable negative 
protection in some of these sectors (garments). It is also biased against agriculture as indicated 
by the negative ERPs, which suggests that the trade policy regime effectively taxes agriculture 
and transfers these to the manufactured or processed foods and beverage sector. Once the 
AFTA CEPT schedule is completed, protection in some of these sectors (auto and motorcycle 
assembly, and some processed foods) will disappear. Sector-specific reforms may be needed in 
some of the others (e.g., cement and steel) to enhance economic efficiency (Box 4). The 
estimates do not include fiscal investment incentives which are considered generous and also 
vary across sectors and across firms within sectors. If these are included the variation in ERPs 
could be larger. A comprehensive assessment of investment incentives is necessary (Box 5).  
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23. Import licensing and administrative procedures are the major remaining NTBs, but 
these are being phased out by the Government to be consistent with WTO rules. Lao PDR 
operates an import-export management and control system, identical to the one operated in Viet 

Box 4: Distortions Created by Incentives and Anti-Competitive Practices – the Case of the 
Cement Industry 

The Lao PDR cement industry has undergone rapid growth and development in the last five years. 
The number of plants have increased from 2 (both owned by one firm) in 2001 to 7 (four firms) by 
2008. Production capacity increased from 316,000 tons to 1.6 million tons during the same period. The 
driving force behind this growth has been the boom in tourism and large investments in the resource 
sector. The Lao PDR authorities see the cement industry as strategic to development of Lao PDR's 
economy as a supplier of a key raw material to infrastructure and construction. Authorities also feel 
that it is important to build linkages between the huge investments in mining and hydropower and the 
non-resource economy and developing linkages between the resource sector and the domestic 
cement industry is in line with achieving this objective. 

However, the Government's fiscal investment incentives framework complicates the competitiveness 
of the domestic cement industry and this problem is representative of the problem of providing 
generous economy-wide incentives. On the one hand, the Government wants to ensure large 
investors and exporters can access raw materials at international prices. Hence it provides duty and 
tax exemptions on imported cement for large projects. However, the local domestic industry is subject 
to a 10 percent turnover tax on domestic sales creating a price wedge between locally produced 
cement and imported cement. Moreover, because of its smaller scale, local cement producers find it 
difficult to compete with imported cement at current international prices. To balance this policy-induced 
distortion, the Government has provided the domestic cement industry with compensating assistance 
through profit tax holidays, import controls and administered price arrangements in the main centers.  
The enforcement of regulations appears to have tightened since May 2008 when new administered 
prices were published. While this assistance has helped balance the disadvantages of other policies, it 
has also resulted in a significant wedge between retail prices in Vientiane and international prices 
represented by retail prices across the border in Nongkhai Thailand (about 40 minute drive from the 
Friendship bridge) after May 2008.  The losers from this policy are the smaller end users of cement 
who can not avail of the import tax exemptions under the investment law.  

Retail Prices per Ton of Cement in Vientiane Lao PDR and Nongkhai (Thailand) 

                   
Notes: Vientiane (Lao Brands) refer to Lao brands sold in retail outlets in Vientiane; Vientiane (Thai Eagle brand) 
refers to the imported Thai brand Eagle sold in retail outlets in Vientiane. Retailers surveyed stop selling the brand 
after December 2008; Nongkhai (4 brands) and Nongkhai (Eagle brand) refers to Thai brands sold in retail outlets 
in Nongkhai Thailand. Source: ADB staff estimates based on ADB price survey under TA 4794 Strengthening 
Private Sector and SME Development. 
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Nam until recently. A key remaining feature is the system is the import licensing regulation and 
its identification of items subject to restrictive import licensing: it categorizes imports into three 
categories: i) prohibited goods;3 ii) controlled goods; and iii) general goods which are easily 
imported. Goods may be prohibited based on public safety, environmental, or moral concerns, 
but not to protect domestic producers. The controlled category deals with licenses for imports 
that are not banned but managed by MOIC. Until October 2006, these included about 25 
broadly defined items such as prepared foods and all raw and semi-manufactured products 
used in manufacturing. MOIC is reforming the import and export management system and has 
made substantial reforms since 2006 in order to reduce trade facilitation costs. The list of items 
on the controlled list was revised in October 2006. Under Subprogram 2, the Government has 
revised the import regulation to be consistent with WTO requirements including the use of non-
automatic and automatic licenses. The number of import items subject to non-automatic 
licenses on the controlled list has also been further reduced. 
 

Table 2: Industry Protection – Effective Rates of Protection (%) 
Sector Export or 

Import Sector 
ERP 

Crops E -5.0 
Livestock and poultry E -8.0 
Forestry and logging E -11.8 
Mining and quarrying E -11.0 
Food, beverages and tobacco I 104.8 
Textiles, garments and leather products E -6.8 
Wood and paper products, printing and publication E -0.4 
Chemical products I 2.0 
Non-metallic mineral products   I -4.3 
Metal products, machinery   I 9.5 
Other manufactured products   I 6.1 

Source: ADB and MOIC staff estimates. ERP = effective rates of protection; E = export-oriented sectors;  
I = import oriented sectors.  

                                                 
3 List of prohibited goods and controlled goods set out in MOIC notice No. 1376 of October 2006. Previous MOIC 

notices of prohibited goods and controlled goods set out in notices No. 284 and 285 of March 2004. 
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Box 5: Investment Incentives, Lao PDR  

Investment incentives available to domestic and foreign investors are (i) tax holidays followed by 
reduced profit tax rates; (ii) tariff exemptions; (iii) land-leasing fee exemption; (iv) export tax 
exemption;  (v) minimum tax exemption; and (vi) business turnover tax exemptions/concessions.  
 
(i) Tax holidays and reduced profit tax rates 
 
Tax holidays exempt profit tax for a certain time period. Reduced tax rates below the standard rate of 
35% also apply thereafter. Although intended not to be indefinite they became so under existing 
legislation. Tax holidays are automatic for eligible companies/businesses and included in the 
investment license.  
 
