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he Lao PDR CCDR analyzes how Lao PDR can achieve sus-
tainable development while addressing climate change.
Lao PDR (henceforth Laos) was one of the fastest-growing
countries for two decades and significantly reduced poverty,
but now faces debt distress, macroeconomic instability, slower
growth, and constrained fiscal space. Climate change is ex-
acerbating these challenges. Rising temperatures and more
frequent and intense floods, droughts, and landslides pose
increasing economic and social costs. At the same time, the
country’s development slowdown has increased the concentration of people and
economic activity in climate-vulnerable sectors, reducing the ability to cushion
climate shocks. Laos therefore faces an urgent need to restore macroeconomic
stability and diversify the economy, which would have substantial benefits for
climate adaptation. In addition, targeted measures to adapt to climate change
will be needed and could have large development benefits. Finally, although Laos
is a low contributor to global GHG emissions, the country has pledged to achieve
net-zero emissions by 2050. Many of the actions that would lower emissions
could benefit the country’s development, although others may be challenging
to finance.

At the heart of both development and climate challenges is the country’s
growth model, which has raised both climate and macroeconomic risks.
Many of the country’s macroeconomic and development challenges stem from
a growth model that has relied heavily on a narrow base of natural resource-in-
tensive industries. Growth has been predominantly driven by debt-financed
investments in capital-intensive sectors, such as mining and hydropower, which
have created limited job opportunities, tax revenues, or productivity spillovers.
Laos is an outlier among regional peers, with a low manufacturing contribution
to GDP and 70 percent of the population employed in agriculture. While con-
tributing to macroeconomic instability, this growth model has also amplified
exposure to climate change, as natural resource-based sectors, notably rainfed
agriculture and run-of-river hydropower plants, are highly vulnerable to climate
change. Meanwhile, patterns of unplanned urban development and sprawl have
increased exposure to floods and lowered the productivity and livability of cities.
Expansion for cash crops, mining, and hydropower has accelerated deforestation
and natural capital depletion. This has exacerbated climate risks from floods
and droughts, while contributing to the economy’s high emissions intensity.

This report identifies actions to guide Laos on a sustainable development
path with broad-based growth and reduced climate and macroeconomic
risks. It evaluates the key climate-related risks and opportunities in Laos and
how these interact with the current development context. Taking into account
fiscal and macroeconomic constraints, it identifies realistic actions that could
be taken to reduce these risks and take advantage of opportunities for devel-
opment, focusing on actions with low or negative short-run costs, significant
development co-benefits, and a high benefit to cost ratio. While prioritizing
climate resilience, it also identifies actions with the potential to avoid emissions
growth, but focuses on actions that could concurrently benefit development
outcomes and climate resilience.



FIGURE 1.1 Structure of the CCDR
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The CCDR is organized in five further chapters (Ficure 1.1). Chapter 2 explores
the linkages between development and climate in Laos and presents mod-
el-based findings on the economy-wide impacts of climate change and climate
policy. Chapter 3 undertakes selective sectoral deep dives on key topics for
climate and development in Laos. Chapter 4 discusses investment needs for
adaptation and mitigation and cross-cutting policy reforms to expand financing
and enable the private sector. Chapter 5 explores institutional arrangements
for the climate response in Laos and Chapter 6 summarizes and prioritizes the
key policy recommendations.
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