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PUBLIC SECTOR MANAGEMENT: SUMMARY SECTOR ASSESSMENT 
 
A. Sector Road Map 
 

1. Sector Problems, Performance, and Opportunities  
 
1. In many ways, Lao PDR’s colonial past, and the legacy of the protracted conflict (lost 
about three fourths of skilled population in 1970s, have contributed to the underlying institutional 
weaknesses. It has the highest unexploded ordnance per capita even now. It is also land-
locked; has significant dependence on natural resources such as hydro power and mining; and 
is challenged by geographic isolation, and being land-locked with poor infrastructure 
connections to their neighbors necessarily has a limited market for their goods.1 As in other 
transition and post-conflict economies, political economy factors are also dominant in Lao PDR.  
Inadequate civil service pay is a disincentive for performance and change. In addition, the public 
financial management system is weak. 
 
2. The development of public services in Lao PDR has lagged behind due to lack of 
resources, weak policy-based budgeting, mediocre procurement practice, lack of information 
about resources provided for service delivery, and a general lack of information about or 
scrutiny of the results achieved.2 The 2007 Public Expenditure Review and Integrated Fiduciary 
Assessment (IFAPER) 3 , underscored the urgency to improve public financial management 
(PFM) and reorient public expenditure as the key to increasing efficiency and equity. IFAPER 
underlined four key problems to sound fiscal planning and realistic budget preparation: (i) a lack 
of realism in the fiscal forecasts, leading to unpredictable spending by way of arbitrary cash 
rationing; (ii) absence of a mechanism for ensuring that provinces reflect national priorities in 
their budget plans; (iii) an institutionally fragmented budget process between capital investment 
projects determined by the Ministry of Planning and Investment (MPI) and recurrent 
expenditures under the annual budget prepared by the Ministry of Finance (MOF); and (iv) an 
overly compressed budget cycle. 
 
3. In Lao PDR, effective implementation of the Budget Law is problematic. Despite a 
Budget Law, most of its key provisions, including a medium-term framework are not 
implemented.  The central role of the Ministry of Planning and Investments (MPI) undermines 
the fundamental role of the MOF in the achievement of better budgetary outcomes. In fact, the 
National Socio-Economic Development Plan (NSEDP) is fundamentally regarded as the 
strategic policy document for allocating budgetary resources and for attracting external aid and 
financing. This process is led by the MPI. Other problems include the continued existence of off-
budget funds. Budget execution, accounting, and financial reporting also have several 
weaknesses. Lao PDR’s procurement framework lacks appropriate regulations, documentation, 
and tools for implementation, including institutional capacity and internal control and audit. 
There are areas of the budget system that are significantly susceptible to rent-seeking behavior, 
which may undermine improvement in PFM reforms. These relate to tax collection, planning, 
and management of government investments in infrastructure projects. In addition, the policy 
making process is centralized. However, most of the significant pro-poor programs are delivered 
at the provincial and district level. As the provincial governors have substantial autonomy in the 
administration and implementation of policy, in practice, the MOF is unable to exercise sufficient 
                                                 
1 2007. Paul Collier. The Bottom Billion: Why the Poorest Countries Are Failing and What Can Be Done About It. By 

Oxford University Press. 
2 2010. The World Bank. PEFA, Public Financial Management Assessment, the World Bank, 2010 
3 2007. The World Bank, IMF, ADB and EU. Lao PDR, Public Expenditure Review, Integrated Fiduciary Assessment. 

A new IFAPER exercise undertaken by the World Bank is under way. 



2 

control over revenues collected, and expenditure undertaken, by provincial governments. The 
central-provincial fiscal relations continue to be challenging, especially in the area of revenue 
sharing, and program implementation has suffered in key sectors. 
 