To qualify for tax holidays, entities (domestic or foreign) must invest in a promoted activity listed in the 
investment legislation. The duration of the tax holiday and extent of the reduced profits tax thereafter 
depends on the zone in which the investment is located.  
 
(ii) Tariff exemptions 
 
Tariffs range from 5% to 40% (excluding zero rates).The existing investment laws exempt tariffs on:  

• equipment, vehicles used directly in production;  
• raw materials unavailable domestically or in sufficient quantity;   
• semi-finished products to make or process exports; and 
• raw materials and inputs to make goods substituting for imports  

 
Businesses must submit for MPI approval annual import plans to obtain tariff exemptions. Firms can 
apply for an increase if imports exceed planned levels; the draft law delegates this authority to 
Customs.  
 
(iii) Exemption from land-leasing fees  
 
This is a new incentive introduced in the draft law exempting investors in agricultural processing from 
rent or land concessions for constructing factories, including to produce raw materials, as follows 
depending on the zone of location: 
 
Zone 1: Land-leasing fee exemption or concession for 15 years 
Zone 2: Land-leasing fee exemption or concession for 11 years 
Zone 3: Land-leasing fee exemption or concession for 7 years 
 
(iv) Export tax exemptions  
 
The draft investment law exempts general products from export tax. The coverage of this exemption is 
uncertain. According to MPI, export taxes are generally not imposed, except for specific categories of 
non-forest (natural resources), but even exports of natural resources and their products may be 
exempt from export tax provided they comply with relevant laws and regulations. Thus, the exact 
coverage of export taxes and of corresponding exemptions is unclear, and should be clarified before 
being passed.    
 
(v) Minimum tax exemption 
 
Minimum tax is a direct tax levied on business entities and individuals who pay no profit tax in any year 
because they earn insufficient profits (or make losses). The rates of minimum tax are 0.25% of annual 
total business income (excluding turnover tax) for manufacturing and 1% for trade and service 
activities. Both the Tax Code and the investment laws exempt foreign and domestic investors from 
minimum tax during their tax holiday periods. 
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Box 5: Investment Incentives, Lao PDR (continued) 

(vi) Business turnover tax exemption/concession  
 
Business turnover tax is an indirect tax paid by consumers of goods and general services on sales and 
collected by the seller. The tax rate ranges from 5% to 10%, with a number of activities exempt, 
including plant species, animal species and insecticides, authorized textbooks, newspapers and other 
magazines, vaccines, animal and traditional medicines. While it applies to both domestically-made and 
imported goods, the tax rate on most goods is higher on imports. Imported and domestic raw materials 
and semi-finished inputs used in agriculture and mining machinery generally are levied the same rate. 
Services subject to turnover tax are levied identical rates whether imported or not.      
 
Differential tax rates therefore discriminate against imported goods, effectively acting as an additional 
tariff, in contravention of the General Agreement on Tariffs and Trade (GATT)(Article III:2 on national 
treatment). These will need to be reviewed as part of Lao PDR’s WTO accession negotiations. 
However, foreign investors are not discriminated against since the products they produce are taxed at 
the same rate as those made by domestic manufacturers.  
 
Recommendations 
 
Overall, the investment incentives in Lao PDR are broad and deep. The priority list for instant is too 
broad and covers too many sectors. In addition, some incentives such as tax holidays may be 
redundant and further assessment should be done to investigate whether investors would have 
invested in Lao PDR without these incentives anyway. Should this be the case, the loss of revenue 
may be substantial. Similarly an assessment should be done whether incentives allocation based on 
zones and geographical location have resulted in investment being diverted to those areas. The 
proposed Special Economic Zone should also be reexamined as it may undermine the general 
incentives framework.   
 
There are also inconsistencies in its implementation, surveys and interviews with the industry indicate 
that the application of some incentives is negotiated and in some instances tailor made instead of 
legislated. The broad priority list provides wide discretion to authorities which may lead to rent seeking. 
There have also been cases where extensions of incentives have been made that went beyond what 
is provided in the law. 
 
Moving forward, the investment incentives framework should be streamlined and examined holistically 
instead of on a piece meal basis. The first recommendation is to study which incentives have led to 
increase of investments, those which are redundant should be removed as they are incurring 
economic cost without bringing in any new investments. Second, once the framework has been 
streamlined and incentives are more focused, the application and implementation of these incentives 
must be made consistent. Extension and waivers should be provided in the investment law and not left 
to the discretion of authorities. This promotes healthy competition based on predictability of the 
incentives. Another crucial aspect is to assess the legality of these incentives vis-à-vis WTO law 
especially as Lao PDR seeks accession to the WTO.    
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24. Technical barriers to trade. In preparation for WTO accession, the Government is 
reviewing technical barriers to trade, such as those related to sanitary and phyto-sanitary 
standards, with a view to making them consistent with WTO rules. This will involve establishing 
procedures for notifying SPS and other TBTs to the WTO and designating the inquiry point 
within government for such notifications. Early progress has also been made in strengthening 
the SPS regulatory environment to ensure consistency with WTO with the issuance of a series 
of decrees related to food safety management including principles for application of SPS and 
technical measures for food safety management; plant protection and quarantine law. As the 
Government considers completing WTO commitments important for its integration efforts, it 
must strengthen the capacity to implement required policy reforms and to establish compliance 
notification procedures across relevant agencies. This will require significant capacity 
development within the MOIC as well as staff training, and across relevant ministries. 
 
25. Capacity building in trade policy. Just as important as reforms to the trade policy 
regime, are the institutional arrangements and processes for making trade policy. The 
Department of Foreign Trade Policy at MOIC sets the broad trade policy framework and agenda, 
is taking the lead in WTO preparations, and also has responsibility for AFTA. With only 30 staff 
it is overstretched and also under-resourced with respect to its capacity to conduct adequate 
trade policy analysis—an area that will be critical to support further trade reform and effective 
participation in the WTO. 
 
