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CLIMATE INVESTMENT 
NEEDS & COST SAVINGS4.1
C limate response will require additional investments of 3 percent 

of cumulative GDP over the next 25 years, generating positive 
net benefits. The response to climate change as identified in this 
CCDR, including key adaptation measures and a low emissions 
development pathway, is estimated to require or result in additional 

investments of US$21 billion from 2025-2050 in discounted (NPV) terms (TABLE 

4.1), relative to a BaU scenario of existing policies and investments already in 
place. Despite high upfront costs, climate investments will yield cost savings 
relative to the BaU scenario, from lower O&M costs and avoided damage. These 
estimates only include key quantifiable investments and exclude minor invest-
ments and administrative costs. It was not possible to estimate the cost savings 
from all adaptation investments and hence the total for cost savings is likely 
to be higher than is displayed here.10 Just under half of these investments are 
expected to be made in the next decade, and the other half from 2035-2050. 

Despite expected positive returns, financing constraints in private and 
public sectors may hinder realization of these investments. Laos's macroeco-
nomic environment is challenging, with limited market access, high financing 
costs, an underdeveloped financial sector, and a private sector dominated by 
small, informal enterprises with limited collateral. While Laos has relied on 
PPPs for infrastructure, the current regulatory framework is opaque and ineffec-
tive, limiting private investment in large-scale climate projects and increasing 
fiscal risks. These conditions restrict long-term affordable capital availability, 
reduce investor confidence, and hinder government, firms, and households 
from benefiting from climate-resilient and low-carbon investments. Addressing 
these structural barriers is essential to mobilize needed financing; detailed 
constraints and policy options are discussed in section 4.3. Public international 
investment needs require expanding fiscal space or mobilizing other financing, 
with options discussed in section 4.2. 

10	  These estimates should be inter-
preted only as rough estimates due to 
uncertainty about the future evolution of 
technologies, costs, and other parame-
ters, including the magnitude of climate 
projections, business and household 
behaviors, and government policies.

FROM commons.wikimedia.org
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The climate response is expected to require US$21 billion of additional 
investment between 2025 and 2050 in NPV terms and these 
investments would be more than offset by cost savings

INCREMENTAL INVESTMENTS AND COSTS RELATIVE TO BAU SCENARIO, US$ MILLIONS

  Undiscounted totals, 2025-2050 NPV of totals, 2025-2050

  Investment Cost savings Investment + 
cost savings

% of invest-
ments in next 

ten years

Investment Investment + 
cost savings

CATEGORY 1: Investments expected to be made by private firms and individuals

Variable renewable energy 11,336 -27,549 -16,213 64% 6,636 -4,379

Clean cooking and energy 
efficiency

1,882 -11,337 -9,455 15% 1,025 -3,561

E-mobility 3,736 -22,402 -18,665 64% 1,938 -6,360

Low-carbon and resilient 
agriculture

2,110 -3,275 -1,165 66% 1,097 -643

Forestry protection and 
restoration

2,015 -496 1,500 55% 1,101 887

Waste management 158 -294 -136 44% 77 -31

Water storage and irrigation 1,500 - 1,500 67% 780 780

Resilient buildings 763 -2,213 -1,450 40% 238 -982

Sub-total 23,500 -67,565 -44,085 59% 12,892 -14,288

CATEGORY 2: Immediate priorities for public or international financing

Flood prevention 900 -2,310 -1,410 67% 468 -805

Road resilience 1,239 -434 805 67% 644 405

Low carbon and resilient 
agriculture

527 -819 -291 66% 274 -161

Water storage and irrigation 1,500 - 1,500 67% 780 780

Social protection 9,400 - 9,400 8% 588 588

Early warning systems 82 - 82 67% 43 43

Forestry protection and 
restoration

2,015 -496 1,500 55% 1,101 887

Sub-total 15,663 -4,059 11,585 30% 3,899 1,737

CATEGORY 3: Longer-term actions for public or international financing

Energy transition 1,666 -4,049 -2,383 64% 975 -643

Public transport 5,605 -33,602 -27,998 50% 2,907 -9,540

Waste management 236 -440 -204 44% 116 -47

Sub-total 7,507 -38,092 -30,585 53% 3,998 -10,230

Total 46,670 -109,716 -63,084 48% 20,789 -22,781

Source: World Bank analysis.