4. An effective PFM system is a strategic pillar of good governance, is central to poverty 
reduction, and essential to the critical achievement of the Millennium Development Goals 
(MDG). Lao PDR will be able to implement a development and poverty reduction strategy 
effectively if it undertakes determined action to improve governance. For this to happen, Lao 
PDR needs a public sector that possesses fully the technical capacity and administrative 
competence to implement appropriate policies. A well functioning system of PFM, both at the 
central and provincial level is, therefore, an essential prerequisite for an effective public sector 
management system.  Improving PFM is not easy, but without an efficient PFM system, 
improved service delivery and improved governance in key sectors such as education, health, 
and infrastructure will be difficult to be achieved. In addition, significant improvements to 
financial management will be required if the Government is to be able to meet Nam Theun 2 
Revenue Management Arrangements (NT2-RMA) commitments.4 
 

2.  Sector Performance 
 
5. Progress has been made in PFM systems but critical shortcomings remain. 5  In 
November 2005, the Government approved a five-year Public Expenditure Management 
Strengthening Program (PEMSP), since renamed to PFM Strengthening Program (PFMSP). 
The PFMSP continues to strengthen the government’s core public finance management sub-
systems with distinct focus on budget planning, budget execution, budget accounting and 
reporting, and auditing systems.  The MOF has completed the revision to the chart of accounts 
and budget nomenclature, improved the Government Financial Information System for budget 
monitoring, and has implemented a Treasury Single Account. The State Audit organization 
(SAO) continues to be strengthened, and has developed an Action Plan, following an 
internationally benchmarked peer review carried out by the New Zealand Office of the Auditor-
General within the wider context of the PFMSP. The new State Audit Law 2007 enhances its 
independence by having it report to the National Assembly rather than the Prime Minister as 
previously. This decision has the objective of enhancing the transparency around the oversight 
functions of the Audit Office and National Assembly. SAO continues to improve its capacity for 
Government financial auditing – the budget execution reports are subject to regular annual audit. 
The President of the SAO (known as the Auditor General in other countries) submitted the audit 
findings for the 2008/09 financial year to the National Assembly in December 2010. 
 
6. The PFMSP has been expanded to include a series of measures to strengthen public 
procurement by the Procurement Management Office (PrMO). The component includes 
preparation of a standard procurement manual that details the instructions for the use of the 
standard bidding documents, standard request for proposals and standard consultant evaluation 
report. It also includes piloting of performance monitoring tools in selected government agencies, 
as well as a comprehensive capacity building plan for central and local officers in the use of 
standard bidding documents. Other measures include the setting up of a procurement website. 
The Government has approved a Charter for the new PrMO in charge of overseeing 
procurement across the Government. However, the decree still needs to be fully implemented 
                                                 
4 The Revenue Management Arrangements, for use of net NT2 revenues provide that NT2 funds will not be released 

for the government budget unless it can show, inter alia, that it has financial management systems in place which 
are of sufficient quality to assure that the revenues will result in increased benefits to the poor population. 

5 A Public Expenditure Financial Accountability (PEFA) review was recently undertaken, and its findings underline the 
challenges ahead. 
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especially by bringing the set of standard bidding documents to the local level and development 
partners to begin utilizing them. 

 
3.  Country Strategy and Program (CSP) 
 

7. Lao PDR’s CPS, 2007-2011 recognized improved governance as a key driver of change. 
ADB provides support to the implementation of PFMSP, and worked closely with other 
development partners to support improvement in procurement, project monitoring, and reporting 
and audit policies and practices through greater harmonization, alignment, and improvement of 
country systems.6 The Country Partnership Strategy (CPS) (2012-2017) will, in turn, focus  on 
five core sectors: (i) education (ii) agriculture, natural resources management, environment and 
climate change; (iii) urban development including water supply and sanitation; (iv) energy; and 
(v) public sector management. These sectors are consistent with Government priority and 
commitments and are informed by the lessons learned from the 2010 Country Assistance 
Program Evaluation for Lao People’s Democratic Republic.7 
 