26. While the Department of Foreign Trade Policy has a key role in determining trade policy, 
a number of other agencies also play significant parts, including: the Department of Export and 
Import Management which sets import and export procedures, and compiles the controlled 
import list. The Ministries of Agriculture, Health, Communication, Transport, Post and 
Construction, as well as MOIC controls import licensing in their respective sectors. MAF issues 
phytosanitary and sanitary certificates, and MOH for export of food products. Ensuring 
consistency of trade policy across of the whole of government will be a challenge, as it is in 
most countries. While the Government considers WTO-accession important for its integration 
efforts, it is also important for Lao PDR to continue to build its own capacity to carry out analysis 
of policy on its merits for Lao PDR. Under ADB technical assistance training on trade policy 
tools has been provided to staff at the MOIC and other ministries, and staff from the Department 
of Foreign Trade Policy worked with ADB staff to develop capacity to estimate effective rates of 
protection. Other activities included writing and presentation skills, media communication for 
senior officials and training on trade policy tools. ADB also provided training on free trade 
agreements.4 It will be important to continue this longer term capacity development to support 
the reform momentum. 
 
27. Trade facilitation. Trade facilitation is still relatively costly, but it is improving.  With 
large investments in road networks and infrastructure and the Cross Border Transit Agreement 
(CBTA) with Thailand the cost of trucking goods in terms of delivery time and cost per unit has 
falling in the last several years. According to a recent TNT report,5 it now takes four hours to 
truck goods from the Viet Nam border to the Thai border via the East-West Economic Corridor 
(EWEC). However, there remain problems with transportation and trade facilitation. The local 
truck industry does not appear to be competitive and characterized by poor vehicle standards 
and breakdowns. The high cost of local truck industry is partly offset by Lao PDR authorities 
permitting trucks from neighboring countries to enter Lao PDR also cutting costs. There is lack 
of access of Lao vehicles of good quality to neighboring countries. Time involved in trade 
facilitation especially through Customs remains costly. Pre-clearance is required at Savanaket 
                                                 
4 Conducted by Office of Regional Economic Integration. 
5 Cross Border Transport and Trucking, ACMECS, March 2007. 
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and original copies must be sent to Customs at the border at Dansawan, involving a two day 
processing time. According to the TNT report, the new bridge has only saved 45 minutes due to 
the hassles with Customs. Another problem identified by the TNT study is the lack of 
consolidation points along the border which would be particularly helpful for SME exporters. 
Problems of trade facilitation particularly hurt SMEs as they export small quantities of products, 
and therefore the fixed costs of trade facilitation accounts for a higher proportion of fob export 
prices than for larger firms. Governments of member states in GMS are addressing some of 
these trade facilitation problems6 through implementing the CBTA, as well as reforming customs.  
 
28. Trade logistics. The performance of trade logistic services is critical to determine 
whether Lao PDR can trade goods and services on time and at low costs. A cross-countries 
study conducted by the World Bank7 suggests that high logistics costs and, more importantly, 
low level of services are barriers to trade and hence, growth. Available indicators suggest that 
Lao PDR businesses bear higher cost of logistics than other countries in the region. The 
logistics performance index ranks Lao PDR 117th out of 150 countries included in the survey, 
meaning it is less efficient. This index is developed based on a comprehensive survey of supply 
chain performance, including customs procedures, logistic costs, infrastructure quality, 
timeliness of reaching destination, and the competence of the domestic logistics industry. In 
particular, Lao PDR was ranked 146th in domestic logistic costs, 139th in tracking and tracing, 
121st in customs efficiency and 121st in infrastructure cost. In comparison, Thailand is ranked 
31st, Indonesia 43rd, Viet Nam 53rd, Philippines 65th, and Cambodia 81st. 
 
29. Sanitary and phyto-sanitary standards (SPS). Establishing a small but effective SPS 
system which takes into account the need, size, potential and the strategic location of the 
country is critical for Lao PDR. Raising sanitary and phyto-sanitary (SPS) management 
capacities in Lao PDR is important to reduce the trade-related public health, animal and plant 
health risks in Lao PDR. It will strengthen confidence in its tourism sector and safety of exports 
of agriculture and foods products, as well as  beverages. Lao PDR has the highest incidences of 
food and water borne illnesses and human deaths in the region – approximately 3,200 persons 
per 100,000 persons are productively affected each year in Lao PDR, eight times higher than 
the rate in Thailand and Viet Nam (Figure 6). Poor food safety imposes costs on businesses 
(lost profits) and households (lost income) from lost working days of family members fallen ill 
from food and water borne illnesses and premature mortality. ADB staff estimates the cost to 
the economy from the lost in productivity of persons falling ill from food related diseases and 
premature mortality could be as high $149 million.8 SPS are therefore key to microeconomic 

                                                 
6 Also see technical reports on Customs and logistics development presented at the 5th Meeting of the Trade 

Facilitation Working Group 16- 17 May 2007, Bangkok. 
7 World Bank. 2007. Connecting to Compete-Trade Logistics in the Global Economy. Washington, D,C. 
8 We estimate the lost productivity as follows: (i) for temporary illnesses―the total number of working days (times 

average daily income) lost from persons affected by illness, but survived, and (ii) for premature mortality―we 
estimate the value-of-a-statistical-life (VSL) lost from food and water borne diseases. We estimate the VSL using a 
variant of the human capital approach: VSL is the discounted present value of lifetime earnings lost due to 
premature mortality. The foregone earnings are computed net of tax, estimates of nonlabor income are included 
and a discount rate of 4.0% is used. Real earnings are estimated to grow 3.0% per annum. On this method we 
estimate the VSL at $38,500 per person. It is assumed that 2% of all illness cases result in premature mortality. 
Thus, the cost to the economy is estimated at $149 million in lost productivity. The human capital approach taken 
here has a number of weaknesses. A key weakness is that it does not reveal people’s willingness to pay for an 
SPS management system to save one life. For a review of the literature see Landesfeld. J.S., and E.P. Seskin. 
1982. The Economic Value of Life: Linking Theory to Practice. American Journal of Public Health 6. Viscusi, W.K. 
2003. The Value of Life: Estimates with Risks by Occupation and Industry. Discussion Paper 422. Harvard Law 
School Cambridge, MA. Viscusi. W. and J. Aldy. 2003. The Value of Statistical Life: A Critical Review of market 
Estimates Throughout the World, Journal of Risk and Uncertainty 27 
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infrastructure for raising food safety standards in Lao PDR necessary to reduce food and water 
borne diseases in the domestic market. Improving SPS standards will also improve SME the 
private sector’s access to the international market for agro-based products and efficiently 
competing with processed foods imports.   
 