Notes::Estimates are in NPV terms, with a 6 percent discount rate used for future investments. Investments are incremental, relative 
to the reference scenario of current policies or investments already in place and planned. The mitigation investments and cost 
savings follow the LT-LEDS scenario in World Bank (2024c)’s Technical Recommendations for Lao People’s Democratic Republic 
Long-Term Low-Emission Development Strategy and Implementation Framework. The adaptation investment needs are as described 
in Chapter 3. Cost savings for adaptation investments take the average avoided losses over the optimistic and pessimistic climate 
scenarios, as described in Chapters 2 and 3.

TABLE 4 .1
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Priority actions requiring public or international 
financing account for one fifth of the total

PRIORITY ACTIONS LONGER-TERM

Private sector 
contributions

Public/
international

Investment 
needs

CATEGORY

FORESTRY

WATER STORAGE

ROAD RESILIENCE

SOCIAL PROTECTION

FLOOD PREVENTION

AGRICULTURE

EARLY WARNING SYSTEMS

1,101

780

644

588

468

274

43

TOTAL INCREMENTAL INVESTMENTS 2025-2050 BY SECTOR AND INTERVENTION
(NPV OF TOTAL IN US$ MILLIONS)

2
CATEGORY

1
CATEGORY

3

TOTAL
INVESTMENTS

20,789 12,892

3,899

3,998

62%

19%
19%

Source: World Bank analysis.

Notes::Estimates are in NPV terms, with a 6 percent discount rate used for future investments. Investments incremental, relative to the reference scenario of current policies or 
investments already in place and planned. The mitigation investments are taken from the LT-LEDS scenario in World Bank (2024c)’s Technical Recommendations for Lao People’s 
Democratic Republic Long-Term Low-Emission Development Strategy and Implementation Framework. The adaptation investment needs are as described in Chapter 3.

FISCAL REFORMS TO RAISE 
REVENUES & ADDRESS 
CLIMATE GOALS4.2
Laos's revenue collection has significantly deteriorated over the past 

decade, undermining fiscal sustainability and public financing for 
climate investment. As was discussed in Chapter 3.1, revenue perfor-
mance was a concern even before COVID-19, as total revenues declined 
from 22 percent of GDP in 2014 to 16 percent in 2019, owing to de-

clining tax collection and foreign grants. Tax revenue fell from 14 to 11 percent 
of GDP due to low rates, a narrow base, and weak compliance. In particular, 
generous tax exemptions have deprived the budget of vital fiscal revenues and 
foreign exchange. Total revenues have since recovered to 17 percent of GDP in 
2024. However, revenue levels remain very low by regional and income group 
standards. With rising debt service obligations, improving revenue collection 
is critical for financing Laos's development and climate objectives. 

Laos cut fuel excise taxes in 2022, leading to lost revenues and lower 
emissions incentives. Laos has an ad valorem excise tax on several fuel 

FIGURE 4 .1
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types, but it was suspended in mid-2022. Rates of 31% for gasoline and 21% 
for diesel were cut to 16% and 0%, leading to lost revenue worth an estimated 
1% of GDP between mid-2022 and mid-2023.11Plans to reinstate it in June 
2025  will follow a phased approach, with ranges of 10-21% for diesel and 
10-31% for gasoline. Fuel excise taxes also offered an important incentive for 
climate mitigation. Total carbon pricing (TCP) measures, based on Agnolucci 
et al. (2023), consider explicit and implicit carbon pricing and fuel subsidies. 
For Laos the only component of the TCP is fuel excise taxes, with the largest 
components being the taxes on diesel and gasoline. With the cut to these 
taxes, the country’s total carbon price was also lowered and it remains low 
compared to peer countries (FIGURE 4.2). This change has reduced incentives 
for the e-mobility transition.

Laos has a low total carbon price and the suspension 
of the fuel excise tax further lowered it
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Source: World Bank analysis using the Total Carbon Pricing methodology of Agnolucci and others (2023). 

Reinstating excise taxes could raise revenues and lower emissions, while a 
reform to the rates to be proportional to carbon content would have further 
benefits. The current fuel excise taxes do not result in an effective carbon price, 
as they have incomplete fuel coverage and tax rates that are not proportional 
to carbon content. Carbon from coal is not taxed at all. This section simulates 
the economic impacts of two scenarios: reinstating the excise tax or introduc-
ing carbon pricing using the Carbon Pricing Assessment Tool (CPAT) detailed 
in the Technical Appendix. It examines two scenarios. The first is a reinstate-
ment of fuel excise rates to their previous levels before the mid-2022 rate cut. 
This restores ad valorem rates of 31 percent and 21 percent for petroleum 
and diesel, respectively, from their current rates of 16 percent and 0 percent, 
respectively. The second scenario includes a reversion of fuel excise rates as 
per Scenario 1, plus a mild carbon tax. The carbon tax would be implemented 
incrementally from a US$5 rate in 2026, reaching a US$10 rate in 2030. The 
carbon tax would result in a relatively higher price increase for diesel relative to 
gasoline prices, due to its higher carbon content, and a tax on other fuels and 
electricity. This first scenario would raise around US$130 million in revenues 

11	  Moreover, fuel imports reported 
by the Lao PDR are much lower than 
the corresponding exports reported 
by trading partners, suggesting that a 
significant amount of fuel is not being 
taxed, generating considerable revenue 
losses.