4. Government’s Sector Strategy 
 
8. The Government recognizes the increasingly complex development agenda—brought 
about by the resources boom, a growing population, environmental and social challenges, and 
regional and global developments, and is committed to deepen governance and public 
administration reforms to support economic reforms.  The Government is working towards the 
improvement of public sector management with the approval of an anti-corruption law by the 
National Assembly and the implementation of a Governance and Public Administration Reform 
Program. The Anti-corruption Law enacted in 2005 defines the principles, rules, and measures 
for the prevention and countering of corruption. In September 2009, the Government ratified the 
UN Convention against Corruption. The Public Administration and Civil Service Authority 
(PACSA) has sustained the initiatives to improve the quality and competence of civil service. 
The Government’s “Policy Paper on Governance”, has identified sound, accountable, and 
transparent financial management practices as a strategic priority. Such prioritization is reflected 
in NSEDP; where the 6th NSEDP (2006-2010) approved in 2006 stressed the importance of 
improving expenditure planning and budgeting to align resources with the Government’s 
development thrust and the need for capacity building in public expenditure management at all 
levels of the administration. The 7th NSEDP (2010-2015) (formally approved in 2011, but 
implementation commenced in October 2010) continues the focus on improving public finances 
for improved service delivery which is operationalized through PFMSP. 
 

5. The Role of Development Partners 
 
9. In Lao PDR, there have been three dominant development partners working with the 
Government on strategies and priorities in the area of public sector management, and proving 
technical assistance – UNDP, ADB, and World Bank. The government/donor roundtable, led by 
the UNDP, has become an established dialogue process and 8 sector working groups (SWGs) - 
((i) Health, (ii) Macroeconomic issues and private sector development, (iii) Education, (iv) 
Infrastructure, (v) Governance, (vi) Agriculture, Rural Development and Natural resources; (vii) 
Illicit Drugs; and (viii) Mine Action) have wide ranging support from development partners.. The 
10th Round Table Implementation Meeting was held in Vientiane in October 2010. The World 

                                                 
6 2006. ADB. Lao PDR: Country Strategy and Program 2007-2011 
7 2010. ADB. Country Assistance Program Evaluation for Lao People’s Democratic Republic: Sustainable Growth and 

Integration. Manila (CAP: LAO 2010-43) 
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Bank broadly focuses on Poverty Reduction Support Operation (PRSO), a policy-based budget 
support tool, and supports reforms in public expenditure management, of which budgetary 
systems are a part. In addition to the PRSO, through the Financial Management Capacity 
Building Project, the World Bank has supported PFM capacity building. In addition, the World 
Bank is administering the multi-donor trust fund (MDTF) in support of the PFMSP (WB, AusAid, 
EC, SDC, and SIDA). The European Commission (EC), France, and JICA also support the 
PFMSP. 
 

6. ADB Support 
 
10. Over the past years, the ADB has supported Lao PDR significantly on PFM issues. At a 
country level, ADB is working within the PFMSP framework, through instruments such as 
standalone TAs, or PFM related components of sector related projects (Health and Education). 
ADB has also worked with the World Bank on analytical work such as the Integrated Fiduciary 
Assessments. ADB sector work in Laos contributed to strengthening budget planning, budget 
formulation, reporting and accounting for  budget execution through implementation of GFIS and 
state audit , and in recent years supported development, and pilot testing medium-term fiscal 
and expenditure frameworks (MTFF/MTEF) through a cluster of technical assistance projects.8 
ADB is currently processing a proposed TA for strengthening capacity of the SAO. 

 
7. Sector Strategic Direction 
 

11. ADB sector strategy should take note of the significant capacity constraints, and ADB 
should continue to play a critical role in promoting better governance, as reflected in increased 
demands and expectations outlined in the CPS.  As a key partner, ADB will effectively leverage 
its program modalities - program loan, budget support, projects, and TA resources to encourage 
institutional reform and deepen policy dialogue on public sector management. Capacity 
development will be the cornerstone of ADB support. ADB will continue to work on financial 
management and target a few key areas of the budget system, with focus on strengthening the 
links between budgeting and Lao PDR's poverty-reduction strategy. Support to oversight and 
accountability institutions such as SAO, and strengthening audit effectiveness, besides 
supporting the National Assembly for effective ex post scrutiny of audit findings, possibly 
through strengthening of appropriate committees, will be important. Capacity building in 
expenditure management at central and provincial levels should be another area of focus, given 
the numerous deficiencies in public spending and public expenditure management. At the sector 
level, ADB will seek to strengthen expenditure management in key sectors, with focus on health, 
education, and infrastructure. Support to enhance efficiency, transparency and accountability in 
the management of natural resource and extractive industries will be another area of focus. In 
the context of Lao PDR, the issues of natural resource management - especially hydropower 
and mining - and need to improve policy framework will contribute to strengthening governance 
in the natural resource sector, and will be key determinant of sustainable, inclusive growth. In 
addition, civil service capacity for project management, including capacity for monitoring and 
evaluation at all levels of administration is a relevant cross cutting issue, and needs 
improvement. 
 