Figure 6: Incidence of Food and Water Borne Diseases in the Human Population  
– A Regional Comparison 

     
  Source: World Health Organization. 
 
30. Some progress has been made in improving SPS but much more needs to be 
done. Lao PDR's SPS management system is in its infancy.Capacity weaknesses are 
exemplified in all three broad SPS areas, covering plant health, animal health and food safety 
safety. The country has no capacity to conduct systematic surveillance and inspection programs, 
which are fundamental building bloc underpinning an effective SPS management system. Lack 
of resources and technical know-how mean that safe handling of food and beverages remains 
weak especially among the small and medium-sized firms. The Government does have a broad 
SPS action plan, but efforts for its implementation fall short of what is needed in light of the 
Government's progress in preparing for WTO accession. The Government recognizes that much 
needs to be done to improve SPS including: (i) strengthening the SPS framework for effective 
SPS management; (ii) improved regulation for food safety, animal and plant health;; (iii) related 
to SPS regulation is the need to establish coordination processes and procedures for notifying 
WTO on SPS regulations (as TBT) and establish an SPS inquiry point within Government; (iv)  
ensuring competition within the domestic market SPS providers/auditors/assessors; (v) capacity 
development for effective management systems such as further upgrading of laboratories, 
assisting with the laboratories’ International Organization for Standardization accreditation, 
procuring equipment and rapid diagnostic tools, and training staff. ADB is assisting GMS 
countries with SPS capacity building to enhance cross-border trade while adequately protecting 
health of crops, livestock, and consumers. A GMS action plan, which identified critical 
weaknesses and gaps in SPS areas and capacity building activities has been developed and 
endorsed by the GMS ministers. It is based around four areas: (i) risk-based system of border 
handling; (ii) strengthen regional and national capacities for diagnostic and testing facilities; (iii) 
promote private sector capacities for food safety compliance; and iv) promote academic training 
needed for managing SPS. ADB is formulating a GMS investment project in 2011 to assist with 
capacity development of SPS management systems that includes improved surveillance 
surveillance and inspection programs for plant health, animal health and food safety, and 
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improved education and university training of SPS specialist. The GMS project will also promote 
regional cooperation and harmonization.  

 
31. SME access to credit. The finance sector of the Lao PDR economy is shallow, with the 
banking system constituting the main form of formal financial intermediation (Figure 7). Interest 
rate margins are high reflective of banking system operational inefficiencies. Microfinance 
institutions are expanding to serve the needs of microenterprises but coverage remains low. 
Consequently, SMEs have had limited access to formal sources of financing, and generally rely 
on retained earnings and informal sources. The GTZ Enterprise Survey of 2007 9 found that 50 
percent of entrepreneurs surveyed reported access to capital as a major constraint to their 
growth. The Government, with assistance from ADB through Banking Sector Reform Program 
(BSRP) completed in March 2009 and the Rural Financial Sector Development Program 
(RFSDP) on track to be completed in 2011 have helped to gradually restore the health of the 
banking sector, improving the competitive environment, and developing microfinance institutions. 
The Lao Development Bank, a state-owned commercial bank, has refocused its market 
segment to serving SMEs. 
 
32. SMEs face legal and capacity constraints in accessing credit, and these need to 
be addressed if SMEs are going to benefit from recent banking sector developments. 
Constraints include weak protection of creditors’ rights, which means that banks’ largely rely on 
use of fixed assets (e.g. land and buildings) as collateral to secure loans, placing SMEs 
generally at a disadvantage in accessing credit. Another critical constraint is limited credit 
information on customers that allow banks to assess credit risk. Currently requests by banks for 
such information are processed by the central bank's credit information bureau (CIB) using an 
inefficient manual paper-based system—that can often take up to a week to generate responses.  
Upgrading the system to one based on a centralized database that allows commercial banks to 
search for as well as update customer credit information in real time can significantly reduce the 
time and costs involved in credit assessment.  There are limited alternative financial products to 
bank loans for SMEs to access. Under the BSRP program the Government drafted and 
submitted a lease financing decree to the Prime Minister's office in February 2008 aimed at 
establishing a regulatory framework for the leasing industry with the aim of developing the 
sector. A final constraint is poor accounting and financial reporting capacity of SMEs also limits 
access to finance. According to the GTZ enterprise survey, 75 percent of micro-enterprises, 54 
percent of small enterprises and 25 percent of medium-sized enterprises do not keep proper 
book keeping records. Furthermore, the same survey found that less than 45 percent of small 
firms had ever used a business development service provider.  The government has been trying 
to address these constraints with mixed results. The licensing decree and the secured 
transactions decree have not been approved and implemented due to lack of consensus among 
government agencies on key issues. Progress has been made in upgrading the CIB. Initiated 
with ADB and EC technical assistance, a web-based, secured credit information bureau located 
at the BOL has been developed, piloted, and expected to be operationalized in 2011. 