FIGURE 4 .2
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Reforming fuel excise taxes could both increase revenues and reduce emissions

in 2026, equivalent to around 0.5 percent of GDP. The second scenario would 
raise US$210 million, equivalent to 0.8 percent of GDP (see FIGURE 4.3). 

Reinstating the fuel excise tax would also benefit road maintenance rev-
enues. As discussed in Chapter 3.2, the fuel excise tax is one of the primary 
funding sources of the Road Maintenance Fund, and its suspension has re-
sulted in the delay of crucial road maintenance projects. Reinstating it would 
therefore also enable greater investments for making transport more resilient. 
The fuel excise tax and carbon price may adversely impact poorer households if 
revenues are not recycled. Revenues could be used in cash transfer schemes 
for households or to finance public investment or spending schemes that help 
poorer households. 
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Source: World Bank analysis using CPAT model.

Notes: Results shown are changes compared to the baseline with the current level of fuel excise after the temporary suspension. Fuel excise scenario: Reversion of 
fuel excise rates to their previous levels before the mid-2022 rate cut; Fuel excise + carbon price scenario: as fuel excise scenario plus mild carbon tax of US$5/tCO2e 
in 2026 rising to US$10/tCO2e in 2030.

Increasing purchase taxes for diesel vehicles could raise revenues, support 
the e-mobility transition and lower air pollution. Laos already levies relatively 
high excise taxes on the purchase of various classes of road vehicles, with higher 
rates based on engine capacity,12 and low rates on electric vehicles. However, 
although Laos's vehicle fleet is dominated by two-wheel vehicles, excise rates 
for these vehicles have not been updated since 2018. Diesel vehicles are also 
less than 20 percent of the passenger fleet but account for 55 percent of vehi-
cle fuel consumption. Most of the fuel consumption from diesel vehicles comes 
from pickup trucks, representing about 70 percent of diesel-fueled vehicles and 
38 percent of total fuel consumption. These are generally owned by wealthier 
households and contribute significantly to air pollution. In addition, motorbikes 
account for a third of fuel consumption and a are a segment of the vehicle market 
with price competitive electric alternatives, as was shown in Chapter 3.4. Raising 
purchase taxes on diesel 4 wheelers and 2 wheelers could therefore accelerate 
the shift to e-mobility and curb air pollution, without adverse distributional con-
sequences. A 5 percent rate increase on diesel 4-wheeled passenger vehicles 

12	  This is a commonly used proxy for 
emissions, meaning that a higher tax 
rate can be levied on high-emission 
vehicles.

FIGURE 4 .3
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would generate revenues of up to US$37 million in 2026, and a 10 percent rate 
increase on motorbikes and three-wheel vehicles would generate revenues of 
up to US$14 million in 2026 (TABLE 4.2).

Implementing the industrial water discharge fee could raise revenues and 
address issues with water pollution. The 2017 Law on Water and Water Re-
sources and the 2021 Presidential Decree on Registration and Service Fee 
instituted fees for wastewater discharge. However, the GoL has not collected the 
fee; moreover, its level is also set at a relatively low rate. A two-part tariff system 
could increase both the effectiveness of the environmental tax and its ability to 
raise revenue. A common fee structure for industrial water fees has (i) a fixed 
component that does not depend on the level of pollution generated, and (ii) 
a variable component based on the quantity of pollution discharged and a per 
unit pollution fee. The purpose of the fixed component is to generate sufficient 
revenues to cover the cost of implementing the fee system and provide revenues 
for environmental protection. This two-part structure has been in place in Viet 
Nam since 2005, for example. A 2021 estimate based on regional experienced 
indicated that such a fee structure for Laos applied to the most polluting indus-
tries and with fees ranging from US$50-500 could yield annual revenues ranging 
from US$20,000-US$200,000 in the first year. Annual revenues could rise to as 
much as US$6 million if applied to all 12,000 firms, though this would require 
significant investments in institutional capacity to implement.