 
                                                 
8 ADB. TA -4180 - Enhancing Government Accounting Regulations and Procedures – Phase II ($0.62m, 2003-2006).    

ADB TA 3771 - Institutional Strengthening of the National Audit Office (US$0.7m, 2001-2006); ADB. TA - 4627:  
Public Expenditure Planning for National Growth and Poverty Eradication Strategy ($0.7 million, 2005-2007); ADB. 
TA - 4954 Improved Public Financial Management Systems ($0.85m, 2007-2008), and TA 7077 – Strengthening 
PFM in Cambodia. 
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 Problem Tree Analysis for Public Sector Management 

Root Causes 

Multiple agencies with 
overlapping mandates  
 
Severe institutional 
disruptions to functioning 
of government due to 
legacy of war 
 
Lack of resources, and 
shortages of skilled 
technical manpower   
 
Weak intra-government 
coordination 
 
Complex systems 
hindering business and 
service operation 

Absence of strategic linkages 
between planning and 
budgeting 
 
No strategic allocation of 
resources 
 
Fragmentation of budget 
between capital and recurrent 
budget  
 
Inadequate resources to 
finance recurrent budget  
 
High dependence on external 
financing for investment 
budget with severe shortage 
of funds for Operation and 

No policy framework for 
potential revenues from 
natural resource 
management 
 
No annual formulation and 
update of fiscal strategy as 
part of budget process 
 
No revenue decree & policy 
to improve revenue 
mobilization 
 
Medium-Term Expenditure 
Framework not in place 
 
 
 

Weak budget 
implementation capacity 
 
Outdated procurement law, 
decree, and regulations 
 
Weak compliance by 
government agencies of 
Procurement Management 
Office’s key functions 
 
High level of budget 
leakages 
 
High off-budget flows 

Weak accountability 
institutions  
 
High autonomy and discretion 
at sub-national level 
 
Inadequate audit oversight by 
State Audit Organization  
 
Legislative scrutiny of 
executives is inadequate 
 
Weak enforcement of laws, 
and no punitive measures for 
official misconduct 

 
 

Effects 

Institutional rigidities and slow 
progress in economic and 
financial management reforms 
 
Weak administrative capacity 
to implement policy changes 
Inefficient tax administration 
system 
 
Sub-optimal investment and 
potential for “Dutch disease”  
 
 
 

Skewed budget 
outcomes 
 
Weak budget design 
and dis-connect  in 
planning & budgeting 
leading to inefficient 
allocation of scarce 
resources   
 
Dependency on external 
financing for capital 
budget underlying 
resource unpredictability 
 

Weak expenditure 
management and tardy 
budget implementation 
 
Absence of institutional 
coordination between key 
financial institutions (Ministry 
of Finance and Ministry of 
Planning and Investment 
and sector ministries)  
 
Absence of a coherent inter-
state fiscal framework  
 
Lack of clarity in functions 
and responsibilities between 
central and provincial/district 

Lack of transparency and 
accountability in the public 
sector, and high levels of 
executive and administrative 
discretion 
 
Absence of a system of 
internal control and internal 
audit arrangement 
 
Weak oversight institution 
such as the State Audit 
Organization, and selected 
legislative committees 
 
Perception of nepotism, and 
incidence of corruption 

Poor service delivery 
 
No Value for money from 
spending on pro-poor policies  
 
Weak incentives to reduce rent-
seeking practices 
 
Weak rule of law and ineffective 
protection of property rights and 
contract enforcement for the poor 
 
Increased vulnerability of the poor 
against discretion, and their rights 
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Sector Results Framework (Public Sector Management in Lao, 2011–2013) 
Country Sector Outcomes Country Sector Outputs ADB Sector Operations

Sector Outcomes 
with  ADB 
Contribution 

Indicators with Targets and 
Baselines 

Sector Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing ADB 
Interventions 