 
33. Recent international developments suggest new risk-based modalities aimed at 
addressing the higher risk of SME lending can be effective in improving SME access to 
finance. Directed lending programs or subsidized credit programs are not effective or efficient 
ways of improving SME access to finance. Directed lending programs often undermine prudent 
banking practices based on proper assessment of risk, often challenged by significant leakages 
and can undermine the development of a culture of repayment. Countries have gradually moved 
away from such policy lending practices. Recent developments suggest modalities such as 
partial credit guarantee facilities can improve SME access to finance in an efficient way and 
                                                 
9  Deutsche Gesellschaft für Technische Zusammenarbeit. 2008. Enterprise Survey 2007. Vientiane.  
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therefore not undermining prudent banking practices. Earlier partial credit guarantee schemes 
provided the guarantees to commercial banks directly that then allocated among assessed 
borrowers. This approach inherently created conflict of interest as the commercial bank typically 
allocated such guarantees to bowers that may not have needed it. Key features of recent partial 
guarantee modalities include: 

 
• Establishment of a public-private partial credit guarantee corporation (CGC) 
• The CGC provides partial credit guarantees to SME borrowers based on an 

establish credit assessment. The partial credit guarantee is market-based priced, 
typically about 200 basis points (bps) of the guarantee amount. The SME 
borrower then applies for a commercial loan at a participating commercial bank. 
This ensures the SME remains subject to financial market discipline. Separation 
of the CGC and participating banks helps avoid the problem of the commercial 
bank providing the guarantee to SMEs that do not need it. 

• The partial guarantee covers between 50%-70% of the loan. The commercial 
bank takes on the remaining risk. This ensures that the participating bank is also 
subject to financial market discipline 

• The CGC earns revenue through the guarantee fee and through income earned 
on its equity or endowment invested in the capital market. 

• While the government and private sector inject equity into the CGC, a private 
fund management entity manages the endowment and revenues.  

 
34. SME investments in innovation and technology are relatively low.  A recent World 
Bank study emphasized that innovative activity is a critical part of private sector development. 10  
Lao PDR ranks low in global surveys of technology adoption even compared to similar 
developing economies. Lao PDR’s level of development partly explains the limited availability. 
However, the underdeveloped market for private sector businesses development services (BDS) 
also explains the lack of innovative (albeit basic) innovative activity. According to the GTZ 
enterprise survey, less than 45 percent of small firms had ever used a business development 
service provider.  
 
35. A national technology and innovation framework should focus on improving the 
determinant factors of innovation. While innovation and technology adoption will be demand 
driven by the private sector governments do have a role in creating a policy framework that is 
conducive to technology adoption and innovation. The government’s national SME strategy 
does include technology dissemination and adoption programs including developing the supply 
of BDSs. However, a broader technology and innovative strategy that engages the private 
sector, education institutions and science is necessary. There are four key principles for 
developing a strategy. First, technology policy and programs should target entrepreneurs that 
are more likely to innovate in the first place. Second, incentives should be properly defined and 
targeted. Third, active public interventions including development partners’ funded interventions 
are less likely to work than private sector provisioning, and fourth, a broader national technology 
framework should focus on improving the determinant factors such as improving education 
levels of the population; removing obstacles to investments in the business development sector 
and creating an enabling environment for firms to grow.  
36. Contract enforcement and judicial capacity. Weaknesses in the legal and regulatory 
framework as well as judicial capacity clearly have an impact on private sector development as 
reflected in the country's rankings on key investment climate indicators in the World Bank's 
2009 Doing Business survey—with Lao ranked 181 out of 181 in terms of ease of closing 

                                                 
10   World Bank 2008. Global Economic Prospects: Technology Diffusion in the Developing World. Washington DC. 
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business; 180 out of 181 in terms of investor protection; and 111 out of 181 in terms of enforcing 
contracts. 
 
37. The rankings reflect a range of factors including outdated laws and regulation (e.g. 
Bankruptcy law); weak capacity and independence of the courts; frequent staff rotations, lack of 
case precedence; as well as cultural and institutional factors inhibiting recourse to legal means 
to enforce contracts in a closely knit, consensus-based society (as reflected by the low number 
of foreclosure cases filed in relation to non-performing loans and the time and tedious 
processes involved in resolving such cases). 
 
38. While ADB has provided earlier support for capacity building in the judiciary and the 
development of alternative dispute resolution mechanisms (e.g. Banking Sector Reform 
Program), the impact of these measures has been limited due in part to the ad-hoc and stand 
alone approach adopted.  Based on experience and lessons learned from these as well as ADB 
interventions in other countries (e.g. Philippines), legal and judicial reform often require deep-
seated institutional changes, including public financial management reforms and increased 
resources to the judicial sector if they are to lead to meaningful and lasting results which in 
terms means that systematic and sustained engagement as well as political will are required 
over the longer term. 
 

C. GOVERNMENT’S SECTOR POLICY AND PLANNING FRAMEWORK 
 
In 2004, the Government announced its poverty reduction strategy (PRS) and reaffirmed that 
eradicating poverty and accelerating the pace of social development are the nation’s most 
important long term strategic goals. The PRS has been mainstreamed into the Lao PDR 
seventh National Socio-Economic Development Plan (NSEDP), 2010-2015. Two of the targets 
identified are i) to ensure GDP growth of at least 8% annually and GDP per capita to be at least 
$1,700 by 2015; and ii) achieve millennium development goals11 and poverty reduction by 2015. 
39.  A key pillar of the SEDP7 is achieve higher and more sustainable economic growth and 
create jobs through private sector development with emphasis on commercial agriculture, rural 
development, infrastructure development, and fostering small-medium enterprises. 
 