A 5 percent ad valorem tax on diesel 4-wheelers and a 10 percent tax on 
2 and 3-wheelers could raise US$51 million in revenues annually

Vehicle Type Stock of 
vehicles in 

2023

Registration 
per annum in 

2024

Assumed  
cost 2026 

(US$’000)

Share of fuel 
consumption 

(%)

Share of diesel 
(%)

Additional tax 
per vehicle

Additional 
revenues  
(US$ m)

2-Wheels 2,012,391 88,224  1.6 38 0 +10% (all) 14.213 

3-Wheels 9,194 51  6.4 2 0 0.03

Subtotal 14

Cars 102,970 5,743  23.7 2 20 +5%
(diesel only)

1.4

Pick-Ups 365,844 20,084  8.6 43 100 28.7

Minibuses 84,991 4,691  19 11 100 4.5

Jeeps 42,532 2,224  9.1 5 53 2.4

Total 37

Source: World Bank analysis based on data from MPWT.

Notes: Assumed cost: for 2-wheelers: this assumes new cost is US$2,500 and the percentage new is 7%, so US$2,500 new * 7%+ 1,500 old * 93% = US$ 1,600. For two and three 
wheelers the split is 7%/93% new/used, for 4 wheelers 17%/83%. Additional revenue: for example for 2-wheelers: Revenues = Tax per vehicle * Cost per vehicle * Registration per 
annum = 10% * US$1,600 * 88,224 = US$14.2 million.

Increasing natural resource taxes and lowering tax incentives could raise 
revenues. Taxes on mining, hydropower, and timber form the backbone of 
natural resource tax revenues in Laos. In 2022, revenues from these taxes 
increased to 1.5 percent of GDP, but remain low given the sector's weight in 
the economy. Low revenue performance results from widespread tax incen-
tives. Large capital-intensive investments in energy, mining, and transport 
infrastructure have benefited from generous tax incentives. International ev-
idence suggests tax incentives do not encourage foreign investment in the 

13	  Example calculation: Revenues 
= Tax per vehicle * Cost per vehicle * 
Registration per annum  
= 10% * 1.6 * 88,224 = 14.2

TABLE 4 .2
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location-specific natural resources sector. The profit-based tax incentive system 
could be replaced by a cost-based system focused on accelerated depreciation 
and tax deductions. The ongoing revision of the Investment Promotion Law, 
presents an opportunity to review fiscal incentive policies. Revising taxes and 
incentives for these sectors could improve revenue mobilization by an estimated 
1 percent of GDP in the short run.

Four fiscal reforms could raise US$4.5 billion in NPV terms from 2025 to 2050, 
while contributing to environmental goals

FUEL EXCISE TAX FULL
REINSTATEMENT

AS VALOREM TAX
ON DIESEL VEHICLES

NATURAL RESOUCE TAX INCENTIVE REFORM

CATEGORY 2 PRIORITY PUBLIC INVESTMENT NEEDS

T O T A L

WASTEWATER DISCHARGE FEE

3.9

4.5

2.5

0.1

0.7

1.2

FISCAL REFORM CUMULATIVE POTENTIAL REVENUES FROM 2025-2050
(NPV US$ BILLIONS)

Source: World Bank analysis.

Notes: Estimates are in NPV terms, with a 6 percent discount rate used for future investments. The reinstatement of the fuel excise tax assumes a proportional 0.5% of GDP in 
revenues each year. The ad valorem tax on diesel vehicles assumes revenues proportional to GDP equivalent to the 2026 rates shown in Table 4.2. The wastewater discharge fee 
assumes implementation for the full 12,000 firms and growth in line with GDP. Natural resource tax incentives reform assumes a 1 % of GDP in revenues each year.

FIGURE 4 .4

PHOTO BY Tammy Kim
FROM unsplash.com
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2

3

4

Restore fuel taxes to early-2022 rates. Restore gasoline and diesel tax rates 
fully to their previous 31 percent and 21 percent. This could raise revenues 
equivalent to around 0.5 percent of GDP annually. Cumulatively between 2025 
and 2050 this would amount to around US$3 billion in extra revenues, or 
US$1.2 billion in NPV terms (FIGURE 4.4).

Raise ad valorem taxes on diesel passenger vehicles and 2 and 3 wheelers. 
Consider implementing ad valorem tax rises on diesel vehicles. A 10 percent 
increase on diesel 2 and 3 wheelers and a 5 percent increase on 4-wheelers could 
raise an estimated US$51 million annually. Cumulatively this would amount to 
around US$1.7 billion in extra revenues between 2025 and 2050, or US$0.7 billion  
in NPV terms.

