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Linking Laos, Unlocking Policies

OvERviEW

Over the past 20 years, the Lao People’s Dem-
ocratic Republic (“Laos”) has achieved impres-
sive growth and significant development gains. 
Its economy has been one of the fastest grow-
ing in the world, with average annual growth of 
around 7 percent, mostly driven by the capital- 
intensive resource sector (mining and hydropow-
er) and supported by infrastructure development.  
However, this model of growth is showing its 
limitations. It has not been particularly inclusive, 
with the rate of job creation lagging behind the 
fast rate of growth in output. Although poverty 
has decreased, it has done so at a slower pace 
than in other fast-growing economies in the  
region, while inequality has risen.1  

Growth has also not been sustainable from a 
macroeconomic or environmental perspective. 
Stocks of natural capital have been depleting,  
albeit at a slower rate since 2015, and many of 
the country’s forests and water resources remain 
vulnerable. Public debt has increased to critical 
levels due to weak revenue collection, a sharp  
increase in debt-financed investments in the elec-
tricity sector, the accumulation and subsequent 
clearance of spending arrears, and valuation  
effects associated with kip depreciation. The  
resulting debt service burden is crowding out 
public spending on critical services and could 
lead to disruptive fiscal and external adjustments 
if left unaddressed. At the same time, economic  
growth has been declining since 2018, following 
devastating floods, while the impacts of the COV-
ID-19 pandemic saw Laos record its lowest GDP 
growth in three decades in 2020. There is now a risk 
that the progress achieved so far will be reversed, 
with the largest impacts on the most vulnerable, 
particularly women and poor rural households.

This report examines the reasons why Laos’ 
recent growth has not resulted in greater  
improvements to socio-economic conditions for 
most of its population. One issue is the country’s  
dependence on natural resource exports, the 
production of which tends to be capital rather 
than labor intensive. Together with associated 
large resource-related rents and capital inflows, 
this has exposed the economy to macroeco-
nomic risks, including volatile commodity prices. 
Up until 2017, this led to an appreciation in 
the value of the kip which, combined with  
rising wages, undermined the competitiveness 
of the export-oriented non-resource sectors and 
constrained their growth. Public investments 
in hydropower have also reduced fiscal space, 
with less resources available for investments in  
agriculture, education, healthcare, and other 
public services, all of which could have increased 
labor productivity and promoted more sustain-
able, inclusive growth. Laos’ dependence on the 
resource sector has also increased returns to 
rent-seeking behavior and reduced the incen-
tives for fiscal rigor. 

Another issue is the limited push for imple-
mentation of policy reforms. Policy reforms are  
carefully designed and structured around the 
five-year National Socio-Economic Development 
Plans (NSEDPs). However, policy change remains 
slow, reflecting the country’s still weak capaci-
ties, institutions, and governance structures. In 
2019, Laos ranked in the bottom 20 percent in 
all dimensions of the Worldwide Governance 
Indicators except for political stability. The  
domestic business environment remains  
unpredictable and restrictive, with significant  
bottlenecks in the labor market, adding to the 
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already tough constraints associated with the 
small size of the domestic market. Combined, 
these create formidable obstacles for businesses  
aiming to compete at regional and international 
levels. The government needs to make significant  
strides to improve the business environment so 
that productive foreign businesses will invest 
and expand, and efficient new firms will enter 
and grow.

At the same time, Laos has many advantages 
over other landlocked countries that have  
experienced natural resource booms and have 
restrictive business environments. While trans-
port costs are high, the new railway and road 
infrastructure should help to ease this problem. 
And unlike other landlocked countries, Laos has 
the advantages of considerable natural wealth, 
a young population, and a strategic location. 
Laos is endowed with significant natural capi-
tal, including forests, biodiversity, and abundant 
water, land and mineral resources. The govern-
ment has increasingly recognized that the value  
of environmental protection is greater than 
the value derived from uncontrolled resource  
extraction, and that achieving inclusive economic  
growth over the longer term requires a more 
sustainable use of these natural resources. Laos 
also has one of the youngest populations in the 
region, giving it the potential to reap a substan-
tial demographic dividend in coming decades.

Laos’ geographic location is also a huge  
asset, with its neighbors including some of the 
world’s fastest growing economies. This posi-
tion could help Laos boost overall growth and 
diversify its economy away from mining and 
power generation through increased trade 
and investment. Laos shares borders with five 
countries that together account for more than 
17 percent of global GDP, and more than a 
fifth of the world’s population. Most of these 
countries are rich, with open trading systems, 
booming markets and strong demand for labor 
and goods. They are also heavily involved in 
global value chains (GVCs), both as participants 
and leaders. This means that demand for Lao  
exports, plus cheap sources of imports, along 
with GVCs and foreign direct investment (FDI) 
opportunities, are right at the country’s door-

step. Laos is already reaping some of these 
benefits. Recent investment in export-oriented 
manufacturing special economic zones (SEZs) 
has facilitated exports in the electronics,  
telecommunication, and electrical equipment 
sectors, and in the food industry.

The government is aware of the potential  
benefits of its strategic location, focusing its 
economic and social development strategies 
around trade, investment and establishing 
Laos as a bridge country within the region (the 
land-linked vision). Substantial investments 
are already being made in railway and road  
infrastructure to realize this vision. However, 
regulatory reforms need to occur in tandem 
with connective infrastructure investment to 
ensure the country benefits from new trade  
opportunities and diversifies from natural 
resources. In this respect, Laos is more policy- 
locked than land-locked. Rather than develop-
ing new regulations, it is more important that 
the government sets priorities among existing 
ones and ensure they are fully and effectively 
implemented. Importantly, trade can be lev-
eraged to lock in domestic structural reforms 
that achieve more equitable wealth distribu-
tion and greater poverty reduction. Global  
evidence shows that deep forms of integration 
that encompass policy areas beyond traditional 
trade policy can drive institutional and policy 
reforms with positive impacts on the business 
and investment regime. 

In this context, this report provides a set of  
policy recommendations. The immediate prior-
ity is to restore the country’s macroeconomic 
stability, as this is a precondition for the success 
of future structural reforms. The report then 
outlines ways in which the government could 
further leverage its strategic location and natu-
ral capital to improve the socio-economic condi-
tions of the young and growing population. Laos 
could continue moving toward upper-middle 
income status by sustainably capitalizing on its 
natural resources and diversifying the economy 
toward job-creating, export-oriented sectors 
(including agri-food, light manufacturing and 
services), thereby ensuring that the benefits of 
growth are shared more broadly.
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The report consists of an overview and four 
thematic chapters. The overview sets the  
context and summarizes the report’s main 
findings and policy recommendations. Chapter 
1 analyses Laos’ precarious macroeconomic 
situation and offers a pathway to restore  
stability. Chapter 2 examines how the country’s  

natural capital could be leveraged for sustaina-
ble growth. Chapter 3 discusses constraints to 
private sector productivity growth and job cre-
ation, and the means to address them. Finally, 
Chapter 4 focuses on recent trade performance 
and the potential to further diversify the econ-
omy away from power generation and mining. 

The limits of natural resource driven growth are now becoming 
apparent 

Over the past two decades, Laos’ rapid  
economic growth has been driven by accumu-
lation of physical capital, extraction of natural 
resources, and a significant increase in fiscal 
risks.

Since the early 2000s, investment in the  
natural resource sector has been the main driver  
of growth, spurring growth in construction  
and services. Growth in Laos accelerated  
rapidly in the early 2000s, reflecting a buoyant  
global economy and a surge in resource- 
related investment. GDP grew at an average of  
7.2 percent each year from 2012 to 2018. 
While the mining sector was the key driver of 
growth until 2010, the opening of the Nam 
Theun 2 power plant in 2010 marked the rapid 
development of the hydropower sector, par-
ticularly from 2015 onwards (see Figure O.1).
Investment in dams, mines, and transport  
infrastructure also led to a boom in the construc-
tion sector. While forestry has historically been 
an important driver of economic growth and 
exports, the depletion of forest resources and 
stricter enforcement of regulations have recently 
moderated this sector’s contribution to growth.

Figure�O.1�
Natural resources and related investments 
have been a major driver of growth

GDP growth and sectoral contributions to 
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During this boom period, Laos recorded one 
of the world’s highest rates of growth in capital 
stock, with much of this growth attributable to 
public-private partnerships (PPPs). Total capi-
tal stock (public and private) grew from an esti-
mated $22 billion in 2000 to $122 billion in 2017 
(constant 2011 dollars),2 a pace of growth on par 
with that of South Korea and Taiwan when they 
were at similar income levels. In the past ten 
years, electricity generation and mining have cap-
tured 67 percent of domestic and foreign private  

investment and 60 percent of public capital  
investment. In 2017, 30 percent of the capital 
stock was created under PPPs — the highest pro-
portion in the world. While these PPPs largely 
involve the construction of hydroelectric dams 
and transmission lines, more recently they have 
included projects such as the Hongsa thermal 
power plant and the Laos-China railway. Laos 
has also approved several new hydropower  
projects to achieve its vision of exporting 
around 20,000 megawatts of electricity by 2030.
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While much of this investment has had limited 
positive impact on government revenues so far, 
it has brought a substantial increase in fiscal 
risks. In the electricity sector, the state-owned 
utility, Electricité du Laos (EDL), has undertaken 
substantial investment to expand generation 
and transmission capacity since 2014, financed 
by public or publicly-guaranteed debt. The  
associated appraisal and approval processes  
have been weak, leaving the government  
exposed to the financial risks of these invest-
ments. At the same time, EDL has been locked 
into power purchase agreements (PPAs) with 
private investors who benefit from ‘take or 
pay’ clauses that guarantee payment for supply 
even if surplus to actual power demand.3  

These PPAs have become a significant  
contributor to EDL’s negative operating  
margins, increasing the need for govern-
ment financial support. Given the prices con-
tracted under these PPAs, EDL would need to 
charge rates significantly above the prevailing  
domestic and export tariffs in order to break 
even.4 In addition, while most privately-run 
power projects have been profitable, they have 
benefitted from significant tax incentives and 
exemptions, further limiting the net benefits to 
government.  

Despite their potential benefits, current 
transport infrastructure projects also carry  
significant risk. The government’s investments 
in Belt and Road Initiative projects amount to 
$7 billion, or roughly 39 percent of Laos’ GDP, 
a much greater proportion than among any  
of its East Asian peers. The risk that such  
investments may exacerbate Laos’ existing debt  
vulnerability is significant, even if only small 
parts of these projects are financed through 
debt instruments (and on concessional terms).5 
Even if implemented as PPPs, they create liabil-
ities for the government.6 This would add to the 
risks for the government, which may have to 
pick up the bill for operations, maintenance, and 
debt servicing if traffic volumes and revenues 
prove insufficient and the concession holder 

abandons the project. A similar threat may exist 
with the expressway road network being built 
from Vientiane to the Chinese border. Careful  
management of these risks is necessary to  
ensure that Laos realizes development gains from 
these projects without suffering undue costs.

Some of the macro-fiscal risks associated with 
Laos’ capital-intensive, debt-driven growth 
have recently materialized (see Chapter 1). 

Even prior to the advent of the COVID-19  
pandemic, Laos’ macro-fiscal situation was 
deteriorating. While recurrent spending,  
including expenditure on critical public services,  
has remained relatively modest over the past 
decade, total public spending – including that 
undertaken by state-owned enterprises (SOEs), 
particularly EDL – has been much higher. The 
expansion of electricity investments has been 
responsible for much of the increased spend-
ing. EDL’s debt is estimated to have increased 
from around 18 percent of GDP in 2015 to 25 
percent of GDP in 2020, accounting for around 
half the total increase in total public and  
publicly guaranteed debt over that period.  
At the same time, revenue mobilization has  
fallen in recent years, from an already low base.  
In the four years up to 2019, general govern-
ment revenues stood at an average of 16  per-
cent of GDP, lower than the average level of 20.5 
percent recorded for regional and structural 
peer countries. Since then, the COVID-19  
pandemic has further worsened the situa-
tion. As a result, public debt associated with  
government (i.e., non-SOE) spending has also 
accumulated rapidly, with fiscal deficits aver-
aging around 5 percent of GDP between 2015 
and 2020. Together, these developments have 
led to a high risk of debt distress, elevated 
debt service requirements, higher external 
borrowing costs, and most recently, a lack of 
access to external markets. Total PPG debt is  
estimated to have reached 88 percent of GDP 
in 2021.7 External PPG debt-service require-
ments, even excluding those associated with 



O v e r v i e w  

 5Linking Laos, Unlocking Policies  |

EDL’s debt, have been estimated as averaging 
close to $1 billion per year between 2022 and 
2025, implying annual financing needs equiv-
alent to about a third of total government 
spending in 2020. 

If these emergent fiscal and external financ-
ing gaps are left unaddressed, they could lead 
to severe downward adjustments in public 
spending, imports, and the exchange rate, 
as well as intensified pressure on the finan-
cial sector. Foreign currency reserves are low, 
at just over two months of import cover as 
of end 2021. There are ongoing pressures in 
the foreign exchange market, with a sharp kip  
depreciation in 2021 and the gap between  
official and parallel market exchange rates wid-
ening from already elevated levels. While the 
depreciation of the kip could help to boost 
the competitiveness of Laos’ non-resource  
sector, it has also added to external debt  
service costs, increased inflationary pressures, 
and exacerbated currency mismatches on  
banking sector balance sheets. State-led infra-
structure expenditure has also contributed to 
the increased fragility of the banking sector, 
with a growing proportion of non-performing 
loans in certain bank portfolios. Banks are heav-
ily exposed to fiscal risks through their holdings 
of government bonds and their loans to SOEs, 
the central bank, and government contractors. 

The pandemic has exacerbated long-stand-
ing structural vulnerabilities, resulting in a  
further decline to domestic revenues, additional  
pressure on the balance of payments, and the 
increased vulnerability of the financial sector. 
While Laos has been relatively less affected by 
the pandemic than many of its regional peers, 
the crisis has still resulted in it recording its 
lowest GDP growth rate in three decades, with 
the rate declining to 0.5 percent in 2020, down 
from 5.5 percent in 2019. While growth is  
expected to have increased in 2021, to an  
estimated 2.2 percent, this is still lower than 
the pre-pandemic level. Movement restrictions 

on travel and tourism have hit the services 
sector particularly severely. The private sector 
also suffered from disruption to manufacturing 
global value chains, with lower levels of both 
imports and exports. With its fiscal space highly  
constrained, the government has struggled to 
implement measures to mitigate the impact of 
the pandemic. 

The resource-driven growth model has 
also not been environmentally sustainable,  
although in some areas management of  
natural resources has improved (see Chapter 2). 

With the rapid depletion of natural capital over 
much of the past two decades, the sustainability  
of the extractive natural resource sector is facing  
limits. Laos’ material intensity of output  
(volume of resources used to produce each 
unit of GDP) has been increasing since 2005, in  
contrast to most of its regional and structural 
peers, whose material intensity has fallen steadily.  
In Laos, this trend reflects the earlier rapid  
increase in copper mining and, to a lesser extent, the  
extraction of forest resources. Forest cover  
declined by 2.9 percent between 2000 and 2015 
(approximately 680,000 ha), with the quality of 
remaining forests degraded. The construction of 
hydropower plants has altered river flows, sig-
nificantly impacting fisheries, biodiversity, and 
downstream agriculture. But in more recent 
years, mining operations have diminished due 
to the depletion of existing identified resources 
and a lack of new projects. Similarly, the econom-
ic contributionof forestry has also declined, with 
Laos moving to a more sustainable plantation- 
oriented model. While hydropower capacity  
continues to grow, further expansion is  
increasingly constrained by the limits to the 
amount of power technically recoverable from 
the Mekong and its tributaries. There are also  
significant environmental risks associated with 
further dam development, which would have 
potentially negative impacts on vulnerable com-
munities, both within Laos and in downstream 
countries. 
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Figure O.2  
The�depletion�rate�of�natural�resources�has�slowed�in�recent�years� 
Natural resource depletion
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Source: World Development Indicators.

The government has implemented a range 
of measures to improve resource sector 
management in recent years, with the rate 
of natural resource depletion decelerating  
(see Figure O.2). The two largest mining 
operations have been well run, with good 
management of environmental risks and 
with the operators making significant con-
tributions to state revenues. In recogni-
tion of environmental and other issues in 
small-scale mining in particular, the govern-
ment imposed a moratorium on new mining 
concessions in 2012. In principle, mining  
legislation adheres to international standards,  
although there are often major implementa-
tion gaps. In forestry, Laos is moving away from 
an unsustainable resource extraction model  
toward more sustainable management of  
natural forests and an emerging plantation 
forest economy. This shift is consistent with  
recognition that the long-term value of  
forest-based ecosystem services — including 
to the economy and livelihoods — considera-
bly exceeds the potential gains from extracting 
natural forest timber. With stepped-up policy 
implementation, the government has grad-

ually curtailed illegal logging, contained the  
uncontrolled expansion of plantations, and 
introduced more sustainable forest manage-
ment practices. However, it could still do more 
to achieve its ambitious 70 percent forest cover  
target. Laos has also achieved success in  
expanding both its power generation  
capacity and access to electricity, with the 
associated policy environment gradually  
improving and with greater emphasis being 
placed on environmental considerations in 
project decisions. But while Laos has achieved 
impressive rates of electrification, the  
development of transmission and intercon-
nection infrastructure has not kept pace with  
rapid growth in generation capacity, limiting 
Laos’ ability to meet domestic and regional  
demand.  Moreover, the cumulative envi-
ronmental and social impacts of previous 
hydropower developments are severely  
constraining the viability of additional dams. 
If realized, recent plans to develop new coal 
plants will also have adverse environmental  
effects and could significantly reduce Laos’ 
ability to market its existing hydropower  
capacity as a relatively clean source of energy.
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Figure�O.3 
The growth model has not been inclusive

(a) Real per capita GDP and household consump-
tion growth
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Source: World Bank, Poverty Profile in Laos 2018/19.

Growth has not been sufficiently inclusive, with 
sub-optimal gains in employment and poverty 
reduction and rising inequality.

Strong GDP growth rates have not been 
matched by proportionate reductions in pov-
erty. On average, increases in incomes have 
not matched the overall rate of GDP growth 
(see Figure O.3 panel a). While the poverty 
rate fell from 46 percent in 1992 to 23 percent 
in 2012 and then to 18 percent in 2018, these  
improvements were mostly driven by rising 
farm incomes and migrant remittances, rather  
than by off-farm job creation. Increasing  
regional demand for cassava, coffee, tea, and 
cardamom has encouraged farming house-
holds to diversify from subsistence rice culti-
vation toward commercial cash crops (World 
Bank, 2020a). Over the 2012-18 period, the 
elasticity of poverty to GDP growth was low at 
-0.67 (a 1 percent increase in GDP per capita 
was associated with a 0.67 percent decline in 
the poverty rate), half of the impact Vietnam 

experienced at similar levels of GDP growth.

Inequality also increased over this period 
due to a widening consumption gap within 
regions and increased concentration of  
consumption at the top end of income  
distribution. The Gini coefficient increased 
from 36.0 in 2012 to 38.8 in 2018, above that 
of regional peers, Vietnam (35.7), Thailand 
(37.0) and Indonesia (37.7). Despite declin-
ing urban-rural and between-province gaps, 
a widening consumption gap drove this  
increased inequality. The gap between the 
very rich and the very poor widened, with 
the ratio of top quintile to bottom quintile 
increasing from 5.8 in 2012 to 6.6 in 2018, 
and the average consumption per capita of 
the richest decile being ten times larger than 
that of the poorest decile in 2018. While 
consumption growth has been historically 
lower than GDP growth, the consumption 
growth of the bottom 40 percent has been  
particularly stagnant (see Figure O.3 panel b).

(b) Consumption growth has  been skewed  
towards rich households   
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Laos remains a highly agrarian economy. Sixty  
percent of all workers are engaged in the  
primary sector, with services dominating the rest 
of employment. These sectors are characterized  
by very low productivity levels (see Figure  
O.4 panel a). Due to their capital-intensive 
nature, mining and power generation are the 
most productive sectors by far, accounting 
for a combined 22 percent of value added.  
However, they contribute to only an infinitesi-
mal share of employment (0.4 percent each). In 
2017, electricity, gas, steam, and air conditioning  
supply directly generated around 10,000 jobs, 
less than 1 percent of the total number of 
jobs generated in that year, with a heavy bias 
towards employment of men. While construc-
tion is the most productive service sector, it 
did not add to net employment creation in 
the period 2012-18, contributing only 4  
percent to overall employment in 2018 (120,000 
workers). This sector’s limited job creation may 

in part reflect its reliance on foreign workers,  
with anecdotal evidence suggesting that in 
2012, an estimated 100,000 skilled workers 
from Vietnam, China, and Thailand were  
employed on building large hydropower and 
transport infrastructure projects (MOIC, 2012).  

Unlike in many comparator countries, in Laos 
there has been no development of a sizable pro-
ductive manufacturing base. Despite recording  
average annual growth of 5.2 percent from 
2012 to 2018, the manufacturing sector  
(excluding mining) shrank in terms of share 
of value added, going down from 10 percent 
in 2012 to just below 9 percent in 2018. The  
sector’s share in total value added is well below 
the average 20 percent for regional peers.8 In 2018, 
the sector employed 5.6 percent of the workforce, 
down from 7.2 percent in 2012. This suggests some 
consolidation around more productive subsec-
tors, particularly textiles and electrical equipment.

Figure�O.4�
High�growth�but�low�job-creation�in�Laos,�2012�and�2018

(a) Total employment growth, value added per worker and share of employment by sector, 2012-18
Average output per worker 2012 (2012 million kip)
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(b) Wage and non-wage employment by sector: 2012-18

2.25

2.00

1.75

1.50

1.25

1.00

0.75

0.50

0.25

0.00

M
ill

io
ns

2012 2018 2012 20122018 20182012 2018 2012 2018 2012 2018
Agriculture Mining and 

Hydro
Manufacturing Construction Public sectorServices excl. 

utilities and const.

  
     Self-employed     Wage workers 

Source: Lao Bureau of Statistics for GDP data, LECS 2012 and LECS 2018 for employment.
Note: Bubble size reflects sectoral employment shares in 2018 and is given by the number next to the industry in the 
label. The public sector refers to public administration and defense as well as compulsory social security. In panel b, 
services exclude construction.

The lack of off-farm job opportunities has led 
to increasing unemployment, despite the strong 
GDP growth. Apart from the public sector, only 
a handful of sub-sectors in industry and servic-
es created net jobs, with these insufficient to  
absorb the surplus agricultural workforce (see Fig-
ure O.4). Between 2012 and 2018, around 390,000 
workers moved out of full-time farm employment 
(see Figure O.4 panel b).9 In fact, only a small pro-
portion of workers transitioned out of the sector, 
reflecting both a lack of opportunities in domes-
tic off-farm markets and inadequate education 
and skills. Instead, many switched to seasonal 
farming, substituting non-farm employment with 
remittances or informal jobs in neighboring Thai-
land between growing seasons. Over this period, 
most net job creation occurred in the public sector 
(126,000 wage jobs). About 74,000 workers exited 
the manufacturing sector, more than half of whom 
were wage workers. Services, hospitality and, 
to a lesser extent, transport created some jobs, 
but not enough to offset the jobs lost in whole-
sale and retail. Thus, the services sector overall 
lost close to 77,000 workers, contributing to an  
increasing unemployment rate, which rose from 
4.1 percent in 2012 to 15.7 percent in 2018  
(including seasonally unemployed).

The COVID-19 pandemic has placed further 
pressure on an already fragile job market, 
and could reverse recent years of progress 
towards poverty reduction. A sharp drop 
in tourism demand has led to job losses in  
retail trade, transport, and hospitality, which 
together account for 11 percent of total  
employment. Workers have been pushed 
into informality, with no access to social pro-
tection. The slowdown in non-agricultural 
sectors has led to increasing unemployment, 
with the rate estimated at 23.4 percent in 
2020. Remittances have also declined, with 
more than 200,000 migrant workers having 
returned from abroad. At the same time, 
rising inflation, partly driven by the depreci-
ation of the kip, has eroded household pur-
chasing power. The poverty rate is estimated 
to have surged by 4.4 percentage points in 
2020 relative to a pandemic-free scenario. 
Of the new poor, 86 percent consist of those 
above the poverty line who fell into poverty 
because of the pandemic, while the remain-
der are those who would have escaped pov-
erty had there been no pandemic, but who 
now remain below the poverty line.

Figure�O.4, continued
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The manufacturing sector remains small due 
to low productivity, while investment in the 
agriculture sector has declined.

The formal private sector remains small and 
dominated by micro-enterprises. As in many 
developing countries, a large proportion of Lao 
workers are employed in the informal sector, 
with the sector accounting for 83 percent of 
total employment, compared to 7 percent in 
the formal private sector and 10 percent in the 
public sector (ILO, 2018). In the formal sector, 
90 percent of the 134,000 registered businesses  
have five or fewer employees (LBS, 2021). Most 
businesses operate in the wholesale and retail 
sector (63 percent), followed by manufacturing 
(14 percent) and hospitality (11 percent). The 
average business size fell from 4.2 employees 
in 2013 to 3.7 employees in 2020 (LSB, 2015 
and LSB, 2021). The decline was even more  
pronounced in manufacturing, with the average  
number dropping from 7.8 to 5.9 employees.  
The predominance of micro-firms is not  
surprising, given the small size of the domestic 
market and the associated constraints on scale. 
However, compared to peers at similar levels of 
income, Laos appears to lack large businesses 
at the top of the distribution, with only 0.17 
percent of businesses, mostly in manufacturing,  
construction, and other services, employing 
more than 100 workers. The share of large 
businesses has declined slightly over recent 
years, falling from 0.25 percent in 2012.  
 
Lao manufacturing businesses have one of 
the lowest levels of labor productivity in the 
region, being on average 22 percent less  
productive than those in Cambodia and 65  
percent less than those in Vietnam. From 2009 
to 2018, the average labor productivity of Lao 
manufacturing businesses remained stable, 
with the median growing slowly, at 2 percent 
per year. While businesses in the services  
sector are on average more productive than 
those in manufacturing, this is driven by a 
few large foreign companies operating in the 
wholesale, transport, and telecommunication 
sectors. The overall low levels of productivity 
are partly due to limited access to quality  
inputs, to technology and know-how, and to 
markets for outputs. They also reflect bottle-
necks in labor markets, with Lao businesses  
having difficulty accessing both unskilled and, 
to an even greater extent, skilled labor.

The undersupply of both unskilled and skilled 
workers contributes to low productivity levels  
in the manufacturing and services sectors. The 
labor shortage is driven in part by the ease 
with which workers can migrate to find readily  
available jobs in Thailand. An estimated 
300,000 documented Lao nationals currently  
work in Thailand, although the number could 
be much higher. The limited creation of jobs 
in Laos has been a contributing factor and 
wages in Thailand are significantly higher, 
even for the least skilled workers, such as  
agricultural day laborers. Thailand’s minimum 
wage is about 300 baht per day (equivalent 
to $10 or 130,000 kip per day at current  
exchange rate), more than twice the Lao min-
imum wage. The labor shortage in Laos may 
also reflect poor working conditions. In gar-
ment factories, for example, long working days 
and mandatory overtime are common, often 
for untrained rural female workers.10 Worker 
dissatisfaction contributes to a high staff turn-
over rate (estimated at between 3.5 and 6 per-
cent per month, depending on business size). 
Many garment workers regard factory work 
as an interim strategy to build savings before 
they establish their own small business or find 
a better job elsewhere (World Bank, 2012).  
Importantly, the high turnover contributes 
to low-capacity utilization and low employer  
investment in workforce skills and training, 
both of which have a negative impact on pro-
ductivity.

While agricultural productivity has improved, 
it remains low. From 2000 to 2019, growth 
in the agricultural sector averaged about 
2.9 percent per year, lower than in Cambo-
dia (3.4 percent) and Vietnam (3.2 percent). 
Growth was driven primarily by expansion of 
the land area under cultivation, rather than 
by productivity improvements. Most of Laos’ 
650,000 farming households are engaged 
in subsistence cultivation, with only 30 per-
cent primarily engaged in commercial farm-
ing. There were significant improvements in 
the yields of some crops, including rice (now 
higher than in Thailand, Myanmar and Cambo-
dia), and roots and tubers, now the second most 
important crop by weight. However, overall  
agricultural productivity remains low. Value- 
added per hectare stands at only $578, 60  
percent of that in Thailand ($994) and 40 per-
cent of that in Vietnam ($1,338). 
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While the development of the Laos-China  
railway has spurred investments in agriculture in 
the north of the Laos, overall investment in the 
sector remains limited. Despite the potential for 
capital deepening to boost labor productivity in 
agriculture, the share of the sector in total  
capital stock has fallen from more than 15 percent  
in 2000 to less than 6 percent in 2017. This  
contrasts with regional peers (with the exception 
of Myanmar), where the ratio has either held 
steady or increased slightly. To put this in  
perspective, with investments in capital  
formation standing at $5,100 per capita (con-
stant 2010 prices) over the period from 2000 to 
2014, only $480 of this was invested in agricul-
ture. Credit to the agricultural sector is relatively 
low, at an average of only 8 percent of total cred-
it. In addition, weak enforcement of chemical and 
pesticide regulations constrains farmers’ ability to 
meet quality standards and access export markets.

In recent years, there has been a noticeable 
diversification into manufacturing other than 
garments, with some wage job creation.

Laos is strategically located next to a number 
of major global economies, creating oppor-
tunities for trade. While Laos is small, mostly 
mountainous and landlocked, it has an open 
economy and is strategically located among 
major global trading nations, including China, 
Cambodia, Thailand and Vietnam. With these 
countries deeply integrated into global value 
chains, both as participants and leaders, there 
is strong potential and actual demand for Lao 
exports. These countries are also a source of 
cheap imports, FDI and opportunities for deeper  
integration into GVCs. Recent empirical  
evidence suggests that when developing  
countries participate in GVCs, this can accel-
erate inclusive growth. The fragmentation of  
production within GVCs makes it possible 
for businesses in developing countries to  
enter foreign markets at lower costs, to  
benefit from specialization in niche tasks, and 
to gain access to larger markets. Even smaller  
businesses can benefit from higher returns 
to scale. Businesses in the developing coun-
try can also access cheaper and better inputs, 
productivity-enhancing technologies, and 
improved management practices developed 
elsewhere, and thus grow at a faster rate,  
contributing to the creation of better, higher- 

paying jobs. Thus, Laos could reap significant 
benefits from greater participation in GVCs.

While Laos has historically participated mostly in 
commodity GVCs, since 2013 it has increasingly  
diversified its exports into light manufacturing,  
primarily electronics, and electrical components. 
Laos’ participation in regional commodity GVCs 
(power generation, copper ore, rubber and raw 
agriculture produce) reflects its endowment 
in natural resources and location. However, its 
small domestic labor market, high labor and 
transportation costs, and often opaque and 
cumbersome regulations put it at a competi-
tive disadvantage in terms of participation in 
light manufacturing GVCs. Despite this, in recent 
years, the government has offered generous tax 
incentives to export-oriented manufacturing 
companies, channeled through SEZs, supporting 
the country’s participation in global production 
networks. The activities of Thai-based Japa-
nese investors have driven increased exports of 
electronics and electrical equipment (primarily  
video displays, recording and broadcasting  
accessories), with these now accounting for more 
than 10 percent of its total exports, up from 1  
percent in 2013. Supported by Thai investments, 
food and beverage exports have also expanded  
significantly, accounting for 10.4 percent of  
exports in 2019, up from 5.8 percent in 2013, and 
contributing to a notable diversification of Laos’ 
export portfolio. The garment sector has shown 
a high degree of resilience, maintaining stable  
export volumes, mostly through the Generalized  
System of Preferences to the EU and Japanese 
markets. This shows the potential of these  
markets if constraints on the domestic environ-
ment and labor markets were eased. 

Preliminary evidence suggests that foreign  
investment in export-oriented manufacturing 
SEZs is positively associated with economic 
development at the regional level (see Figure 
O.5). Areas close to SEZs with a high share of 
export-oriented manufacturing and close to the 
Thai border experienced a greater increase in 
economic activity, as evidenced by the increase 
in night-light intensity between 2003 and 2020.  
Between 2012 and 2018, the electrical, machin-
ery and transportation equipment sector was  
one of the three manufacturing sectors that  
recorded a net positive job creation, albeit on a 
limited scale.
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While the evidence suggests that at least some 
SEZs have been successful, there is a need for 
more careful evaluation of their impact on 
employment, productivity, and exports. If the 
government is to continue with its policies to 
leverage SEZs to drive export diversification 
and job creation, it is important to know what 
works and what does not in order to prioritize 
investment, particularly when fiscal space is 
tight. SEZs are often established to jumpstart 
manufacturing production and exports when 
getting the conditions right on a national scale 
to attract FDI is costly and takes time. Howev-
er, evidence for their success is mixed (Farole, 
2011). In many countries, SEZs have become 
white elephant projects, attracting business-
es seeking tax-benefits, but failing to gener-
ate substantial employment or quickly losing 
their attraction when labor costs increase. 
Even highly successful, labor-intensive SEZs in 
Bangladesh and Vietnam accounted for only 5  
percent and 19 percent of national employment 
respectively in 2014, with backward linkages 
to the rest of the country generally remain-
ing weak. Successful SEZs are those that can  
leverage the comparative advantages sought 
by investors, such as location, labor cost, 
skills and infrastructure, but also that display 
the good management and flexibility needed  
to adapt to an industry’s needs. In Laos,  
anecdotal evidence suggests that not all 
SEZs have successfully driven job creation 
for the local population, particularly given 
the high proportion of foreign workers they  
employ. In 2018, of the roughly 20,000 workers  
employed in Laos’ 12 SEZs, close to 55 percent 
were foreign workers.