Main Outputs 
Expected from ADB 

Interventions 
1. An efficient and 
accountable public 
sector  
 
 
 
 
 
 
 
2. PFM capacity 
strengthened  
 
 
 
 
 
 
 
 
 
 
3. Improved service 
delivery in key sectors 
such as education, 
health, and 
infrastructure  
 
 

By 2013, governance indicators 
for government effectiveness 
and control of corruption 
increased by 2 percentage points 
compared to 17.50% for 
government effectiveness and 
5.80% for control of corruption in 
2008)1 

 
Credibility, comprehensiveness, 
transparency and predictability in 
budget planning, execution, 
accounting, reporting, and for 
external audit showing 
improvements in the scope of  
PEFA  performance indicators by 
20132  
(Baseline: PEFA Performance 
Measurement Score, June 2010) 
 
Predictability of budget 
resources ensured for health, 
education and infrastructure 
sector for meeting the MDG 
benchmark in delivery of service 
by the end of the CPS period 
 

(1) Policy-based budgeting 
progressed through 
comprehensive fiscal 
planning budget coverage, 
including budgeting for 
potential mining and 
hydropower resource 
revenue 
 
(2)  An efficient and 
transparent system of 
intergovernmental fiscal 
relations that allows for 
clear definition of functional 
responsibilities at all levels 
of government and 
adequate financing 
mechanisms (including 
local own source revenues 
and grants). 
 
(3) Strengthened External 
Audit Oversight  
 
 
 
 
 
 
,  

(1) Multiyear 
perspective in fiscal 
planning, expenditure 
policy, and budgeting 
to achieve score of B 
in 2015 against PI 12 
(Baseline PEFA score 
of D+ in 2010) 
 
(2) Transparency of 
intergovernmental 
fiscal relations to 
achieve a benchmark 
score of B under PEFA 
PI - 8 
(baseline PEFA score 
of D in 2010) 
 
 
 
 
(3) Legislative scrutiny 
of external audit 
reports to achieve a 
score of B against PI – 
28 
(Baseline PEFA score 
of C+ in 2010) 
 
 
 

Planned key activity areas 
(Indicative) 
Fiscal planning and budgeting; 
natural resource management 
framework; local government 
financial management  and 
capacity building; legislative 
scrutiny of audit reports 
 
Pipeline projects with 
estimated amounts 
Governance and Capacity 
Development Program ($13 
million); 
Support for Regulatory Review 
($500,000); 
Public Policy Training Program 
($2 million); 
Implementing the GMS HRD 
Strategic Framework and Action 
Plan, Phase II ($2.25 million); 
Phnom Penh Plan for 
Development Management 
Phase V ($1.4 million); 
Road Sector Governance  and 
Maintenance Project ($1 
million);Economic Transformation 
Project ($1.5 million); and  
Strengthening Capacity of the 
SAO ($750,000) 
Health Sector Governance 
Project ($10m)

Planned key activity 
areas (Indicative) 
Medium-Term Fiscal 
and Expenditure 
Framework 
 
A comprehensive 
regulatory framework 
and fiscal regime in the 
hydropower and mining 
sectors  
 
Civil service capacity 
building in expenditure 
planning and 
management in 
selected line ministries 
and selected 
provinces/districts  
 
Strengthened SAO 
audit capability of public 
sector procurement 
practice  
 
Strengthened legislative 
oversight over the audit 
reports submitted to the 
National Assembly by 
the SAO.  
 
 

GMS = Greater Mekong Subregion, HRD = human resource development, PEFA = Public Expenditure Financial Accountability, PFM = public financial management, PI = project 
indicator, SAO = State Audit Organization. 
1 World Bank, Governance Matters VIII: Aggregate and Individual Governance Indicators 1996–2008; Daniel Kaufmann, Aart Kraay, Massimo Mastruzzi; Working Paper 4978; June 

2009. Number of data could vary from country to country.  
2 PEFA methodology is set out in the Public financial management Performance Measurement Framework (www.pefa.org). It is based on 28 indicators covering all aspects of a 

country’s PFM system. Each indicator is scored on a scale from A to D.  
Source: ADB Staff. 