Increase fee levels and expand enforcement of fees on environmental 
service for wastewater discharge. Introduce a two-part industrial discharge 
fee design. This involves a basic tax obligation not dependent on discharge 
volumes and a second variable part directly tied to discharge amounts. A 
more detailed proposal of potential design options for this fee is included in 
World Bank (2021). This could raise US$0.2 million annually, rising to US$6 
million if including all 12,000 firms. Cumulatively between 2025 and 2050 this 
would amount to around US$200 million in extra revenues, or US$87 million 
in NPV terms.

Review and reform natural resource tax incentives on mining activities, 
hydropower, and timber. Replace the current profit-based tax incentive 
system (based on tax holidays and reduced rates) with a cost-based 
tax incentive system (based on accelerated depreciation and additional 
tax deductions). Cumulatively between 2025 and 2050 this would 
amount to around US$5.8 billion in extra revenues, or US$2.5 billion  
in NPV terms.

THIS REPORT RECOMMENDS
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MOBILIZING THE PRIVATE SECTOR 
AND BOOSTING JOB CREATION4.3
Creating an enabling environment 
for the private sector

Developing a dynamic private sector will be fundamental for accelerating 
job creation and supporting broad-based growth, which would help to lower 
climate vulnerability. Laos's underdeveloped private sector is a root cause of 
the jobless growth model. The private sector is dominated by micro businesses, 
which account for 94 percent of registered enterprises. Most enterprises employ 
just 1-5 workers each and are concentrated in wholesale and retail trade. Most 
firms are not registered and lack business licenses. By contrast, foreign invest-
ment inflows to Laos have been mainly concentrated in large capital-intensive 
firms in hydropower, construction, and mining, which have been the key areas 
of government policy focus. Only about 35 percent of foreign investment has 
reached the non-resource sector over the past decade. Electrical component 
manufacturing has been one positive area of growth, supporting integration 
in light manufacturing global value chains. However, exports of electrical and 
electronic equipment reached a peak in 2018 and since declined. Special 
Economic Zones have had some successes in Laos, but have resulted in fairly 
limited local employment generation, which firms cite is due to the low access 
to sufficiently educated workers in Laos (World Bank, 2021).

The private sector in Laos faces several constraints including low labor pro-
ductivity, limited access to finance, poor infrastructure and a challenging 
business environment. According to the latest World Bank Enterprise Survey 
for Laos in 2024, the greatest obstacle identified by businesses was poorly edu-
cated workers, with 36 percent of firms citing this obstacle. The second greatest 
obstacle identified was access to finance, followed by the informal sector (FIGURE 

4.5). Firms in Laos also face infrastructure gaps in transport, digital connectivity, 
and access to reliable electricity. Laos's Logistics Performance Index score in 
2023 was only 2.4, below the average of other developing countries in ASEAN 
at 3.2 (FIGURE 4.5). It has also been declining since 2018. Finally, although im-
provements have been made in recent years, the private sector in Laos still faces 
a challenging business environment, with complex and uncertain regulations, 
limited transparency and a high degree of discretion over the interpretation of 
laws and regulations. Over 14,550 new businesses were incorporated in 2023, 
compared to 13,800 new enterprises in 2022 and digital platforms enabled 
online business registration in Lao PDR. Nevertheless, market operation and 
exit remain complex and unpredictable. Laos will need a comprehensive set of 
reforms to address these issues, which would have substantial benefits for job 
creation, economic growth and structural transformation.
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Key barriers to the private sector include the low education of the 
workforce, limited access to finance and poor-quality infrastructure
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Addressing gaps in transport and digital infrastructure is vital for support-
ing the private sector. Improved logistics services enhance competitiveness, 
attract foreign investment, and create jobs. Two main logistics gaps in Laos 
are high transportation costs and slow border clearance. Digital connectivity 
also requires significant improvement. In 2024, only 66% of Laos's popula-
tion had internet access, significantly below regional peers. In addition, there 
are only 61 mobile phone subscriptions per 100 people in Laos, while there 
are almost 126 subscriptions per 100 people in the East Asia and Pacific re-
gion. Broadband costs in Laos are prohibitively high, more than double those 
in Thailand and Cambodia. Internet speeds are slow and service is unreliable, 
especially outside Vientiane. Affordable, reliable broadband access is crucial 
for supporting the private sector.