The potential for Laos to expand its agricultural 
and food exports is significant, and could make 
a substantial contribution to poverty reduction.  
Between 2012 and 2018, poverty declined 
more rapidly in Lao farming households close 
to borders in the north and south, indicating 
the potential of agricultural commercialization  
and expanded cross-border trade to drive pov-

erty reduction. While Laos already participates 
in global and regional agricultural value chains, 
there is strong potential for further expansion. 
Expanding regional agricultural value chains 
would also help secure jobs in agriculture and 
formalize employment in the sector, while  
raising productivity through capital deepening. 
However, constraints on production limit the  
scale and ability of farmers to join supply  
value chains. The development of new highways 
and the Lao-China railway will create opportu-
nities to develop cross-border trade and to link 
the more isolated rural areas with industrial  
agglomerations and nearby international  
markets. For this to take place, constraints in 
logistics infrastructure and services need to 
be addressed to ensure that trade develop-
ment along those corridors results in greater 
spread of economic activity and inland rural 
development. 

The Laos-China railway could boost Laos’  
agricultural production and increase its exports 
to China by improving connectivity. The expect-
ed gains vary between commodities, depending 
particularly on their current mode of transpor-
tation and sectoral competition. The railway, 
which connects Vientiane with the Chinese 
border town of Boten and was officially opened 
in December 2021, is a viable alternative to  
current modes of transport for agricultural exports 
to China. However, there is a trade-off between 
shipping times and transport costs (World Bank, 
2020b). Moreover, transport costs represent 
only a share of total shipping cost, with the rest 
arising from logistics and border procedures. 
For example, the railway could substantially  
reduce transport costs for banana and cassava, 
which are currently exported to China by road. 
However, this gain could be more than offset by 
the longer waiting time at rail freight terminals. 
On the other hand, while the railway could  
reduce the shipping time for rice by almost half 
compared to the current sea route through 
Thailand, it would result in higher costs if no 
competitive pricing strategy is introduced.
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Figure O.6 
Tracking�the�impact�of�COviD-19�on�lao�monthly�trade 
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It is important that the railway development 
also supports export diversification. High 
growth, driven by the capital-intensive  
resource sector and supported by infrastructure 
development, has not been sufficiently inclu-
sive. Thus, a key issue for the government is 
to ensure that the development of the Laos- 
China railway not only connects Lao business-
es to end-markets in China, further boosting  
exports of raw commodities, but also serves 
to reach markets in the region and overseas,  
including OECD markets where demand for  
services and for manufacturing and agricultural 
processed goods will help to diversify Lao exports  
away from commodities and to support job  
creation and poverty reduction more effectively. 

To reap the optimal benefits from the Laos- 
China railway, it is vital to implement adequate 
supporting policies to enhance logistics,  
competition, production sustainability and 
also more generally to improve the business 
environment. Efforts to improve the last-mile 
infrastructure; to standardize and advance  
custom clearance; and/or to provide  
complementary facilities for the transit of  
commodities, including cold chain storage, 
would further reduce trading costs. To facilitate 
the entry of new exporters, measures are needed  
to improve access to credit and to lower  
export license barriers, thereby increasing  
competitiveness. Finally, improved access to the 
large Chinese consumer market could foster the 
modernization of agriculture practices and the  
adoption of enhanced environmental and inputs  
regulations. 

Lao agri-food exports have been more resilient 
to the impact of the COVID-19 pandemic than 
light manufacturing exports. Throughout the 
pandemic, agri-food exports have maintained 
positive year-on-year growth in almost all 
months, unlike those of cooper and electronic 

and electrical equipment, which have been  
severely affected, with only timid signs of  
recovery since late December. This is consistent  
with the disruption to the electronic and  
electrical supply chain, as seen in the declining  
imports of sector inputs. Electricity exports 
were also higher than in the previous year, 
with demand in the second half of 2020 driven  
by Thailand (see Figure O.6). After July,  
exports of natural rubber to Vietnam and China, 
and precious metals and stones (mostly gold 
to Thailand) increased significantly compared 
to the same period in 2019, contributing to  
the positive export trend. 

Laos appears to have fewer large manufacturing 
and GVC firms than most of its lower-middle  
income peers. These firms are important, as 
they make a disproportionate contribution 
to export diversification and job creation. In 
total, Laos has 2,889 businesses outside the 
services sector that exported at least once  
between 2015 and 2020. However, survival is a 
major issue, with more than a third of exporting  
businesses ceasing to sell abroad after one 
year, and with 87 percent ceasing after three 
years. While the share of GVC firms (those that 
both export and import foreign inputs) is high 
in proportion to the total number of trading 
firms, at 20 percent compared to an average 
of 15 percent in a large sample of countries, 
they contribute a smaller share of total trade. 
The high share of GVC firms also reflects the 
small domestic market size, with businesses  
needing to source their inputs outside Laos.  
Rising wages and labor shortages also mean 
that manufacturing firms need to improve 
profitability and productivity through improved 
quality and capital substitution. Having great-
er access to cheaper and better quality inputs, 
both domestic and imported, could improve 
the quality of output, productivity and profita-
bility of Lao enterprises.
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Challenges to competitiveness in the non-resource sector 

Figure�O.7 
Real�effective�exchange�rate�and�inflation�in�Laos�and�comparators��  
                  
(a) Real effective exchange rates, Laos and 
peer countries, 2000-19 (index, 2000=100)
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(b) CPI, Laos and peer countries, 2000-21  
(index, 2000=100)
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Laos’ capital intensive and resource driven 
growth model has undermined the competi-
tiveness of labor-intensive sectors. 

Dependence on natural resource exports and 
associated large resource-related rents and 
capital inflows have led to appreciation of the 
kip (see Figure O.7). The real effective exchange 
rate (REER) has appreciated by about 50  
percent since 2005, when major investments  
in mining and hydropower began, with copper 
prices surging by more than 200 percent over 
the same period. The REER has appreciated to 
a greater extent in Laos than in structural peers 
(see Figure O.7 panel a). Nevertheless, after 
peaking in 2016, the REER declined, largely 
due to depreciation in the nominal exchange 
rate against trading partners (IMF, 2019).  
Despite this, 2019 estimates still put the 
real exchange rate at 14-23 percent above  
levels consistent with medium-term fundamen-

tals. Compared with peer countries, inflation  
in Laos has been moderate over the past 
two decades, with the appreciating nominal  
exchange rate exerting downward pressure on 
the local-currency prices of imported goods. 
 
There is strong evidence regarding the inhibit-
ing effect of overvalued currency on business 
entry, export expansion, and diversification 
into new products and markets.11 In Laos, the 
appreciation of the kip since 2005 has reduced 
the competitiveness of manufacturing and  
agriculture exports in international markets,  
although trading businesses may have also ben-
efitted from lower costs of imported inputs. But 
evidence from interviews suggests that a high 
proportion of manufacturing businesses stated 
that the appreciation of the kip had a negative 
overall impact on their performance, with gar-
ment and agro-processing businesses reporting 
the strongest impact (Nolintha and Jajri, 2015).
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Wages in Laos increased significantly between 
2012-18, reflecting an increased minimum 
wage and the impact of the investment boom 
in the natural resource sector. The minimum 
wage in Laos increased more than threefold  
between 2010 and 2018, rising from 348,000 kip 
per month in 2010 ($42) to 900,000 kip in 2015 
($110), and to 1 million kip in 2018 ($127). While 
the primary objectives of this increase were to 
protect low-income workers and correct labor 
market distortions, it also served to keep up 
with the rising cost of living and to counter high-
er wages in neighboring Thailand and the asso-
ciated shortage of workers in Laos. Real median 
monthly incomes also grew significantly in all 
sectors (see Figure O.8 panel a). Real incomes in 
the manufacturing sector recorded one of the  
highest growth rates, at 83 percent, after the  
power and construction sectors. The sharp  
increase in the public sector median wage, which 
more than doubled over the same period, is also 
likely to have had demonstrative effect. In nominal 
terms, average manufacturing wages increased 
by almost 50 percent between 2010-17, going 
up from around $195 per month to about $285, 
roughly in line with the REER over the same period.

Laos’ recent growth and investment boom have 
also driven up other factor prices. While data 
on land prices is not readily available, anecdotal  

evidence suggests that they have increased  
significantly over the past two decades due to 
massive inflows of foreign capital in the north 
of the country. However, they seem to be on 
a declining trend since 2015, due to a tight-
ening of capital outflows and lower demand. 

The decreasing proportion of workers in wage jobs 
may also indicate the eroding competitiveness of  
Lao businesses. With labor costs increasing  
between 2012 and 2018, businesses in many sec-
tors seem to have substituted wage workers with 
self-employed workers (see Figure O.8 panel b, 
lower right quadrant). While the data does not  
enable a distinction between self-employed and 
informal workers, empirical evidence suggests that 
in countries with large informal sectors, increased 
minimum wages may result in the displacement 
of workers from formal to informal jobs. The  
textile and apparel sector’s contribution to  
employment grew marginally in net terms (about 
2,500 new workers), but with around half of its 
wage workers substituted with self-employed/ 
informal workers. Most Lao businesses record 
lower levels of productivity than do counterparts 
in regional neighbors, which means that even with 
lower wages, the labor cost to produce one unit of 
good (unit labor cost) may be higher in Laos. For 
example, the unit labor cost in Laos is on average 
20 percent higher than in Vietnam (WBES, 2018).

 
Figure�O.8
Rising�wages�and�labor�demand�in�Laos,�2012-18�
                  
(a) Change in real median earnings by sectors, 2012 and 2018
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(b) Wage and non-wage labor dynamics by sector, 2012-2018
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Businesses operating outside SEZs face greater 
constraints. For historic reasons, most garment 
and footwear manufacturing facilities are locat-
ed outside SEZs, which were created after the 
textile/garment industry expanded in the 1990s. 
They tend to face relatively high transporta-
tion and logistics costs, with an unfavorable 
tax regime for sub-contractors. As wages have 
increased, businesses in this sector may have 
attempted to remain competitive by reducing  
labor costs, firing wage workers and rehir-
ing them as independent and possibly infor-
mal workers. This contrasts with businesses 
in the electronic and electrical equipment  
sector, which mostly operate from SEZs. As these 
businesses have expanded, they have created  
almost exclusively formal wage jobs. This is con-
sistent with businesses in SEZs benefiting from 
lower operating costs due to their access to better 
infrastructure, proximity to borders and markets, 
and incentives in the form of duty and tax exemp-
tions. It may also be that firms in SEZs are in stricter 
compliance with national minimum wage regula-
tions and international labor standards. 

The eroding competitiveness of the Lao  
manufacturing sector has been accompanied 
by a shift in employment away from skilled 
workers. The closure and downsizing of manu-
facturing plants have affected the employment 
of medium- and high-skilled workers more 
than of low-skilled workers. Between 2012 and 
2018, the share of primary-educated workers 
in the manufacturing sector increased, while 
the share of those with secondary education 
and vocational training decreased, with this 
trend being stronger in manufacturing than in 
other sectors.
  
For Laos to remain competitive, increases in 
wages need to be matched with increases in 
labor productivity and therefore skills. If Lao 
workers are to compete regionally and  
internationally, the average level of labor  
productivity needs to increase significantly. 
Even if wages for unskilled work remain com-
petitive, there are non-wage factors that affect  
labor productivity, including both cognitive 
and noncognitive skills. Business managers  

Figure�O.8,�continued
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responding to surveys identify the lack 
of soft skills as a significant constraint on  
performance, even among highly skilled workers.  
The acquisition of workplace skills is also  
essential to improving business productivity 
and competitiveness. Addressing the skills gap is  
critically important to improving productivity 
and competitiveness, especially among small 
and medium enterprises, which are less able to 
provide training to their workers directly. 

To address the skills gap, investments in 
education and health services need to be 
prioritized. Laos has in recent years shown 
strong commitment to building human  
capital through measures to improve nutrition 
and access to health and education. However, 
evidence suggests that public investments 
in mining and power have reduced the fiscal  
space for investment in these and other  
public services. Stunting rates remain stub-
bornly high; access to quality health care  
remains low; learning needs to be improved 
at all levels of education; and skills and  
employment services remain insufficient. The 
Human Capital Index shows that a child born 
in Laos will only achieve 46 percent of the  
productive potential she would attain if she  
enjoyed complete education and full health. 
This is lower than the average for the East Asia 
Pacific region and for lower middle-income  
countries. While the data is sporadic, it appears 
that Laos has made insufficient investments in 
schooling, despite some recent progress with 
enrolment and student retention rates. The 
latest available data shows that government  
spending on education amounted to 2.9  
percent of GDP in 2014, significantly lower 
than the regional average (4.7 percent), and 
the average for countries at similar income 
levels (4.5 percent). A range of surveys found 
that low levels of human capital are widely 
perceived as being a major constraint on doing 
business, with the World Economic Forum’s 
Executive Opinion Survey showing that an  
inadequately educated workforce was the 
most problematic obstacle, with close to 
17 percent of Lao firms citing it as the most  
significant constraint on their operations 
(WBES, 2018). 

Weak institutions and the slow pace of policy  
reform have also contributed to eroding com-
petitiveness in the non-resource sector.

Laos has a long history of implementing policy  
reforms with quantifiable targets and  
indicators to determine their degree of success.  
Policy reforms are carefully designed and  
structured with reference to the Five-Year  
National Socio-Economic Development Plans, 
which act as a guide to government policymaking 
at all levels. However, implementation remains 
slow. Available data under the Seventh NSEDP  
(2011-15) and Eighth NSEDP (2016-2020)  
enables an assessment of the degree to which 
economic and public finance targets have 
been met. Laos achieved approximately one in 
three of the targets articulated in these plans  
between 2011 to 2015, most of them in the  
areas of economic structure, public finance and 
control of inflation and exchange rate fluctua-
tions, and one in four targets between 2016 
to 2020. These results are likely indicative of 
an endogenous adjustment to government  
priorities and aspirations in the face of  
mounting economic challenges since the 2010s.

Figure�O.9�
Slowing�pace�of�reforms,�2005-19
Overall CPIA score, 2005-19 (scale 1-5)
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The overall performance of reform initiatives 
has deteriorated since 2012 relative to peers 
(see Figure O.9). This trend largely reflects a 
failure to fully implement existing policies and 
decrees. The business environment provides 
a good example of the challenges facing all  
sectors and corresponding line ministries. 
While there is strong political will to improve  
the business climate, especially in the context  
of the pandemic, a lack of effective coordi-
nation across implementing agencies and 
monitoring systems constrains the progress 
of reforms. Action plans with clear and time-
bound tasks, with systematic monitoring 
and reporting on progress and issues to the  
decision-making level, would result in a higher  
level of accountability and stimulate reform 
progress. Resistance to reform from public 
officials, and a lack of awareness of changes  
from the private sector, also result in  
implementation gaps. In the area of economic  
management, the decline in performance 
reflects the deteriorations in fiscal and  
monetary policy (see Figure O.9). Restrictions 
on the buying and selling of foreign exchange, 
the widening gap between official and parallel 
rates, the lack of a consistent and sustainable 
fiscal strategy, the breaching of a number of 
fiscal regulations, the worsening debt situa-
tion, and an ongoing shift to more expensive 
non-concessional borrowing explain these  
declines.

This failure to fully implement policy reforms 
constrains competitiveness. Laos dropped 17 
places in the Global Competitiveness Index, 
going down from 81st place out of 137 coun-
tries in 2013 to 98th place in 2017. It also lags 
behind its regional peers in infrastructure, 
macroeconomic environment, health and pri-
mary education, higher education training, 
and technological readiness, with these gaps 
increasing over time.

The still complex and unpredictable business 
environment discourages new enterprises  
from entering the non-resource private sector.
The most problematic regulatory constraints to 
doing business in Laos relate to starting a busi-
ness, protecting minority investors, resolving  
insolvency, enforcing contracts, and paying taxes. 
As a result, more than half of informal businesses 
choose to remain informal to avoid the cost and 
difficulty of registration. Those that register do 
so to increase their access to finance, inputs and 
customers, and to avoid petty corruption. For 
trading businesses, inputs need to arrive on time 
and undamaged at the production line, while 
outputs need to be packaged, quality controlled 
and delivered to markets. These processes  
require roads, efficient and reliable customs pro-
cesses, plus good banking, telecommunications, 
logistics and other supporting services, most of 
which remain weak. Combined with the deleteri-
ous effects of an uncompetitive currency and ris-
ing labor costs, these are formidable constraints  
on the ability of Lao businesses to remain com-
petitive in international markets.

To address these constraints, the government 
has acted to promote FDI, including through 
the development of SEZs that aim to provide  
investors with better infrastructure, commercial 
facilities, and generous tax incentives. However, 
stringent requirements and administrative burdens 
relating to screening, limited ownership equity, 
and high minimum capital continue to hinder the 
entry of general businesses. These burdens limit 
investment, especially in manufacturing. Moreo-
ver, the prevalence of informal deals and the dis-
cretionary enforcement of regulations discourage 
productive investments outside the more shield-
ed SEZs. Adopting a more transparent regulatory 
framework, with clear information on steps and 
procedures plus greater coordination between gov-
ernment agencies, would accelerate investment 
processes and help prevent regulatory capture.
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While Laos is landlocked and has high  
transport costs, it has the advantage of a 
highly strategic location. 

A common assertion from the literature is 
that being landlocked is a barrier to economic  
development. With a few exceptions in  
Western Europe, most of the world’s 43  
landlocked countries are indeed among the 
least developed. However, being landlocked 
is not in itself the cause of these nations’  
poverty. Rather, the problem lies in being  
landlocked with poor neighbors and/or  
being located far from large or fast-growing  
markets.12 This is not the case for Laos. 
 
Laos’ geographic location is a huge asset 
that could be further leveraged to drive  
inclusive growth. The country shares borders  
with some of the world’s fastest growing  
economies, which could pull its growth and 
help diversify its economy from mining and 
power generation through trade and invest-
ment. The five countries with which Laos 
shares borders account for more than 17 
percent of global GDP and over a fifth of the 
world’s population. 

Laos can benefit from the efficient trading  
infrastructure and services of its large,  
export-oriented neighbors, partially compen-
sating for its own less efficient trading systems. 
In addition, participating in regional trade 
agreements will not require foregoing compet-
itive sources of imports due to the so-called 
“trade diversion effect.” Rather, this would  
create trade, given that Laos’ preferential trade 
agreement (PTA) partners are among the most 
efficient and low-cost producers in the world. 

As such, Laos’ borders appear to be relatively 
more open than those of other landlocked 
countries (see Figure O.10). This reflects the 
country’s aspiration of becoming a land bridge 
between its coastal neighbors, to be achieved 
through infrastructure investment (includ-
ing through the Belt and Road Initiative),  
pragmatic border agreements (ASEAN,  
ASEAN bilateral agreements, PTA with  
Thailand) and improved cross-border logistics 
management.
 
Bilateral trade costs are also lower than in  
other landlocked countries in Asia. Figure O.11  
maps bilateral trade costs between any 
two countries, with thicker borders indi-
cating a relatively larger wedge between 
producer prices in the exporting country 
and consumer prices in the importing coun-
try. Laos’ border with Thailand is thinner 
than those it shares with China, Myanmar 
and Cambodia, suggesting the benefits of 
Thailand’s achievements in logistics, bor-
der management and connectivity have 
spread into Laos. These include efficient 
trans-border transport and logistics ser-
vices and infrastructure, with good high-
way-port connections west to Bangkok. 
This also shows in Laos’ ranking in the 
Logistics Performance Index. In 2018, Laos 
scored better across all components (cus-
toms procedures, international shipments 
and logistics quality and competence) than 
all other landlocked comparator countries 
and better than two of its ASEAN peers,  
Cambodia and Myanmar (neither of which  
is landlocked). Even so, organizing sup-
ply chains in Laos remains more time  
consuming and costly than in either Thailand 
or Vietnam.

Laos is not a typical landlocked country  
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Figure�O.10�
Lao�borders�are�relatively�more�open�than�those�of�other�landlocked�countries,�2019
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Source: Adapted from WDR 2009 index of border thickness. Note: The index sums up four indicators representing 
restrictions to the flow of goods, capital, people, and ideas: (1) average tariffs (World Bank data), (2) capital openness 
(Chinn and Ito financial openness updated for 2018), (3) mobility score that represents the total number of countries 
that can be easily accessed with a given passport (Arton Capital), and (4) press freedom index (Reporters without  
Borders for Press Freedom 2019). All indicators were normalized and rescaled from more open to more closed borders 
and summed. The darker the country, the more restrictions it imposes on the flow of goods, capital, people, and ideas 
with all other countries.

Figure�O.11
Mapping�bilateral�trade�costs,�2015-2018
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Source: The World Bank and United Nations Economic and Social Commission for Asia and the Pacific (UNESCAP)  
database 2015-2018 averages. Note: The figure maps the bilateral trade costs between any two countries using  
WB-UNESCAP trade cost data. The thicker the border, the larger the wedge between producer prices in the exporting 
country and consumer prices in the importing country. The estimated trade costs capture all factors from trade policy 
measures (tariffs and NTMs) to behind-the-border measures such as the quality of trade facilitation services or inland 
transport costs, impossible to quantify on a large-scale.
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Laos is more policy-locked than landlocked. 
While the government clearly understands 
the benefits of its strategic location, the  
implementation of strategies to leverage 
these benefits has not been optimal.

The Lao government well understands the 
benefits of the country’s strategic location.  
Historically, towns near bridges have thrived 
as centers of commerce, often benefiting from 
low taxes and special measures to ensure ease 
of doing business. Thus, the government has 
rightly focused its economic and social devel-
opment strategy around establishing Laos as 
a bridge country within the region to facilitate 
trade and investment (the land-linked vision).

However, for Laos to reap the benefits of hard 
infrastructure investments, it needs to intensify 
its implementation of regulatory reforms. The 
newly-opened Laos-China railway is expected 
to reduce transport and logistics costs by 30-
40 percent from the end of 2021,13 although  
estimates based on a gravity model are more 
conservative, suggesting that weighted trade 
costs would be reduced by only 0.61 percent 
for exports, the second lowest among East 
Asian comparators, and by 2.5 percent for 
imports.14 Exports could increase by up to 27 
percent, but only if tariff reduction and trade 
facilitation reforms are implemented to reduce 
border costs and delays. Without such reforms, 
the gain declines to 1.5 percent. FDI flows to 
Laos could be increased by 6 percent, in line 
with the average East Asia peer, but less than in 
Thailand, Malaysia and Vietnam. 

The government is aware of the benefits of 
openness and actively promotes market- 
oriented regional integration. Trade can 
be leveraged to lock in domestic structural  
reforms for more equitable wealth distribution 
and broad poverty reduction. Global evidence 
shows that deep forms of integration which 
encompass policy areas beyond traditional 
trade policy can drive institutional and policy 
reform to improve the climate for business and 

investment. Laos’ regional trade policy com-
mitments have deepened over time. It joined 
ASEAN in 1997, with this economic association 
gradually deepening its commitments through 
agreements with more advanced economies, 
including Japan in 2008, and New Zealand,  
Australia, and South Korea in 2010. The  
Regional Comprehensive Economic Partnership 
(RCEP), which became effective on January 1, 
2022, consolidates long-term commitments 
reached among its 15 members. These  
relate to rules of origin, anti-dumping duties,  
technical barriers to trade, sanitary and  
phytosanitary standards (SPS) and procure-
ment provisions, amongst others. As such, 
it creates opportunities for Laos to lock in  
important behind-the-border reforms.

By securing permanent preferences, Laos 
should also mitigate the impact of losing Least 
Developed Country (LDC) preferential status 
in 2026. Laos currently benefits from its LDC  
status, with extended rules of origin provi-
sions under the Everything but Arms European  
Initiative; access to IDA grants; aid for trade  
under the Enhanced Integrated Framework; 
and waivers on World Trade Organization 
agreements (ban on export subsidies, intellec-
tual property rights). Moreover, Generalized 
System of Preference treatments are reviewed 
by the advanced country and can be terminated  
unilaterally. As such, by deepening its trade in-
tegration through PTAs, Laos is preparing for its 
transition from LDC status.

While the government has formed a coherent 
strategy to leverage its strategic location for 
greater inclusive growth, the challenge is to  
ensure it is carefully prioritized, well-coordinated,  
and fully implemented. More than new policy 
measures, the government needs to prioritize 
its existing policies and follow these through 
so that changes materialize on the ground. 
An effective strategy requires a small set of 
shared objectives, with clarity regarding which  
agencies hold the mandate for implementation 
and who is responsible for success or failure. 
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Except in cases where the central party  
apparatus intervenes, ministries often function 
as autonomous entities, with limited inter- 
coordination and cooperation. It is often the 
case that too many actors are involved in the  
implementation of private sector development, 
trade and investment policies, so that action 

plans are not systematically applied. Systematic  
monitoring and reporting on progress would 
keep stakeholders accountable and stimulate 
reform progress. There is urgent need not only 
for coordination, but also for consolidation:  
a single entity should be responsible for a given 
policy.

The way forward: priority and implementation
For Laos to achieve its objective of a more inclu-
sive and sustainable growth path particularly  
in the context of the pandemic, policymakers 
should strive to: 

 � Engineer a return to macro-fiscal stability;
 � Ensure the use of natural capital is socially 

and environmentally sustainable;
 � Make domestic markets work for job creation;
 � Leverage strategic location to diversify away 

from natural resources;
 � Build knowledge for effective reforms.

The government recognizes the need for  
action on each of these fronts, as evidenced 
by the ninth five-year national socio-economic  
development plan (NSEDP), and the more  
recent National Agenda on Addressing Eco-
nomic-Financial Difficulties. The ninth NSEDP 
includes outcomes and outputs related to 
strengthening macroeconomic management; 
enhancing the efficiency and effectiveness of 
SOEs; ensuring natural resources are sustain-
ably used and managed; improving job diver-
sification, security, and income opportunities; 
and promoting connectivity and regional trade 
and investment integration. The National Agen-
da on Addressing Economic-Financial Difficul-
ties focuses on dealing with some of the root 
causes of macro-financial vulnerability in Laos, 
including by improving the business and invest-
ment environment, including along domestic 
and regional economic corridors; boosting rev-
enue collection; enhancing productivity of state 
investments; addressing foreign and domestic 
debt issues; and strengthening financial insti-
tutions. The recommendations below are con-

sistent with these broad policy directions, while 
prioritizing those specific measures that are 
needed to promote more inclusive and sustain-
able economic growth.

Engineering a return to macro-fiscal 
stability

As of 2021, Laos’ macro-fiscal situation has 
become critical, with urgent steps required 
to restore stability. The rapid buildup of debt 
over the last decade has resulted in substan-
tial public debt service obligations, which 
the government is now struggling to finance.  
Without remedial action, this situation could 
result in i) a sharp reduction in government 
spending, with severe implications for pub-
lic service delivery (if debt service is financed 
through domestic resources); and/or ii) dimin-
ished access to financing over the longer term 
(in the event of default). Fiscal pressures are 
exacerbating pre-existing external and financial 
sector weaknesses, increasing the likelihood 
of disorderly exchange rate movements and  
foreign currency shortages, and potentially re-
ducing the private sector’s ability to access credit. 

The most pressing priority is to alleviate the 
fiscal burden of medium-term debt service 
requirements. These debt service needs will 
be difficult to finance in the absence of some  
combination of new external concessional  
borrowing, debt restructuring, and asset/ 
equity sales. As a step in the right direction, 
the government has already committed to 
limit non-concessional borrowing only to  
service existing market term borrowing. The  
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government should also expedite ongoing debt  
negotiations with key lenders. Reducing debt  
service obligations over the next five years, 
and lowering the net present value of all future 
debt service requirements, would allow the 
government time to resolve issues related to 
EDL’s loans, to implement reforms consistent 
with fiscal sustainability, and to regain access 
to international markets. However, to credibly 
improve the macro-fiscal outlook, the terms of 
any restructuring should be clearly defined and 
transparently communicated. One-off asset or 
equity sales are another option the govern-
ment could adopt to help pay debt, but careful 
due diligence is required, given the risks that such 
sales could result in revenue losses and/or addi-
tional cash flow pressures over the longer term.

Over the medium term, fiscal consolidation is 
necessary to bring public debt to more sustain-
able levels. This consolidation should be driven 
by revenue mobilization. Fiscal consolidation 
has so far been driven by expenditure restraint, 
with significant implications for service  
delivery. In the short to medium term, further  
progress is needed on the revenue side.  
Revenues could be increased by rationalizing 
tax incentives, increasing collections from the  
resource sector, and improving the efficiency of 
revenue administration, with a particular focus 
on large taxpayers where leakages are signifi-
cant. Moreover, rather than a sharp adjustment 
to primary surpluses, it may be prudent to  
target a more measured pace of consolidation, 
in order to protect expenditure on the delivery 
of critical services, the provision of public  
infrastructure, and the response to the  
pandemic, including during the recovery  
period. The introduction of a credible medium- 
term fiscal framework with consistent and 
clearly defined targets for the fiscal balance 
and public debt levels would play a strong  
positive role in providing a clear and easily 
monitored pathway toward debt sustainability. 

Fiscal consolidation can also be achieved 
through a more selective approach to public 
investment and PPPs. Improved public invest-
ment management and strengthened project 
selection and appraisal processes, both in gov-
ernment and in state-owned enterprises, are 
critical to preventing further build-up of un-
sustainable debt-financed capital spending.  
Investment projects should be consistent 
with priorities in national development plans, 
selected following solid analysis of social,  
economic, and environmental impacts, and  
financed at the most favorable terms available. 
The ongoing maintenance needs associated  
with new investments should be factored into 
these cost-benefit analyses. Fiscal risks and 
contingent liabilities associated with SOEs 
and PPPs need to be carefully assessed prior to 
approval of new projects. These improve-
ments will require stronger capacity at the 
Ministry of Planning and Investment (MPI) 
and closer coordination with the Ministry of 
Finance (MOF) on budget planning and im-
plementation. 

In the financial sector, balance sheet vulner-
abilities at state-owned banks need to be  
resolved and their role in the provision of  
credit to the government and to SOEs  
reassessed. Over time, it is important that 
the dependence of the government on  
state-owned bank credit (both directly,  
particularly with respect to foreign currency  
loans, and indirectly, through arrears to 
the construction sector) is reduced. On the 
one hand, the resulting distortions in credit  
allocation impair the balance sheets of  
state-owned banks, due to the higher rate of 
non-performing loans to government and SOEs. 
On the other hand, they limit the provision of 
credit to the private sector. There is a need to 
pursue more aggressive strategies to strength-
en state-owned banks’ transparency and gov-
ernance, and to improve their competitiveness. 
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Further reforms are also needed to safeguard 
financial sector stability more generally. Even 
in the absence of a financial crisis, the banking 
sector is likely to emerge from the pandemic  
with weakened balance sheets, which will  
further limit its ability to finance a private  
sector-led economic recovery. In the short 
term, forbearance policies introduced in  
response to the pandemic need to be carefully  
unwound, while over the medium term it will 
be important to strengthen the regulatory 
framework, improve banking supervision, and 
bolster financial sector safety nets. 

Ensuring the use of natural capital is 
socially and environmentally  
sustainable

Laos’ power, mining, and forestry sectors face 
significant challenges related to social and  
environmental sustainability. In the power  
sector, supply outstrips demand and sales  
prices are often lower than purchase prices, 
putting the financial sustainability of the state 
utility company, EDL, at risk. At the same time, 
the cumulative environmental impacts of dam 
development are mounting. The contribution 
of the mining sector to the economy continues 
to fall, due to declining ore levels and ongoing 
constraints on new investment, some of which 
are policy-induced, such as the domestic  
processing requirement imposed on foreign 
investors. The activities of smaller-scale oper-
ators are associated with significant environ-
mental and social risks. Despite recent policy 
improvements, deforestation and forest  
degradation continue, driven mainly by agricul- 
tural expansion and encroachment, and  
infrastructure development. In the agricul-
ture sector, the intensive mono-cropping 
practices of industrial rubber, banana and 
coffee plantations raise concerns regarding 
deforestation, soil erosion, and water pollu-
tion related to the intensive use of chemicals. 
Moreover, climate change increases the vulnera-
bility of natural resource-based economies, with  

flooding, storms, and drought the top three nat-
ural hazards in the country. It is estimated that  
by 2030, an additional 40,000 people may be 
at risk of river floods annually due to climate 
change. Increased temperatures and changes in 
rainfall patterns are likely to increase the frequen-
cy of forest fires and pest and disease infestations.

Natural resource endowments can continue 
to contribute to economic growth, even given 
greater efforts to preserve the natural  
environment and the ecosystem services and 
livelihood benefits it provides. However, to 
achieve these aims, good governance is critical. 
Policymakers could build on recent efforts to  
improve resource management to achieve good 
governance more generally throughout the 
natural resource sector. To mitigate the cumu-
lative negative effects associated with resource 
extraction, there is a need for an overarching 
and comprehensive development strategy in 
and across these sectors. Such a strategy could 
also serve to clarify and manage trade-offs 
and opportunities between various land uses. 

Laos also needs to maintain and improve  
social sustainability. Global businesses in-
volved in light manufacturing are increas-
ingly monitoring labor conditions and health 
standards in production facilities. Compliance 
with health and labor standards is becoming 
increasingly important to gaining market  
access and winning consumer acceptance. 
Measures to increase Lao businesses’ aware-
ness of core labor, worker health and environ-
mental standards, and to ensure their compli-
ance with these standards, would enable them 
to be more competitive in international markets. 

Despite a significant build-up of debt in the 
electricity sector, Laos can still achieve its 
aspiration of becoming the battery of Asia.  
Hydropower is a relatively clean source of  
energy that could generate sustainable  
economic benefits, becoming a net contributor 
to government finances rather than a drain. 
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Over the longer term, the regional demand 
for electric power is likely to remain strong. 
As interconnectors between regional grids are 
developed, exports to more distant countries 
may become more feasible. Given that the 
construction of new dams is associated with 
significant environmental and social impacts, 
Laos now needs to focus on transporting and  
selling the power produced by the large  
generation capacity that it has already devel-
oped, including by developing transmission and 
interconnection infrastructure, and by exploring  
the potential for renewables to offset the  
seasonality of hydropower supply.

