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Key messages 

1. Lao PDR entered 2026 on a stronger footing, supported by efforts to stabilize the 
macroeconomy through revenue mobilization, inflation containment, exchange 
rate stabilization and strengthened public financial management, alongside 
stronger external demand that supported economic growth.

2. The Middle East conflict that began in February has created a series of 
repercussions for Laos, as the country is highly exposed and vulnerable to external 
shocks while having limited policy space to respond. 
○ Main transmission channels: impacts on inflation, growth, fiscal, the balance of payments.

3. The government has responded through fuel excise tax cuts and demand 
management measures.

4. This shock brings important lessons and an opportunity to accelerate reforms to 
support stronger and more resilient growth.



Lao PDR entered 2026 on a stronger footing, supported by 
efforts to stabilize the macroeconomy and stronger growth

Source: Lao Statistics Bureau

Real GDP growth rate 
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The Middle East conflict: Laos is highly exposed and vulnerable 
while having limited policy space 

Heatmap summarizes degree of risk and policy constraint, ranging from green (1) = low risk and high policy space to 
red (3) = high risk and low policy space. 
Each cell is a composite summary of multiple macro indicators. The heatmap measures risk and policy space for countries relative 
to each other (rather than relative to a benchmark) 



Impact channels of the Middle East conflict



Growth channel

Source: Lao Statistics Bureau, World Bank staff  estimates.

Real GDP growth rate Real GDP growth rate 



Price channel 
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Inflation and exchange rate channels 

Exchange rates Inflation rates: Laos vs Peers
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External channel 

Foreign exchange reserves Current account balance 



Policy response: fiscal measures through fuel excise and tariff cuts

Forgone revenues (compared to 
pre-shock)

~1.6 trillion kip or about 0.4% of GDP 
(March–May/2026)



Who benefits more from fuel tax cuts?

13×
more fuel consumed by the richest 

quintile than the poorest

THE POLICY TRADE-OFF

Broad excise cuts disproportionately benefit the 
better-off households

Poorer households indirectly hit hardest
Food and transport make up a far larger share of poor 
households' budgets, exposing them to broader inflation.

Broad tax cuts are regressive & costly
While managing price impacts, these measures are 
inefficient for protecting the vulnerable — the case for 
targeted support instead.



Laos has limited policy space

Public debt stock Social spending and interest expenditure 



Outlook and Risks 

2024 2025 2026f

% year-on-year

Real GDP Growth (%) 4.1 4.8 3.8

Inflation (average, %) 23.1 7.7 9.4

% of GDP

Current Account Balance 3.4 12.0 6.2

Fiscal Balance 2.3 1.9 1.0

Revenues 19.0 21.2 20.9

Debt 94.0 87.1 81.7

Risks
Downside
• Prolonged or intensified conflict could raise oil prices, 

shipping costs and risk premia.
• Lower foreign demand due to slower growth in key 

partner economies
• Domestically, continued fiscal measures creating 

foregone revenues at a time of already limited fiscal 
space.

Upside 
• Faster implementation of reforms could strengthen 

revenues, growth and improve resilience.
• Progress in debt restructuring could ease 

macroeconomic pressures and support stability.
• Persistently high fuel prices could accelerate regional 

demand for renewable energy exports from Laos.

Outlook 



Policy recommendations 
Priority reforms for managing impacts and building resilience

Managing impacts and 
responses to shock 

• Gradually phase out 
broad-based fuel excise 
cuts 

• Strengthen national 
social protection 
system

• Secure supply-chain 
continuity 

Macro-fiscal policies

• Revenue mobilization 
and expenditure 
management 

• Debt management and 
debt restructuring 

• Macro-financial stability

Complementary policies

• Strengthen the 
business environment

• Energy security
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