Foundational reforms to improve 
financial sector development

Laos's financial sector is underdeveloped and dominated by state-owned 
banks. State-owned banks dominate the financial sector. Among 36 banks, 
state-owned and joint banks controlled about 52.7% of total assets as of 
September 2024. The government owns 60% of BCEL, the largest commercial 
bank, which holds 39% of deposits and 32% of loans. The non-bank finan-
cial sector is rudimentary and offers few financial products. Domestic credit 
growth has declined in recent years and domestic credit to the private sector 
is also relatively low by regional and international standards. In 2023, credit 
to the private sector was only 57 percent of GDP, much lower than neighbor-
ing countries—Viet Nam (126 percent) and Cambodia (180 percent) (Bank of 
Laos, 2023; World Bank, 2025a), although it rose somewhat to 74 percent 
year-on-year in June 2024.

The financial sector faces fundamental challenges that have repercussions 
for the ability of firms and individuals to make all investments, including 
climate-related ones. The banking sector faces several challenges includ-
ing low profitability, undercapitalization, insufficient capital adequacy for the 
largest bank, BCEL, and a high degree of exposure to public sector liabilities. 
Banks provide direct financing to the public sector through government bond 
purchases and loans to SOEs, and indirectly through central bank borrowing 
from commercial banks to finance fiscal deficits. This crowds out credit and 
foreign exchange to the private sector. Borrowing costs are high in Laos and 
access to affordable finance is cited as a major constraint for firms, particularly 
for Small and Medium Enterprises (SMEs). On average, SMEs use internal 
funds for most of their short-term expenses and financing of fixed assets. High 
interest rates and limited access to financing has implications for the ability 
of firms and individuals to make necessary investments in climate adaptation 
and mitigation. The central bank policy rate in Laos stood at 10.5 percent in 
August 2024, far above the average for other developing countries in ASEAN 
of 4.6 percent (FIGURE 4.6). The cost of capital is a particularly important factor 
in mobilizing clean energy investments, as it affects renewable power projects 
more significantly than fossil fuel power projects due to the higher upfront 
capital investment required for renewable power projects (FIGURE 4.6).
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High borrowing costs in Laos lower the competitiveness of clean energy investments

Source: World Bank analysis, GoL and OECD (2024).

Mobilizing private sector investments in 
the climate response

One of the key contributions of Laos's private sector to climate resilience has 
been by enhancing and conserving forest stocks. Private sector investments 
have contributed to the development of about 530,000 ha of forest plantations 
by 2024. The GoL is committed to developing an additional 500,000 ha of 
plantations in degraded forest areas in collaboration with the private sector 
(MAF, 2024). Coupled with high global demand for wood, there is potential to 
increase private sector investments in plantations and further contribute to cli-
mate resilience and mitigation. Improving incentives, institutions, investments, 
and information will be important for forest restoration through plantations. For 
example, it is essential to introduce clear and consistent legal frameworks and 
operational procedures for Sustainable Forest Management (SFM), promote 
industrial plantation forest investments via forest concession agreements, and 
strengthen land concession agreements with thorough social and environmen-
tal impact assessments. 

The GoL approved a Carbon Markets Decree in 2025 to enhance the en-
vironment for private sector investments in climate finance. This decree 
establishes the legal foundation to govern carbon markets by defining princi-
ples, regulations, and measures for managing and monitoring carbon credit 
activities. It provides an institutional framework for overseeing these activities. 

FIGURE 4 .6
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The GoL is considering developing a registry for carbon market transactions, 
and the World Bank recommends prioritizing the development of a national 
data management system (DMS) along with the necessary legal framework 
(World Bank, 2024d). The DMS would help track emissions and prevent double 
counting in results-based climate finance (e.g., REDD+) and voluntary carbon 
market (VCM) projects and transactions. For Article 6 transactions, using the 
UNFCCC Article 6 registry could be a cost-effective alternative for Laos com-
pared to creating a custom national registry.

Nature-based tourism and hydropower are other avenues through which 
the private sector can contribute to climate resilience. Some examples of 
concessions for nature-based tourism and for hydropower (see BOX 4.1) demon-
strate how these can help support forest conservation towards resilience. The 
GoL is promoting the development of NBT in Protected Areas with a new MAE 
regulation that clarifies the regulatory requirements, simplifies and makes 
transparent the procedures and fees for tourism investment by the private 
sector in Protected Areas (World Bank, 2020b). However, there is need for 
better monitoring of forest management under concessions to understand its 
contribution to climate resilience. 

The private sector’s investments in variable renewable energy and e-mobility 
form a key contribution to Laos's mitigation efforts, and these will need to 
grow further. A Thai group developed a 600MW wind project in Sekong and 
Attapeu, and Vietnamese investors support wind power in Khammouane. For-
eign investors, particularly from China and Thailand, increasingly seek to fund 
renewable energy projects. Attracting these investors requires a transparent 
policy framework, bankable PPAs, and adequate transmission capacity. The 
private sector’s role in advancing e-mobility via investments in charging infra-
structure highlights the impact of supportive policies.