In the short term, the government needs to 
implement measures to put the sector on a 
more stable and sustainable footing. EDL is 
currently burdened with unsustainable debt 
and declining cash-flow. To improve operating 
margins, options should be explored to ensure 
the financial sustainability of EDL's payments 
to IPPs, and adjust electricity tariffs to better 
reflect EDL's costs. In the short term, a solid 
financial recovery program is required, with 
debt restructuring and/or asset sales likely  
necessary to restore EDL's financial sustainability.  
At the same time, institutional fragmentation 
and a weak regulatory framework have con-
tributed to sub-optimal sector planning and 
project selection. Investment appraisal pro-
cesses need to be improved. Tax incentives 
for IPPs should be reviewed to ensure that the 
state receives an adequate share of financial 
gains while a least-cost expansion plan should 
be developed to meet electricity demand at 
a specific level of reliability and at the lowest  
possible cost.

The mining sector is unlikely to be as impor-
tant a driver of growth in the near future as 
it has been in the past, although rising copper 
and gold prices may provide some support in 
the short- to medium-term. Reserves of the 
existing major mines have been depleted, 

while there are ongoing constraints on new  
investment, with little information available on 
the project pipeline. While rules for the fast-
track approval of proposed investments in iron 
ore mining are being piloted, the implications 
for production, government revenue, and envi-
ronmental safeguards remain unclear. Despite 
severe fiscal pressures, it is important that  
financial, environmental, and social safeguards 
are not loosened to encourage a resumption 
of otherwise unviable operations. Over the 
longer-term, the government could take sever-
al steps to encourage new exploration and pro-
mote more sustainable mining sector activity.

In forestry, given the invaluable livelihood 
and ecosystem benefits that forests provide, 
the priority should be to restore forest cover  
to meet the government’s 70 percent forest  
cover target. At the same time, plans to  
establish commercial plantations hold econom-
ic promise and are consistent with the achieve-
ment of this target. If these plantations are 
established in degraded areas, and socially and 
environmentally sound practices are applied, 
they could substantially contribute to reduc-
ing pressure on native forests while providing 
sources of income and government revenue. As 
a means of capitalizing on environmental protec-
tion efforts, nature-based tourism also has good 
potential for creating jobs and supporting liveli-
hoods. Innovative funding sources, such as pay-
ments for ecosystem services and results-based 
carbon finance, could be further leveraged to 
generate revenue streams from the preservation 
and expansion of forests.

Making domestic markets work for
job creation 

Creating an environment in which both  
domestic and foreign productive enterprises 
can invest and thrive is essential to achieving 
greater broad-based job creation and more 
inclusive growth. Measures to make business 
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registration easier would help limit informal-
ity. Measures to ensure a more transparent 
regulatory framework, with clear information 
on steps and procedures and greater coordi-
nation between government agencies, would 
also accelerate investment processes and 
mitigate regulatory capture. To attract more 
FDI, it is necessary to ensure investor protec-
tion, including the protection of intellectual 
property rights and improved contract  
enforcement. While the investment law of 
April 2017 has simplified and streamlined 
screening and approval processes, and has  
liberalized entry conditions for domestic and 
foreign investors, more can be done to facilitate 
and simplify business and trade operations.

Closing the skills gap will require the govern-
ment to intensify efforts to improve education 
outcomes at all levels. In particular, there is a 
need to focus on expanding education access 
in remote areas, increasing enrollment rates 
so that completion of secondary education  
becomes the norm, reforming curricula to 
better align graduates’ skills with the demands 
of the private sector, and upgrading the quality 
of teaching. The most effective way to address 
the competitiveness challenges facing a coun-
try with low levels of human capital is to focus 
on basic education and to partner with the  
private sector to build industry-specific skills.  

While Laos has established some technical and 
vocational education training (TVET) programs 
to address the skills shortage, these may not 
have the scale to have much impact. The share 
of the Lao workforce with relevant TVET qual-
ifications is low and employers seldom recruit 
personnel from TVET institutes. Promoting skill 
retraining and geographically targeted employ-
ment incentives could also foster employment 
in disadvantaged areas. Introducing youth  
internships and employment incentives, such 
as tax allowances or wage subsidies, could 
play a critical role in introducing target groups,  

including youth workers, to the labor  
market and in enabling enterprises to recover  
their productive capacity rapidly in the post- 
pandemic context. 

Employment services are insufficient. Estab-
lishing services to help employers to find work-
ers and workers to find jobs could increase the  
efficiency of the labor market. Active labor  
market policies implemented in other countries 
include the provision of employment informa-
tion services, pre-service training for new labor 
force entrants, job centers that help employ-
ers and employees create good matches, and  
policies to increase labor mobility. In Laos, labor 
market information systems and active labor 
market programs remain underdeveloped and 
inadequate. Stakeholders are thus not able to 
make informed choices regarding issues related 
to job searching, career planning, skills upgrad-
ing, hiring, migration policies, skills investment, 
or policies designed to meet future demands.

Remittances could be leveraged to support  
productivity growth. Prior to the pandemic, 
about 300,000 documented Lao workers were 
working in Thailand (Department of Employ-
ment, Thailand).15 This is a significant figure, 
equivalent in employment terms to the total 
number of workers in the Lao services sector. Ev-
idence also shows that international remittanc-
es channeled by migrants are a source of live-
lihood for nearly 9 percent of Lao households 
(World Bank, 2020a). To enhance the produc-
tivity benefits of migration outside the country, 
the government could facilitate knowledge and 
financial transfers to the domestic economy, in-
cluding through lowering the cost of remittanc-
es and/or improving access to financial services 
for itinerant workers. Enabling remittances to 
be used in local public investment projects, as 
determined by the migrants, could also help to 
increase productivity in agriculture, particularly 
when access to finance is minimal and public in-
vestment has lagged.
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Leveraging strategic location to diver-
sify away from natural resources

The government and public authorities will 
need to take on new roles to successfully  
leverage Laos’ strategic location and diversi-
fy the economy. The government could take 
advantage of the forces of geography, with 
agglomeration forces at borders, especially 
the Thai border, to concentrate consumers, 
workers, producers and traders. It could let 
the private sector determine where to locate 
infrastructure such as warehouses or a dry 
port. The government could support this  
process by simplifying and rationalizing 
rules and processes such as business entry,  
investment, customs procedures and inspec-
tion. It could also leverage efficient lead GVC 
firms, requiring that the downward services or 
technical training they establish also benefit 
other exporters or products. Lead firms could 
be more systematically asked to participate in 
technical training centers, helping design the 
curriculum and providing equipment and/or 
teachers. Good examples of this are already in 
place at the Phu Bia mine and NT2 hydroelectric 
dam. Technical centers should have a signif-
icant quota for women. The GVC firms would 
have a direct interest in the success of these 
technical centers, which could provide them 
with future employees. Their participation 
in these initiatives would also help raise the  
technical skills of labor at other enterprises.  

The government needs to redefine its rela-
tionship with the private sector, moving away 
from a command-and-control role, to one in 
which it ensures fair competition and supports  
market-friendly policies. While significant  
progress has been made since the late 1980s 
toward privatizing SOEs, they continue to be 
prominent in the finance, energy, and telecom-
munications sectors. In the banking system, 
the share of state-owned banks (including joint 
ventures) has declined only marginally over 
the past decade, from 64 percent in 2014 to 59 

percent in 2021. Through these SOEs, the state 
continues to play a substantial role in allocating  
resources across the economy, leading to  
inefficiency and/or inequity risks. With its scarce 
resources, the government may decide to  
implement measures to further level the  
playing field, so that all entrepreneurs have 
equal opportunities, instead of allocating too 
many resources on specific enterprises. Moving 
away from ex-ante control to ex-post monitoring 
would also ensure that scarce government  
resources are allocated where they are most 
useful. For example, developing and implement-
ing an integrated risk management framework 
and joint risk-based inspection system at bor-
ders would ensure that customs agents focus 
on risky shipments, while expediting the clear-
ance of imports, exports, transits, and other 
trade transactions without compromising safety.
 
The areas around the border with Thailand 
could then be developed to attract business by 
establishing clusters of production (agricultural 
and industrial zones) and wholesale markets. 
Attracting FDI by increasing openness, investor 
protections and stability, and by promoting a 
favorable climate for business and investment, 
would help to remedy the scarcity of capital, 
technology, and management skills. Lowering  
the barriers to entry by streamlining admin-
istrative procedures would ensure greater 
competition between businesses. Facilitating 
the development of strong backward linkages  
between foreign-owned enterprises in SEZs 
and local firms could help increase their  
productivity and competitiveness. Experiences 
from Singapore and Malaysia show that setting 
up secondary industrial zones for local suppli-
ers, either in geographical sites adjacent to the 
major SEZs or through changes to legal status, 
can facilitate the creation of foreign-domestic 
linkages (Moran et al., 2018). Ensuring that SEZ 
regulations do not discriminate against local 
suppliers is also important. The movement of 
workers from foreign to local businesses can 
also spread knowledge and skills, with positive  
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effects on productivity. Lead foreign enter-
prises could be leveraged to support domestic 
businesses by providing training and manage-
ment coaching, and by helping to establish  
production lines, quality control systems and 
skill training centers. 

To improve profitability and productivity, 
Lao businesses need to increase their quality  
of output. The small domestic product and  
labor markets make it difficult for businesses to  
exploit economies of scale to raise profit and 
productivity. Moreover, the limited quality of 
outputs means that businesses operate with 
small profit margins, which limits their ability 
to provide higher wages and to retain workers 
when Thai competitors can offer better com-
pensation. Policies that improve businesses’ 
access to larger markets for inputs and outputs 
and that encourage the adoption of the stand-
ards required to reach higher-end markets 
would help to increase both their productivity 
and market shares, especially in agriculture.

Greater participation in agricultural and food 
value chains could boost exports and poverty 
reduction, but domestic production needs to 
expand. This would require land titling, access 
to seeds and fertilizers, agricultural extension, 
information on prices and markets, and collec-
tive action in producer organizations. Access 
to credit by agricultural enterprises could also 
be widened through innovative systems to  
enable these enterprises to establish a credit  
record, using features such as tracking of trans-
action history, accepting sales contracts with 
large formal firms as collateral, or leveraging 
remittances. Quality improvements are also 
necessary. At present, non-tariff barriers, in-
cluding sanitary and phytosanitary standards 
requirements and voluntary standards on des-
tination markets, constrain agri-food exports. 
Finally, given that agriculture needs downward 
services, lowering barriers to entry into logistics 
and transport services would help to expand 
agricultural production and to improve quality.

Building skills and capacity for  
effective reforms

Laos needs to build the human skills and  
capacity required to implement reforms  
effectively. Measures to develop education 
and skills in the workforce are critical not just 
to improving private sector productivity, but 
also to establishing a strong public sector.  
Effective implementation of this report’s  
recommendations depends on the capaci-
ty of public servants to make sound policy  
decisions and to implement policies already in 
place. Thus, enhanced education and training 
are necessary to ensure better informed envi-
ronmental regulation, improved project selec-
tion and appraisal processes, and more robust  
negotiations with foreign investors. Laos needs 
improved capacities to evaluate and screen 
new public investment and PPP proposals in all 
sectors, notably in mining, forestry and power. 
In particular, there is a need for skills related to 
conducting cost-benefit analyses that integrate 
the cost of maintenance of roads and other  
infrastructure, and not only the cost of  
construction, poverty assessments and  
environmental analysis. Development of these 
skills depends on adequate training, and is  
vital if Laos is to sustainably leverage its natural 
capital and strategic location to achieve greater 
inclusive growth. 

Access to reliable data is also essential to a 
successful development strategy. While public 
access to statistical information has improved, 
significant issues remain regarding the quality 
and coverage of available statistics. As specific 
examples: 

i) Fiscal and public debt statistics remain 
weak and reliant on sometimes inconsist-
ent sources, with no reliable data on budget 
execution; 

ii) There is little transparency regarding the 
operation of state-owned enterprises or 
PPP contracts; 
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iii) There is an urgent need for more disaggregated  
national account data to distinguish meas-
urement errors from real GDP trends; 

iv) There are significant gaps in trade data, 
with mismatches between the amounts 
reported by Laos (direct exports) and the 
amount reported by its partners (mirror 
exports). Informal trade is significant and 
missing from statistics, especially for trade 
in agri-food, rubber and wood, making 
trade diagnostics and associated recom-
mendations less accurate; 

v) The lack of information on tax incentives 
precludes a robust evaluation of their effec-
tiveness in attracting FDI, creating exports 
and jobs. Such assessment should also 
account for the possible impact on local 
firms: investors authorized by IPD to enter 
Laos at conditions more beneficial than  
locally established investors and thus  
disrupting competition. 

vi) There are no reliable data on the country’s 
natural resource reserves or quality controls  
on the reporting of exploration data. 

vii) Energy statistics could be improved to help 
track energy production and consumption over 
time.

 

Resolution of these data issues could improve 
decision-making in both public and private  
sectors.

The government should strengthen its  
communication and feedback loop related 
to reforms. Resistance to reform from public  
officials, and lack of awareness of changes 
in the private sector, result in implementa-
tion gaps. Ministry-specific communication  
campaigns, with the introduction of mecha-
nisms to receive feedback related to reforms 
from the public and private sectors, would 
help to change perceptions regarding service 
delivery, to inform the private sector of chang-
es, and to increase the accountability of public 
servants. Finally, leveraging the private sector  
could increase the pace and sustainability 
of reforms. Improving the ability of the Lao  
Business Forum to build strong technical cases  
for issues would help to balance the public- 
private dialogue. For example, in 2019, the Lao 
Business Forum contributed to the govern-
ment decision to remove interest rate caps.
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Policy matrix

Policy recommendations are presented in detail in each chapter of the report. Recommendations are 
summarized in Table O.1 below, and prioritized as short, medium or long-term. As previously noted, 
several of these recommendations are already being pursued by government, and are closely related 
to targeted outcomes in the Ninth NSEDP (2021-2025) and the National Agenda on Addressing Eco-
nomic-Financial Difficulties. The link with the government’s policy agenda as per the Ninth NSEDP are 
also reported in Table O.1.

Table�O.1�
Main�policy�recommendations�for�high�and�inclusive�growth

Objective Timeline for  
implementation

Responsible  
ministry or  

agency

Link with 
NSEDP 

9�(outputs)

I. ENGINEERING A RETURN TO MACRO-FISCAL STABILITY 

1. Explore sources of external financing but limit new 
commercial borrowing to the amount necessary to 
service existing market term borrowing.

Short term MOF Outcome 1 (2)

2. Finalize ongoing debt negotiations with large  
creditors, giving appropriate consideration to debt 
sustainability and transparency.

Short term MOF Outcome 1 (2)

3. Strengthen due diligence and approval processes for 
new public investments, on-lending arrangements, 
issuance of public guarantees, and PPP proposals.

Medium term MOF, MPI Outcome 1 
(2,3,5)

4. Mobilize domestic revenue by improving adminis-
tration of large taxpayers, reviewing tax incentives 
and concessions (particularly for resource sector 
projects), and reducing the scope for discretion in 
taxation and revenue-sharing arrangements.

Medium term MOF Outcome 1 (2)

5. Consider the adoption of a medium term fiscal 
framework to ensure that budget settings and new 
PPG borrowing plans (including SOE borrowing) are 
consistent with public debt sustainability.

Medium term MOF Outcome 1 (2)

6. Resolve balance sheet vulnerabilities in state-
owned banks and reassess their role in the provi-
sion of credit to government and SOEs.

Medium term MOF, BOL Outcome 1 (2)

II. ENSURING ThE USE OF NATURAL CAPITAL IS SOCIALLY AND ENvIRONMENTALLY  
SUSTAINABLE 

7. Review options to ensure the financial sustainability 
of EDL’s payments to IPPs, and adjust electricity tariffs 
to ensure EDL’s cost recovery, while protecting cus-
tomers with less capacity to pay.

Short term EDL, MEM, 
MOF

Outcome 1 (5) 
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Objective Timeline for  
implementation

Responsible  
ministry or  

agency

Link with 
NSEDP 

9�(outputs)

8. Optimize hydropower system planning and reori-
ent new investment toward improving transmission 
and interconnection systems with neighboring 
countries.

Medium term EDL, MEM, 
MPI

Outcome 1 (5) 
and outcome 
5 (1)

9. Develop the potential to firm electricity supply 
through renewables rather than coal.

Medium term MEM Outcome 4 (2) 
and outcome 
5 (2)

10. Resolve ongoing constraints to new mining in-
vestment, including by implementing the mineral 
licensing system and reviewing the beneficiation 
policy, while prioritizing the minimization of envi-
ronmental impacts.

Medium term MEM, 
MONRE

Outcome 1 
(1,3)

11. Clarify and standardize licensing and land allocation 
processes and the legal framework to improve cer-
tainty for investors in environmentally-sustainable 
tree plantations and nature-based tourism.

Medium term MAF, 
MONRE, 
MICT

Outcome 4 
(1,2) 

12. Prepare strategic environmental assessments to 
identify the cumulative longer-term effects of  
resource sector projects and manage trade-offs  
between different land uses.

Medium/long 
term

MONRE Outcome 4 (1) 

III. MAKiNG�DOMESTiC�MARKETS�WORK�FOR�JOB�CREATiON

13. Deepen business climate reforms to facilitate the 
entry and  expansion of domestic and foreign firms. 

Short term MOIC, MPI Outcome 1 
(3,4)

14. Implement one-stop business registration service 
to cut the burdensome process and encourage 
formalization. Eliminate and streamline regula-
tions for transparency and consistency in the tax 
and regulatory systems to curb informal practices.  

Short term MOF, 
MOIC,  
MPI

Outcome 1 
(3,4)

15. Leverage remittances to support investment in 
agriculture and manufacturing. Allow remittances 
to be used in local public investment projects, de-
cided by the migrants for their home village.

Short term MAF Outcome 1 (3)

16. Strengthening labor laws and enforcement to pro-
tect workers, male and female without jeopardizing 
firm competitiveness. 

Medium term MOES, 
MOLSW

Outcome 2 
(2,3) 

17. Strengthen vocational training and employment 
services that allow qualified workers to find suita-
ble jobs. Involve the private sector especially lead 
GVC firms.

Medium term MOES, 
MOLSW

Outcome 2 
(2,3) 

Table�O.1, continued
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Objective Timeline for  
implementation

Responsible  
ministry or  

agency

Link with 
NSEDP 

9�(outputs)

18. Promote skill retraining and geographically target-
ed employment subsidies to foster employment 
in areas more at risk. 

Medium term MOES, 
MOLSW

Outcome 2 
(2,3) 

Iv. LEvERAGiNG� STRATEGiC� LOCATiON� TO� DivERSiFY� AWAY� FROM� NATURAL� 
RESOURCES 

19. Advance trade policy reforms, with a focus on 
non-tariff measures to support quality upgrades 
in businesses.

Short term MOIC, 
MOF

Outcome 5 (2)

20. Assess the effectiveness of SEZs and related invest-
ment incentives in attracting FDI, encouraging ex-
port growth and diversification, and creating jobs.

Short term MPI, 
MOIC

Outcome 1 
(5) and out-
come 5 (4)

21. Facilitate SEZ backward linkages with domestic 
firms to help raise productivity, competitiveness, 
and resilience. Develop win-win deals with for-
eign lead GVC firms to develop downward servic-
es or training centers that also benefit other  
exporters or products. 

Medium term MOIC, MPI Outcome 1 
(5) and out-
come 5 (4)

22. Improve the ability of businesses to satisfy core  
labor, environmental and governance standards 
to anticipate the increasing focus on social and  
environmental issues among buyers in overseas 
markets.

Medium term MOIC, 
MAF

Outcome 5 (2)

23. Improve infrastructure and governance and  
promote competition in transport and logistics.

Long term MPWT Outcome 5 
(1,3)

v. BUILDING SKILLS AND CAPACITY FOR EFFECTIvE REFORMS

24. Improve data and knowledge to support effective 
policy making.

Short term All  Outcome 6

25. Develop comprehensive and inclusive communica-
tion strategy within each lead ministry and lever-
age feedback mechanism from stakeholders.

Medium term All  Outcome 6

Note: Ninth NSEDP outcomes are as follows: Outcome 1: Continuous quality, stable and sustainable economic growth 
achieved; Outcome 2: Improved quality of human resources to meet development, research capacity, science and technol-
ogy needs, and create value-added production and services; Outcome 3: Enhanced well-being of the people; Outcome 4: 
Environmental protection enhanced and disaster risks reduced; Outcome 5: Engagement in regional and international coop-
eration and integration is enhanced with robust infrastructure and effective utilization of national potential and geographic 
advantages; Outcome 6: Public governance and administration is improved, and society is equal, fair, and protected by the 
rule of law. Outputs are in parenthesis next to the corresponding outcome.

Table�O.1, continued
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Notes

1 World Bank (2010, 2017).
2 IMF Capital Stock database, available at http://data.imf.org/ICSD.
3 Under such agreements EDL agrees to buy a pre-negotiated quantity of electricity at a  

contracted price, irrespective of whether there is actual domestic or foreign demand for 
such electricity.

4 World Bank (2017)
5 OECD Business and Finance Outlook 2018 © OECD 2018.
6 The Laos-China railway total project cost of $5,950 million involves a $3,570 million loan 

from China and a $2,380 million equity investment. The debt portion of $3,570 million is 
financed by the China EXIM Bank (CNEXIM) and used LCRC’s assets as the loan collateral. 
Commitment for the financing of the loan is distributed between the Chinese state-owned 
enterprises and the Lao National Railway Enterprise (LNRE) according to the sharehold-
ing ratio 70/30. The government, through the LNRE, holds about 30 percent of the equity  
investment. This share is financed by debt ($480 million) and the government’s own budget 
(about $234 million).

7 The PPG stock would rise to about 90 percent of GDP in 2021 if an existing currency swap 
arrangement is classified as contingent public debt.

8 This is in part driven by mining and utilities. Estimated using World Bank enterprise surveys,  
the share of manufacturing in value-added dropped from 11.6 percent to 7.4 percent  
between 2009 and 2018.

9 World Bank (2020a).
10 World Bank (2012).
11 See among others (Hausmann, Pritchett and Rodrik, 2005; Rodrik, 2008; Berman, Martin 

and Mayer, 2012; Chatterjee et al, 2013; Freund and Pierola, 2012; Asprilla et al, 2019).
12 World Bank (2009).
13 World Bank (2020b).
14 World Bank (2020b). 
15 The majority of Lao nationals living abroad are in Thailand (UNDESA, 2019). 
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Engineering a Return to Macro-Fiscal Stability 

Key messages

 � Government revenues have declined in recent years from an already low base. This has  
resulted in high fiscal deficits, averaging around 5 percent of GDP between 2015 and 2020,  
despite only modest current expenditure on critical public services.

 � Laos’�debt�situation�has�also�worsened�over�the�past�decade. Public and publicly guaranteed 
debt has risen sharply due to persistent fiscal deficits; publicly guaranteed off-budget borrow-
ing by EDL; the accumulation and subsequent clearance of government spending arrears; and 
kip exchange rate depreciation. With much of the recent debt contracted on non-concession-
al terms, the government is currently facing substantial public debt service obligations.

 � Fiscal�deterioration�has�also�exerted�pressure�on�financial�sector�balance�sheets,�particularly�
for state-owned banks. Policy makers will need to resolve the vulnerability of state-owned 
banks and to reassess the role of these banks in providing credit to the government and  
state-owned enterprises.

 � An�immediate�priority�is�to�alleviate�the�fiscal�burden�of�near-term�debt�service�obligations. 
The government is already pursuing debt restructuring and asset/equity sales, while limiting 
its reliance on new external non-concessional borrowing.

 � Over�the�medium�term,�fiscal�consolidation�is�required�to�return�public�debt�to�more�sustainable� 
levels. This should be achieved by increased revenue mobilization, with sufficient fiscal space 
reserved for adequate investment in human capital.

CHAPTER�1



 C H A P T E R  1

|  Linking Laos, Unlocking Policies  38 

Introduction

There has been a pronounced increase in 
Laos' macroeconomic vulnerabilities over the 
past decade. Fast rates of economic growth 
have been capital-intensive and debt-driven. 
The government has facilitated the construc-
tion of large hydropower and infrastructure 
projects, funded by external finance, and  
often with generous tax concessions. However, 
the government has yet to derive significant 
revenue from these projects, with the invest-
ments led by state-owned enterprises (SOEs), 
particularly EDL, having resulted in a substan-
tial buildup of public debt and significant fiscal 
risks. In proportion to GDP, tax revenue mobili-
zation has been declining from an already low 
base, resulting in relatively high fiscal deficits 
even though overall government expenditure 
has been contained. Additionally, expendi-
ture arrears have been used as an unofficial 
form of deficit financing, with recent efforts to 
clear these arrears adding further to the stock 
of public debt. Foreign currency reserves are  
insufficient as a buffer against economic shocks, 
and there are ongoing pressures in the foreign 
exchange market. 

By 2021, Laos’ macro-fiscal situation has  
become critical, with urgent steps required 
to restore stability. High public debt service 
requirements are likely to crowd out essen-
tial spending on public services unless re-
medial action is taken. Given its debt situa-
tion and the current economic outlook, the 
government faces increased borrowing costs 
and increased difficulty accessing exter- 
nal financing from private markets. If left  
unaddressed, external financing gaps could 
lead to severe adjustments to imports and to 
the exchange rate. The impact of the COVID-19 
pandemic has exacerbated Laos’ long-stand-
ing structural vulnerabilities, causing domestic 
revenues to decline further, exerting addition-
al pressure on the balance of payments, and  
increasing the vulnerability of the financial 
sector. 

Over the longer term, macro-fiscal stability is 
critical to Laos’ achievement of sustainable and 

balanced economic development. A stable, 
sustainable macroeconomic framework and 
fiscal trajectory reduces uncertainty, lowers 
borrowing costs, enables return expectations 
for investments, and increases business confi-
dence—all of which are important conditions 
for the achievement of sustainable long-term 
economic growth. By increasing its collection 
of revenue from domestic sources, the govern-
ment could build the fiscal space necessary to 
ensure adequate funding for health, education 
and training, which in turn are critically  
important to increase the productive capacity 
of the economy. In this context, public and pub-
licly funded investments need to be carefully 
screened and prioritized to ensure that they 
produce a positive economic return and that 
they are financed in a manner consistent with 
the maintenance of fiscal sustainability.

This chapter presents both short-term policy  
recommendations, to facilitate a return to 
macro-fiscal stability, and medium-term  
recommendations, to support the emergence 
of a more credible, sustainable, growth-promot-
ing macroeconomic environment. It begins with 
an analysis and description of the current  
situation, focusing on the manner in which low 
domestic revenues and electricity investments 
have contributed to the high levels of public 
debt. Turning to policy priorities, it identifies 
a number of immediate priorities, including 
measures to: a) improve revenue administration  
and policy (particularly by reviewing and  
rationalizing tax incentives and exemptions); 
b) make the future debt service profile more 
manageable; and c) identify new sources of 
external financing, capped at the level neces-
sary to meet debt amortization requirements, 
as per existing policy. Over the medium term, 
the government needs to implement measures 
to: a) further boost revenue mobilization,  
including collections from the resource sector; 
b) improve public investment management, 
particularly in the area of processes related to 
project appraisal, selection and costing; and  
c) develop a medium-term fiscal framework, 
with credible targets for the fiscal balance and 
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for SOE financing that are consistent with a 
return to debt sustainability. In the financial 
sector, policy makers need to resolve balance 
sheet vulnerabilities in state-owned banks 
(SOBs) and to reassess their role in the provi-
sion of credit to government and SOEs. Over 
time, the government must strive to reduce 
its dependence on SOB loans (both directly, 

particularly with respect to foreign currency 
loans, and indirectly, through arrears to the 
construction sector). To better manage finan-
cial sector vulnerabilities more broadly, the  
government also needs to strengthen the 
regulatory framework; to improve banking 
supervision; and to bolster financial sector 
safety nets.

Government revenues

Revenue mobilization is low and has declined 
in recent years, with COVID-19 a further  
negative shock. 

Revenue collection is low in Laos compared to its 
peers (see Figure 1.1). In the four-year period to 
2019, Laos’ general government revenues stood  
at an average value of 16 percent of GDP,  
compared to an average of 20.5 percent for regional 
and structural peer countries.16 Moreover, Laos’ 
revenues have been declining in proportion 

to GDP over this period, falling further behind 
cross-country revenue mobilization benchmarks. 
Excluding grants, revenues have fallen by about 
1.5 percentage points of GDP over this four-year 
period, mainly due to declining tax revenue (see 
Figure 1.2). The impact of the COVID-19 pandemic  
has exacerbated this downward trend, with  
revenues falling significantly in 2020 from  
already low levels, and this decline significantly 
greater in proportion to GDP than in the case of 
peer countries (see Figure 1.1 and Figure 1.2). 

Figure�1.1 
General government revenues, compared with 
peers 
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While the government has recently introduced 
several measures to improve tax administra-
tion, revenue gains have been limited by signifi-
cant leakages, particularly with respect to large 
taxpayers. The government’s recent measures 
to improve administration have included the  
rollout of the Tax Revenue Information  
System (TaxRIS) and electronic payment  
systems. However, large taxpayers continue to 
be able to evade their tax obligations, indicating 
persistent issues with audit and enforcement. 
Analysis conducted by the IMF shows that Laos’ 
potential profit tax revenue is about 80 percent 
higher than the actual revenue collected,  
implying an average revenue gap of around 
4.5 percent of GDP (IMF, 2019). Although Laos’ 
profit tax rate is comparatively high, at 24  
percent, the total tax rate (estimated at around 
26 percent) is well below the EAP average (34 
percent) and the lower-middle-income country  

average (38 percent). While most taxation is 
levied on consumption, there has also been 
a reduction in import duties (estimated to 
cost around 0.4 percentage points of GDP), as  
required by Laos’ participation in the ASEAN 
Free Trade Agreement.

The government captures a relatively small 
proportion of value-added in the resource  
sector. While the state receives natural resources  
taxes, timber royalties, hydropower royalties 
and forest preservation funds (see Figure 1.3), 
these account for a relatively small proportion 
of overall government revenues. Non-resource 
revenues averaged 13.1 percent of GDP over 
the 2015-20 period, while resource revenues 
averaged just 1 percent of GDP (see Figure 1.4). 
Revenues are a significantly smaller proportion 
of resource-sector value-added than of non- 
resource sector value-added (see Figure 1.5).

pe
rc

en
t o

f G
DP

 

Figure�1.3
Resource�revenue�decomposition�
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Figure�1.4
Resource and non-resource revenues 
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Figure�1.5
Revenues�as�a�proportion�of�value�added

0

2

4

6

8

10

12

14

16

18

20

2015 2016 2017 2018 2019 2020 2021e 

 

   Resource revenue as percent of resource GDP
  Non-resource revenue as percent of non- 

resource GDP
Source: MoF.
Note: Resource GDP includes hydropower and mining. 
Non-resource GDP includes all other sectors. The sum of 
both is GDP at factor cost.

Low domestic revenue collection is in part due 
to the widespread application of tax exemp-
tions. The 2009 Law on Investment Promotion 
established a range of tax exemptions intend-
ed to attract foreign investment in selected  
sectors, including mining and power generation. 
These exemptions included import duty waivers  
on production machinery, equipment, and raw 
materials, together with profit tax holidays 
for a specified period. While the calibration of 
these tax holidays depended on the investment 
activity, its location within Laos, and the size 
of the investment, power generation projects  
typically benefit from profit tax exemptions and 
a reduced royalty rate for the first 5-10 years 
of their operations. In the case of operations 
based in special economic zones (SEZ), the  
duration of the tax holidays is negotiable. The 
law was revised in 2017 to reduce the degree 
of discretion in application of the law and to 
provide greater clarity for business operators. 
However, it is not clear how strictly this new 
law is being implemented, with little attempt to 
monitor revenue foregone from tax exemptions 
or to conduct reviews to determine whether 
they are serving their intended purpose.

The high level of informality in the private 
sector also constrains revenue mobiliza-
tion. Most businesses operate outside the 
formal system, with indications that the  
extent of informality has increased in recent 
years. The proportion of firms that reported  
business constraints arising from compe-
tition with unregistered or informal busi-
nesses increased from 42 percent in 2012 
to 77 percent in 2016 (World Bank Group, 
2017a). Informality (defined in terms of the 
share of workers not contributing to the 
social security fund) has further increased 
due to the impact of the COVID-19  
pandemic on the non-farm private sector, 
with the number of waged jobs decreasing 
substantially in sectors such as hospitality 
and transportation. The presumptive tax-
ation regime (where a lump-sum payment 
based on turnover is made in lieu of all tax 
obligations) in place for small companies — 
together with limited capacities to accurately  
assess turnover — also results in the signifi-
cant under-declaration of revenues and acts 
as an ongoing disincentive for small busi-
nesses to formalize.
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Government spending
While recurrent spending remained relatively 
modest over the past decade, prior to COVID- 
19 total government spending was broadly 
aligned with peers.

Prior to the advent of the pandemic, Laos’ 
overall government spending was below 
cross-country benchmarks. General govern-
ment expenditure stood at an average of 21.0 
percent of GDP in the four-year period to 
2019, slightly below the average for regional  
peers (21.8 percent), and much lower than 
that of structural peers (24.7 percent) (see 
Figure 1.6). Despite the increased needs  
associated with the pandemic response, in  
contrast to peer countries, the Lao government’s 
expenditure fell sharply in 2020 and 2021, due to  
weak revenue collection and limited fiscal space. 

