Food Inflation in the Lao PDR:

Trends, Drivers, and Impacts

Food Inflation Trends

Food price inflation in Laos
has surged into double digits
since mid-2022, above global
and regional trends.

Rice prices are more volatile
than average food prices.
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Food inflation rose faster in
the north, where there is a
deficit in staple foods and

a higher reliance on food
imports.

lmpact on Lao Households

While Laos has an
agriculture-based
economy, over 80%
of households are net
food buyers.

Purchased food makes
up a third of household
consumption,

making Lao families
susceptible to high
food inflation.

Food inflation
worsened the impact
of COVID-19 on food
security, severely
damaging wellbeing.

Low-income urban households
and net food buyers are more
likely to have slipped into 8 © 1&3 )—

poverty since 2018.
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Drivers of Food Inflation

Depreciation of the kip is a main reason for food
inflation.

A weak kip means higher prices for imported food
and agricultural inputs.
From 2017 to 2023,
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10% ' exchange rate added 1.1%
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to the food inflation rate.
International food and oil prices have had little
effect on domestic food inflation.

Staple Foods
A

Rice: International prices %7
affect local rice prices in !_aos. ,-:{gg:’;_., 155
From 2017 to 2023, a 1% increase = i

in international sticky rice prices
resulted in a 0.6% increase in Lao
sticky rice prices, while each 1% 20172023
depreciation in the kip/dollar parallel exchange rate
led to a 1.5% rise in Lao sticky rice prices.

Pork and chicken: There is little
evidence that international prices
@ affect local prices, although
effects can be observed in some
w provinces for chicken. Domestic
W factors likely play a major role in

determining prices for these two
staple meats.

For staple foods, food prices vary
significantly across provinces,
influenced by local factors such as
access to market information and
high logisitcal costs or barriers.

Despite Laos
producing
sufficient rice, consumers in
provinces with rice deficits
experience many price changes
and significantly higher prices.




Policy Recommendations

e Boost Foreign
Currency
Reserves

to Poor

Restore Macroeconomic
Stability

Policies to stabilize the kip are the most urgently
needed.

Increasing foreign currency reserves and reducing
debt repayments through negotiations would
alleviate pressure on the exchange rate.

Use High
Agricultural
Prices to Boost
Productivity
and Raise
Incomes

High food prices can
stimulate agricultural
production, but
strategic policies are
needed to support poor
farmers:
Access to credit,
markets, and farm
inputs
Training and
technical assistance
Irrigation, storage
facilities, and roads
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e Cash Transfers

Households

e Capitalige
on Higher
Agricultural Prices

Targeted Cash Transfers,
Not Subsidies or Price
Controls

Reinstate fuel excise taxes
Reducing fuel taxes has not curbed domestic
food inflation.
The state has lost substantial revenue and
wealthier households have benefited most.
Restoring fuel taxes, expanding the tax base,
curbing tax exemptions, and raising health taxes
would raise funds, allowing the government to
help the poorest.

Scale up targeted income support measures
Untargeted price controls have not been
effective and can distort markets, leading to
shortages.

Targeted in-kind support and cash transfers.
Targeted income support measures, like the
government'’s Helping Hand Program, can be
expanded to assist those most affected by food
inflation.

Make food trade easier inside Laos
Enable food trading to move food where it is

most needed to keep prices stable.

Short-term actions: improve agricultural price
information

Medium-term actions: upgrade and repair roads