40. To help implement the SEDP7 priority for private sector growth, the Government 
adopted a range of sector-specific strategies, most with a time-bound implementation plan and 
clearly defined ministerial responsibilities; some of which are supported by ADB sector 
programs and technical assistance. The national SME strategy outlines a roadmap for longer 
term development of the sector including regulatory reform and improved access to finance. The 
new enterprise law reflects reform priorities under the SME strategy and its implementation and 
is the responsibility of the Ministry of Industry and Commerce (MOIC).  SMEPDO has 
established an SME strategy monitoring unit which provides a quarterly report on 
implementation progress. MOIC's trade policy priorities are anchored in its WTO accession 
efforts and include reforming its import and export management system and trade facilitation 
such as enhancing its sanitary and phyto-sanitary regulatory system 
 

                                                 
11 Refer http://www.un.org/millenniumgoals/ 
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41. The Government key strategic focus has been the following: 
 

(i) The Government enacted the Law on Enterprises of 2006 which promised to 
streamline registration procedures and introduce a negative list of sectors 
restricted to enterprise registration. The government has implemented the 
enterprise law including making effective the new, simplified enterprise 
registration process with a negative list, establishment of enterprise registration 
offices with internet links between the central office and pilot provinces. The 
Government intends to complete the rollout of the enterprise registration offices 
by 2011.  

(ii) The Government has enacted a new law on investment which provides national 
treatment for foreign and domestic investors and synchronizing the investment 
lists with the negative list under the enterprise law. . 

(iii) The Government is making progress towards implementing its SME strategy 
including regulatory reform and transparency, capacity development of SME 
sector etc.    

(iv) The government is chipping away at the import-export management system. In 
2006, to improve transparency, it has re-classified goods on the import controlled 
list according to harmonized codes. In 2007, MOIC issued notice removing trade 
officials from the Customs border posts, and abolished the requirement that 
producers/importers must have an import plan for the year. Most recently, it has 
revised the import licensing decree and distinguishes between automatic and on-
automatic licenses consistent with WTO rules, reduced number of items on the 
controlled list, and currently drafting revisions to the import-export management 
decree including trading rights consistent with WTO rules. 

(v) Started regulatory reform process including establishing an inter-agency 
committee to advocate introduction of regulatory impact assessment and to pilot 
a RIA at the MOIC. To improve transparency in regulations and procedures, 
SMEPDO upgraded its website and started posting business regulations on its 
website, as well as elaborate on registration procedures.  

 
D. ADB’S SECTOR SUPPORT AND EXPERIENCE TO DATE 

 
42. ADB's engagement in Lao PDR on private sector development began in 2005 with the 
Small and Medium-sized Enterprises (SME) project preparatory technical assistance (PPTA). 
This engagement contributed to ADB inputs into the drafting of the 2005 Law on Enterprise and 
the formulation of the national SME development strategy. The Private Sector and SME 
Program Cluster (PSME) grant approved by the Board of Directors (BOD) in October 2007 and 
completed in October 2009 included a series of policy measures to advance SME and private 
sector development reforms.12 Key accomplishments under the Program included the enterprise 
law and the SME strategy, simplifying business registration procedures designed to ensure 
registration is accomplished within the legislated 10 day deadline, establishment of the 
enterprise registry office and seven pilot tested provincial enterprise registry offices, and the 
drafting of a new investment promotion law that moves towards national treatment between 
foreign and domestic investors and simplifies the investment approval process. ADB staff 
estimates show that the cost of enterprise registration has been cut by 35% as a result of the 
enterprise registration reforms (Box 2). The recent Country Assessment and Program 

                                                 
12  ADB. 2009. Report and Recommendation of the President to the Board of Directors on a Proposed Grant to the 

People's Democratic Republic of Lao for the Private Sector and Small and Medium-sized Enterprises Development 
Program, Subprogram 2. Manila 
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Evaluation (CAPE, 2010) rated the PSME as successful and recommended continued support 
to this sector. 
 
43. Lessons drawn from the PSME and other ADB programs in the sector relevant to the 
proposed TA include: (i) political support is crucial for successful implementation of reforms; (ii) 
continuing policy dialogue and policy development are important for sustaining reforms; (iii) 
institutional development and engagement of stakeholders in the program are necessary for 
quality policy development, and (iv) policy-based programs should be appropriately designed to 
reflect the capacity of the implementing agencies and policy reforms be commensurate to the 
program loan and or grant amount. A program cluster with less than 10 high impact policy 
triggers and technical assistance 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 
the second subprogram of the PSME program grant included a Post-Program Partnership 
Framework (P3F) for the period up to end of 2011. 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 (GMS) 
region and the rest of the world. The P3F aims to: (i) strengthen the investment climate 
including finish the national rollout of the enterprise registry to the remaining 10 provinces and 
assist the Government develop and implement a national competition policy and regulatory 
reform program, (ii) support implementation of SME policy and access to finance, and (iii) 
strengthen trade policy capacity and trade facilitation. The P3F may provide the basis for a 
second-generation program on private sector and SME development included in the Country 
Operations Business Plan (COBP) 2009-11.  
 

E. ROLE OF OTHER DEVELOPMENT PARTNERS IN THE SECTOR 
 
44. ADB works closely with other donors (AusAID, European Commission (EC), the German 
International Development Agency (GTZ), International Finance Corporation (IFC), Japan 
International Cooperation Agency (JICA), and the World Bank), and stakeholders providing 
support to SME and private sector development in Lao PDR. In particular, the EC provided 
parallel financing for technical assistance (euro 3 million) designed to support implementation of 
the PSME program cluster from 2007 to 2009, as well as work closely with the ADB to broaden 
the private sector and SME reform agenda, and support government’s efforts to strengthen 
institutional capacity for policy formulation. The ADB and EC teams are joint members of the 
Government's SME Steering Committee, chaired by the Minister of Industry and Commerce, 
and established under the PSME program. Program progress is reported to the Steering 
committee every semester. The ADB also participates in the Lao Business Forum (LBF) and 
works with the Mekong Private Sector Facility of the IFC. The LBF, established in 2005, 
comprises of representatives from the Lao private sector, senior government officials, 
stakeholders and donors. The primary purpose of the forum is as a vehicle to promote ongoing 
dialogue between the private sector, the government, and other stakeholders on private sector 
development issues. The JICA has several activities aimed at improving production in the SME 
sector.  The World Bank is administering a multidonor trust fund for trade. The United State 
International Aid Agency (USAID) is also providing assistance to the government for its WTO 
accession efforts. The GTZ has had a long term SME program focusing on business 
development and human capacity development. It also assists SMEPDO with monitoring its 
national SME strategy. It also carried out an enterprise survey every two years, which provides 
ADB and other development partners with a rich database for assessing developments in the 
SME sector.  
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IV. SECTOR STRATEGY AS SUPPORTED BY ADB 
 
45. This section outlines the strategy for SME as supported by ADB. The Government’s 
vision is to have an expanded SME sector. This would be achieved through an improved 
business environment where the private sector can operate efficiently. 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 reforms in the 
Enterprise and Investment Laws should also be focused on. 
 