Figure�1.6
General government spending, compared with peers
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Figure�1.7�
Current�spending,�2016-19�average
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Figure�1.8
Current�spending�decomposition
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Current spending is particularly low, with debt 
service obligations accounting for an increas-
ingly large proportion of total government  
expenditure. Laos’ average current spending 
for the 2016-19 period stood at 13.4 percent 
of GDP, significantly lower than in regional 
peers (see Figure 1.7). Expenditure on wages  
and salaries accounted for just over half of  
total current spending on average over this 
period, but declined gradually over the  
period in proportion to GDP, reflecting efforts 
to reduce the recruitment of civil servants 
(see Figure 1.8). On the other hand, interest  
payments have risen, mainly driven by external  
debt service obligations. 

As a result of the constrained expenditure  
envelope, spending on critical public  
services remains inadequate. Government 
health expenditure has averaged less than 
1 percent of GDP in recent years, much 
lower than that in most neighboring coun-
tries, and significantly less than the interest  
bill (see Figure 1.9). The available evidence also 
suggests that public spending on education is 
well below global and regional benchmarks17 
(see also Figure 1.10), though the shortfall is 
less than in the health sector. This is likely to be 
at least partially responsible for relatively low  
secondary school completion rates and for 
low levels of human capital more generally. 
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On the other hand, the Lao government’s capital  
spending has been more closely aligned with 
regional peers. Capital spending stood at an  
average value of 7.3 percent of GDP over the 
2016-19 period (see Figure 1.11), close to the 
levels recorded in Myanmar and Cambodia, 
and reflecting the large domestic infrastruc-
ture needs in each of these economies. Capital 
spending increased by more than 50 percent in 
2017, driven in part by national contributions 
to large infrastructure projects in transport and  

energy (many of which were implemented 
through PPP arrangements). However, since 2017,  
government capital spending has declined 
markedly (see Figure 1.12). After severe flooding 
and the collapse of a dam in 2018, new invest-
ment projects were temporarily suspended, at 
which point a reassessment of the economic ben-
efits of some on-going projects was conducted to  
enable the better prioritization of capital spending  
(IMF, 2019). Following the review, some spending 
was reallocated to support reconstruction efforts. 

Figure�1.9
General government health spending 
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Figure�1.10
General�government�education�spending
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Figure�1.11 
Capital�spending,�2016-19�average�
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Figure�1.12
Current and capital expenditure
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Public and publicly guaranteed debt: trends and risks
 
Public and publicly guaranteed debt has risen 
sharply due to persistent fiscal deficits; debt- 
financed spending by EDL; the accumulation and 
subsequent clearance of government spending 
arrears; and kip exchange rate depreciation. 

Total PPG debt has risen sharply in recent years 
to an estimated 88 percent in 2021, of which 
the vast majority is owed to external credi-
tors (see Figure 1.13). Most of the increase 
over the five years to 2020 was attributable 
to a combination of fiscal deficits – averaging 
around 5 percent of GDP between 2015 and 
2020 (Figure 1.14) – and EDL debt accumula-
tion (see below). But a further pronounced rise 
in 2021 occurred due to a sharp exchange rate 
depreciation (which increased the kip value of 
foreign currency denominated debt) and as 
government settled its accumulated spending 
arrears via domestic bond issuance, with the 
result that these arrears became explicitly rec-
ognized as government debt. As of 2021, Laos 

had among the highest levels of PPG debt in 
the region (see Figure 1.15). High nominal GDP 
growth rates (averaging 8.5 percent per annum 
between 2016 and 2019) prevented debt from 
increasing even faster in proportion to GDP. 

Figure�1.14
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Figure�1.13
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EDL’s capital investments, which are not cap-
tured in government spending or fiscal defi-
cits, have made a large contribution to the 
increase in PPG debt. EDL’s financial state-
ments indicate that expenditure to expand 
generation capacity stood at 6-7 percent of 
GDP in the period between 2015 and 2018.18  
This implies that EDL’s capital spending was 
equivalent to around 75 percent of total gov-
ernment capital spending for that period (see 
Figure 1.16). While the investment spending 
of EDL is not included as part of the govern-
ment capital spending discussed above, this 
spending on expansion in hydropower gener-
ation capacity has resulted in large debts that 
are ultimately the responsibility of the state. 
The EDL borrowings have either been a) on-
lent by the government, therefore directly 
contributing to public debt; or ii) directly lent 
to EDL, in which case they are covered by a 
sovereign guarantee and are considered as 
publicly-guaranteed debt. Thus, all EDL debt 
can be categorized as public or publicly-guar-
anteed (PPG) debt.  In 2020, 60 percent of 
EDL’s estimated $4.4 billion debt stock (25 
percent of GDP) was on-lent by the govern-
ment, with the remainder borrowed directly  
by EDL from creditors (with a government 
guarantee). It is estimated that the increase 
in EDL debt between 2015 and 2020 has ac-
counted for around half of the increase in to-
tal PPG debt over that period.

The increase in debt has been reflected in  
correspondingly high debt service obliga-
tions, exacerbated by recent interest rate and  
exchange rate movements and reduced  
access to external markets.

The debts accumulated by EDL have led to 
significant debt service commitments, which 
will be difficult to meet without financial sup-
port. As of 2020, the scheduled principal and 
interest payments associated with govern-

ment on-lending and direct borrowing by EDL 
stood at an average of almost $500 million 
annually over the next five years, or close to 
two thirds of EDL’s current revenue. In addi-
tion, EDL has run substantial operating losses, 
due to increasing power purchase costs, in-
flexible purchase contracts, and low domestic 
and export tariffs, with domestic tariffs hav-
ing recently been further reduced temporarily 
as a response to the pandemic (see Chapter 
2). While an upfront payment associated with 
the recent signing of a concession agreement 
to operate the power grid may help EDL to 
meet debt service and cashflow obligations in 
the short term, it will create further cashflow 
pressures in the medium-term. 

There is a risk that government may be forced 
to assume some part of EDL’s debt service ob-
ligations, adding to its own already heavy debt 
service burden. Total government debt service 
obligations have risen sharply since 2015. In 
2020, the government’s external debt service 
obligations – excluding the servicing of EDL’s 
debt – were estimated as averaging around $1 
billion annually between 2021 and 2025, close 
to 6 percent of 2020 GDP, or around a third 
of government spending. Without significant 
new financing, meeting these obligations 
would require a significant contraction in 
spending in other areas, placing the provision 
of basic public services at risk. If EDL is unable 
to finance its debt service obligations on its 
own, the burden on the government budget 
could rise even further (see Figure 1.16). A 
debt renegotiation with China, which involved 
the suspension of principal repayments in 
2020 and of principal and interest payments 
in 2021 (the impacts of which are not included 
in the chart), helped reduce immediate debt 
service pressures. However, in the absence of 
further concessions, the suspension has the 
potential to result in higher debt service obli-
gations over the medium term.
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Figure�1.16
Total�PPG�external�debt�service�projections
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Note: Excludes impact of suspension of principal and interest payments to China in 2021.

The high levels of debt service obligation cur-
rently falling due are partly attributable to the 
short maturity periods and high interest rates 
attached to recent commercial borrowing. 
Non-concessional commercial bonds and loans 
comprised around 22 percent of the total public 
external debt stock in 2019, but accounted for 
half of all amortization payments due in 2020 
(see Figure 1.17). The maturity periods for com-

mercial debt tend to be very short, with interest 
rates having risen sharply in recent years, in part 
due to the increased risk of debt distress asso-
ciated with the rapidly growing stock of debt. 
Concessional bilateral and multilateral loans 
comprised around 57 percent of Laos’ total pub-
lic external debt, with the maturities associated 
with these loans tending to be longer, and the 
interest rates lower (see Figure  1.18).

Figure�1.17�
Debt�service�requirements�by�concessionality,�creditor�and�instrument
(ratio of amortization by instrument in 2020 to stock of debt by instrument in 2019)
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Figure�1.18 
Average�interest�rates�by�creditor�type,�2011-2018�(percent�per�year)
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The depreciation in the value of the kip since 
2017 has also increased the value of external 
debt and debt service requirements in the lo-
cal currency. Most of Laos’ public debt is de-
nominated in US dollars. Over the 2010-2017 
period, the value of the kip appreciated steadi-
ly, reflecting Laos’ strong growth in mining and 
electricity exports over this period, helping to 
contain increases in the local currency value of 
foreign debt. However, since 2017, the value 
of the kip has declined as a result of balance 
of payments pressures (including increased 
demand for imports) and the strength of the 

US dollar, with this depreciation accelerating in 
2021 (see Figure 1.19). There is also evidence 
that the official exchange rate remains above 
market-determined levels, with the gap be-
tween the official and parallel market US dol-
lar exchange rates increasing through 2020 
and widening even further in 2021 (see Figure 
1.20) (World Bank, 2021b). While this depre-
ciation increases the competitiveness of the 
non-resource sector, it has also added to exter-
nal debt service costs, driven up inflation, and 
exacerbated currency mismatches on banking 
sector balance sheets.
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Figure�1.20
Parallel market premia
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The government had struggled to roll over its 
debts or to attract new financing from inter-
national markets to meet its debt service obli-
gations, but experienced more success issuing 
in the Thai market in 2022. Several attempts 
at issuing dollar bonds in 2020 and 2021 were 
cancelled or postponed. Laos’ sovereign credit 
rating has been downgraded by Moody’s, Fitch, 
and TRIS, with a negative outlook based on the 
view that financing pressures are unlikely to 
abate, at least in the short-to-medium term. 
However, in 2022 the government successfully  
issued bonds in Thailand for 5 billion baht 
(about $149 million), with apparently strong 
appetite from high-net-worth investors.

Laos’ underdeveloped capital market and 
the limited capacity of its domestic banking 
system mean that the government has tradi-
tionally struggled to meet its financing needs 
through the domestic market, although pub-
lic domestic debt increased in 2021. Local 
currency bonds have also become less at-
tractive to non-state financial institutions in 
recent years due to the ongoing depreciation 
of the kip. Nevertheless, while domestic debt 
remains low overall, it rose to 11 percent of 
GDP in 2021 as the government issued bonds 
to banks to clear the debts of government 

contractors (see below). The banking sector’s 
claims on the government doubled to 14 per-
cent of GDP by the end of 2021, reflecting an 
increased reliance on short-term commercial 
borrowing and domestic bonds to meet liquidi-
ty needs for debt servicing.

The Bank of the Lao PDR’s (BOL) reserves of 
foreign exchange are running low, exacerbat-
ing external financing risks. In addition to con-
straining the government’s ability to finance its 
external debt service obligations, low reserve 
buffers also limit the BOL’s ability to support 
the currency. The BOL’s recorded gross re-
serves increased in July 2020, supported by the  
extension of a RMB 6 billion ($900 million) swap 
line by the People’s Bank of China (PBOC), and 
remained broadly stable over the subsequent 
period but only covered just over 2 months of 
imports of goods and services as of end 2021 
(see Figures 1.21 and 1.22).19  BOL continues 
to contract foreign currency loans directly from 
commercial banks at commercial rates to assist 
the government to meet its external debt ser-
vice obligations and to support foreign exchange 
reserves. This has the potential to crowd out 
credit to the private sector and to limit banks’ 
ability to provide foreign exchange to non-gov-
ernment customers.

Figure�1.21�
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Figure�1.22�
Import cover of foreign exchange reserves
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Already significant financial sector vul-
nerabilities have been exacerbated by the  
COVID-19 pandemic and rising macro-fiscal 
risks. 

Laos already faced significant financial sec-
tor vulnerabilities prior to 2020, which have 
been exacerbated by COVID-19. While the 
banking sector is relatively well-capitalized 
overall, weaknesses are concentrated in two 
SOBs that have recently been restructured.20  
At the same time, the capital adequacy ra-
tio of the largest commercial bank, which is 
also state-owned, declined markedly in 2020-
2021. The economic downturn and response 
measures associated with the pandemic have 
further increased these vulnerabilities. As 
a result, it is likely that NPLs will increase in 
the most affected sectors. Moreover, at the 
onset of the pandemic, measures were enact-
ed to increase liquidity in commercial banks 
and to encourage a continued flow of credit 
throughout the pandemic. These included 
lowering reserve requirements and the intro-
duction of regulatory forbearance measures, 
such as credit moratoria; restructuring loans 
to reduce interest rates and extend maturi-
ties; and freezing loan classifications (which 
creates the risk that banks are not adequately 
provisioning for expected losses). Banks could 
potentially face capital shortfalls as they rec-
ognize losses once these regulatory forbear-
ance measures are unwound. While officially 
reported NPLs are low, at 2.2 percent at the 
end of 2021, this figure is believed to under-
state the associated risks because of the im-
plementation of forbearance measures, as 
well as longer-term issues around the weak 
enforcement of regulatory standards and the 
ever-greening of problem loans. Moreover, 

performance in terms of return-on-equity and 
return-on-assets indicators has declined re-
cently, with concerns related to the impact of 
macroeconomic instability, policy responses 
to the COVID-19 pandemic, and exchange rate 
pressures on banks’ balance sheets.
 
Due to the large role of the state in the Lao 
economy, fiscal issues have the potential to 
quickly transmit to the banking sector. Banks 
are exposed to risks as a result of their hold-
ings of government bonds and their issuance 
of loans to SOEs, the central bank, and gov-
ernment contractors. A further deteriora-
tion in government and SOE finances would 
therefore exacerbate ongoing financial sec-
tor weaknesses. The persistent recurrence of 
NPLs to SOEs has historically been attribut-
able to the absence of a repayment culture, 
state interference in pricing and lending de-
cisions, and protracted weaknesses in opera-
tions. The high level of government arrears to 
private contractors involved in public projects 
has also been a significant problem. Most of 
these arrears were reportedly cleared by the 
end of 2021, via the issuance of domestic gov-
ernment bonds to compensate banks for the 
loans that contractors took on to compen-
sate for late government payments.21 But the 
government’s current fiscal challenges create 
risks that arrears will re-emerge and further 
damage bank balance sheets. While SOBs are 
most directly vulnerable to these fiscal risks, 
other commercial banks, including joint-ven-
ture banks and foreign branches, also appear 
to be vulnerable due to their involvement in 
co-financing state-led public investment pro-
jects, and indirectly through their financing of 
contractors engaged on public infrastructure 
projects financed by government and FDI. 

Financial sector development and vulnerabilities
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Policy recommendations

As of 2021, Laos’ macro-fiscal situation has  
become critical, with urgent steps required to 
restore stability. The rapid buildup of debt over 
the past decade has resulted in substantial debt 
service obligations, which the government is 
now struggling to meet. This is likely to result 
in either a) a sharp reduction in government 
spending, with severe implications for public 
service delivery and the provision of public  
infrastructure; or b) a sharp reduction in access 
to financing over the longer term (in the event 
of default). Fiscal pressures are exacerbating 
pre-existing external and financial sector weak-
nesses, increasing the likelihood of disorderly 
exchange rate movements and foreign currency 
shortages, and potentially reducing the ability of 
the private sector to access credit.

Macroeconomic stability is a critical precon-
dition for the achievement of sustainable and 
balanced economic development in Laos. It 
is particularly important for the development 
of the non-resource sector, which has the 
potential to act as a more inclusive driver of 
economic growth. It is necessary for the  
government to rebuild fiscal space to ensure  
adequate funding for public infrastructure and 
human capital investments, which are critical 
complements to private sector investments 
in the manufacturing and agriculture sectors.  
A more stable macro-financial framework 
would also serve to reduce uncertainty, to 
lower borrowing costs, to anchor return  
expectations for investments, and to  
increase business confidence — all of which are  
important conditions for the achievement of 
sustainable longer-term economic growth. 

The immediate priority is to alleviate the fiscal 
burden of Laos’ medium-term debt service  
obligations.  Addressing these obligations will 
likely require some combination of the following:  
a) drawing on the existing revenue envelope; 
b) raising new external financing; c) enacting 
asset/equity sales; and/or d) restructuring  
existing debts to establish a more realistic debt 
service profile. Relying predominantly on the 

first of these options is problematic, given that 
fiscal space is already severely limited. As dis-
cussed above, it would probably require a  fur-
ther sharp reduction in government spending 
which would harm future growth and there-
by erode Laos' long-term repayment capacity. 
Moreover, even if space could be carved out 
in the budget, Laos’ low levels of foreign ex-
change reserves are likely to act as a constraint.

Thus, it is likely that a combination of new 
external borrowing, restructuring of existing 
debts, and asset / equity sales will be required. 
But limited access to international capital  
markets will continue to constrain efforts to 
raise new external financing. As a step in the 
right direction, the government has already 
committed to borrow only to service existing 
market borrowing. In parallel, the government 
should expedite ongoing debt negotiations. 
Lowering debt service over the next five years 
and reducing total debt service obligations in 
NPV terms would provide the government with 
some space to resolve the issues related to 
EDL’s debts; to implement reforms consistent 
with fiscal sustainability; and to regain relia-
ble access to international markets. Finally, an 
expected payment associated with the recent 
signing of a concession agreement to operate 
the power grid (through EDL-T) could help the 
government to meet debt service and cashflow 
needs in the short term. There may be other op-
portunities to raise funds through such means, 
particularly in the electricity sector. However,  
a rigorous evaluation of such proposals is  
required: under the terms of the agreement, 
the EDL-T transaction will create additional 
cashflow pressures in the medium-term, illus-
trating the risks associated with arrangements 
of this type. In general, the future costs to the 
state of further asset or equity sales should be 
carefully accounted for and weighed against 
the upfront benefits of cash injections.

Over the medium term, a revenue-led fiscal 
consolidation is necessary to return public 
debt to more sustainable levels. Fiscal con-
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solidation has so far been driven by expendi-
ture restraint, with significant implications for  
service delivery. In the short to medium term, 
further progress is needed on the revenue side. 
Moreover, rather than a sharp adjustment to 
primary surpluses, it may also be prudent to 
target a more measured pace of consolidation, 
in order to protect expenditure on the delivery 
of critical services, the provision of public  
infrastructure, and the response to the pan-
demic, including during the recovery period. 
The introduction of a credible medium-term 
fiscal framework with consistent and clearly 
defined targets for the fiscal balance and public 
debt levels would play a strong positive role in 
providing a clear and easily-monitored path-
way toward debt sustainability.

The government could improve revenue  
mobilization through a number of means,  
including measures to rationalize tax incen-
tives, to increase collection from the resource 
sector, and to improve the efficiency of revenue 
administration. The adoption of a rules-based 
tax incentives system, informed by a compre-
hensive review of existing tax incentives, could 
raise tax productivity, while at the same time 
improving the predictability of the investment 
environment. As a first step, the review should 
quantify forgone revenues from tax incentives 
and report this cost as part of the national 
budget, thus creating greater transparency and 
accountability. While collections are likely to 
improve as concessions granted to hydropower 
projects expire, more could be done to ration-
alize the exemptions offered to investors and to 
limit the level of discretion in project-level tax 
agreements in both the hydropower and mining 
sectors (see Chapter 2). In tax administration, 
immediate priorities should be to strengthen 
the capacity of tax administration institutions; 
to improve the monitoring and management 
of large taxpayers; to increase the efficiency of 
tax collection (including by expanding the cov-
erage of electronic payments systems); and to 

enhance risk-based audits and inspections to 
reduce tax evasion. 

Improved public investment management and 
strengthened project selection and appraisal 
processes could play a critically important role 
in preventing a further build-up of unsustaina-
ble debt-financed capital spending. Investment 
projects should be consistent with the priori-
ties expressed in country development plans; 
selected after a careful assessment of social, 
economic, and environmental impacts; and  
financed at the most favorable terms available. 
Debt-funded projects should only be approved 
if they can be shown to have strong potential 
to produce positive economic returns and if 
their financing requirements are consistent 
with the achievement and maintenance of 
overall fiscal sustainability. The estimated value  
of the public capital stock has grown quick-
ly over the past 20 years (from 25 percent of 
GDP in 2000 to over 75 percent in 2019), to a 
level which is comparatively high for a country 
at Laos' income.22 This raises questions as to 
whether these investments have achieved pos-
itive returns sufficient to cover the associated  
debt service obligations and to how rigorously 
screening processes have been implemented.
Energy sector investments should be guided by 
a least-cost expansion plan to guide the prior-
itization of new generation investments, which 
is based on realistic demand forecasts, and 
which is accompanied by a well-formulated 
transmission and distribution expansion plan 
(see chapter 2).

The ongoing maintenance costs associated 
with infrastructure investments should be an 
integral part of the cost-benefit analyses upon 
which project selection processes are based. 
Growth in the public capital stock necessitates 
an increase in the resources allocated for main-
tenance. Applying a standard 6 percent per 
year depreciation rate, Laos would need to  
allocate funds to a value of 4 percent of GDP 
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annually to adequately maintain the public  
capital stock, equivalent to approximately 
half of Laos’ expenditure on new public infra-
structure in recent years. If the maintenance 
of PPP assets is factored in, this increases to 
more than 8 percent of GDP, the highest level 
in a group of comparator countries. The magni-
tude of these costs illustrates the importance 
of incorporating maintenance needs into the 
cost-benefit analysis for any given project and 
of the need for solid analysis of the project’s 
effects on overall fiscal sustainability.

Fiscal risks and contingent liabilities associated 
with SOEs and public-private partnerships need 
to be carefully assessed and managed. The  
viability of the proposed project; the financial 
position of the SOE and the risks it faces; and 
the terms of the proposed financing should 
be evaluated against clear criteria before any 
on-lending or government guarantees are  
approved. The government should also continue  
to strengthen its capacity to manage indirect 
contingent liabilities in PPPs, to ensure that 
risks and obligations are efficiently distribut-
ed between government and private sector 
stakeholders. The enhancement of investment  
protection mechanisms; the harmonization of 
legal issues relating to PPP contracts; and the 
establishment of appropriate procurement  
arrangements are all vitally important in this 
context. 

To address the weaknesses in the financial  
sector, steps should be taken to resolve balance  
sheet vulnerabilities in SOBs and to reassess 
their role in the provision of credit to govern-
ment and SOEs. Over time, it is important for 
the government to reduce its dependence 
on SOB loans (both directly, particularly with  
respect to foreign currency loans, and indirect-
ly through arrears to the construction sector). 
The distortions to credit allocation that result 
from this dependence include impairments to 

the balance sheets of SOBs, due to the non- 
performance of loans to government and SOEs, 
and the crowding out of credit to the private 
sector. With the poor performance of previous 
reform efforts, there appears to be a need to 
pursue more aggressive strategies to improve 
the competitiveness of SOBs and to strengthen 
their transparency and governance.

Ongoing structural reforms will be required 
to restore and maintain the stability of the  
financial sector. The banking sector is likely 
to emerge from the pandemic with weakened 
balance sheets, which will limit its ability to 
finance an economic recovery into the future. 
The impacts on performance of commercial 
banks need to be closely monitored, with  
forbearance policies being unwound cau-
tiously. While the financial sector’s regulatory 
and supervisory capacity have been improved 
through a number of legal reforms,23 the  
development of the necessary secondary  
regulations has been slow and implementa-
tion and enforcement has been inadequate. 
Institutional weaknesses in banking super-
vision continue to pose risks to financial 
stability. Amongst the reforms necessary to  
strengthen the resilience of the financial sector,  
there is a need to develop and implement 
various secondary regulations, including early  
intervention and problem bank resolution, 
to transition to Basel II standards to increase 
capital buffers; to implement risk-based  
supervision systems; and to enact a number 
of measures to increase transparency. The 
deposit insurance system also remains  
untested. The BOL has only limited capacity 
to act as a lender-of-last-resort due to high 
level of financial dollarization and low levels  
of foreign exchange. In this context, it is vital  
to develop systems to prevent and mitigate 
the impacts of financial crises, including 
through the establishment of a formal,  
inter-agency crisis management framework.  
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Notes

16 Regional peers include Cambodia, Myanmar, Thailand, and Vietnam. Structural peers  
include Bhutan, Bolivia, Ghana, Kyrgyz Republic, Mongolia, Nepal, Uzbekistan, Papua New 
Guinea, Zambia, and Zimbabwe. Aspirational peers include Botswana, Kazakhstan, Paraguay, 
and Peru. The data for Bhutan, Bolivia, Mongolia, Botswana, and Kazakhstan are not avail-
able.

17 IMF (2019), Lao PDR Article IV Consultation, August 2019.
18 Data is not currently available for 2019 or 2020.
19 Gross reserves include the partial disbursement of the currency swap agreement between 

the BoL and the PBoC. 
20 The restructuring of the two-state owned banks was completed in 2021, and appears to 

have improved financial performance of the two SOBs, as reflected in an improvement in re-
ported financial soundness indicators. However, the limited disclosure of transaction details 
precludes a complete assessment of the impact on financial stability.  

21 Prior to 2021, these arrears were not included in the estimates of domestic public debt pre-
sented above. In 2021, the government issued domestic debt to banks to clear these arrears. 

22 Adding in the physical assets of EDL raises this ratio to over 110 percent, and including PPPs 
brings the total to over 180 percent. 

23 The Commercial Banking Law (2019) provides BOL with broad legal authority to enforce 
prompt corrective actions, the legal mandate to impose higher capital requirements, and 
sufficient capability to conduct supervision at a consolidated level. The amended BOL Law 
which was passed in 2018 is an improvement over its predecessor in terms of distinguishing 
Emergency Lending Arrangement, Lender of Last Resort, and funding for systemically impor-
tant banks.
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Ensuring the Use of Natural Capital is Socially and 
Environmentally Sustainable

Key messages

 � For� the�hydropower� sector,� the�critical� short-term�priority� is� to�establish�a�financial� recov-
ery�program�for�Electricité�du�Laos�and�to�reduce�its�debt�service�obligations.�Project selec-
tion and procurement methods need to be strengthened, and EDL should review options to  
ensure the financial sustainability of its payments to IPPs, while recalibrating tariffs so that 
they cover costs.  

 � Achieving� Laos’� longer-term� aspiration� of� becoming� the� “battery� of� Asia”� will� require� an� 
integrated�approach�to�the�construction�and�maintenance�of�transmission�and�interconnec-
tion�infrastructure,�which has not kept pace with growth in generation capacity. This causes 
system losses and power outages, constraining ability to meet regional demand. 

 � Cleaner�renewable�alternatives�to�coal�are�needed�to�offset�the�seasonality�of�hydropower�
supply, together with concerted efforts to manage the cumulative social and environmental 
impacts of hydropower dams.

 � investment�in�mining�has�declined�due�to�restrictions�on�new�operations�and�a�lack�of�clarity�
in the overall regulatory framework. More could be done to encourage new investment by 
responsible operators, including through measures to limit discretion in licensing decisions, 
to reduce domestic value-adding requirements, and to ensure clear and enforceable expec-
tations for concession holders, especially regarding fees and revenue-sharing arrangements. 

 � Limiting�the�negative�environmental�impacts�of�mining�operations�should�be�a�top�priority.  
Despite severe fiscal pressures, it is important that financial, environmental, and social  
safeguards are not loosened to encourage otherwise unviable mining operations.

 � Laos�is�shifting�away�from�extraction-based�forestry�towards�the�more�sustainable�manage-
ment�of�natural�forests,�with�an�emerging�plantation�forest�economy.�But more could be done 
to restore forest cover and to ensure the protection and sustainable use of existing forested 
areas, including by enabling a greater role for village-based forest management. 

 � investment�and�licensing�processes�for�the�plantation�industry�should�be�standardized�and�
aligned with the sustainable carrying capacity of the land. Land classifications should be  
reviewed, with competing land uses resolved and land allocation decisions made more  
transparent. For nature-based tourism to realize its potential as a source of support for rural 
livelihoods, constraints on investment need to be addressed.

ChAPTER 2
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Introduction 

Moreover, hydropower development, agri-
cultural expansion, and previous mining and  
logging operations have all resulted in the  
rapid depletion of Laos’ natural capital. Proven  
mineral reserves had depleted to the extent 
that a number of major mines were planning 
to close operations, at least before the recent 
rise in gold and copper prices. Over the 2000-
2015 period, net accumulated deforestation 
stood at 2.9 percent (approximately 680,000 
ha), and the quality of remaining forests was 

degraded. Deforestation has been driven  
primarily by the expansion of sedentary and 
shifting agriculture and the construction of 
hydro-dam reservoirs and transmission lines, 
new mining sites, and other infrastructure.  
In 2015, forest cover stood at 58 percent, well 
below the National Forest Strategy target set  
at 70 percent for 2020. In addition, the  
increase in hydropower projects has resulted in 
altered river flows, negatively impacting fisheries,  
biodiversity, and downstream agriculture.  

Figure�2.1 
Resource�sector�contributions�to�GDP�(2012�constant�prices)
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Over the past two decades, Laos’ rapid  
economic growth has been largely driven 
by the capital-intensive resource sector and  
supported by infrastructure development, but 
these drivers of growth are now facing struc-
tural constraints. While the mining sector 
was the key driver of growth until 2010, since 
then growth has been increasingly driven by 
the hydropower sector. In 2010, operations 
commenced at the Nam Theun 2 hydropower  
plant (NT2), signaling the beginning of this 
transition, which accelerated from 2015  
onwards (see Figure 2.1). With associated 
major investments in dams, mines, and other  

infrastructure, this led to a correspond-
ing boom in the construction sector. While 
the general population has benefited from  
improved access to electricity services, there 
have been only limited spillovers to jobs  
creation. At the same time, the contributions 
of the hydropower and mining sectors to fiscal 
revenue have been quite limited, at least partly 
due to the prevalence of tax exemptions used 
to incentivize investment. In addition, invest-
ments in the power sector have resulted in an 
unsustainable build-up in public and publicly 
guaranteed debt, posing significant threats to 
overall macroeconomic sustainability. 
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Following this depletion of forests and mineral  
resources, the contribution of the logging and 
mining sectors to economic growth is now  
declining. Until recently, the mining sector was 
expected to contract rapidly over the next five 
years, with the closure of a number of large  
operations and with no new major pro-
jects in the pipeline. The forestry sector has 
been in decline since 2008, and particularly  
after 2013, when Laos was subject to a logging  
ban applying to natural timber in produc-
tion forests. This measure was followed by 
an export ban imposed in 2016. With the 
decline of forest resources and the stricter  
enforcement of regulations, the logging  
sector’s contribution to Lao’s overall growth 
has declined significantly. The sector is further 
threatened by the ongoing conversion of forest  
lands for agriculture and other purposes.  

While Laos has successfully developed the  
capacity to generate hydro-electricity both for 
export and to meet domestic needs, this growth 
in capacity has been marred by a lack of coor-
dination in sector planning; the limited use of 
competitive procurement practices; and weak 
institutional oversight. Exports have grown 
quickly, and domestic access to electricity has 
rapidly increased. But  sub-optimal invest-
ment planning, unfavorable power purchase 
terms, and uncompetitive procurements have 
had a negative impact on the operational and 
financial sustainability of the national power 
utility, Électricité du Laos (EDL), leading to the  
accumulation of large debts and persistent  
operating losses. These are now causing  
extreme fiscal stress. System stability challenges  
will require the adoption of new technologies 
and additional investments to enable the use of 
cleaner energy sources than coal to offset the 
seasonality of hydropower. Furthermore, the 
use of inadequate transmission systems means 
that EDL is unable to evacuate its facilities’ 
full generation capacity. This, together with  

tariffs that are below cost recovery and the high 
costs of power purchases are all factors that 
threaten the financial viability of this sector, 
and constrain it from reaping its full potential 
as a future driver of growth. At the same time, 
the cumulative impacts of dam development 
are rising, while the management of water  
resources is lacking in some areas. The increas-
ingly severe effects on downstream ecosystems 
and communities mean that the environmental 
sustainability of the sector is also at risk.

Overall, resource sector management has  
improved in recent years, though implementa-
tion capacity remains weak. The rate of natural 
resource depletion has slowed over the past  
decade (see Figure 2.2). The two largest  
mining operations have been well run, managing  
their environmental risks in accordance with 
international best practice and largely self-reg-
ulating through audits conducted by accredited 
independent consultants. The large mines pay 
a relatively high proportion of mining revenues 
to the state, although the Ministry of Finance 
(MOF) has experienced challenges in its efforts 
to obtain accurate accounts of revenues and 
payments of royalties from small and medium- 
sized mining operations. The government  
imposed a moratorium on new mining conces-
sions in 2012 to address the issues involving 
smaller operators, with the Ministry of Energy  
and Mines (MEM) introducing an improved 
mining law to ensure the more sustainable 
management of the sector, although imple-
mentation on the ground remains incomplete. 
The government has implemented initiatives to 
ensure more sustainable forest management,  
including through the development of a  
sustainable plantation economy, with measures  
to reduce unsustainable logging practices and 
the conversion of natural forests to non-forested  
land. The government has acted to encourage 
sustainable plantation forest production; to 
control the expansion of unregulated planta-



C H A P T E R  2  

 57Linking Laos, Unlocking Policies  |

tions; and to introduce more sustainable partic-
ipatory natural forest management practices, 
based on a recognition that these practices can 
play a positive role in facilitating the sustain-
able production of wood and forest products. 
There have also been gradual improvements in 
environmental and social policy in the hydro-
power sector, including the development of the 
Policy on Sustainable Hydropower Develop-
ment (PSHD) in 2015 and the revised Electricity 
Law in 2017, which provide detailed standards 
to ensure the safety of hydropower plants and 
associated facilities. These policies built on the 
experience of Nam Theun 2, an early-stage  

export-oriented hydropower project, which  
included mechanisms to pay for ecosystem  
services provided by other sectors (World Bank, 
2019a). However, a recent evaluation found 
that the project was largely unable to protect 
the biodiversity offset in the Nakai-Nam Theun  
National Protected Area watershed, due to  
ineffective institutional arrangements, limit-
ed capacity, inadequate monitoring, and un-
realistic targets (World Bank, 2021). Overall, 
while official policies based on internation-
al best practices exist in law, gaps remain in  
the capacity to ensure and monitor their  
implementation.