The private sector can expand its role in climate adaptation in water man-
agement. While water management in Laos is primarily handled by the public 
sector, the private sector could be encouraged to invest in water storage, 
supply and treatment facilities, and water quality monitoring to help ensure 
stable, predictable and quality water supplies. Current policy permits private 
sector investment in utility services and management. Water utilities operate 
independently, relying on customer revenue for operating costs, but not for 
new investments. The private sector mainly engages in rural and small-scale 
projects, limiting urban involvement. 

The private sector could also play an important role in green cities, green 
buildings and construction. Rapid urbanization in Laos is expected to raise 
the urban population from 36.9% in 2021 to 55.7% by 2050. This will increase 
demand for residential buildings, particularly in urban areas like Vientiane. 
Investments in resilient, green residential, hospitality, and office properties in 
Vientiane present opportunities for domestic and foreign developers. The Vien-
tiane Capital government adopted a Green City Action Plan (GCAP) to identify 
and prioritize green city actions, including city-level policies, investments, and 
planning strategies, to meet its climate mitigation and sustainability vision. The 
GCAP requires an investment totaling US$3.4 million, 85 percent of which is 

55.7%

Rapid urbanization in Laos 
is expected to raise the 
urban population from 
36.9% in 2021 to

BY 2050
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expected to be mobilized through private finance or PPPs. Several of the highest 
impact measures are indirect-cost measures, where the cost falls with private 
building and vehicle owners. For example, a city-wide solar PV program and 
greening of private buildings with energy efficiency upgrades can be accelerated 
through the private sector’s participation. Furthermore, integration of climate 
resilience and mitigation requirements into building codes (a government 
action) will help private developers improve the resilience, reduce risks, and 
resource-efficiency of buildings which can also produce positive investment 
returns from reduced energy and water consumption, lower maintenance, and 
increased property values.

The green finance market in Laos is limited and banks have been hesitant 
to venture into green finance, reflecting underlying issues with the financial 
sector as described above. Green finance in Laos has been limited. Factors 
such as limited commercial bank credit, challenges in accessing long-term 
finance, low levels of financial inclusion, and high levels of non-performing 
loans contribute to a risk-averse banking environment, making banks perceive 
more challenges than opportunities in climate finance. In addition, different and 
inconsistent standards for defining sustainable, green or ESG projects, have 
underscored the need for a green taxonomy to facilitate the mobilization of 
green capital and attract international funding. There is no universal standard 
for green taxonomies; many countries develop their own frameworks based 
on local priorities while aligning with international standards such as the EU 
Taxonomy and the ASEAN Taxonomy for Sustainable Finance. Laos could first 
develop a green taxonomy aligning with the ASEAN taxonomy's methodology 
and terminology. In parallel, a regulatory framework could be developed for 
financial institutions to gradually integrate green taxonomies into decision-mak-
ing processes. Training and capacity-building programs for financial institutions 
could also help expedite this integration progress. 
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Improve the business environment to promote private sector development 
and investment. Create a more conducive business environment by imple-
menting electronic business registration processes to facilitate business reg-
istrations and limit informality, streamlining the operating licensing regime, 
and reducing and simplifying entry conditions. 

Expand access to finance, particularly for SMEs micro-enterprises. Enhance 
financial and technical capabilities of commercial banks to expand access 
to finance for SMEs. Strengthen credit risk management by improving credit 
reporting systems and promoting the use of risk mitigation tools. Promote the 
introduction of platforms that allow SMEs to apply for and receive loans online. 
With regard to micro-enterprises in particular, promote microfinance institu-
tions’ support and expansion. Review and adjust current capital requirements 
for microfinance institutions to better align with sector risks. Provide a clear 
regulatory framework for peer-to-peer lending and investment-based crowdfund-
ing. Improve the efficiency of government support programs by transitioning 
government MSME lending initiatives to an independent fund to for improved 
governance and adopt rigorous monitoring and evaluation mechanisms for 
government support programs. 

Address gaps in logistics and digital infrastructure. Implement further trade 
facilitation measures to reduce costs and simplify procedures. Lower non-tariff 
measures and promote electronic customs clearance. Promote investments 
in backbone and international internet backbone infrastructure by conducting 
reforms to increase competition in the telecommunications market. Introduce 
wholesale access rules to promote infrastructure sharing.