46. The strategy for the SME sector is set within the context of the booming resource 
sector, recognizing its potential influence in transforming the Lao PDR economy, and the 
huge demographic pressures of a large youth population and rural to urban migration 
demanding modern job creation. The resource sector will shape Lao PDR’s economic 
transformation over the next 10 to 20 years. The extent of the transformation will depend on (i) 
the magnitude, duration and cyclical pattern of the mineral resource boom (primarily copper), in 
addition to the magnitude of revenues collected from the export of electricity, (ii) the extent to 
which the resource revenue flows appreciate the real Kip exchange rate and how that exchange 
rate appreciation transmits to the tradable goods sector (agriculture and manufacturing); (iii) 
what kind of policies the government implements to promote competitiveness in the non-
resource sector especially the SME sector in the face of an appreciating exchange rate, and (iv) 
how the government manages the resource rents in the national budget and this will depend on 
improvements in public financial management and the extent to which resource revenues are 
smoothed out over the longer term (Figure 7). For example, the appreciation in the real 
exchange rate will shift economic resources away from the tradable goods sector to the non-
tradable goods sector (services, construction, transportation etc) due to the change in relative 
prices thereby changing the structure of the economy. The increase income from the booming 
resource sector will increase demand for both tradable goods (more imports) and non-tradable 
goods. A modest appreciation in the real exchange rate can be successfully managed and 
consistent with competitiveness in the non-resource, tradable goods sector, as it has been in 
Botswana and especially Indonesia. On the other hand, an excessively appreciated exchange 
rate can significantly dampen growth in the tradable goods sector (agriculture and 
manufacturing) slowing long term growth prospects and job creation. This is particularly 
pertinent with half the population under the age of 24 years.  
 
47. The ADB SME sector strategy therefore focuses on promoting competitiveness of 
both the tradable and non-tradable goods sector. A competitive non-tradable goods sector 
would also improve tradable goods due to economy-wide linkages between the sectors. The 
strategy is embedded in the government’s national SME strategy and efforts for WTO accession. 
There are three building blocks to this strategy starting back in 2006 with the drafting of the 
enterprise law, followed by the private sector and SME development program cluster (2006 to 
2009), and the next generation of assistance to promote domestic competitiveness and SME 
access to services and finance (Figure 8). The three core principles of ADB’s strategic 
interventions for 2011-2014 are to (i) assist the Government with updating policies that promote 
economic efficiency and investor confidence through programmatic approaches, capacity 
development, and knowledge products; (ii) provide capacity development for creating market-
based institutions to better formulate and implement policies that promote economic efficiency; 
and (iii) ensuring sustainability of reforms and institutions through supporting performance-
based budgeting and appropriate legal mandates of institutions. 
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48. The strategy addresses both supply side and demand side incentives and constraints 
faced by Lao businesses. On the supply side, it involves improving economic incentives faced 
by business through trade and tax policy reforms, aided by WTO accession, removing 
regulatory barriers to entry, developing market-based institutions for promoting regulatory 
reviews and competition policy, and capacity development of service providers to the business 
community. On the demand side, the strategy provides new modalities for assisting SME to 
improve access to services and credit. Critical to the success of ADB’s SME sector strategy will 
be the engagement of the Lao PDR private sector and academic community in the formulation 
of policy proposals, advocacy, and monitoring reforms.  
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Figure 7 
STRATEGIC FRAMEWORK  
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IV. SECTOR ROADMAP AND RESULTS FRAMEWORK 
 
49. Building on progress achieved by the PSME program cluster and other TA support , 
ADB’s interventions over the period 2011-14 will broaden the scope of assistance as follows:  
 
(a) Promote Competition Policy and Regulatory Efficiency: (i) start building public 
awareness on good practice regulation followed by measures to institutionalize good practice 
regulation in Government through piloting a regulatory impact assessments (RIA) program in 
selected line ministries and later establishing an office of good regulatory practice to oversee 
the reform and ensure its sustainability; (ii) establish at MOIC a competition policy development 
working group to advocate for competition policy, produce knowledge products, and draft a 
competition law based on lessons learned for a transitional economy; (iii) once the institutional 
architecture for RIA and competition policy has been established, prepare a national red tape 
reduction program, and (iv) assistance on ways to consolidate fiscal investment incentives. 
 
(b) Support for implementing the national SME strategy and access to finance: (i) 
promote privately provisioned business development services in accounting, business 
management and technology; (ii) develop and implement a business innovation strategy and 
program, which may include a technology matching grants program for SMEs; (iii) provide policy 
advice on designing and establishing new, market friendly modalities for improving SME access 
to finance such as a public-private SME partial credit guarantee facility or corporation; (iv) 
complete the rollout of the credit information bureau; and (v) capacity building for loan 
applications for SMEs. 
 
(c) Enhancing Trade Policy (i) MOIC continue to implement reforms to meet WTO 
accession requirements, with accession aimed in 2012. These include completing reforms to its 
import and export management system, establishing notification mechanisms for SPS and 
technical barriers to trade, including enquiry points. The SPS enquiry point will be set up within 
the Ministry of Agriculture and Forestry, (ii) support for implementing ASEAN trade policy 
commitments, (iii) trade policy capacity development at MOIC and related agencies, and (iv) 
review of the tariff structure to reduce pockets of high protection. 
 