Figure 2.2 
Natural�resource�depletion�
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Ten years ago, the World Bank’s Lao PDR De-
velopment Report (2010) cautioned that for 
the presence of natural resource wealth in 
a country to facilitate the achievement of in-
clusive, sustainable growth, a number of con-
ditions must be met. In particular, the report 
focused on the need to ensure that benefits 
are broadly distributed; that natural capital is 

transformed into productive physical capital; 
and that the macroeconomic, social and envi-
ronmental risks arising from the exploitation 
of these resources are well-managed. It also 
pointed out the risks associated with a grow-
ing governance gap between the demand 
for natural resources and the capacity of the 
government to manage them sustainably.   
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Several of these risks have materialized in the 
decade since the publication of this report,  
although there have also been some im-
provements in natural resource management.  
Consistent with the global evidence presented 
in the report, challenges in managing Laos’s 
natural resource endowment have grown in 
line with the scale of the resource rents that 
have been received and the number of  
projects that have been initiated, in an  
environment where capacity to manage 
and monitor projects is limited. Investment 
in a number of resource projects has been  
accompanied by a substantial increase in fiscal 
risks, with relatively little positive impact on  
government revenues to date. At the same 
time, there have been recent improvements 
in the assessment and mitigation of environ-
mental and social risks, supported by develop-
ment partners including the World Bank. 

With further improvements to the environ-
mental and economic management of Laos’s  
natural resources — building on recent progress  
— a more sustainable contribution to growth 
and livelihoods is possible.  With measures to 
put the hydropower sector on a more stable 
and sustainable financial footing, Laos has the 
potential to achieve its aspirations of becoming  
the “battery of Asia,” capitalizing on the 
growth in the demand for electricity in the 
region. But further policy reforms and efforts 
to bolster implementation are needed to  
ensure that the country can sustainably  
deploy its full clean energy potential and find 
alternatives to coal to offset the seasonality of 
hydropower. In the medium term, the mining 
sector is unlikely to continue to be as impor-
tant a driver of future growth as it has been 
in the past. While some major existing mines 
are approaching exhaustion, the government 

could implement a range of measures to  
encourage new explorations. At the same 
time, it is important that environmental and 
social safeguards are maintained, despite 
pressures to allow the resumption of marginal 
or environmentally damaging operations. In 
the area of forestry, the priority should be to 
ensure the achievement of the government’s 
target of restoring 70 percent of forest cover, 
with the timeframe for this target having been  
extended to 2030, from the previous target  
date of 2020. Recent plans to establish  
commercial plantations have strong economic  
potential, while being fully consistent with 
the government’s reforestation target.  
Improvements to the protected area  
management system could also help to 
boost Laos’ nature-based tourism potential,  
enabling it to capitalize on its globally unique 
biodiversity. 

In all these subsectors, good governance is  
critically important to strengthen project  
selection and approval processes; to mitigate 
any cumulative negative effects resulting from 
resource extraction; and to clarify and manage 
trade-offs and opportunities between various  
land uses. At present, land-use planning  
processes in Laos tend to involve the granting 
of single land use rights and the allocation of 
exclusive concession areas. The development 
of a multiple-land use system that enables 
the coexistence of different land uses and that 
provides compensation for loss of pre-existing 
rights would help to ensure that development 
decisions are based on considerations of the 
best economic use of land. However, this would 
require close coordination and data sharing 
between agencies and departments, and the 
extensive use of geographical information  
systems as a key planning tool.
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Hydropower 

An expansion in hydropower generation  
capacity has led to high domestic electrifica-
tion rates. 

Starting from a mere 15 percent electrification 
rate in the mid-1990s, Laos has now achieved 
near-universal electrification in urban areas 
and a very high rate in rural areas. With an 
electrification rate of about 90 percent in  
rural areas, Laos has the best access to electricity  
among low-income countries in the region (see 
Figure 2.3), with levels comparable to its upper 
income neighbors, Thailand and Vietnam.  
However, the quality of these services is  
variable. In 2019, transmission and distribution 
losses stood at 12 percent of total power  
generated, significantly higher than the regional  
average. This rate has increased over time, 
rising from 10 percent in 2015, indicating a  
deterioration in the quality of the country’s 
transmission and distribution network.

Over the past two decades, installed genera-
tion capacity has increased more than 15-fold. 
While Laos had only 640 megawatts (MW) of 
installed capacity in 2000, by the end of 2020, 
this had increased to 10,076 MW, around 80 
percent of which consisted of hydropower.24 
Over the last five years the country’s installed 
capacity doubled, due largely to hydropower 
investments. Since 2015, the use of coal was 
introduced to: a) offset power supply short-
ages during the dry season resulting from 
the seasonality of hydro generation; and b)  
ensure the constancy of the supply of the  
hydropower exported to neighboring countries.  
In 2020, coal-generated electricity accounted 
for around 19 percent of the total installed  
capacity. The government has plans to develop 
additional thermal capacity, utilizing both  
domestic and imported coal, which would  
undermine Laos’ efforts to present itself as a 
provider of clean energy for the region.  

While hydropower generation capacity is 
planned to grow, this growth faces structural 
and environmental limitations. Based on the 

Figure�2.3
Access to electricity in Laos and neighboring 
countries 
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targets in the National Power Development 
Plan, installed capacity is projected to increase 
by almost 50 percent over the next five years, 
to 14,800 MW (see Figure 2.4), with hydro-
power accounting for around two thirds of this 
increase. While hydropower is a renewable 
source of energy, further development is lim-
ited by the extent of natural endowments and 
considerations related to ecosystem sustaina-
bility. Based on Laos’ annual water discharge, 
its hydropower potential is estimated at 25,000 
MW, out of which about 18,000 MW is tech-
nically exploitable. The government’s plans 
imply that around 60 percent of this technical 
potential will be exploited by 2025. However, 
for future hydropower development to be  
economically viable, structural power system 
issues need to be addressed. Since most Lao  
hydropower plants are run-of-river facilities that 
channel flowing water from a river through a 
canal or penstock to spin a turbine, their power  
generation output varies significantly between 
the dry and wet seasons, creating issues related 
to grid stability and oversupply during the wet 
season. The need to diversify the energy mix 
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and find alternatives for base load generation  
are constraining the economic viability of  
further hydropower development. Moreover, the 
environmental sustainability of any planned 
developments will depend on sound water  

resource management planning, in coordi-
nation with a wide range of stakeholders 
throughout the broader Mekong region, with 
the implementation of robust environmental 
standards to safeguard natural ecosystems.

Figure�2.4 
installed�power�capacity:�historical�and�projections
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The power sector has contributed significantly 
to the economy, but this growth has not been 
particularly inclusive and has come with  
substantial environmental costs.

While the contribution of the power sector to 
GDP has increased steadily over time, this has 
not been reflected by proportionate increases 
in employment. The contribution of the power  
sector to national GDP has been increasing 
steadily, rising from 3 percent in the mid-2000s 
to more than 10 percent in 2017 and 2018 (see 
Figure 2.5). However, its contribution to employ-
ment has remained modest. In 2017, around 
10,000 workers were directly employed in jobs 
related to electricity, gas, steam and air con-
ditioning supply, accounting for less than 1  
percent of total jobs generated in that year and 
with a heavy bias toward the employment of men.

Some of this contribution to GDP has also come 
at the expense of natural capital. In several  
areas, hydropower projects have altered river 
flows, significantly impacting fisheries, biodi-

versity, and downstream agriculture. They have 
also resulted in the losses of forest resources, 
which otherwise could have been used to  
produce a wide range of forest products 
(wood and non-wood) and ecosystem services,  
including watershed management, climate 
change mitigation, disaster risk reduction and 
the conservation of biodiversity.

While the power sector’s contributions to gov-
ernment revenues have also been relatively 
modest, this situation may improve over the 
next few years as government incentives to 
developers are phased out. The state earns 
royalties, collects taxes, and in some cases  
receives dividends from private-sector inde-
pendent power producers (IPPs), who account 
for around 90 percent of the country’s genera-
tion capacity and for around 94 percent of its 
power exports. While royalties have fluctuated 
in recent years, they have been on an increas-
ing trend, with their proportionate contribu-
tion to total government revenues increasing 
from 1.3 percent in 2010 to 2.4 percent in 2019 
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Figure�2.5 
Power sector value added 

0

2

4

6

8

10

12

2013 2014 2015 2016 2017 2018 2019

pe
rc

en
t o

f G
DP

Source: LSB.

Figure 2.6 
Power�sector�royalties 

0.0

0.5

1.0

1.5

2.0

2.5

2013 2014 2015 2016 2017 2018 2019

 p
er

ce
nt

 o
f t

ot
al

 g
ov

er
nm

en
t r

ev
en

ue
s

Source: WB calculations based on MOF Fiscal Reports.

(see Figure 2.6). While information on the collec-
tion of other forms of revenue (taxes, dividends, 
dividend tax, in-kind payments) is not availa-
ble, the MOF estimates that the total revenues  
attributable to the power sector stand at less than 10 
percent of total fiscal revenues. This relatively  
modest contribution is mainly due to power 
generation projects benefiting from government 

incentives (profit tax exemptions, low royalty 
rates, and other incentives) during the first five 
to ten years of their operations, with these incen-
tives provided to stimulate private-sector invest-
ments. As the operations of these IPPs mature 
and these incentives are phased out, govern-
ment revenues from the sector could increase 
substantially over the next five to ten years.

With the government’s push to become the 
“battery of Asia,” Laos has become a signif-
icant exporter of electricity to neighboring 
countries.
 
Since the 1990s, Laos’ abundant hydropower 
resources have been recognized as a key natu-
ral asset with significant investment potential. 
As a result, the number of individual dams on 
the Mekong and its tributaries has increased 
from 12 to 65 since 2000. The expansion in 
hydroelectric power generation capacity was 
initially driven primarily by foreign direct  
investment, with the outputs intended princi-
pally for export. Several hydropower projects 
exported directly to Thailand, sometimes also 
supplying small volumes of power to Laos’  
domestic grid. These projects involved private, 
foreign financing, backed by long-term power 
purchase agreements (PPAs) with the Electricity  
Generating Authority of Thailand (EGAT). 

This arrangement enabled developers to gain  
access to long-term affordable financing with-
out requiring state guarantees. Under these  
arrangements, Laos could benefit from  
increased construction-sector activity and 
some employment creation, along with a 
steady inflow of foreign exchange deriving from  
electricity royalties and a share of the profits, 
while Thailand received a reliable source of 
renewable energy. Nam Theun 2 is an illustra-
tive example of an early-stage export-driven 
project, developed as a public-private partner-
ship (PPP) between the Lao government and 
a consortium of private investors. This large, 
complex project was developed with minimal 
cost and time overruns, with attention paid to 
social and environmental management. Many 
power development and financing features of 
the NT2, such as the PPP approach and pro-
ject agreements, have served as models to structure 
subsequent hydropower investments in the country.
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Laos now exports more electricity than any 
other country in Southeast Asia and ranks in 
the top 20 electricity exporters in the world. 
In 2019, export-oriented IPPs accounted for 
approximately 69 percent of Laos’ total  
installed capacity, with these IPPs selling the 
majority of the power they produced directly  
to neighboring countries through bilateral 
PPAs and captive transmission lines. These 
IPPs accounted for more than 90 percent of 
Laos’ total exports of around 25,900 GWh 
in 2019, with the state-owned operator 
EDL accounting for the remainder. Thailand 
is the largest purchaser of the electricity  
produced in Laos, accounting for around 
95 percent of Lao’s power exports and  
approximately three quarters of the 32,400 
GWh total power supplied cumulatively by 
EDL and IPPs.25 However, Laos also imports 
power from Thailand during the dry season, 
with EDL importing approximately 1,300 GWh  
in 2019.26

But hydropower operations have multiplied 
without robust planning and institutional 
oversight, contributing to a sharp rise in  
public and publicly guaranteed debt.

In recent years, the number of power plants 
operating in Laos has increased rapidly,  
financed through both private and public  
sources. Since 2015, a number of new  
hydropower projects have been constructed  
throughout the country (see Figure 2.7). 
Alongside the export-oriented power plants, 
new small and large-scale IPPs have been  
developed to cater to domestic demand, with 
EDL as the only off-taker. IPPs have negotiated 
favorable PPAs with EDL, securing stable  
revenue streams as capacity charges have 
been exempt from demand risk. At the same 
time, the terms of these PPAs have contrib-
uted to the financial vulnerability of EDL (see  
below). In parallel, EDL and its 75 percent- 
owned subsidiary, EDL-Gen, have financed 

an increasing number of power plants them-
selves. EDL’s 2018 annual report, published 
in October 2020, describes a vast investment 
program involving the addition of more than 
$8 billion of new plants and property for the 
2014-2023 period, equivalent to 43 percent of 
annual GDP. A large part of EDL’s financing has 
been sourced from Chinese lenders, backed 
either directly or implicitly by government 
guarantees. EDL-Gen is a publicly listed com-
pany, with 25 percent of its shares held by pri-
vate investors. Since its establishment in 2010, 
it has raised significant private financing by  
issuing corporate bonds (debentures) to Thai 
investors. Most of the power generation assets  
financed by EDL have been gradually trans-
ferred from EDL to EDL-Gen, although the  
process and conditions of the asset transfers 
have not been entirely transparent.

The substantial scale-up in hydropower  
resource development has not been accom-
panied by robust system planning, resulting 
in a mismatch between generation capacity 
and the adequacy of the transmission grid. 
While significant investments have also been 
made in constructing transmission lines, the 
inadequacy of the domestic transmission 
network resulted in system imbalances and 
inefficiencies, with excess supply during the 
wet season. As of 2020, domestic generation 
capacity is already far greater than domes-
tic consumption demand, with this gap set 
to widen as additional capacity comes on 
stream. While EDL’s excess capacity could 
potentially be exported, its ability to do so 
is currently limited by constraints in trans-
mission and interconnection capacity and  
by an inability to provide a firm power  
supply due to the seasonality of hydro-
power. This has made it more difficult to  
negotiate an acceptable price with potential 
purchasers, and severely limits the opportu-
nities for Laos’ hydropower to be absorbed 
by the regional demand for clean electricity.
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Figure�2.7 
Hydroelectric�generating�capacity,�historical�and�projected
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The sub-optimal development of the sector  
has resulted in EDL building up very large debt 
obligations, the risk of which is ultimately  
borne by the government. EDL and EDL-Gen’s 
combined borrowings increased from $1.5  
billion in 2013 to $7.7 billion in 2018, or from 
13 to 42 percent of GDP, with EDL’s debt alone 
amounting to around 27 percent of GDP. The  
resulting increase in annual debt service  
requirements is expected to significantly  
exceed EDL’s repayment capacity.27 As outlined 
in Chapter 1, EDL’s entire debt stock is considered 
to be public or publicly-guaranteed debt,  
either being directly lent to EDL with a sovereign 
guarantee or on-lent by the MOF. The fiscal 
risks associated with the increase in EDL’s debt 
are of a magnitude that significantly outweighs 
the revenues generated by the sector.

EDL has negative operating margins, due to 
unfavorable power purchase agreements and 
tariffs below cost recovery.

The long-term viability of EDL is being further  
undermined by high power purchase prices 
and inflexible contracts. Solely responsible for 
transmission and distribution functions, EDL 
acts as the single buyer for the electricity gen-
erated by the domestically oriented IPPs and by 
EDL-Gen. IPPs have benefited from power pur-
chase agreements (PPAs) that include generous  

purchase prices and favorable take-or-pay  
clauses that guarantee payment for available 
generation capacity, even if it is surplus to actual 
power demand. Moreover, with EDL continuing 
to enter into take-or-pay agreements, there is an 
ongoing risk that it is purchasing more electric-
ity than it will ultimately be able to sell, further 
increasing operating losses. Based on prelimi-
nary estimates, some 50 percent of EDL’s current 
power purchase cost relates to excess capacity. 
While EDL does not have a clear market for this 
power, the PPAs’ take-or-pay clauses require it to 
make payments for capacity charges. 
  
Domestic electricity tariffs are currently  
below cost recovery levels, further reducing 
EDL’s financial viability. EDL’s main sources  
of operating revenues are derived from  
domestic and export power sales. The current 
average domestic tariff is well below the average 
for the region (see Figure 2.8). While it is higher  
than the average purchase price of electricity 
from IPPs, it is below the true cost recovery level,  
which accounts for all the costs of providing 
electricity, including depreciation, interest,  
income tax expenses, and the provision of a  
sufficient return on assets.27 Far from increasing 
tariffs to enable more efficient cost recovery, in 
May 2020, the government took the decision 
to reduce tariffs by 3 percent, as a relief meas-
ure in response to the COVID-19 pandemic.
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Figure�2.8 
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EDL’s export tariffs are also low, mainly because 
EDL is unable to provide a firm power supply. 
Around 90 percent of EDL’s exports are to  
Thailand, but the average export tariff to 
this market is well below the average cost of  
purchasing power from domestic IPPs (see  
Figure 2.9). The low tariff levels negotiated with 

Thailand are partly due to the fact that EDL is 
unable to make firm supply commitments on 
its exports. Rather, it exports only its surplus 
after meeting domestic demand requirements, 
and needs to import power from Thailand 
during the dry season, when its own production  
capacity is limited (see below).

Figure�2.9
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In an attempt to address these issues, the Lao 
government has negotiated the participation 
of a private operator to invest in and operate 
the national power transmission grid. In March 
2021, the government signed a concession 
agreement with Electricité du Laos Transmis-
sion Company Limited (EDL-T), a new joint 
venture between China Southern Power Grid 
(CSG) and EDL. According to the agreement, 
EDL-T will operate the 230 kV and above pow-
er transmission assets according to the stand-
ards required by the Lao government and make  
additional investments to develop new domestic  
transmission and interconnection projects 
between Laos and its neighboring countries. 
An upfront payment associated with the  
concession is expected to help EDL to meet its 
debt service and cashflow needs in the short 
term. However, in return for the usage of the 
transmission system, from 2022 onwards, EDL 
will have to pay a recurrent wheeling charge,  
further adding to its cashflow pressures in the 
medium-to-long term. Whether the transac-
tion will be beneficial for Laos in the long term 
will depend mainly on two factors. First, it will 
depend on whether EDL is able to capitalize on 
the industry management experience brought 
in by CSG to improve the efficiency of Laos’ 
power sector’s system planning and operations. 
Secondly, it will depend on the actual capability 
of EDL-T to bring in the required financing to 
make the much-needed transmission grid and 
interconnection investments. 

Laos’ weak transmission network reduces the 
reliability of power supply, while the use of 
coal has the potential to undermine its clean 
energy competitive advantage. 

The mismatch between investments to expand 
generation capacity and the lack of investment 
in the construction and maintenance of trans-
mission and distribution systems has resulted  
in system losses and power outages. Most large 
hydropower plants are in the north and the 
south of the country, while the largest load is in 
the center, which experiences a deficit due to 

the poor quality of the domestic grid. Transmis-
sion capacity lags behind installed generation 
capacity, leading to overloading of transmis-
sion lines, transformers, and the distribution 
network, and resulting in increased losses and 
reduced reliability of electricity supply. Almost 
80 percent of companies in Laos experienced 
electrical outages in 2018, up from around 50 
percent in 2016 and higher than the regional 
average, which stands at less than 60 percent. 
System instability and limitations in the inter-
connections between the domestic transmis-
sion system and neighboring countries’ systems 
are also severely constraining export capacity.

The seasonality of hydropower generation acts 
as a further constraint on reliable supply, with 
measures involving the use of coal for baseload 
undermining Laos’ clean energy competitive 
advantage. The seasonality of hydropower  
generation has left the domestic market vulner-
able to the limited availability of power supply,  
especially during the dry season. In certain areas,  
electricity imports are required, Climate change 
will lead to longer dry seasons accompanied 
by more severe water shortages, affecting the 
network of dams and their power generation 
capacity. This situation has led the government 
and EDL to consider the development of new 
coal power plants to improve base-load gener-
ation and to diversify the energy mix. However, 
the increased role of coal in Laos’ energy mix 
will undermine its image as a comparatively 
clean source of power, which has historically 
been one of its competitive advantages.  
Furthermore, any new coal investment exposes 
the country to increased risks due to the dimin-
ishing bankability of coal power plants among 
both public and private international financiers.

So far, EDL has made only limited progress  
towards the use of other renewable sources 
of energy. Other renewables could potentially 
be utilized to offset the seasonality of hydro-
power generation, but their development has 
been limited by EDL’s financial constraints and 
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by weak system planning and the absence 
of a feed-in tariff scheme. Laos’ Renewable  
Energy Development Strategy 2011–25 aims to 
increase the use of other renewables to pro-
duce 30 percent of total energy consumption 
by 2025. However, while the strategy includes 
financial incentives such as reduced import  
duties and tax incentives and a legal framework 
to support the development of renewable  
energy, the deployment of renewable sources 
of energy involving new technologies has so far 
been limited, mainly due to EDL’s constrained 
capacity to invest in renewables and the lack 
of a plan to integrate the renewable sources of  
energy into the system without exacerbating 
the risk of increasing surplus capacity. The  
absence of a feed-in tariff scheme involving 
long-term contracts with a cost-based pur-
chase price and guaranteed access to the grid 
may also have constrained the development of  
renewables. These limitations could be overcome  
through a combination of innovative technol-
ogies, robust planning, and policy reforms,  
enabling Laos to fully realize its renewable  
energy potential through the use of sustainable 
alternatives to coal to balance the seasonality 
of hydropower.
  
Governance issues - many of which are related 
to institutional fragmentation - remain signifi-
cant.

Institutional fragmentation has contributed 
to sub-optimal sector planning. It has proved 
difficult for Laos to integrate and optimize 
the investments made by both private and 
public actors involved in the generation, 
transmission, and distribution functions. 
There is a lack of agreement regarding the 
specific tasks mandated to the different  
ministries and departments, with an  
inadequate exchange of technical, economic,  
financial, and contractual information  
between sector stakeholders. Other sectors 
have a weak voice in hydropower invest-
ment decisions, making it is less likely that  
economic considerations are appropriately 
balanced against the environmental and social  
consequences related to the depletion and 
loss of natural resources, including forests.

Unclear divisions of responsibility between 
the finance and planning ministries have re-
sulted in a lack of prudent oversight and co-
ordination of EDL’s highly ambitious invest-
ment strategy. The roles of system planning 
and policy, system regulation, and operation 
are not clearly separated. For example, EDL  
participates in setting sector strategy and power  
development plans while at the same time  
acting as a major operator, with provincial  
authorities also fulfilling both regulatory and 
mini-grid operator roles. 

Many hydroelectric projects funded by the gov-
ernment or backed by public equity have been 
selected on the basis of unsolicited proposals, 
with no competitive process. The design and 
award of these contracts does not comply with 
good competition and transparency practices, 
limiting the benefits from opening up power 
generation to private investors and increasing 
the exposure of the state to fiscal risks.

There are also concerns related to the manner 
in which EDL’s PPAs are negotiated. While the 
Electricity Law and the Investment Promotion 
Law establish a reasonably well-established 
legal framework, with incentives for IPPs to 
participate, in practice there is a lack of trans-
parency and competition in how PPAs between 
EDL and the private sector are negotiated. 
These negotiations are generally conducted on 
a project-by-project basis, without adherence 
to a common framework based on factors such 
as contract size, tenor, and price (Tokyo Electric 
Power Company Holdings et al, 2017). As noted,  
in many cases, these PPAs have locked EDL into 
unfavorable terms.

While policies have been developed to mitigate 
the environmental impacts of hydropower,  
capacity for implementation remains weak.

Although considered to be a form of clean  
energy, hydropower poses significant environ-
mental and social risks. Dams have substantial 
impacts on local ecosystems, including rivers 
and surrounding land and forests. Evidence 
shows that hydropower dams affect fish  
migrations, river hydrology, and sediment 
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transfers, with negative impacts on riparian 
communities up to 1000 km away. In that  
context, the transboundary and cumulative  
impacts of dams on biodiversity, fish migration, 
and affected communities require increased 
attention (Soukhaphon et al, 2021). Moreover, 
dam construction often requires the displace-
ment of populations. In determining compen-
sation in such cases, the social impacts and the 
costs of lost land and assets are often underes-
timated. 

The NT2 project – which has been used as a 
model for social and environmental policies in 
Laos – had mixed results. A recent evaluation 
found that this project emphasized environ-
mental management aspects, with some as-
pects managed successfully, such as restoration 
of construction sites, stabilization of fisheries, 
and water quality after inundation. But other 
results were mixed. In particular, the evaluation 
found that the project was largely unable to 
protect the biodiversity offset in the Nakai-Nam  
Theun National Protected Area watershed, due to  
ineffective institutional arrangements, limited 
capacity, inadequate monitoring, and unrealistic 
targets (World Bank, 2021). 

Evidence suggests that environmental and  
social policies approved subsequently – such as 
the 2015 PSHD – have been applied inconsist-
ently, although there has been some progress on 
implementation. The PSHD requires project de-
velopers and government agencies to conduct  
a due analysis of all technical, economic,  
engineering, financial, environmental, and social 
considerations on hydroelectric projects with 
a generation capacity greater than 15 MW. It 
also requires strategic environmental assess-
ments to be undertaken prior to the develop-
ment of policies, strategic plans, and programs 
within the power sector. The PSHD is not legally 
binding, and the NT2 evaluation indicated that 
capacity constraints hinder the government’s 
ability to monitor and enforce environmental 
and social compliance of such policies in prac-
tice (World Bank, 2021). On the other hand, 
the PSHD’s environmental aspects can be made 

enforceable through the terms of concession 
agreements, which are legally binding and 
which are monitored by MEM together with 
line agencies, including the Ministry of Natural 
Resources and Environment. Moreover, the  
revised 2017 Electricity Law strengthens 
some of the PSHD’s provisions by requiring  
hydropower planning at the basin level, which  
requires several environmental criteria (includ-
ing related to forest and water management) 
to be explicitly considered in project selection.

Safety incidents demonstrate the clear need 
to improve capacity to implement standards. 
The revised Electricity Law outlines detailed 
standards related to the safety of hydropower 
and other facilities, with compliance with these 
standards mandatory for the owners and oper-
ators of hydropower plants. But inconsistency 
in compliance was demonstrated in July 2018, 
when an auxiliary dam constructed as part of 
the Xe Pian-Xe Namnoy hydropower project 
collapsed, resulting in the flooding of homes 
and villages in surrounding areas, resulting 
in 49 deaths and the displacement of thou-
sands of people. Following the incident, two 
committees were established to review and 
monitor water management and hydropower 
development nationwide, with particular  
reference to all hydropower projects established 
through the National Emergency Dam Safety 
Inspection process. Although inspections to 
date have not revealed crucial safety problems 
that require immediate emergency actions, 
MEM continues to work with dam owners to 
implement recommendations to improve dam 
safety (Ministry of Energy and Mines, 2020).  

To ensure the sustainability of Laos’ hydro-
power sector, it is critically important to  
develop a financial recovery program for EDL.

In order to become financially sustainable 
and to reduce the sizable fiscal risks borne 
by the government, EDL needs to reduce 
both its debt burden and its debt service 
obligations. In 2020, EDL reduced its debt 
commitments substantially by cancelling its 
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commitment to draw down debt under previ-
ously signed investment projects. However, its  
annual debt service obligations were expected 
to average almost $500 million over the next 
five years, representing close to two-thirds of 
its current revenue. In the absence of debt  
restructuring, it is therefore difficult to see EDL 
achieving a more sustainable financial footing 
(see Chapter 1). The upfront payment associated  
with the establishment of EDL-T should be 
used strategically to address the most urgent 
financing needs and to buy time to implement 
further reforms. 

EDL also needs to improve its operating margin. 
To be sustainable over the long term, it needs 
to generate sufficient operating revenues to 
cover not only the costs of purchasing power 
from generation plants, but also the cost of  
developing, operating and maintaining its 
transmission and distribution network. This 
implies that EDL needs to: (a) generate more  
revenue by establishing tariffs that better  
reflect costs and by tapping the export demand 
for excess capacity; and (b) reduce the costs 
of purchasing power from the IPPs, both by  
reducing the quantity purchased and the prices paid:

• Tariff adjustments: To ensure the sector’s 
financial sustainability, a program to grad-
ually restructure tariffs at least to cost  
recovery level is required. The evidence 
suggests that tariffs could be adjusted 
without placing undue burdens on house-
holds. Research conducted in 2017 found 
that 80 percent of households were paying 
less than 3 percent of their total expend-
iture on electricity, which may be consid-
ered an acceptable affordability ratio for all 
user categories. It was estimated that only 
23 percent of consumers would require 
some form of subsidized tariff, with this 
involving targeted subsidies to the poorest 
households or a life-line tariff cross-subsi-
dy provided by the wealthiest 15 percent 

of users (PWC, 2017). This suggests that 
the current tariff structure could be revised 
to increase overall revenues while at the 
same time ensuring the protection of vulner-
able households, although further studies  
are needed to assess the economic and 
social impacts of any such revision. Over 
time, a formal tariff regulatory framework 
should be established, possibly involving 
an independent regulator, to provide clear 
guidelines for the setting tariffs, including 
for lifeline customers, and to monitor and  
report on matters related to affordability, eco-
nomic impact and financial viability of utilities.

• Review options to ensure the financial sus-
tainability of EDL's payments to IPPs: This 
is particularly important given the consider-
able excess capacity that is being generated 
and paid for at relatively high unit prices. 
More generally, greater transparency and 
competition should be introduced into pro-
cess of agreeing future PPAs between EDL 
and the private sector, with adherence to 
a common framework for aspects such as 
contract size, duration, and price.

For Laos to become the “battery of Asia,” it 
needs to develop its transmission infrastruc-
ture and its ability to capitalize on regional 
power demand.

Without adequate power transmission infra-
structure in place, Laos will continue to have 
significant excess capacity, resulting in finan-
cial burdens both for EDL and the country 
more generally. Instead of developing new 
dams, the government should develop its abil-
ity to transport and sell the power produced 
through the large generation capacity that 
has been developed over the past ten years. 
The establishment of EDL-T and the success 
(or otherwise) of its concession agreement to  
invest in, construct and operate transmission  
and interconnection infrastructure will have 
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significant implications for EDL’s ability to 
realize its full power sales potential. In par-
ticular, improvements in this area hinge on:   

• Strengthening the transmission network 
within Laos, particularly between the North 
Region and Central 1 Region;

• Strengthening transmission interconnec-
tions with systems in neighboring countries: 
Since domestic demand growth is ultimately  
limited by the small size of the domestic 
population, power interconnections with 
neighboring countries are needed to evacu-
ate and sell power to other markets.

While the demand for electricity remains 
strong in the region, Laos’ ability to meet this 
demand is constrained by the undeveloped 
state of its interconnections with its neighbors. 
For EDL to increase its sales of surplus power, 
increased exports within the region are the key 
path. There are opportunities to expand into 
already established markets, including both 
Thailand and Cambodia as the most obvious 
targets. However, exports to Thailand are cur-
rently constrained by the weak interconnection 
between central and southern Thailand and by 
the limited capacity of the EGAT-TNB intercon-
nector. Similarly, in Cambodia, the realization 
of the terms of existing agreements are pend-
ing due to the need to construct the required 
interconnectors. There are also opportunities 
to expand into other markets, including Viet-
nam, Myanmar, and Malaysia, with which PPAs 
have already been signed. An experimental 
regional electricity trading system known as 
the Laos-Thailand-Malaysia-Singapore (LTMS) 
Power Integration Project creates additional 
opportunities to expand the markets for Laos’ 
power.

Over the longer term, there should be an  
increasing focus on investment in transmission 
and distribution, rather than on increas-
ing generation capacity. It is estimated that  

investments of around $1.2-1.7 billion are  
required to develop domestic transmission and 
interconnection facilities to fully utilize all the 
surplus power currently generated. Given its 
current financial constraints, it is not feasible 
for EDL to make these investments in the short 
term. However, if its measures to restore its 
financial viability are successful, carefully  
prioritized investments in transmission and  
distribution should be considered, under-
pinned by sound cost-benefit analyses. 

Investments to ensure that supplies of power 
remain firm in all seasons could enable EDL to 
increase export tariffs. As discussed above, the 
export tariff to Thailand is below the average 
cost of purchasing power from domestic IPPs, 
largely because of the seasonality and varia-
bility of power supplied. An interconnection  
project with Vietnam has not progressed due to an 
apparent mismatch in tariff expectations. Laos’ 
neighbors, including Myanmar, are also invest-
ing heavily in expansion of generating capacity,  
which may result in downward pressure on  
regional prices. In this context, Laos should  
explore opportunities to firm the electricity  
supply that it can offer for export, such as 
through power bank arrangements with neigh-
boring countries. New investments in coal  
capacity, on the other hand, may jeopardize 
Laos’ reputation as a leader in the production 
of clean energy, ultimately reducing the  
extent to which it can access financing and take  
advantage of export markets.

To balance the seasonality of hydropower,  
renewable technologies could play a more 
important role in Laos’ energy strategy.  
Other sources of renewable energy, such as 
solar, have the potential to complement the 
shortfalls of hydropower during the dry season  
and to offer a more sustainable alternative 
than adding coal capacity for baseload. The 
abundant supply of water surfaces in Laos,  
including from dam reservoirs, has the potential  
to enable the development of floating solar, or 
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photovoltaic floating facilities. Opportunities  
to harness this potential depend not only 
on financial capacities to make the required  
investments and their attractiveness, but also 
on EDL’s capacities to plan and implement the 
investments required to integrate other renew-
able sources of energy into the domestic power 
system. In particular, a key condition for this is 
the strengthening of the domestic transmis-
sion grid. In addition, it would be necessary to 
strengthen the policy framework to promote 
private sector participation in the solar invest-
ment space (for instance, through the introduc-
tion of a feed-in tariff scheme or tax incentives) 
and to explore the viability of new technologies 
for power storage, such as batteries and green 
hydrogen. Harnessing these opportunities will 
be critical if Laos is to maintain a low-carbon 
energy footprint.