Develop a green taxonomy for climate financing. Consider an initial approach 
that aligns with ASEAN’s terminology and methodology. In parallel, develop 
a regulatory framework for financial institutions to gradually integrate green 
taxonomies into decision-making processes.
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EXPANDING DISASTER RISK 
FINANCING TO LOWER FISCAL RISKS4.4
T he GoL faces significant funding needs for both short-term disas-

ter response and longer-term disaster recovery. Historical damage 
data indicates that annual expected losses from natural disasters 
range between 3.3 percent and 4.1 percent of GDP, with the associ-
ated average annual fiscal cost equaling approximately 2.3 percent 

of government expenditures (World Bank, 2017). The costs associated with 
major disaster events can be significant; damages and loss from the 2018 
floods and storms were estimated at US$372 million (around 2.1 percent of 
GDP) and recovery and reconstruction needs at US$520 million (Government 
of Laos, 2018). 

The GOL primarily relies on risk retention instruments like reserve funds 
and contingency budgets to respond to these shocks. The main disaster 
risk funding sources administered by the GoL are the National Contingency 
Fund (150 billion kip annually) and the State Reserve Fund (300 billion kip 
annually). Financing from other sources such as the Social Welfare Fund with 
annual allocation of 500 million kip, the Provincial Emergency Fund with 100 
million in annual allocation and the disaster portion of up to 10 percent of the 
Road Maintenance Fund also support disaster relief and recovery. The Disaster 
Management Fund (DMF) was established in December 2020. Though the 
decree outlines the fund's revenue sources, it lacks specific amounts, and 
financing has been limited.

There is a significant gap between the needs for disaster response and 
the public funding available, resulting in the diversion of public funds and 
the need to rely on donor assistance. Available resources in these funds are 
insufficient for relief, repair, and rehabilitation from recurring disasters—espe-
cially flooding—leading to reliance on donor assistance. GOL's 2022 funding 
gap analysis indicates available resources can only cover needs for a 1-in-10 
year event. The funding gap resulting from the September 2024 floods is 
estimated at more than US$236 million for both short-term response and 
long-term recovery needs.

Laos has been among the first countries to pioneer market-based risk 
transfer solutions, which has helped to partially address its funding gap. 
In February 2021, Laos's entered a 3-year insurance policy with the Southeast 
Asia Disaster Risk Insurance Facility (SEADRIF) Company to provide financial 
protection of up to US$28 million against flood-related disasters. This hybrid 
insurance policy offers payouts for small, medium, and severe floods. This 
insurance has helped the GoL reduce the funding gaps caused by disasters at 
an efficient cost. SEADRIF payouts cover only 2 percent of disaster costs, yet 
GoL saved US$7.6 million by choosing SEADRIF flood insurance over self-in-
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surance since 2021. However, the benefits from SEADRIF insurance payouts 
could have been greater: it took the GOL almost a year to submit a claim re-
quest to SEADRIF and over four months to disburse the insurance payouts to 
affected provinces after SEADRIF. The delays were due to a lack of coordination 
mechanisms among key agencies involved and to a lack of clearly defined 
post-disaster funds execution process.

The GoL has also developed the National Financial Protection Strategy 
against Disaster Risks 2022-2030, but gaps in coordination between MOF 
and key agencies continue to hinder implementation. This strategy aims to 
establish a legal framework for Disaster Risk Financing and address gaps in 
the financial management system and mobilization of funds for climate and 
disaster risk management. However, there is currently a lack of a clear process 
for prioritization and selection of post-disaster sub-projects to be supported, 
especially from the insurance payouts. There is also a need to facilitate data 
sharing on losses and damages and reconstruction needs between key agen-
cies involved in post-disaster response. Linking post-disaster insurance payouts 
with the county’s ongoing efforts to strengthen and develop adaptive social 
protection systems could be an effective and efficient approach to ensuring 
that disaster relief reaches the most vulnerable disaster-affected populations 
in a timely manner. 

Strengthen the mobilization of risk financing resources. Consolidate the 
existing funds supported by the government budget into one place with one 
harmonized management process. Develop a data sharing process on loss and 
damage and reconstruction needs between key agencies involved in post-disas-
ter response to allow for clearer understanding of funding gaps and insurance 
needs. Expand the use of insurance instruments like the SEADRIF to fill the 
remaining funding gap.

Strengthen operational arrangements for more efficient and transparent 
utilization of DRF resources. Clearly define the post-disaster funds execution 
process as related to insurance payouts including alignment with relevant 
budget execution regulations and audit process. Develop a clear process for 
prioritization and selection of post-disaster sub-projects for support. Improve 
linkages with existing post-disaster response mechanisms. The government 
can also harness the power of digital technology and financial inclusion to 
increase the speed, accuracy and transparency of disbursement and support 
to end beneficiaries.
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