(d) Enhancing trade facilitation. The major focus will be on strengthening SPS 
management systems and capabilities related to animal and plant health and food safety. This 
will include support for capacity development in SPS management systems and public service 
providers and supporting education institutions. 
 
(e) Strengthening Investment Climate: (i) Assist government to implement the new 
investment promotion act, (ii) continue work with government to improve investor protection and 
strengthen its international taxation obligations, (iii) simplify business start up regulations under 
the enterprise law and complete the rollout of the enterprise registry offices in the remaining 10 
provinces; and (iv) work with government to ensure a unified enterprise registration and 
investment licensing procedures. 
 
(f) Enabling environment for growth drivers of the economy. Most reforms activities 
under (a) to (e) are economy-wide reforms. ADB’s strategic approach is also to assist the 
government to create an enabling environment for selected growth drivers where SMEs are 
dominant form of business. This involves creating an enabling environment through improved 
sector regulations, ensuring market access, and enhancing the capacity of the producer 
associations in policy dialogue with government.  This sector support would not be ‘picking 
winners’ but improving the enabling environment for those growing sectors. 
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Figure 8: ADB’s Strategic Approach- Stepping Stones for an Efficient and Growing SME Sector  

 
Source: Asian Development Bank.

Stepping Stone 1 – basic legislative and reforms 
 
Period: 2006-2009 
 
Assistance: 
-Project preparatory technical assistance supporting the drafting of 
the enterprise law and development of the national SME strategy 
-Private sector and Small and Medium-sized Enterprise 
Development Program cluster (PSME) – series of 2 subprograms in 
2007 and 2009 
-TA assistance piggybacked to subprogram 1 on enhancing private 
sector competitiveness 
 
Program focus: 
-Support implementation of the government’s national SME 
strategy and support for effective SME policy coordination 
mechanisms 
-Improving legislative and regulatory environment for SMEs, 
including modern enterprise law and registry, the investment law, 
among others 
-Access to credit 
-Reforms to the import and export management system in lieu of 
WTO accession 
 

Stepping Stone 2 – making institutions for sustaining 
reforms  

Period: 2010-2014 
 
Assistance: 
-Technical assistance in support of the post-program partnership 
framework of piggybacked to subprogram 2 of the PSME. 
-Proposed second generation PSME program cluster 2011-2003 – 
cluster of 2 subprograms and supporting projects.   
- Proposed SPS investment project 
 
Program focus 
-Competition policy and regulatory efficiency (start 
institutionalizing RIA in government and advocate competition 
policy) 
-Support for implementing the government’s national SME 
strategy related to developing business development services and 
innovation policy 
-Access credit such as assessing the feasibility of a partial credit 
guarantee program. 
-Trade policy capacity development – support for improving 
trade policy formulation, implementing ASEAN commitments, 
preparation for WTO accession etc.  
 
Project focus: 
-Potential scope for a SME technology matching grants fund (2012-
2013) 
-National regulatory reform and competition policy project (2012-
2014) 
- GMS SPS investment project (2012-2017) 
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Table 3: Sector Roadmap and Results Framework 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 
Outcomes 
Supported 
by ADB 

Indicators with 
Targets & 
Baselines 

Outputs 
Supported 
by ADB 

Indicators with 
Incremental 
Targets 
(Baselines 
Zero) 

Constraints 
to Output 
Delivery 

ADB 
Interventions to 
Address 
Constraints 

Improved 
business 
environment 
for SMEs to 
operate  

By 2013, 
implementation 
of 65% of 
initiatives in the 
national SME 
strategy 

Key SME 
policy 
implemented 
and SMEs  
access to 
finance 
improved 
 

By 2013 
 
Institutionalized 
public-private 
dialogue (P3Ds) 
in the four 
provinces 
 
a fully functional 
Credit 
Information 
Bureau (CIB) 
and 1,000 bank 
enquiries made 
to CIB 

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

Support 
implementation of 
the national SME 
strategy.  Key 
measures to 
improve access to 
finance for SMEs 
include 
completion of a 
fully functional 
credit information 
bureau (CIB) and 
capacity building 
programs for SME 
loan application. 
 

Foundation 
for 
competition 
policy and  
regulatory 
efficiency 
established 

By 2013 
 
Reduce the 
average number 
of days to launch 
an enterprise by 
20%. Baseline, 
2009 IFC Report 
103 days 
 
Reduce the cost 
of business 
compliance by 
10%. Baseline is 
the ADB red tape 
report 
 
Implementation 
of pilot RIA in 
MOIC with 2 RIA 
completed 

Inefficient 
regulations 
imposed cost 
on SEs 
 
Weak 
competition 
policy and 
framework 

Establish the 
foundation for 
competition policy 
and increase 
regulatory 
efficiency. 
Measures include 
support 
establishing a 
regulatory review 
system and 
competition 
policy. 
 

Trade policy 
and trade 
facilitation 
supporting 
SMEs’ 
development 
strengthened 

By 2013 
 
Number of 
documentations 
needed for 
import export 
reduced 
 

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

Strengthen trade 
policy and trade 
facilitation to 
support SME’s 
development 
including a 
facilitative 
environment for 
exports. 
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Country Sector Outcomes Country Sector Outputs ADB Sector Operations 
Outcomes 
Supported 
by ADB 

Indicators with 
Targets & 
Baselines 

Outputs 
Supported 
by ADB 

Indicators with 
Incremental 
Targets 
(Baselines 
Zero) 

Constraints 
to Output 
Delivery 

ADB 
Interventions to 
Address 
Constraints 

market. 
 

 
 

Table 4: Indicative Assistance Pipeline for Lending and Non-Lending, 2011–2014 
 

 
 
 
 
 

Project Title Year Loan Amount TA Amount 
SME Development and Trade
Facilitation Subprogram 1 2011 $10M  

Trade Facilitation: Improved
SPS Handling in GMS Trade  2011 $9M (ADF grant for Lao PDR)  

SME Development and Trade
Facilitation Subprogram 2 2013 10M 

0.5M (Post 
Partnership 
Framework 2) 