Project selection processes need to be  
reviewed to optimize system planning, and 
the regulatory framework strengthened.

The suboptimal selection of investment projects 
is largely responsible for the current supply- 
demand imbalances and the congestion in the 
transmission system. The current practice is for 
IPP developers and investors to select and plan  
projects and then propose them to MEM for 
approval, without paying sufficient attention 
to whether the overall power grid system is 
able to integrate these IPPs. This process is not 
consistent with best practice, which would  
involve MEM establishing optimal planning 
for both generation and transmission based 
on robust evidence, well-formulated strate-
gies, consideration of the availability of plants, 
and demand projections, and then soliciting 
developers and investors through a competi-
tive procurement process for specific projects.  

To improve the investment project selection 
process, plans for generation, transmission, 
and distribution facilities should target meeting  

demand at the lowest possible cost and at  
adequate levels of reliability. A least-cost  
expansion plan should guide the prioritization  
of new generation investments, based on  
demand forecasts underpinned by realistic  
assumptions and sensitivity analysis. A trans-
mission and distribution expansion plan for 
the domestic system and for transmission lines 
to neighboring countries connected to the  
domestic grid should be formulated to guide 
the connection of generation plants and  
demand locations at the lowest possible cost 
consistent with the achievement of defined 
levels of reliability and security. These plans 
should be developed through close collaboration  
with a wide range of stakeholders in all affected 
sectors.
 
A robust legal and regulatory framework is  
required to promote the overall sustain-
ability of the electricity sector and ensure 
that benefits from the unbundling of various 
functions within the sector are realized. The 
partial unbundling of the generation func-
tion in 2010 to EDL-Gen and the more recent 
moves to establish EDL-T would typically re-
quire substantial preparatory regulatory and 
institutional reforms, including the provision 
of clear mandates to the agencies tasked 
with oversight, with clarifications regarding 
the roles and functions of all stakeholders in 
the power sector. The use of tools such as 
centralized databases with consultative and 
analytical functionalities could facilitate the 
exchange of information between multiple 
stakeholders and improve the coordination 
of decision-making processes. The Electricity  
Law could be updated to mandate the  
application of the economic principles of cost  
efficiency, fair rates of return, and optimal 
use of resources. Regulations related to li-
censing and concessions, and associated 
tariffs, could also be strengthened to pro-
mote the principles of transparency and 
competition.
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Mining

Mining production is expected to decline in 
coming years.

During the 2002-2016 period, the mining 
sector was a key driver of Laos’ econom-
ic growth. The boom period commenced in 
2003 with the opening of the Sepon mine 
(copper cathode and gold), followed by 
the commissioning of the Phu Kham mine  
(copper-gold concentrate) and the nearby 
Ban Houayxai mine (gold-silver). However, 
the contribution of the mining and quarrying 
sector to GDP has been declining in recent 
years (see Figure 2.10). The global commod-

ity price boom in 2010 and 2011 led to a  
further surge in investments in the mining 
sector, including the development of phos-
phate production facilities in Vientiane and 
Khammuan provinces. In 2012, prior to the 
global commodity price slump, the mining 
sector accounted for 16 percent of current 
price GDP and 43 percent of total exports, 
which were dominated by copper ore and 
refined copper (see Figure 2.11). Foreign  
investment inflows in the sector accounted for 
about 30 percent of total FDI in Laos over the 
past 10 years, with most of this investment 
coming from China, Thailand and Vietnam.

Figure�2.10�
value�added�in�the�mining�and�quarrying�sector
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Mining exports
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However, growth in the mining sector has since 
reached a plateau, due to declining demand 
and prices and to the maturation of the opera-
tions of the two big mines. With the decline in 
commodity prices since 2012 and the gradually 
shrinking production of the two major mines, 
the contribution of the mining sector to GDP 
and exports have both fallen steadily, with the 

sector contributing to 6 percent of GDP and to 
21 percent of total exports in 2018. 

Barring the commencement of significant new 
mining operations, the projected closure of the 
three major mines was previously forecast to 
result in a sharp contraction in mining sector 
activity over the next few years. In April 2020, 
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the ASEAN+3 Macroeconomic Research Office 
reported that the three biggest mines in Laos 
(Sepon, Phu Kham and Ban Houayxai silver) 
were scheduled either to close or scale down 
operations over the next few years (ASEAN+3, 
2020). Together, these mines contributed to the 
production of 84 percent of Laos’ total copper 
and gold output in 2019, with copper and gold 
mining accounting for around 90 percent of the 
total value of the mining sector’s output in that 
year. On that basis, the total production value 
of the mining sector was projected to shrink by 
around half in the next few years.
 
However, the more recent increase in copper 
and gold prices has resulted in a re-evaluation 
of previous closure plans. With the rise in com-
modity prices over the past couple of years, 
resources that were previously considered 
non-viable have become recoverable, thus  
extending the potential lives of Laos’ large 
mines. Thus, no firm closure dates have been 
set for Phu Kham and Sepon, and the latter  
has announced plans to develop a large  
underground mining operation on a significant 
gold resource that was previously deemed  
uneconomic. At the same time, new pilot rules 
for iron ore mining may also have an impact on 
future production (see below).

Enforcement of environmental and social 
standards has been lacking in some cases, and 
linkages with the rest of the economy weak.

The costs and benefits from existing mining  
operations, particularly smaller scale oper-
ations, have not been equitably distributed. 
Generous tax concessions have been grant-
ed to some operators, limiting revenue flows 
to the state, while the capital- and import- 
intensive characteristics of the sector means 
that mining activities have weak linkages 
with the rest of the economy. Moreover, the  
enforcement of environmental and social 
standards has been weak in the case of the 
smaller operators. In 2017, a study of tin min-
ing in the Hinboune District of Khamouane  
Province examined the environmental impact 
of 100 years of small-scale tin mining (Earth 
Systems, 2019). It showed that crushed mine 
waste ends up washing into the river system, 

resulting in both the river and adjacent soils 
carrying high levels of elevated arsenic and 
other heavy metals, compromising local food 
supply. A study on tailings dam management, 
undertaken by the World Bank in 2018, demon-
strated that apart from Sepon, Phu Kham and 
Ban Houayxai, most mines have tailings dams 
that are too small or that have been built 
without reference to engineer-designed plans 
(Earth Systems and GHD, 2018). Amongst  
others, these issues have resulted in the  
authorities extending the moratorium on the 
issuance of new licenses to enable MEM to 
review operators’ compliance with environmen-
tal, social, and other contract requirements and 
to develop the appropriate regulatory controls.

New investments in the mining sector have 
declined due to restrictions on new investors 
and a lack of clarity and predictability in reg-
ulations.

While the moratorium on new mining con-
cessions remains in force, some licenses are 
being granted, and new streamlined approval  
processes are reportedly being developed. 
Concessions were granted relatively freely in 
2010 and 2011, when mining sector invest-
ments surged. However, a number of conces-
sion holders recorded only limited progress in 
exploration and/or extraction activities, with 
poor compliance on environmental, social, 
and other contractual requirements. In 2012 
the government announced a moratorium on 
new mining concessions while it made efforts 
to improve the concession granting system. 
A review of existing licenses by MEM found 
significant shortcomings in the performance 
of concession holders, with the authorities  
reporting recommendations to revoke around 
50 licenses. While the moratorium restricted 
new exploration investment in the sector, some 
existing concession holders were still able to 
advance to the feasibility and mining phases, 
and new concessions have also been granted 
to preferred investors. Moreover, new rules for 
the approval of investments in iron ore mining 
have recently been piloted whereby companies 
are expected to make a lump-sum payment for 
the concession upfront and then begin produc-
tion within a limited time period. 
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The government’s policy to increase domestic 
value-added through local refining and pro-
cessing requirements also appears to have  
disincentivized new investments. This  
approach, which has been reiterated in  
successive national development plans, does 
not appear to have been particularly suc-
cessful for copper, with the value of refined  
copper exports falling below those of copper 
ore since 2015 (see Figure 2.11). This policy  
has also acted as a disincentive on foreign  
investment, given that foreign investors are  
often looking for new supplies of ore to process in  
underutilized refineries or smelters in their home  
countries. An obligation to establish new process-
ing plants in Laos increases investment risks for  
potential investors and reduces the incentive 
for large-scale investments.

The government has made little progress in lim-
iting the level of discretion in project-level tax 
agreements, reducing predictability for poten-
tial investors. As has been the case for a num-
ber of years (see World Bank, 2010), although 
the effective tax rate, at around 50 percent, 
is in line with international best practice, the 
existing fiscal regime suffers from a number of 
drawbacks. In particular, the government has 
a high level of discretion in determining the 
regime that applies to specific mines, which 
increases the scope for rent-seeking behavior 
and is likely to reduce the amount of rent that 
is ultimately captured from the projects. More-
over, as in the hydropower sector, the govern-
ment takes an obligatory stake in all projects, 
which creates unnecessary risks. The capacity 
of the authorities to monitor and enforce the 
fiscal regime in the mining sector continues 
to be affected by a low level of skills in the 
labor force, a fragmented institutional frame-
work, and a lack of forecasting capacity. This 
lack of forecasting capacity within the MOF 
has led to difficulties in estimating production 
and tax revenue generation and reconciling 
forecasted earnings against reported returns, 
probably resulting in the underreporting of 
royalties, profits and profit taxes by smaller 
operators. This can be seen by the very high 
share (over 90 percent) of mining revenues  
deriving from the largest two operators (Sepon 
and Phu Kham/Ban Houayxai), with most  

other mines making very limited contributions. 
In addition, the government has struggled to 
enforce the collection of fees for license rentals.  
 
Apart from the uncertainty related to taxation, 
several other factors have reduced the ability 
of the sector to attract responsible investors. 
These include a lack of security related to the 
tenure associated with the mining title and to 
rights to minerals discovered as a result of explo-
ration activity. The complexity of the approvals  
process has resulted in rent seeking and acted as 
a disincentive for experienced mining compa-
nies that place a high priority on clarity and the 
even-handed application of laws and processes.  
There are no reliable data on the country’s  
natural resource reserves and no quality controls 
on the reporting of exploration data, result-
ing in a severely limited understanding of the 
countries geology and mineral resource base. 
As a result of these constraints, investment 
in exploration has remained persistently low.

While the importance of mining as a driver of 
economic growth may decline, it is possible to 
encourage responsible investment and explo-
ration.

Despite the recent increase in gold and cop-
per prices, which has extended the life span 
of major existing mines, Laos’ mining sector 
is unlikely to be as significant a driver of eco-
nomic growth in the near-term future as it has 
been in the past. Although the forecast deple-
tion of copper-gold ore at the Phu Kham mine 
has been pushed back (and closure plans put 
on hold), production is likely to continue to 
trend lower. Sepon recorded a 40 percent drop 
in copper output in 2020, and although there 
are plans to reorient production towards gold, 
the total value of output and revenues accru-
ing to government could decline substantially  
further in coming years. Otherwise, only 
patchy information is available on the project 
pipeline, and on progress in developing poten-
tial opportunities in bauxite and iron ore. As 
noted above, rules for the fast-track approval 
of proposed investments in iron ore mining 
are reportedly being piloted, but the impli-
cations for production, government revenue, 
and environmental safeguards remain unclear. 
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Over the medium-term, the government could 
implement several measures to encourage new 
exploration and to promote sustainable mining 
sector activity. Taken together, these measures 
could encourage the re-entry of investment in 
exploration and mining activities by experienced 
operators that could potentially replicate the 
overall success of the Sepon and Phu Bia  
projects. These measures include the following:

• Concessions and licensing: In the short 
term, Laos must address ongoing constraints 
on new investment resulting from the mor-
atorium and the delayed implementation 
of the mineral licensing system. Unclear 
and overlapping roles within the mineral 
sector need to be resolved. The Ministry of 
Planning and Investment should relinquish 
its powers over existing mining concession 
agreements to allow MEM to regulate the 
sector. The licensing system should be based 
on the new provisions stipulated in the 2017 
Law on Minerals, with full powers to man-
age previously granted concessions issued 
through the Ministry of Planning and Invest-
ment and to cancel the licenses of expired 
or non-compliant operators. The content 
and implementation of relevant regulations 
needs to be improved to ensure clear and 
enforceable expectations for concession 
holders, particularly with respect to their 
environmental obligations (see below). If 
such regulatory improvements are made, 
and licensing processes are simplified and 
made more transparent, the moratorium on 
new concessions need not be reimposed, as 
this has precluded new exploration and the 
replacement of existing major mines.

• Beneficiation policy: Given its disincen-
tivizing impact on foreign investment, the 
government should conduct a review of 
the policy requiring mining companies 
to invest in value-added smelting and  
refining facilities in the country. Given that 
Laos has demonstrated a lack of comparative  
advantages in these value-adding activities,  
it would be better to concentrate on 
ensuring that Lao captures a fair and 
appropriate proportion of the value  
derived from extracted and exported ores. 

• Fiscal regime: Measures to reduce or 
eliminate the scope for discretion on a 
project-by-project basis and to ensure 
the implementation of a transparent and 
standardized set of fees and revenue- 
sharing arrangements would enable the 
government to boost the revenue flows 
derived from mining projects. A clarifica-
tion of the fiscal regime would also increase 
certainty and may ultimately improve 
the appetite for investment from socially  
responsible investors.

But limiting environmental impacts should be 
the highest priority. 

Despite the severe fiscal pressures the  
government is currently experiencing, it is 
important that financial, environmental, 
and social safeguards are not loosened to 
encourage the resumption of otherwise  
unviable mining operations. The govern-
ment’s immediate need for foreign ex-
change earnings could create pressure 
to increase ore exports and to push for 
a rapid expansion in exploration activity. 
However, unless it strengthens its licens-
ing and concession system, there is a risk 
that opaque mining deals continue with 
only weak enforcement of environmental  
standards, which could carry significant 
long-term costs.
 
To mitigate the negative impacts on the 
environment, the government should  
implement an overarching strategy for the 
development of the mining and hydropower 
sectors. Mining activities have the poten-
tial to negatively impact forests, protected 
areas, the biodiversity base, agricultural 
lands and people’s livelihoods. To address 
this, strategic environmental assessments 
that identify the cumulative longer-term  
effects of all proposed major activities should 
be required. While a number of specific  
requirements have been imposed to  
manage impacts on host communities and 
to ensure environmental protection, the 
agencies mandated with their oversight lack 
the capacity and resources for implementa-
tion, creating ongoing challenges.
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Forestry29  

Laos is shifting from an extraction-based  
forestry industry toward more sustainable  
management of natural forests, with an 
emerging plantation forest economy.

While Laos’ forestry policies have always  
acknowledged the need for the sustainable man- 
agement of native forests in principle, in prac-
tice implementation has been weak. In Laos, 
forest cover declined by 2.9 percent between 
2000 and 2015, with remaining forests experi-
encing significant degradation. In recognition of 
this situation, in 2013 the government imposed 

a temporary logging ban, followed by a ban on 
the export of logs and unfinished timber in 
2016, with both these bans remaining in force. 
Since their imposition, the government appears 
to have succeeded in gradually curtailing illegal 
logging and in introducing more sustainable 
forest management practices. However, forest 
conversion for economic investments viewed as 
strategically important has continued as a legal 
(though unsustainable) source of wood prod-
ucts. Moreover, if the trade data is accurate, 
rough wood exports have continued even after 
the export ban was imposed (see Figure 2.12).
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Deforestation and forest degradation have 
been driven mainly by agricultural expansion 
and encroachment. It is estimated that in 2017, 
the cost of deforestation and forest degrada-
tion amounted to $464 million, or 2.7 percent 
of GDP (World Bank, 2020b). Haraguchi (2017) 
identified agriculture, including shifting culti-
vation, small-scale agricultural expansion, and 
agricultural plantations, as the driver of around 
two-thirds of the total deforestation and deg-
radation over the decade to 2015 (see Figure 
2.13). Rubber plantations were also identified 
as a major driver of this process (categorized  
separately as forest/tree plantations in Figure  

2.13, with rubber plantations accounting for 
almost 90 percent of the deforestation in 
this category). While mining and hydropower  
development can be locally significant drivers, 
their overall impact has been limited (1  
percent). The government has recently taking  
a more critical stance toward hydropower  
projects with projected negative impacts on 
protected areas, with two hydropower pro-
jects cancelled and one being developed under 
strict conditions related to its geographical im-
print. Logging, commercial or otherwise, was  
estimated as accounting for only 1.3 percent of 
total deforestation.30



 C H A P T E R  2

|  Linking Laos, Unlocking Policies  76 

Figure�2.13�
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The contribution of the forestry sector to 
GDP peaked in 2008, declining thereafter due 
to the logging ban and the degraded state of 
production forest areas (PFAs). Partner trade 
data shows wood exports rapidly increasing to  
almost $1.5 billion in 2015 (11 percent of GDP), 
in part due to an increase in international prices 
for hard logs over the same period.31 However,  
since the 2016 initiatives to halt the uncon-
trolled expansion of land concessions and to 
impose a moratorium on log and unfinished 
timber exports, exports of wood products have 
fallen sharply.
 
The government has received only a small 
fraction of the value of timber exports as 
royalties. While the total value of timber  
exports amounted to almost $6 billion  
cumulatively over the period from 2009 to 
2018, the royalties accruing to government 
for this period stood at only $209 million. 

Over and above their contribution to GDP 
and government revenues, forests are a  
major source of wealth for the country. The 
value of timber and non-timber forest prod-
ucts is estimated at $10,740 per capita, with  
forests accounting for more than half of Lao’s 
estimated natural resource endowment.  
Despite widespread degradation, Laos still has 
one of the highest portions of forest cover  
among countries in the region, at 58 percent  
of its total land area,32 with some of the 
world’s biologically richest ecosystems and 

most endangered species, and an extensive 
network of protected areas. Lao forests are 
also vital for the mitigation of natural disasters  
such as flooding, drought, and erosion.

Forest products provide direct benefits to  
vulnerable rural communities, while ecosystem 
services from forests support key economic 
sectors, including energy, agriculture, industry, 
and tourism. Forests and downstream indus-
tries create important job and livelihood oppor-
tunities, including in the production of wood  
products and in nature-based tourism (World 
Bank, 2020c). Forested watersheds are particu-
larly important for Laos’ power sector, playing 
an important role in reducing sedimentation and 
thereby increasing the lifetime of reservoirs.

The contribution of forests to safety nets 
and poverty alleviation has been significant,  
especially during the COVID-19 crisis (World 
Bank, 2020a). Two-thirds of Laos’ popula-
tion lives in rural areas and relies on forests 
for food, fuel, fiber, and medicine. More than 
39 percent of rural family incomes are derived  
directly from non-timber forest products  
(NTFPs). The economic value of the subsist-
ence consumption of NTFPs has been estimated  
at $489 per year per household and at $204 
per year per household for cash income. For-
ests also continue to be an important (although  
unsustainable) source of household energy, with 
about 91 percent of the population continuing 
to use solid biomass for cooking and heating. 
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Recent policy improvements have helped to 
ensure the protection of forests.

In recognition of the benefits derived from forests,  
the government has adopted an ambitious re-
form agenda that includes new legislation and 
implementing regulations, policies, strategies 
and plans to promote economic development 
through socially and environmentally sustain-
able forest management, to be implemented  
in partnership with the private sector and  
communities living in and around forests. The 
government has thus adopted a more holistic 
approach to policy development, with a greater  
recognition of the trade-offs between forestry 
and other sectors and with improvements to 
cross sectoral coordination. 

The government’s drive to improve policies and 
governance in these areas has already result-
ed in notable successes. Many measures have 
been introduced to ensure the more sustain-
able management of Laos’ forests, with the  
efficiency of forest administration enhanced by 
consolidating the responsibility for the manage-
ment of all forest areas under the Department 
of Forestry, within the Ministry of Agriculture 
and Forestry. While the new policies mandate 
environmental and social impact assessments, 
forest-specific provisions are still missing, and 
companies have struggled to comply with tem-
plates that were originally designed for the  
hydropower sector. Work to address these  
issues is currently ongoing. Notable policy  
successes in recent years include: 

• Containing the uncontrolled expansion of 
land concessions: Prime Minister’s Order  
No. 13 (2012) suspended a number of 
land concessions, including some rubber  
plantations, many of which had been 
established through the conversion of 
foreign lands, resulting in serious envi-
ronmental and social issues. While the 
regulation was slow to take effect and it 
has been implemented imperfectly, it has 
achieved the goal of reducing the forest 
area lost to agricultural plantations. In 
the 2015-2019 period, the average annual  

area of forest cleared for plantations was 
estimated to be about 40 percent lower  
than in 2005-2015, with the actual  
decline in the area cleared probably sig-
nificantly greater (Department of Forestry, 
2020).33 Evidence from various provincial- 
level assessments indicates that the de-
cline has continued. 

• Reducing illegal logging: Another significant 
policy success relates to the introduction  
of the ban on timber exports (under Prime 
Minister’s Order No. 15), which resulted in a 
75 percent reduction in the volume of illegal 
logging in a single year (Kukkonen and Lang-
ner 2017), with the success of this measure 
being due to the effective action taken by the 
government to improve governance, particu-
larly in regards to enforcement operations. 

• Increased political will for forest conserva-
tion: The government established its first 
two national parks in 2019, with a third in 
2020 and two more in 2021. As a result of  
this action, Nam Et-Phou Louey and  
Nakai-Nam Theun are now the two largest  
protected areas in Indochina, while Hin 
Nam No, the third national park, is being 
considered for World Heritage designa-
tion. In addition, over the past five years, 
the government has cancelled two hydro-
power projects that would have negatively 
impacted the Nam Et-Phou Louey National 
Park and placed strict conditions on the con-
struction of a reservoir that would flood 5 
percent of the area of Dong Hua Sao National  
Park. Nature-based tourism has become a 
high government priority.

The Lao government also participates in interna-
tional initiatives related to climate change mitiga-
tion through improved forest management and 
land use. Forest management, land use, and the 
REDD+ approach figure prominently in Laos’ na-
tionally determined contribution. Improved for-
est management and land use, including via the 
implementation of the National Land Use Master 
Plan 2018, will also enable the government to 
manage climate risks and generate co-benefits by 
reducing flooding, drought, and erosion and by 
improving water quality (World Bank, 2020d).
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The government’s reform agenda also  
recognizes the important economic potential 
of commercial forest plantations. 

Following the example of other countries 
in the region, including Thailand, Vietnam,  
Indonesia, and Malaysia, Laos has implement-
ed policies to promote the establishment 
of forest plantations to compensate for the  
reduced availability of natural forest timber.  
The 2019 Forestry Law opened up degraded  
lands in the state’s PFAs to establish indus-
trial forest plantations. The government 
subsequently identified 600,000 hectares of  
degraded forestlands for potential invest-
ments in commercial forest plantations. If 
these plantations apply socially and environ-
mentally sound practices as mandated, they 
will both support the sustainable manage-
ment of natural forests and contribute to the 
creation of sustainable jobs and livelihoods. 

However, unclear allocation and licensing 
procedures and competing land uses are dis-
incentivizing new investors. While plantation 
companies and local farmers have expressed a 
strong interest in participating in forest plan-
tation investments, restrictive policies and 
procedures to secure rights over land have 
limited their opportunities. First, while no 
clear guidance has been provided on how land 
inside PFAs is allocated, discretion appears to 
play a significant role, with poor coordination 
between different government ministries and 
with onerous and unclear licensing require-
ments acting as a further constraint. Compet-
ing land uses also constrain investments, with 
reports of project proposals being rejected in 
areas currently under mineral sector explora-
tion and survey concessions, which cover more 
than 44 percent of Lao territory (Ingalls 2019). 
Moreover, the demand for plantation land 
may have already exceeded its availability.  
The actual area available is much smaller 
than it appears to be on maps, as it is con-
strained by villagers’ de facto tenure or other  
limiting environmental factors. Although  
villagers have no formal land rights inside 
PFAs, they often have customary claims to  
areas they cultivate for subsistence purposes.

While the tree plantation industry is also 
faced with significant environmental chal-
lenges, there is limited management capacity  
within small and medium enterprises and 
communities involved in the industry to  
address them. In particular, poorly designed 
and managed plantations can result in large-
scale monocultures and/or encroachment 
into forested areas. However, an increasing 
range of safeguards has been put in place to 
prevent these outcomes.34 

Value-adding in the wood product industry 
remains low.

With the exception of a few recent large-
scale investments in select industries,  
value-added industries remain largely under-
developed, with these activities dominated by 
individuals and small and medium enterprises  
that tend to rely on outdated technology,  
inadequate processing capacities, and low-
skill labor. Lao wood product exports have  
historically been dominated by unprocessed 
and semi-processed products. While there are 
a few enterprises with a capacity to export  
finished goods, such as parquet and tabletops, 
their production volumes are small. Between 
2006 and 2018, the number of processing 
units shrank from more than 2,100 to less 
than 1,150, largely due to the limited supply 
of wood and the closure of a large number of 
unregistered and illegal operators. The COVID- 
19 crisis has further compounded the chal-
lenges faced by these operators, with  
reduced demand (particularly from China, which  
accounted for two-thirds of the value of wood 
and furniture exports in 2017) and constraints 
on supply due to manufacturing and trade  
disruptions.

With Laos’ rich biodiversity and forest  
landscapes, nature-based tourism has poten-
tial as a sustainable source of support for rural 
livelihoods.

Nature-based tourism (NBT) also has the po-
tential to be an important source of live-
lihoods, particularly for rural households 
and for women. Laos’ natural endowments 
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include lush forest landscapes and globally 
significant biodiversity. With increased po-
litical will to conserve forests, there is an 
opportunity to create green jobs through 
the development of NBT. NBT could help to 
spur the development of Laos’ wider tourist 
economy, creating jobs and supporting ru-
ral livelihoods. Modelling based on regional 
comparisons indicates that with investments 
in NBT, the direct contribution of tourism to 
GDP could double to more than 8 percent 
over the next 10 years (World Bank, 2019b).

Despite Laos’ wealth of natural capital, its 
nature-based tourism potential has been  
restricted by barriers to business investment. 
For this reason, despite recognition of the 
potential, some stakeholders have been  
reluctant to invest in the development of  
nature-based tourism products and mar-
kets. Key barriers include: (a) a lack of basic  
services; (b) inadequate legal frameworks, 
procedures, and transparency; (c) weaknesses  
in the management of protected areas;  
(d) limited institutional and human capacity; 
(e) insufficient infrastructure (rural roads, 
water supply, and institutional support); and 
(f) underdeveloped tourism products and  
offerings. Without significant improvements 
to the business environment for the private 
sector, investment to develop demand-led 
tourism activities is likely to remain limited.

More could be done to achieve the forest cover 
target of 70 percent, to ensure the protection 
and sustainable use of forested areas, and to 
promote the plantation industry.

It is now widely recognized that the long-term 
value of forest-based ecosystem services con-
siderably exceeds the value of natural for-
est timber. Since the 1990s, the government 
has maintained a highly ambitious target of  
expanding forest cover to 70 percent.35 However,  
the government’s recent implementation of 
policies to control the expansion of land con-

cessions, to reduce illegal logging, to establish 
and protect national parks, and to mandate 
environmental and social assessments, all 
indicate a new level of commitment to pro-
tecting the country’s significant environmen-
tal assets and to ensuring the sustainability of 
the broad range of ecosystem services provid-
ed by forests. The Forestry Strategy 2035 and 
Vision 2050 are also important markers of the 
government's commitment in these areas.

While the measures implemented to date are a 
step in the right direction, the government could 
do more to achieve its forest expansion target. 
The most viable means to achieve this target 
 include: (a) expanding environmentally, socially,  
and financially sustainable industrial forest 
plantations on degraded lands; (b) facilitating 
natural forest restoration through assisted nat-
ural regeneration and forest protection from 
encroachment, illegal logging, fire, insects, 
and diseases; (c) operationalizing village for-
est management in line with the 2019 Forestry 
Law and developing mutually beneficial part-
nerships between the villages and plantations; 
(d) equipping smallholders to participate in the 
timber market sustainably; and (e) allocating 
resources to the large protected area network, 
prioritizing areas with the highest biodiversity 
and sustainable tourism values. 

To restore degraded areas within protection 
forest areas and to facilitate adequate access 
to land for use by the private sector opera-
tions, the government could consider allow-
ing sustainable, effectively regulated com-
mercial activities in selected protection forest 
areas. At present, forest land is classified into 
three separate categories: Production Forest 
Areas, Protection Forest Areas, and Protected  
Areas (ranging from least to most protected). 
As a first step, the delineation of these catego-
ries could be redefined to optimize land use, 
taking into account and balancing watershed, 
resilience, and biodiversity objectives. Good  
examples can be found in neighboring coun-
tries, where less sensitive areas have been  
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successfully opened up for sustainable com-
mercial activities, generating revenue and 
employment and making a significant con-
tribution to forest restoration and environ-
mental protection.36 However, before com-
mercial activities in protection forest areas 
are permitted, a fully functional safeguard 
system should be established, starting with 
strengthened safeguards for production for-
est areas (where commercial activities are 
already allowed). This system should in-
clude safeguards to prevent negative im-
pacts on local communities and measures 
to improve the framework for monitoring 
compliance and sanctioning noncompliance.   

Village-based forest management could play a 
vital role in many of these interventions. Land 
and forest tenure arrangements in forestland 
areas should be clarified to enable villagers to 
sustainably harvest timber from forestlands  
allocated to their villages. Extension and mar-
ket services should be provided in a manner 
that accounts for local communities’ specific 
needs. The ongoing logging ban could be re-
viewed as it may constrain the potential for 
villagers to engage in commercial activities, 

including timber harvesting in production forest 
areas, as envisaged by the new Forestry Law.   

To improve the prospects of the plantation  
industry, policymakers should implement 
measures to streamline and standardize key  
investment and licensing processes; to assess 
the carrying capacity of landscapes before 
making licensing decisions; and to promote  
environmentally and socially sustainable prac-
tices more generally. Inconsistencies, overlaps 
and gaps in the legal framework for land man-
agement and forest plantations should be elim-
inated, with the establishment of clear criteria 
for their social and environmental sustainabil-
ity. To improve investor certainty, the process 
of allocating land should be made more trans-
parent, with systems to address issues related 
to competing land uses. Strengthening and 
formalizing the framework for timber tracking 
and the certification of the timber value chain 
would demonstrate a strong commitment to 
the achievement of sustainability. By improv-
ing the regularity of domestic supply, these 
measures to develop plantations could also 
help boost the potential of value-added wood 
industries. 

Notes

24 MEM data, informally provided to the World Bank.
25 This includes power sold in 2019 by EDL (both domestically and export) and export sales 

realized by IPPs directly with Thailand and Vietnam.
26 Sources: EDL Electricity statistics for EDL imports and exports, data on IPP total exports to 

Thailand were calculated from Thailand Custom Office website: http://www.customs.go.th/
statistic_report.php?show_search=1 

27 No audited financial statements have been produced after 2018.
28 Estimated in PWC (2017) at LAK 918/KWh (approximately USD 0.11/KWh) in 2017 based on 

the Annual Revenue Requirement (ARR) which includes: O&M expenses (including power 
purchase cost), depreciation, interest, income tax expenses, return on assets. 

29 The forestry analysis in this CEM draws heavily on World Bank (2020a).
30 These results were estimated through large-scale driver analysis comprising disturbed areas 

with a minimum size of 20 ha. A complementary assessment where the minimum size of 
disturbance was reduced to 5 ha was conducted in selected “hotspot” areas. The results of 
this analysis were somewhat different suggesting that the proportion of the area disturbed 
by shifting cultivation was 16 % of the total area disturbed, by small-scale agricultural expan-
sion 19%, agricultural plantations 14%, forest/tree plantations 7%, roads 15% and selective 
logging 11% (Haraguchi 2017).

http://www.customs.go.th/statistic_report.php?show_search=1  
http://www.customs.go.th/statistic_report.php?show_search=1  
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31 Partner trade data are likely a better reflection of true trade flows than national data, but still 
may underestimate total log exports.

32 Differing definitions of forest cover lead to differing estimates, with the range of publicly 
available estimates of forest cover ranging from 40 percent to 70 percent (Food and Agri-
culture Organization FAOSTAT). These differing estimates are in part explained by differing 
definitions on canopy cover, and to what extent plantations are included in the calculations.

33 The remote sensing technology used in the assessment is unable to detect young planta-
tions. Thus, some of the plantations that were detected to have been established during 
2015–2019 had probably already been established in the previous observation period 2005–
2010. Since the actual figure in the first period is higher than the one estimated, and in the 
second period it is lower, the drop in plantation establishment from the first period to the 
second is likely to be much more significant than the figure produced by the assessment. 

34 Including social and environmental impact frameworks, Best Practices Guidelines, FSC/PEFC 
forest certification, private sector shareholder expectations of meeting social and environ-
mental safeguards, and the Equator Principles.

35 The origin of the 70 percent target was a discussion at the national forest conference in 
1989. The Lao government took the decision based on the country’s original historic forest 
cover. Since that date, the target has not changed.

36 This would require an amendment to Decree 333, which states that PtFAs shall be divided 
into two zones—a strictly protected core zone and a controlled use zone designed for ‘tradi-
tional’, noncommercial practices.
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Making�Domestic�Markets�Work�for�Job�Creation

Key messages 

 � The�competitiveness�of�Lao�businesses�has�eroded�since�the�early�2010s. In manufacturing, 
labor costs have increased more rapidly than productivity gains, reducing profitability and 
stalling employment. Most service businesses remain small. In some subsectors, a few  
businesses have raised profitability and productivity following increased domestic demand. 

 � Between� 2012� and� 2018,� overall� private-sector� employment� declined. A few subsectors,  
including textiles, electrical equipment, and hospitality, recorded net job creation. A shift 
from wage employment toward self-employment was observed in the textile and construc-
tion sectors, reflecting rising labor costs and increased competition in global markets. 

 � There�was�a�shift�in�the�skill�composition�of�employment�away�from�secondary-educated� 
workers,� creating� a� skills�mismatch� in� the� labor�market. In manufacturing, the shift was 
largely towards primary-educated workers. In non-government services, the share of both 
tertiary-educated and primary-educated workers increased. 

 � The� COviD-19� pandemic� has� affected� an� already�weak� labor�market. The pandemic had  
severe effects on hospitality and transport, previously the largest non-farm, job-creating  
sector. Job losses were also widespread in the manufacturing sector, following a contraction 
in exports. Agriculture has been more resilient, acting as a buffer by absorbing workers laid 
off in other sectors.

 � The�ability�of�Lao�businesses�to�grow�and�create�jobs�requires�a�conducive�business�climate�
and�fluid� labor�market. Ensuring a level playing field, curbing informal practices, investing 
in skills, and improving job matching would support private sector development and ensure 
more inclusive participation in the growth process.

 

CHAPTER�3
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Introduction

Laos’ economic growth has been largely driven  
by its natural resource sector, which has  
created only a limited number of jobs. Following 
reforms in the late 1980s, the natural resource 
sector has become the most vibrant sector 
in the economy. However, due to its capital- 
intensive nature, this has created few jobs. 

From 2012 to 2018, the hydropower sector, 
which grew by an average of 17.8 percent 
per year, had only a limited impact on overall  
employment. The mining and hydropower sectors  
accounted for 20.7 percent of GDP in 2018/19, 
but these sectors contributed to less than 1 
percent of total employment (see Figure 3.1).  

Figure�3.1�
Employment and value added by sector, 2012–18
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Source: World Bank staff estimates based on GDP data, LECS 5 and LECS 6.
Note: Bubble size reflects sectoral employment shares in 2018 (percent). The public sector refers to public administration  
and defense as well as compulsory social security.

Resource-driven growth has not resulted in 
strong private sector development in the 
non-resource sectors, constraining its impact 
on employment. Only 35 percent of foreign  
direct investment (FDI) over the past ten years 
has been drawn to the non-resource sector.37  
In the Eighth National Socio-Economic Devel-
opment Plan (NSEDP) (2016–2020), the Lao 
government acknowledged the need to diver-
sify the economy beyond the natural resource 
sector to ensure greater sustainable growth 
and job creation. To attract FDI to prioritized 
non-resource sectors, including agriculture, 
manufacturing, handicraft, and services, the 
government has introduced a range of policies, 
including the establishment of special econom-

ic zones (SEZ) across the country, with these 
zones providing infrastructure, commercial  
facilities and generous tax incentives to  
attract specific industries. Despite these efforts,  
barriers to attracting FDI remain, with the over-
all business climate still poor. The non-farm  
private sector remains weak, contributing to 
only 26 percent of total national employment 
and 56 percent of wage employment in 2018. 

With its dependence on the natural resource 
sector, Laos has experienced jobless growth. 
As with other resource-based economies, Laos 
is vulnerable to macroeconomic distortions 
that adversely affect employment dynam-
ics and weaken productivity both within and 
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across sectors. An inability to leverage natural  
resource revenues to generate stronger  
domestic demand and an increase in  
productive activities in the non-resource  
sector sustains a vicious cycle of jobless 
growth. From 2007 to 2018, the non-season-
al unemployment rate increased from 0.8 
percent to 3.2 percent, with seasonal unem-
ployment surging from 2.3 percent to 12.5 
percent.38 Moreover, to the limited extent 
that job creation has occurred, it has been 
driven primarily by the expanding public sec-

tor. Despite the government’s efforts to curb 
corruption and to improve the investment cli-
mate, the unfavorable business environment 
and the prevalence of rent-seeking behavior 
make it difficult for investors to gain access 
to certain business sectors. Cumbersome tax 
rates and regulations; high barriers to busi-
ness entry; the prevalence of a deals-based 
approach to business activity; and the poor  
enforcement of regulations continue to con-
strain private-sector development (see Chapter 
4; World Bank 2017b; WEF 2017).

Private sector 

The competitiveness of manufacturing busi-
nesses has eroded, with unit labor costs  
increasing significantly, while most businesses  
in the services sector remain small and  
unproductive.

Laos’ private sector is fragmented, with a large 
proportion of small and medium-sized businesses.  
Conducted in 2019/20, the latest available  
economic census shows that around 99.8 percent 
of registered businesses consisted of small, and 
medium enterprises (SMEs), with less than 100 
employees, with 90 percent employing one to five 
workers.39 About 80 percent of enterprises oper-
ated in three sectors (wholesale and retail trade,  
hotel and restaurant, and manufacturing).40 
Among surveyed businesses, the average number 
of employees fell from 4.2 in 2013 to 3.7 in 2020 
(LSB, 2015 and LSB, 2021). This was led by a de-
cline in the manufacturing sector, with the average 
number of employees dropping from 7.8 to 5.9. 
The share of large businesses (more than 100 em-
ployees) declined slightly over the same period, 
going down from 0.25 percent to 0.17 percent.

Lao manufacturing businesses are less pro-
ductive than those in Cambodia and Vietnam, 
making Laos a less attractive FDI destination. 

According to the World Bank Enterprise Surveys 
(WBES), the median level of labor productivity of 
Lao manufacturing businesses is around $4,090, 
comparable to that of most structural peers.41  
Compared to neighboring countries, the median 
Lao business is slightly more productive than the 
median business in Myanmar, but 61 percent 
less productive than in Vietnam.

During the past decade, while Lao manufac-
turing businesses have become more capital 
intensive, there has been no corresponding 
efficiency improvement in the use of capi-
tal (see Figure3.2. The median level of capital 
intensity, as measured by capital per work-
er, surged from $1,820 in 2009 to $7,059 in 
2018, surpassing the level in Vietnam ($6,915 
in 2015).42 During the same period, invest-
ment in manufacturing businesses’ fixed as-
sets increased from an average of $600 per 
worker to $940 per worker, or from $1,900 per 
worker to $2,900 per worker among business-
es that made any investment in such assets.  
However, the more intensive use of capital has 
not been accompanied by greater efficiency in 
use of capital, with capital productivity (which 
measures the amount of value added produced 
per unit of capital) declining over the period.
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Figure�3.2�
Trends�in�the�manufacturing�sector,�2009-18�

Firms became more capital intensive                    …but the use of capital was not productive

Figure 2
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The competitiveness of manufacturing busi-
nesses has eroded, with unit labor costs  
increasing significantly. From 2009 to 2018, 
the average labor costs per worker more than 
doubled, going up from $708 to $1,444. This 
increase was likely the result of the wage 
demonstration effect stemming from expand-
ing public sector employment; high wages 
in the resource sector; and rising minimum 
wages, rather than from an improvement in 
skills levels. The skill composition of waged 
workers in the manufacturing sector barely 
improved between 2008 and 2018. In fact, 
the share of workers who had completed sec-
ondary education or higher declined from 45 
percent in 2008 to 37 percent in 2018. Unit 
labor costs (labor costs divided by value- 
added) increased, with higher labor costs not 
fully matched by rising productivity. Lao busi-
nesses were trapped in a vicious circle. On 
the one hand, they could not afford to deploy 
expensive skilled workers because of their 
low productivity. On the other hand, without 
skilled workers, including skilled managers, 
they were unlikely to become productive.

In the services sector, while average labor 
 productivity grew due to the establishment of a 
small number of high-productivity enterprises,  
most businesses remain small and unpro-
ductive. Between 2009 to 2018, the average  
level of labor productivity of businesses in the 
services sector increased by 17 percent per 
year, compared to 6.8 percent for the medi-
an firm. This suggests that the increase was 
driven by a small number of high-performing 
enterprises, most of which operated either in 
the wholesale and retail trade or the transport 
and communication sectors.43 Nevertheless, 
most businesses in the services sector remain 
small. According to the 2019/20 economic 
census, there are fewer than 100 service busi-
nesses with more than 100 employees, and 
fewer than 250 with more than 50.

Some manufacturing subsectors have 
the potential to create more productive  
employment, particularly food, beverage, 
and tobacco; textiles, apparel and leather; 
and rubber, plastic, and non-metallic minerals
 
Manufacturing production is concentrated 
within a few subsectors. The Manufacturing 
Establishment Survey (MES, 2016) enables 
further examination of the sector, although 
analysis of industry dynamics over time is 
constrained by the lack of repeated survey 
rounds.44 According to MES 2016, three sub-
sectors (food, beverage, and tobacco; tex-
tiles, apparel and leather; rubber, plastic, and 
non-metallic minerals) account for around 
80 percent of value added and 60 percent of  
employment (see Figure 3.3). A further exam-
ination shows that food, beverage, and tobacco  
accounts for 41 percent of value added in the 
manufacturing sector, while textiles, apparel,  
and leather manufacturing account for 27 
percent of employment. 

Businesses that engage in exports and/or that 
are integrated in global value chains (GVCs) 
have generally higher levels of productivity.  
On average, exporting businesses are 41  
percent more productive than domestic man-
ufacturing businesses, with the productivity 
premium increasing to 82 percent for busi-
nesses integrated in GVCs (see Figure 3.4). 
Trade integration augments market size, which 
is a key limitation to businesses’ expansion 
in the country. Foreign consumers demand 
higher quality products, creating incentives 
for manufacturers to improve output quality 
to access these markets. Increased imports of 
capital goods and the adoption of new tech-
nologies also increase productive efficiency 
(Bustos, 2011). Deeper integration into GVCs 
is thus essential for Lao businesses in the 
manufacturing sector to expand and increase 
their productivity (See Chapter 4).
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Figure�3.3�
Composition�of�the�manufacturing�sector
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Figure�3.4
Productivity�improvement�by�GvC�participation
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Source: Manufacturing establishment survey (2016). 
Note: Coke and refined petroleum is mainly the manufacture 
of coke oven products. Other manufacturing is ISIC code 32 
(Rev.4), including manufacture of jewelry, musical instru-
ments, sports goods, games and toys, medical and dental 
instruments, and n.e.c. GVC firms are those that import raw 
materials and export products. Productivity is measured by 
revenue productivity as in Hsieh and Klenow (2009). The 1% 
tails of the distribution of revenue productivity relative to the 
industry average revenue productivity are excluded, resulting 
in 897 observations included in the regression analysis. Im-
pact on productivity is based on coefficients from regression 
analysis that controls for sector, region, foreign ownership, 
government ownership and capital to labor ratio. The esti-
mates show a percentage increase in the productivity level 
compared to domestic firms with 95% confidence internal.

The textiles, apparel, and leather subsector is 
the largest contributor to manufacturing em-
ployment and has the potential to create more 
productive employment. Despite constituting 
only 6 percent of businesses in the manufactur-
ing sector, this subsector contributes to 27 per-
cent of manufacturing employment and to 20 
percent of manufacturing value added. Around 
40 percent of businesses in the subsector par-
ticipate in GVC, accounting for more than half 
of manufacturing businesses involved in GVC 

(MES, 2016). It also records the highest level 
of industry average productivity, largest share 
of female employment, and the largest share 
of operative (mostly low-skilled) workers (see 
Figures 3.5 and 3.6). Although there is evidence 
that trade integration leads to a greater allo-
cation of labor towards the formal sector, gov-
ernment efforts to expand formal employment 
and to strengthen labor regulations and their 
enforcement are still important to the protec-
tion of low-skilled and female workers.45  
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Figure�3.5
Productivity�and�employment�share
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Figure�3.6
Worker�composition�by�subsector
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Source: Manufacturing establishment survey (2016). 
Note: Coke and refined petroleum manufacturing is mainly the manufacture of coke oven products. Other manufac-
turing is ISIC code 32 (Rev.4), including the manufacture of jewelry, musical instruments, sports goods, games and 
toys, medical and dental instruments, and n.e.c. Average productivity is measured by the industry average revenue 
productivity as in Hsieh and Klenow (2009). The 1 percent tails of the distribution of revenue productivity relative to the 
industry average revenue productivity are excluded. The share of operative workers and the share of female workers 
are the averages across firms in each industry.

The agro-processing industry could be  
leveraged to create a greater number of pro-
ductive jobs, with spillovers for agriculture.  
One-quarter of manufacturing firms are agro-pro-
cessing businesses (food, beverages, and tobac-
co). Of these, only a quarter export and only 
3 percent participate in GVC. While the sector 

contributes to only around 2 percent of total 
employment, it has strong linkages with the agri-
cultural sector, which employs more than half of 
Laos’ labor force. The sector records a moderate 
level of industry-average productivity, with high 
wage growth from 2012 to 2018 (see Figures 3.5 
and 3.6). Despite a growing food and beverage 
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industry in the region, agricultural value chains 
still suffer from underinvestment in process-
ing. Improved access to affordable credit and 
targeted public investment would support pro-
ductivity gains and the emergence of modern 
value chains, generating more high-quality jobs.

The five most significant constraints on  
business expansion are a lack of access to  
finance; unfair practices of informal com-
petitors; skills shortages; burdensome tax  
regulations and compliance requirements; 
and inadequate infrastructure.

Laos’ competitiveness eroded between 2013 
to 2017, mainly due to declines in infrastruc-
ture, the macroeconomic environment, and 
basic human capital. The country’s ranking 
in terms of the Global Competitiveness Index 
went down by 17 places, from 81st place in 
2013 to 98th place in 2017, out of 138 countries 
(WEF, 2017). Laos lags behind its regional peers 
in a number of areas, including infrastructure,  
macroeconomic environment, health and  
primary education, higher education training, 
technological readiness, and market size (see 
Figure 3.7).

Figure�3.7�
Global�competitiveness�index�and�selected�pillars�(0=low�to�7=high)
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According to the World Bank Enterprise Survey  
(2018), the five most significant constraints 
on doing business in Laos are lack of  
access to finance; competition from informal 
businesses; skills shortages; burdensome 
tax rates and regulations; and inadequate  
infrastructure. Lack of access to finance was 

most often cited as the most significant con-
straint (27 percent), followed by competition 
from informal businesses (17 percent); skills  
shortage (12 percent); tax rates (10 percent); 
inadequate electricity supply (10 percent); 
and inadequate transport infrastructure  
(6 percent).46  
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In recent years, the liquidity of Laos’ financial 
sector has declined dramatically, intensifying 
constraints on access to finance. The share of 
enterprises citing lack of access to finance as 
the most significant constraint on doing busi-
ness declined from 21 percent in 2008 to 4  
percent in 2016, before surging to 27 percent in 
2018, when financial sector liquidity dried up. 
A lack of access to finance is a major constraint 
for low-productivity businesses, often SMEs. 
Among businesses in the bottom productivity  
quartile, nearly 20 percent said inadequate 
access to finance was the most pressing  
constraint on their business operations,  
compared to 10 percent of firms in the top  
productivity quartile. 

Informality is prevalent in Laos, relating both 
to the practices of informal or unregistered 
businesses and the informal practices of  
formal businesses. There are four main types of 
informality practices in Laos business environ-
ment: i) inadequately registered enterprises;  
ii) widespread tax evasion; iii) irregular adherence  
to complex and burdensome regulations; 
and iv) a culture of non-compliance with  
basic rules and standards (World Bank, 2017a). 
A complex business environment does not  
incentivize businesses to formalize. In 2020, 
Laos ranked in 181st place out of 190 countries 
in terms of ease of starting a business; 170th 
place in terms of protecting minority investors; 
168th place in terms of resolving insolvency; 
161st place in terms of enforcing contracts; and 
157th place in terms of paying taxes (World 
Bank, 2020a). Registered businesses that adopt 
formal practices incur higher costs and feel at 
a disadvantage compared to rule-evading com-
petitors who they claim do not experience the 
same level of scrutiny from officials. 

Problems related to informality appear to have 
worsened over time. The share of business manag-
ers reporting informal practices of competitors as 
the biggest constraint on their business increased 
from 8 percent in 2008 to 17 percent in 2018. 

Among businesses in the top productivity quartile, 
27 percent cited this as the biggest obstacle, com-
pared to 18 percent of businesses in the bottom 
productivity quartile.

While concerns regarding tax rates have  
declined, issues related to tax compliance  
remain. The proportion of survey respondents 
stating that tax rates were the most pressing is-
sue affecting their business declined from 31 per-
cent in 2008 to 10 percent in 2018. This is in part 
due to the government lowering the corporate 
tax rate during this period, from 35 percent in 
2008 to 28 percent in 2012, and then to 24 per-
cent in 2013. Effective as of February 2020, the 
rate has been further reduced to 20 percent. Nev-
ertheless, tax compliance, especially post-filing, 
remains burdensome, with processes such as tax 
audits and VAT returns remaining time-consum-
ing and complicated.

Despite significant improvements in workers’ 
levels of educational attainment, skills short-
ages continue to drag on Laos’ competitive-
ness. The proportion of survey respondents 
citing skills shortage as the most significant 
constraint on doing business went down from 
21 percent in 2008 to 12 percent in 2018. This 
reflects an improvement in average levels of 
educational attainment over the past decade,  
with the gross enrollment ratio for lower  
secondary education increasing from 54  
percent in 2008 to 77 percent in 2018. In the 
case of upper secondary education, the gross 
enrollment ratio increased from 34 percent 
to 54 percent over the same period, while for  
tertiary education, it increased from 44  
percent to 67 percent. Nevertheless, nearly  
20 percent of firms in the top productivity quar-
tile cited an inadequately educated workforce 
as the most significant constraint on their busi-
ness operations in 2018. Laos also has lower 
levels of human capital than its regional peers, 
including Myanmar, Cambodia, Vietnam, and 
Thailand, making it less attractivefor FDI and 
reducing the country’s competitiveness.
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Improving connectivity and transport is  
essential to achieve higher levels of trade 
integration and to increase the competitive-
ness of Laos’ manufacturing sector. In the sur-
vey, the poor quality of transport infrastruc-
ture was cited as one of the most significant  

constraints among enterprises seeking to  
expand their business. Improved transporta-
tion and logistics would enable firms to access 
larger product and input markets at a lower 
cost, both domestically and regionally (see  
Chapter 4).

Impact on employment creation

The overall private-sector employment  
declined. Nevertheless, a few subsectors  
recorded net employment gains, including  
textiles, apparel, and leather; electrical,  
machinery, and transportation equipment;  
manufacture of coke oven products; hospitality;  
and transportation.

Between 2012 to 2018, the number of jobs in 
Laos’ non-farm private sector declined by nearly  
150,000. The number of jobs in manufactur-
ing went down by almost 75,000, more than 

half of which were wage jobs. Wood product 
manufacturing alone accounted for 40,000 
job losses. The wholesale and retail trade  
sector shed the most workers, at about 77,000 
in total, almost all of whom were self-employed 
(see Figure3.8). While some of these workers 
might have found new jobs in the hospitality 
sector, in which employment increased, many 
have left the workforce. As a result, the 
industry and services sectors were not  
able to absorb the surplus agricultural  
workforce.

Figure�3.8�
Trends�in�employment�by�sector�(thousand,�2012-18)

Source: LECS5 and LECS6. Survey weights applied.

     Self-employed jobs          Wage jobs
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The non-farm sector’s failure to generate 
more jobs resulted in a severe slack in the  
labor market, with non-seasonal and season-
al unemployment increasing and labor force  
participation declining. The non-seasonal  
unemployment rate soared from 0.6 percent 
in 2012 to 3.2 percent in 2018. The unemploy-
ment rate stood at 6.6 percent for youth, who 
faced uniquely high barriers to enter the labor 
market (World Bank, 2021a). Seasonal unem-
ployment also increased, partly due to more  
extreme weather events and to the limited  
availability of off-season jobs in the non-farm 
private sector. Many farm workers, who account 
for more than half of Laos’ labor force, turn to 
the non-farm private sector for employment 
during the off-season period. In the 2012-2018  
period, the seasonal unemployment rate  
increased from 3.5 percent to 12.5 percent, con-
tributing to 80 percent of total unemployment 
in 2018.47 The labor force participation rate fell 
from 84.6 percent to 72.1 percent over the same 
period, suggesting that the unemploymentrate 

understates the true share of the out-of-work 
population in the labor market.

Jobless growth has prevented the economy 
from reaping a demographic dividend. Laos’ 
workforce has expanded sharply since 1993, 
with the ratio of working-age population (those 
aged 15 to 64) to non-working-age population 
increasing from 1.1 to 1.7. In expanding econo-
mies, surplus labor typically moves from tradi-
tional agriculture or informal sectors to indus-
trial, service, or formal sectors (Kuznets, 1973). 
In Laos, however, this shift has been halted, 
with employment creation stagnating in recent 
years and with the employment-to-population  
ratio declining from 81.9 percent in 2012 to 60.8  
percent in 2018 (see Figure 3.9). Although this 
estimate is roughly equal to the average ratio for 
resource-rich peer countries (60.9 percent), it is 
lower than that of regional peers (71.5 percent). 
For Laos to reap the benefits of this demographic  
dividend, a higher share of the working-age  
population needs to enter the workforce.

Figure�3.9�
Trends�in�the�labor�market�(million,�2012-2018)
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Laos’ public sector was the leading contributor to 
job creation between 2012 to 2018, adding around 
125,000 jobs. In 2018, the public sector employed 
6.7 percent of the labor force, a substantial increase 
from the 3 percent recorded in 2012, accompanied 
by a decline in private-sector wage jobs. Although 
public-sector employment adds to overall job 

creation, it may crowd out jobs and investments 
in the private sector by exerting upward pres-
sure on reservation wages and attracting scarce 
human resources away from private businesses.  
The average real public sector wage rose by nearly  
10 percent each year during this period, higher 
than in almost all other sectors (see Figure 3.10).
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Despite the overall decline in employment, 
a few subsectors recorded net employment 
gains. Manufacturing subsectors that recorded 
net job increases included: a) textiles, appar-
el, and leather; b) electrical, machinery, and 
transportation equipment; and c) coke oven 
products. Despite this net job creation, the tex-
tile and rubber industries experienced a shift 
from wage jobs towards self-employed jobs. 
This could be attributed to firms cutting formal  
employment due to increased competition 
in global markets, and to an increase in the  
minimum wage from 620,000 kip in 2011 to 1.1 
million kip in 2018. Hospitality and transportation 
also recorded net job creation due to increases 
in tourism and FDI-related activities. Togeth-
er, these sectors created around 35,000 almost  
exclusively self-employed jobs, mostly in Vienti-
ane and the northern region, where large infra-
structure projects were being implemented.

Agro-industry created some wage jobs, with 
the sector also experiencing relatively high 
wage growth. Despite an overall net job loss, 
agro-industry recorded an increase in wage 
employment over this period. The food sector  
experienced stronger wage growth than other  
sectors (see 3.10), with the median real  

wages of full-time paid employees in agro-in-
dustry increasing by an average of 13.5 percent 
each year over the 2012-18 period, compared 
to the all-sector average of 10.6 percent.

Over this period, despite a decline in agricultural 
jobs due to increased seasonal unemployment, 
economic returns on commercial agriculture 
improved. For agricultural wage workers, most  
of whom work in large-scale farming, the  
median wage increased by 10.6 percent per  
year between 2012 and 2018 (see 3.10). For 
family farmers, market trends have encouraged 
adjusted crop choices in response to changing 
demands and prices, and a shift toward higher  
value crops (World Bank, 2020b). Increasing  
demand for cassava from Thailand and  
Vietnam and for cardamom from China, 
South Korea, and Vietnam has led to more 
farmers growing these crops and adopting 
improved production methods. This increased  
commercialization has resulted in an  
almost 20 percent rise in farm productivity 
among these farm households. Nevertheless,  
more than 70 percent of farm households  
continue to engage in subsistence  
agriculture, mostly rice-based, with their  
productivity barely improving.

Figure�3.10
Trends�in�wages�(thousand�kip,�2012-2018)

1,000

1,500

2,000

2,500

500 1,000 1,500 2,000

Median wage 2012, (thousand kip)

Agriculture

Mining

Food, 
beverages, tobacco

Other manufacturing

Utilities

Construction

Wholesale trade

Textiles, apparel, leather
Retail trade

Hotels and restaurants

Transport

Public sector

Other services

M
ed

ia
n 

w
ag

e 
20

18
 (t

ho
us

an
d 

ki
p)

Sale and repair of motor vehicles

Source: LECS5 and LECS6. Survey weights applied.
Note: Median monthly wage of wage employees who reported more than 30 hours worked per week expressed in 
thousands constant 2018 kip. Some manufacturing subsectors are grouped together due to small sample size.

Median wage 2012, (thousand kip)



C H A P T E R  3  

 95Linking Laos, Unlocking Policies  |

The pandemic hit the hospitality and transport 
sectors particularly hard, while placing addition-
al pressure on the already-weak manufacturing 
sector. Hospitality and transport were among 
the first sectors to be affected by the pandemic,  
due to travel restrictions and the decline in 
tourism. It is estimated that about 50 percent 
of workers employed in hospitality before the 
pandemic had either lost or changed their jobs 
by the end of Q2 2020 (World Bank, 2020c). A 
year into the pandemic, international borders 
remained closed, with all tourist visas and most 
international flights still suspended. Hospitality 
and transport workers have continued to suffer 
greatly. Not only had relatively few workers in 
the sectors managed to return to employment 
by the end of Q1 2021, this sector was still 
shedding jobs in Q2 2021 (World Bank, 2021b). 
Supply chain disruptions and a contraction in 
external demand have led to a decline in trad-
ing volumes between Laos and its major trading 
partners (see Chapter 4). The adverse impact on 
manufacturing employment has also persisted. 

Between Q2 2020 and Q2 2021, the manufac-
turing sector also experienced widespread job 
loss, following a contraction in the sector’s  
exports. Nevertheless, the manufacturing sector 
showed some resilience, with most workers 
who had lost their jobs managing to return 
to employment or to move to other sectors.

Agriculture has been relatively resilient to 
the pandemic and has acted as a buffer,  
absorbing workers laid off in other sectors. 
With over three-quarters of households holding  
a family farm, in Q1 2021, 94 percent of these 
households were able to continue to operate 
their family farm normally. Anecdotal evidence 
shows that farmers tended to change their  
crop choices in accordance with changing  
demands and prices during the pandemic (e.g., 
shifting from cabbage to cassava). Moreover, 
a large share of workers who lost their jobs in 
manufacturing, construction and services as a 
result of the pandemic have moved back to the 
agricultural sector (World Bank, 2021b).

Box�3.1 
Special Economic Zones and local employment and local employment

The Lao government has established SEZs as part of its strategy to shift towards market-based 
economic systems by attracting FDI. In order to establish a business in a SEZ, companies need 
to apply for a license. Applications are reviewed on a case-by-case basis, with government 
approval required. The terms of the investment depend on the type, size and location of 
each SEZ. A range of SEZs have been established with specific facilities to attract businesses 
in targeted sectors, including electronics, scientific and new technology research, tourism 
infrastructure, organic products, and a number of others. Incentives include tax exemptions 
for importing equipment and raw materials for infrastructure construction, and reduced  
income tax and value added tax. There are currently 12 SEZs in Laos, with approximately 388 
companies from Laos and overseas, with a total registered capital of $8 billion (IOM, 2019)

The impact of SEZs on local employment is limited. In these zones, the state has largely  
relinquished its zone development role, granting full authority over planning and regulation 
to zone developers. This may have undermined the potential of SEZs to generate economic 
and employment growth (Laungaramsri, 2017). In 2018, the total number of workers  
employed in the 12 SEZs stood at 24,982, constituting 7 percent of non-farm private sector 
employment. However, almost two thirds of these were foreign workers, with 16,031 foreign 
workers and 8,951 were Lao workers. Language barriers and a lack of professional skills were 
identified as key constraints to local recruitment. The unattractive social welfare and wages 
offered to Lao workers also discourage them from taking up jobs in the SEZ (NERI, 2018). 
For low-skilled work in SEZs in the northern region, Lao workers are discouraged by migrant 
laborers from Myanmar, who are willing to accept relatively low wages (Laungaramsri, 2017). 
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The dynamics of the non-farm private sector 
have created a skills mismatch in the labor 
market.

With the decline in the competitiveness of 
the manufacturing sector, businesses have 
shifted their employment largely towards low-
skilled workers. Between 2012 and 2018, the 
proportion of workers in the manufacturing 
sector who had completed secondary school 

dropped, with a corresponding increase in the 
proportion of workers who had only completed  
primary school and a slight increase in the  
proportion of those who had completed  
tertiary education (see 3.11). With labor  
demand shifting towards low-skilled workers, 
the average rate of return to an additional 
year of education in the manufacturing sector  
declined from 5.8 percent in 2012 to 4.4 per-
cent in 2018 (World Bank 2020b).

Figure�3.11
Changes�in�skills�composition�of�employment�and�labor�force
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Source: LECS5 and LECS6. 
Note: A broad definition of the labor force is adopted, defined as working age individuals excluding students and 
retired or disabled persons, so it includes potential discouraged workers. Service sector employment excludes public 
employees.

In the services sector, there was a decline in 
the proportion of workers with secondary- 
level schooling and increases in the proportion 
of primary-educated and, to a lesser extent, 
tertiary-educated workers. In particular, the 
emergence of a few major high-performing 
service providers created jobs for tertiary- 
educated workers. While the services sec-
tor continued to support the employment of  
primary-educated workers, the sectoral share 
of workers with upper secondary education or 
vocational training declined (see Figure 3.11). 
The information and communications subsector 
recorded a one-way shift in employment  

towards the relatively skilled group (upper 
secondary- and tertiary-educated workers), 
with the median real wage increasing by 12.6 
percent per year, compared to 7.7 percent for 
the non-government service sector overall. In 
contrast to manufacturing, the average rate of 
return to an additional year of education in the 
non-government services sector increased by 
2 percentage points, to 6.4 percent, between 
2012 and 2018, reflecting a scarcity in the  
supply of highly-educated workers in this sector.

In the case of youth workers, there was a 
shift away from those with higher levels of  
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educational attainment. From 2012 to 2018, 
the non-seasonal unemployment rate in-
creased dramatically, going up from 7.4 per-
cent to 23.9 percent among tertiary-educated 
youth and from 0.9 percent to 19.8 percent 
among those with vocational training, with the 
rate marginally increasing, from 2.3 percent 
to 2.9 percent, among tertiary-educated adult 
workers (see Figure 3.12). This suggests that 
young workers face a significant barrier en-
tering the non-farm labor market. The service 
sector was the biggest contributor to the loss 

of jobs among highly-educated young people, 
resulting in a persistently high unemployment 
rate among this group. Unlike low-educated 
youth, who are more likely to have the option 
of returning to farming activities, well-educat-
ed young workers are primarily active in non-
farm labor markets, with many choosing volun-
tary unemployment while waiting for a quality 
job in the formal sector. Overall, 6.6 percent 
of the young labor force were unemployed 
due to reasons not related to seasonality in 
2018, creating long-lasting scarring effects.

Figure�3.12
Non-seasonal unemployment rate by skill level
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Conclusion and policy recommendations

Laos faces challenges common to many coun-
tries that have adopted a resource-based 
growth model. Since the early 2010s, Laos’ 
tradable non-resource sector (manufacturing) 
has experienced increased labor costs due to a 
number of factors, including expanding public 
sector employment, high wages in the resource 
sector, and rising minimum wages. However, 
the weak business environment has meant 
that productivity has not risen in proportion 
to the increase in wages. This has negatively  
impacted manufacturing businesses’ profitabil-
ity and productivity and stalled employment. 
This phenomenon is also associated with the 
shift within the manufacturing sector away 
from secondary-educated workers, mainly  
towards primary-educated workers, although 
understanding the factors behind this adjust-
ment warrants further investigation. In the 
non-tradable sector (services), increased  
domestic demand has resulted in increased 
profitability in certain subsectors, with expan-
sion and productivity gains driven by a small 
set of businesses. However, most enterprises in 
this sector remained small and unproductive. 
Employment polarization has also occurred  
in the services sector, with the share of  
tertiary-educated and primary-educated workers  
in non-government services employment  
increasing and that of primary-educated workers  
decreasing between 2012 to 2018. The econo-
my has been trapped in a low demand–low pro-
ductivity–low job creation cycle, despite high 
rates of growth. A strong private sector and a 
vibrant labor market are crucial to achieving 
greater job creation and more inclusive growth.  

The development of a strong private sector  
requires a regulatory environment that ensures  
a level playing field and that curbs unfair  
competition and informal practices. Measures 
to achieve this include: a) deepening business  
climate reforms and trade integration to  

enhance productivity, especially in indus-
tries with the potential to create productive  
employment (e.g. agro-industry; textiles,  
apparel and leather; electrical, machinery and 
transportation equipment; hospitality; and 
transportation); b) establishing a one-stop 
business registration service to reduce burden-
some processes and encourage formalization; 
c) eliminating or streamlining regulations to 
ensure transparency and consistency in the tax 
and regulatory systems to curb informal prac-
tices; d) aligning FDI incentives to ensure that 
these investments maximize the impact on  
local employment and facilitate backward  
linkages between SEZs and the domestic economy;  
e) improving access to finance and electricity  
to enable small and medium enterprises to 
achieve their potential; and f) improving  
domestic and regional connectivity to augment 
market size and to facilitate labor mobility. 

Investing in skills and ensuring a well-function-
ing labor market are also important to ensure 
more inclusive participation in Laos’ growth 
process. Currently, labor market conditions do 
not support broad-based job growth. Meas-
ures to build the skills required by potential 
industries and their auxiliary services would 
help reduce mismatches in the labor market. 
As a result of the decline in employment  
opportunities in the manufacturing sector, 
there are now greater opportunities in the 
services sector for tertiary-educated workers. 
Going forward, it will be necessary to build 
the pool of workers with high-level skills to 
restore the competitiveness of the manufac-
turing sector and to support growth in the 
services sector. Importantly, even when jobs 
do exist, employers are often unable to find 
appropriately-skilled workers domestical-
ly. Employers rarely recruit personnel from 
TVET institutes. The matching and interme-
diation services that would enable qualified 
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individuals to find suitable jobs are still largely  
undeveloped and would need to be built up 
to increase productivity and to incentivize  
businesses to recruit domestic workers.  
Promoting skill retraining and geographically  
targeted-employment incentives could  
result in increased employment opportunities in  
areas at greater risk. Introducing youth  
internships and employment incentives such as 
tax allowances or wage subsidies could play a 

positive role in introducing target groups such as 
youth into the labor market, while also assisting 
enterprises to recover their productive capacity 
as rapidly as possible following the pandemic. 
Lastly, it is important to strengthen labor laws 
and their enforcement to increase labor  
protection and to improve the bargaining power 
of low-wage workers, ensuring that vulnerable 
workers are protected and their remuneration is 
commensurate with their contribution.

Short term:

• Deepening business climate reforms to  
enhance productivity especially in industries 
with strong potential to create productive 
employment (agro-industry; textiles,  
apparel and leather; electrical, machinery 
and transportation equipment; hospitality; 
and transportation).

• Encouraging formalization through the use 
of a one-stop business registration service  
to reduce burdensome processes. In  
addition, streamlining regulations to ensure 
transparency and consistency in the tax 
and regulatory systems and thereby to curb  
informal practices. 

• Leveraging remittances to support invest-
ment in agriculture and manufacturing: 
Measures should be implemented to  
enable remittances to be used in local public  
investment projects, as determined by the 
migrants for their home village.

• Aligning FDI incentives with the vision of 
maximizing the impact on local employ-
ment: Measures should be implemented to 
facilitate backward linkages between SEZs 
and the domestic economy.

Medium to long term:

• Strengthening vocational training and  
employment services: These services should 
be designed to enable workers to find suitable 
jobs, with customized services for vulnerable 
groups such as women and young people. 

• Creating demand-driven skills training 
by strengthening coordination with the  
private sector, in particular, lead GVC firms 
and those in other industries that have good  
potential to contribute to employment creation. 

• Promoting geographically targeted employ-
ment incentives to facilitate employment 
creation in areas with limited jobs and to facil-
itate labor mobility to improve job matching.

• Strengthening labor laws, with improved 
enforcement  through measures to improve 
the bargaining power of low-wage workers 
and labor protection without jeopardizing 
business competitiveness.

 

Key Policy Options organized over the short and medium term are detailed below:
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Notes

37 Ministry of Planning and Investment, Government of Lao PDR. FDI includes both greenfield 
and brownfield investments.

38 The unemployment rate is defined as the percentage of the labor force that is i) actively 
looking for work, or ii) not seeking work but waiting for reply or recall by an employer or for 
the busy season to work. Seasonal unemployment includes those who are not seeking work 
but waiting for the busy season to work. The reference period for employment is seven days.

39 The Economic Census 2019/20 collects data of registered firms from all sectors (excluding 
non-profit organizations). 

40 The Laos manufacturing production is concentrated in a few subsectors: i) food, beverage, 
and tobacco; ii) textiles, apparel and leather; and iii) rubber, plastic, and non-metallic minerals.

41 World Bank Enterprise Surveyd  collect the data of registered firms with five or more employ-
ees. The survey comprises manufacturing, construction, wholesale and retail trade, hotels 
and restaurants, transport, storage, and communications, but excludes mining and quarry-
ing, electricity, gas and water supply, financial intermediation, real estate, and education. 
Labor productivity is estimated by subtracting raw materials and intermediate inputs from 
sales and dividing that amount by the number of full-time permanent workers. All values 
reported are expressed in constant 2011 international $. 

42 The analysis considers the 2009–2018 period due to a small sample in 2012 after dropping 
firms with missing and negative value-added data. 

43 World Bank Enterprise Surveys 2009 and 2018. The service sector includes wholesale and 
retail trade, hotels and restaurants, transport, storage, and communications.

44 The survey was conducted in 2016 by the Department of Industry and Handicraft (DoIH), 
The Ministry of Industry and Commerce (MoIC). It was designed to collect data of all large 
and medium manufacturing establishments and to randomize the sampling on small and 
micro-manufacturing establishments located in 18 provinces throughout the country. The 
survey collects information about ownership, employment, compensation, income, expend-
iture, assets, production, etc. Results in this section are unweighted as survey weight is not 
accessible for this dataset, so they should be treated with some caution.

45 McCaig and Pavcnik (2017) suggest that trade integration between Vietnam and the US led 
to labor reallocation towards the formal sector, especially for younger cohorts in more inter-
nationally integrated regions.

46 World Bank Enterprise Surveys ask if “practices of firms in the informal sector” is the main 
obstacle for operating business. However, based on interviews with business owners and 
managers, World Bank (2017a) concludes that informality problems in Laos involves both 
practices of informal or unregistered firms and informal practices of formal firms. 

47 Seasonal unemployment includes those who are not seeking work but waiting for the busy 
season to work.
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Leveraging Strategic Location to Diversify Away 
from Natural Resources

Key messages 

• Laos is not a typical landlocked country with high transport costs. It has the advantages 
of a strategic location surrounded by booming economies, and a growing interregional  
transportation infrastructure. The country needs to leverage these to benefit from new trade 
opportunities regionally and globally.

• Laos�is�mostly�integrated�in�commodity�global�value�chains,�although�its�participation�in�light�
manufacturing chains has recently increased. Since 2013, exports have become increasingly 
diversified, largely due to foreign investment in light manufacturing, primarily in electronics 
and electrical components. This investment is concentrated in special economic zones and has 
created some jobs.

 
• Laos� has� the� potential� to� expand� agricultural� and� food� exports,� both� regionally� and� 

overseas. Doing so would substantially contribute to poverty reduction, especially given the 
opportunities created by the Lao-China railway and the relative resilience the sector has  
shown to the COVID-19 crisis.

• Laos� needs� more� productive,� internationally-oriented� companies� to� drive� exports,�
boost�productivity� and� create� jobs. With increasing wages and persistent labor shortages,  
manufacturing businesses need to improve the quality of their outputs to raise their profita-
bility and productivity.

• The private sector faces structural and policy-induced constraints. The limited number of 
large, export-oriented manufacturing businesses reflects structural constraints and insuffi-
cient implementation of trade and business climate reforms. In that respect, Laos is more 
policy-locked than land-locked.

 

CHAPTER�4
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Introduction

While Laos is a small, landlocked country, it is 
strategically located, with major global trading 
partners as its neighbors. With its open econ-
omy, it has recorded one of the highest rates 
of economic growth in Southeast Asia over the 
past two decades. This growth has been largely  
driven by trade and investment in natural  
resources (mining and power). Over the 2000-
2018 period, Laos’ real GDP growth averaged 
7.5 percent a year, with trade growing at the 
average annual rate of 17 percent. However, 
Laos’ economy is highly dependent on com-
modity exports for revenue. Lower commodity 
prices, together with large public investments 
that have not brought about a sufficient  

deepening of infrastructure for trade, a still  
restrictive business environment, and the COVID- 
19 crisis, have all exerted pressure on Laos’  
fiscal and external balances, with debt rising to 
critical levels. In this context, measures to boost 
non-resource exports are an urgent priority. 

This chapter presents an analysis of Laos’  
recent trade performance, with a focus on its 
participation in global value chains (GVCs). It 
looks at successes and examples of resilience 
that could be replicated and scaled up and seeks 
to identify remaining trade policy challenges 
that, if overcome, would enable Laos to harness 
trade as an engine to drive inclusive growth.   

Laos is not a typical landlocked country 

While Laos is landlocked with high transport 
costs, it is strategically located among major 
global trading partners.  

A common assertion from the literature is that 
being landlocked is a barrier to economic de-
velopment. With a few exceptions in Western  
Europe, most of the world’s 43 landlocked 
countries are indeed among the least  
developed. However, being landlocked is 
not in itself the cause of these nations’  
poverty. Rather, the problem lies in being  
landlocked with poor neighbors and/or being  
located far from large or fast-growing markets  
(WDR, 2009). This is not the case for Laos, 
which is open and strategically located, sharing  
borders with major global trading nations,  
including China, Thailand, and Vietnam.

Laos' geographic location is a great asset that 
can be further leveraged. The five countries 
with which Laos shares borders account for 
more than 17 percent of global GDP and over a 
fifth of the world’s population. Most have rela-
tively highly developed, open economies, with 
booming markets, a high demand for labor and 

goods, and a high level of integration in global 
value chains, both as participants and as leaders.  
Laos could benefit from a strong demand for its 
exports, from cheap sources of imports, from 
greater participation in global value chains 
and from opportunities for foreign investment, 
right at its doorstep. These can help to pull its 
growth and to diversify its economy away from 
mining and hydropower. Indeed, Laos is already 
reaping some of these benefits, particularly in 
its textile/garments and electrical equipment 
sectors.

Laos can benefit from the efficient trading  
infrastructure and services of its large, export- 
oriented neighbors, partially compensating  
for its own less efficient trading systems. 
In addition, Laos is unlikely to suffer det-
rimental effects associated with foregoing 
competitive sources of imports when signing  
a regional trade agreement — the so-called 
trade diversion from participation in a pref-
erential trade agreement (PTA). As its PTA 
partners are already some of the most effi-
cient and low-cost producers in the world, 
Laos will experience only trade creation.
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Figure�4.1�
Lao�borders�are�relatively�more�open�than�those�of�other�landlocked�countries,�2019

  2.44 to 2.82   2.07 to 2.44  1.64 to 2.07   1.23 to 1.64   0.70 to 1.23  No data 

Source: Adapted from WDR 2009 index of border thickness. Note: The index sums up four indicators representing 
restrictions to the flow of goods, capital, people, and ideas: (1) average tariffs (World Bank data), (2) capital openness 
(Chinn and Ito financial openness updated for 2018), (3) mobility score that represents the total number of countries 
that can be easily accessed with a given passport (Arton Capital), and (4) press freedom index (Reporters without  
Borders for Press Freedom 2019). All indicators were normalized and rescaled from more open to more closed borders 
and summed. The darker the country, the more restrictions it imposes on the flow of goods, capital, people, and ideas 
with all other countries.

As a result, Laos’ borders appear relatively more 
open than those of other landlocked countries 
in Asia (see Figure 4.1).48 This in part reflects 
the country’s strategy of serving as a land 
bridge between its coastal neighbors, through 
infrastructure investment (including the Belt 
and Road Initiative, or BRI, projects); pragmatic 
border agreements (ASEAN, subsequent ASEAN  
bilateral agreements, PTA with Thailand); and 
measures to improve cross-border logistics 
management. In short, Laos benefits not only 
from its own openness but also from its neigh-
bors’ openness and trade policies. 

Laos’ bilateral trade costs also appear low-
er than in other landlocked countries in Asia.  
Figure 4.2 maps bilateral trade costs between 
any two countries, with thicker borders indi-
cating a larger wedge between producer prices 
in the exporting country and consumer prices  

in the importing country. Laos’ border with  
Thailand is thinner than those it shares with China,  
Myanmar and Cambodia, suggesting the  
benefits of Thailand’s achievements in logistics,  
border management and connectivity have 
spread into Laos.49 These include efficient 
trans-border transport and logistics services 
and infrastructure, good highway-port connec-
tions west to Bangkok (World Bank, 2020a). This 
is reflected by Laos’ relatively better ranking in 
the Logistics Performance Index (LPI) than in 
comparator landlocked countries. In 2018, Laos 
scored better across all components (customs 
procedures, international shipments and logis-
tics quality and competence) than comparator 
landlocked countries, and better than Cambodia 
and Myanmar (neither of which are landlocked). 
Still, the organization of supply chains in Laos 
remains significantly more costly and time- 
consuming than in either Thailand or Vietnam.
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An export strategy for development 
The Lao government clearly understands 
the benefits of openness and of its strategic  
location. 

The Lao government has astutely focused 
its national strategy for economic and social  
development on trade, particularly by estab-
lishing Laos as a bridge within the region. Laos’ 
Eighth National Socio-Economic Development 
Plan (NSEDP) focused on positioning the  
country as the “clean battery of Asia,” boosting  
power exports to the region. Building on this, 
the forthcoming Ninth NSEDP aims to deepen  
economic diversification and regional inte-
gration through measures to transform Laos 
from a land-locked to a land-linked country, 
leveraging its strategic location to partake in 
the Asian growth (IMF, 2019). Current invest-
ments in rail and road under the BRI amount 

to $7 billion, or roughly 39 percent of GDP, a 
proportionally much larger investment than is 
the case for any of its East Asian peers.

With the Lao government’s commitment 
to openness, it actively promotes market- 
oriented regional integration. Trade can be  
leveraged to lock in domestic structural re-
forms and to achieve more equitable wealth  
distribution and broader poverty reduction. 
Global evidence shows that deep forms of in-
tegration that encompass policy areas beyond 
traditional trade policy can drive institutional 
and policy reform that improves the business and 
investment regime. Laos’ regional trade policy  
commitments have deepened over time and 
it now participates in nine trade agreements 
notified to the World Trade Organization 
(WTO, 2019).50 The country joined ASEAN 

Figure�4.2 
Mapping�bilateral�trade�costs,�2015-18
 

Bilateral Border Thickness (percent and ad valorem),2015-2018 averages: 
  11–57  57–94   94–138   138–479        Not available

Source: Arvis et al (2020). The World Bank and UNESCAP database 2015-18 averages. 
Note: The figure maps the bilateral trade costs between any two countries using WB-UNESCAP trade cost data. The 
thicker the border, the larger the gap between producer prices in the exporting country and consumer prices in the 
importing country. The estimated trade costs capture all factors from trade policy measures (tariffs and NTMs) to  
behind-the-border measures such as quality of trade facilitation services or inland transport costs, which are  
impossible to quantify on a large-scale.

Bilateral Border Thickness
(percent and ad valorem),
2015-2018 averages:

11–57
11–5757–94
94–138
138–479
Not available

Bilateral Border Thickness
(percent and ad valorem),
2015-2018 averages:

11–57
11–5757–94
94–138
138–479
Not available
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in 1997, with this association deepening its 
commitments through subsequent agree-
ments with more advanced economies, nota-
bly Japan in 2008 and New-Zealand, Australia 
and South Korea in 2010.51 Laos entered the 
recent Regional Comprehensive Econom-
ic Partnership at the end of 2020, the out-
come of negotiations to consolidate long-
term commitments reached between the 15 
members, especially relating to rules of ori-
gin, anti-dumping duties, technical barriers 
to trade (TBT), sanitary and phytosanitary 
standards (SPS), and procurement provision. 
As such, it offers an opportunity for Laos to 
lock in important behind-the-border reforms.

Securing permanent preferences should also 
alleviate the impact of losing the least de-

veloped country (LDC) preferential status in 
2026. With its current LDC status, Laos enjoys 
trade preferences according to the extend-
ed Rules of Origin provision in the European 
Union’s Everything But Arms Initiative, along 
with access to international development as-
sociation grants, aid for trade under the En-
hanced Integrated Framework, and waivers 
for the implementation of WTO agreements 
(ban of export subsidies, intellectual proper-
ty rights, or IPR) (WTO, 2019). By deepening 
trade integration through more permanent 
PTAs, Laos is wisely preparing for its tran-
sition out of LDC status. This should be an 
advantage in the long term, as General Sys-
tem of Preference treatments are general-
ly reviewed by the more advanced trading 
partner and can be terminated unilaterally.

The risks ahead

Laos is at a turning point, with the limits of the 
current growth model now apparent. 

Laos’ strong economic growth over the past 
two decades has been driven largely by the 
country’s capital-intensive resource sector 
and by infrastructure development. Howev-
er, this growth has not resulted in significant 
private sector job creation, nor has it driven 
poverty reduction to the extent recorded by 
other rapidly-expanding economies in the re-
gion (SCD 2017, LDR 2014 and 2010). In ad-
dition, Laos’ growth has not been sustainable 
from a macroeconomic or environmental per-
spective. Since 2017, debt has risen to criti-
cal levels, with the economy now showing 
increasing signs of macroeconomic instability. 
At the same time, its stock of natural capi-
tal has been depleting since the early 2000s.

The less than proportionate increase in jobs 
and reduction in poverty is in part due to its 
over-reliance on natural resource exports 
and to the associated large resource-related 
rents and capital inflows. These factors have 
exposed the economy to macroeconomic risks 

related to volatile commodity prices and driv-
en an appreciation in the value of the kip. 
With increasing wages, this has made the ex-
port-oriented non-resource sectors less com-
petitive and constrained their growth. The too 
timid implementation of trade and business 
climate reforms has also resulted in the do-
mestic business environment remaining un-
predictable and restrictive. Combined, these 
have created formidable obstacles for Lao 
businesses aspiring to compete at the regional 
and international levels. In order to attract in-
vestment from productive foreign companies 
and to encourage efficient new businesses to 
enter the non-resource sectors and grow, pol-
icy makers need to make significant strides in 
terms of improving the business environment. 

The COVID-19 crisis has placed additional pres-
sures on Laos’ fiscal and external balances and 
intensified constraints on its competitiveness. 
In this context, measures to boost trade and  
investment outside the resource sector are  
critical to support Laos’ economic recovery 
and to drive long-term inclusive growth, as  
expressed in the Ninth NESDP. Given that 83 
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percent of Laos’ workforce is currently self- 
employed or mployed as informal domestic  
labor, a diversification away from natural  
resource exports would also support formal-
izing employment and raising productivity, 
provided that the educational system could 
be improved to enableit to deliver the skills 
demanded by the market.

In the context of the COVID-19 crisis, Laos has 
recorded its lowest GDP growth rate in three 
decades, with a significant risk that progress 
achieved so far will be reversed, especially 
for women and poor rural households.

While measures to contain the COVID-19 pan-
demic may have been generally effective, they 
have come at a high economic cost. Laos closed 
its borders on March 13, 2020, 11 days before 
its first case of COVID-19 was confirmed, with 
only cargo planes and trucks exempt, and only 
major international border crossing remaining 
open. A nationwide lockdown was implement-

ed in the same month, remaining in force until 
mid-May. Compared to its peers, Laos mandat-
ed relatively light restrictions during the initial 
lockdown (see Figure 4.3) but a second wave of 
the virus in 2021 saw further measures brought 
in from April 2021 until the end of the year (Ox-
CGRT). From mid-December 2021 the number 
of cases reported daily began to fall, only to 
spike again briefly in late March 2022 with the 
arrival of the omicron variant. Cases declined 
from mid-April and the country reopened its 
borders to vaccinated travelers on May 9, 2022. 
 
By the time the country opened again first 
dose vaccinations had reached 79 percent of 
the eligible population, and second dose vac-
cinations 68 percent. According to the United 
Nations Population Fund, vaccination coverage 
in major tourism cities such as Vientiane, Vang 
Vieng, and Luang Prabang was over 99 percent. 
As of May 8, 2022 a total of 208,939 COVID-19 
cases had been recorded in Laos, resulting in 
751 deaths.52

Figure�4.3
The�impact�of�COviD-19�on�services�in�Laos�and�in�comparators
   
(a) Average severity of pandemic response restrictions (January 1 to September 30 2020)

(a) Average severity of pandemic response
restrictions (January 1 - to September 30 2020)
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Figure�4.3,�continued

(b) Laos

 

pe
rc

en
ta

ge
 c

ha
ng

e 
fr

om
 p

re
 

co
vi

d 
ba

se
lin

e 
(p

er
ce

nt
)

12
-F

eb
25

-F
eb

6-
M

ar
16

-M
ar

26
-M

ar
5-

Ap
r

15
-A

pr
25

-A
pr

5-
M

ay
15

-M
ay

25
-M

y
4-
Ju
n

14
-J
un

24
-J
un

4-
AJ
ul

14
-J
ul

24
-J
ul

3-
Au

g
13

-F
Au

g
23

-A
ug

2-
Se
p

12
-S
ep

22
-S
ep

2-
O

ct

30
20
10

0
-10
-20
-30
-40
-50
-60
-70
-80

(c) Vietnam
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(d) Cambodia
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  Retail & recreation    Grocery & pharmacy   Parks 
  Transit stations    Workplaces    Residential

Source: Oxford Covid-19 Government Response Tracker (panel a). Google/covid19/mobility. Note: One week moving 
average. Retail and recreation include places like restaurants, cafes, shopping centers, theme parks, museums, librar-
ies, and movie theaters. Grocery and pharmacy include places like grocery markets, food warehouses, farmers markets, 
specialty food shops, drug stores, and pharmacies. Transit stations include places like public transport hubs such as 
subway, bus, and train stations.
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With the COVID-19 pandemic, Laos recorded 
its lowest GDP growth in three decades. GDP 
growth declined to 0.5 percent in 2020, from 
5.5 percent in 2019. The pandemic has also 
placed further pressure on an already fragile  
job market, risking a partial reversal of the  
recent progress in terms of poverty reduction. 
The unemployment rate increased to 23.4  
percent in 2020, up from 15 percent at the end 
of 2018, with poverty expected to increase by 
at least 1.5 percentage points in 2020 and by 
2.4 percentage points in 2021, compared to a 
non-COVID-19 scenario. 

In 2020, Laos’ fiscal deficit deteriorated, with 
public debt increasing significantly. In 2020, 
the fiscal deficit rose to 5.2 percent of GDP and 
is expected to decline to 4.7 percent in 2021 
public debt to 64 percent of GDP; and external  
debt-service payments will amount to more 
than $1 billion per year over the next five years. 
The unprecedented fiscal challenges that the 
government is facing have severely constrained 
its ability to respond to the crisis. Many Lao 
enterprises have either been forced to close 
or are at risk of doing so, or have reduced 
their activity, with households linked to those  
businesses at risk of falling into poverty.

The impact of the restrictions on the services  
sector has been particularly severe. Anonymized  
data on users’ locations collected by Google 
from telephones enables an examination of the 
extent to which travel restrictions and social 
distancing measures have affected services. 
Figure 4.3 shows the change in frequency and 
duration of consumers’ visits to different  
outlets relative to a baseline in the pre-COV-
ID-19 period.53 These data show a 60 percent 
decline in attendance at hotels and restaurants 
over the period from 7 March to 18 April, with 
the figure standing at 70 percent for transport 
and transit. The declines are comparable to 
those recorded in Vietnam, with a V shape, 
with a recovery to pre-pandemic levels by early  
summer 2020. Both Laos and Vietnam are  
doing better than Cambodia, which has not yet 
recovered to its pre-pandemic levels.

In Laos, trade has been impacted relatively 
mildly by the crisis compared to neighbors, 
with both imports and exports having started 
to recover, albeit slowly and with significant  
variation across sectors (see Figure 4.4).  
Imports were most severely affected in April 
2020, declining by 2.14 percent compared to 
April in the previous year, driven largely by a 
drop in imports of fuel and electrical equipment 
from Thailand and Vietnam. However, by May, 
imports from China were already recording 
positive year-on-year growth. With exports, the 
most significant decline occurred in May, due to 
a drop in demand from China and Thailand, with 
recovery commencing in July with Thailand, 
and in September with China and Vietnam.
 
Agri-food and electricity exports were more 
resilient to the pandemic than light manufac-
turing exports, including garment and electri-
cal equipment. Agri-food exports maintained 
a positive growth year-on-year for almost all 
months throughout the period. Exports of elec-
tricity (under mineral products) were higher  
than in the previous year from the second 
half of 2020, driven by strong demand from  
Thailand. After July, exports of natural rubber 
and precious metals and stones (gold mostly 
to China), in the “Others” category, increased  
significantly compared to the same period in 
2019, contributing significantly to the positive 
trend for Lao exports. Exports of cooper and 
electronic and electrical equipment declined 
considerably, showing only tepid signs of recov-
ery in the case of the latter in December. This is 
consistent with disruptions to global electronic  
and electrical supply chains, as also seen by 
the decline in imports of sector inputs. From  
September, exports of garments also increased 
compared to the same month in the previous year. 
 
Recent customs data show that the number 
of trade transactions, number of businesses, 
and trade volumes declined when the first 
lockdown was in force, compared to the same 
months in the previous year (see Figure 4.5). 
A breakdown across the three important GVC 
sectors (agri-food, electrical equipment, and 
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garments) shows that agri-food was the least 
affected. Garments was the most affected, 
with a steep decline in the number of transac-
tions and businesses engaged in exports in the 
April-May period. Evidence also suggests that 
GVC businesses in the electrical equipment and 
garment sectors may have diversified their ex-
port portfolios in response to the crisis. This is 
consistent with anecdotal evidence suggesting 
that garment exporters have increased their 
production and export of healthcare items 

such as face masks and uniforms. Some tour-
ism businesses are attempting to shift to pro-
viding hospitality services for the domestic 
market, although this is unlikely to compensate 
for the losses they have experienced. An exam-
ple of this is a business that has developed an 
app to provide food and groceries services for 
people in quarantine in state designated ho-
tels. More generally, local online services have 
been expanding their offerings to cater for 
the increased demand due to the pandemic.

Figure�4.4�
Tracking�the�impact�of�COviD-19�on�Laos�monthly�trade�
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Figure�4.4, continued 

(c) Lao imports by product categories
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(d) Lao exports by product categories
 

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

y-
o-

y 
gr

ow
th

 ra
te

 (p
er

ce
nt

)

y-
o-

y 
 g

ro
w

th
 ra

te
 (p

er
ce

nt
)

0.1 0.4

(2.1)
(1.3)

(0.0)(0.1)(0.2)

(c) Laos imports by product categories (d) Laos exports by product categories

(0.3)
(1.2)(0.7)(0.2)

0.8 1.0

(0.1)
(0.9)

(2.6)

(0.9)(0.2)

0.4

2.3

0.9 1.7

5.9

Agriculturefood Electrical equip Gament footwear Cooper Mineral products Base metals Wood products
Others totals

4

2

0

-2

-4

6

4

2

0

-2

-4
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

  Agriculture food   Electrical equipment   Gament footwear
  Cooper    Mineral products   Base metals
  Wood products   Others    Total

Source: Monthly Customs data China, Thailand USA, EU, Japan.

The COVID-19 crisis has had a particularly  
severe impact on the tourism sector. Laos’ 
tourism industry is an important driver of  
private sector growth and a major provider 
of employment, especially for women. This  
sector has been hit more severely than any 
other by the pandemic, with tourism receipts 
expected to decline by more than $500 million 
in 2020. With international borders closed, the 

hospitality and transportation sectors have 
experienced extensive job losses. In addition, 
declining foreign and domestic demand have 
battered the construction and manufacturing  
sectors, with one-third of workers in the  
sectors losing their jobs by July 2020, with 
informal workers, who lack social protec-
tion, having been the most affected. By  
contrast, the livelihoods of farming households 
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Figure�4.5
COviD19�impact�on�Laos�exports:�business-level�evidence,�2020

have been only moderately affected by the 
pandemic, although floods and storms have 
posed a significant risk to farming activities.
 
While the COVID-19 crisis has created an  
opportunity for the government to adopt meas-
ures to increase local processing and thereby to 
reduce dependence on imports, trade may be part 
of the solution by reducing the cost of food and 
other products that the poorer households con-

sume heavily and by coordinating regional access 
to medical services and goods. For instance, in 
the context of a common crisis, ASEAN countries 
may decide to remove the need for licenses for 
products that pose minimal risk to human health, 
environmental safety, or consumer protection. 
They could also support collaboration between 
national agencies to waive or at least accelerate 
clearance for medical goods, food products, and 
farming inputs (Brenton and Chemutai 2020).54  
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At a global level, the COVID-19 crisis has  
accelerated the trend towards the digitaliza-
tion of trade procedures and money trans-
fers. Evidence from the past three decades 
shows that the adoption of new technolo-
gies typically occurs in bursts, particularly in 
the wake of economic shocks (Jaimovich and 
Siu 2018; Mauro et al. 2020; WDR 2016). The 
COVID-19 crisis appears to be accelerating 
the transition to automation and the adop-
tion of digital technologies in some indus-
tries. In particular, the automation of trade 
and transport facilitation processes and 
documents will ensure effective, COVID-19- 
sensitive movements along the supply chain. 

The pandemic could result in major transfor-
mations to GVCs, potentially with a net pos-
itive impact on Laos. Although there is a risk 
that the COVID-19 crisis may lead businesses 
participating in GVCs to relocate some activ-
ities closer to their headquarters, the effect 
in net for Laos is likely to be positive because 
of the types of GVCs in which Laos partici-
pates. Laos is mostly involved in commodity 
GVCs with investors needing direct access to 
raw materials, making it less likely for them 
to relocate. In the case of the manufacturing 
GVCs in which Laos has started to participate, 
its position along the chain is mostly down-
stream. For example, in the case of textiles, 
Laos is mostly involved in assembling clothing 

rather than manufacturing cloth. While this 
potentially exposes it to decisions by lead GVC 
businesses to substitute cheap labor-intensive 
assembly production with robots (see Garica-
no and Kaplan 2001; Chen and Wu 2018), in 
practice this does not appear to be happening 
yet. In addition, Laos may be able to capture 
some of the export-oriented manufacturing 
foreign direct investment (FDI) that has begun 
to relocate outside of China, even before the 
pandemic.

To achieve more inclusive growth, Lao  
policy makers need to make greater efforts to  
ensure social and environmental sustainability.  
This means that natural resources cannot be 
exploited in the same manner as in the past. 
In terms of social sustainability, GVCs in light 
manufacturing are increasingly monitoring 
labor conditions in factories, where a large 
proportion of the workers are often young 
women. Moreover, industrial rubber, palm oil 
or coffee plantations must address concerns 
related to deforestation, soil erosion due to 
intensive mono-cropping, and water pollu-
tion related to the intensive use of chemicals. 
However, the transition to a more sustainable 
growth model also creates new opportuni-
ties for increased participation in sectors that 
could drive inclusive growth. For example, Laos 
could build on its measures to preserve the en-
vironment in order to promote eco-tourism. 

The potential of international value chains

While trade has become more important to 
Laos’ economy over the past decade, there 
is still strong potential for further growth. 
Since 2013, the value of merchandise trade in  
proportion to GDP has increased, going up 
from 19.0 percent in 2013 to 31.5 percent in 
2019 with exports, and from 25.5 percent 
to 34 percent with imports over the same  
period. By contrast, both service exports and 
imports have decreased, reaching 5 and 6  
percent of GDP respectively in 2018, although 
the services balance has improved in absolute 
terms. This was largely due to increased receipts 
for transport and travel services, reflecting a  

significant increase in tourism activity in the 
country. Trade in services accounted for 15 
percent of total exports and 16 percent of all  
imports in 2019. However, Laos still lags behind 
its comparators in terms of exports per capita and 
as a share of GDP (see Figure 4.6). For example,  
Vietnam’s economy now generates nearly 
$2,700 of exports per capita, more than three 
times the figure recorded by Laos, in Cambodia 
that figure is at $1,200. Laos’ export base is very 
small compared to regional comparators, with 
only 928 products exported in 2018, roughly the 
same number as ten years ago, and considerably 
less than the 3,793 products exported by Vietnam.
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Figure�4.6
Exports�of�goods�and�services�per�capita�($�current�per�capita)
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Source: Own calculations using Comtrade data.

There is global evidence that developing coun-
tries’ participation in manufacturing GVCs can 
accelerate economic development. Businesses  
that participate in GVCs do not need to  
produce an entire product. Instead, they  
specialize in the production of simpler parts 
which enable them to exploit their compara-
tive advantages. The fragmentation of produc-
tion makes it possible for even small businesses  
to enter foreign markets at relatively low cost. 
Thus, they can obtain access not only to cheaper  
and better-quality inputs, but also to capital,  
productivity-enhancing technologies and  
improved management practices. In turn, this 
boosts domestic income and employment, 

even when exports have lower domestic  
content. These features make GVC trade a more 
powerful force than traditional trade in terms 
of supporting growth and poverty reduction 
(WDR, 2020) even small ones, to enter foreign 
markets at lower cost. They can get access not 
only to cheaper and better-quality inputs, but 
also to capital, productivity-enhancing tech-
nologies and improved management practices  
developed elsewhere. This in turn contributes 
to raise domestic income and employment even 
when exports have lower domestic content. 
These features make GVC trade a more pow-
erful force than traditional trade in supporting 
growth and poverty reduction (WDR, 2020). 

Laos GVC integration is shifting towards light manufacturing, primarily  
electronics 

Unlike most countries in East Asia, Laos 
still mainly participates in commodity GVCs 
through forward linkages. The East Asia region 
dominates the production segments of GVCs 
in both the textile and garment sector and 
the electronics and machinery and transport 
equipment sector. Most countries in the region 
are engaged in limited or advanced manufac-
turing through backward linkages, sourcing 

parts and components from abroad for their 
export-oriented businesses (see Figure 4.7).  
In contrast, Laos is mostly integrated in  
commodities GVCs through the export of natural 
resource-related products and agricultural  
commodities (electrical energy, mining,  
agriculture, rubber, and wood) that serve as  
inputs for other countries’ exports (forward 
participation). 
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Figure�4.7
Laos�participates�in�limited�commodity�GvCs,�2015
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Source: WDR2020. See WDR2020 for a definition of the different GVC types.

How countries participate in GVCs matters for  their 
economic development. Recent evidence from 
a cross section of countries shows that growth 
in backward GVC participation is associated with 
higher income growth, with these gains stemming 
from the productivity effects of GVCs. In general, 
trade reduces poverty primarily through growth, 
with the effect of GVCs on income being twice 
that of trade in final goods. Thus, through their ef-
fect on productivity, employment, and income, 
GVCs support poverty reduction to a greater ex-
tent than conventional trade (World Bank, 2020b).  
 
Since 2013, there has been a marked diver-
sification of Lao merchandise exports away 
from natural resources and towards light 
manufacturing. In 2019, natural resource  
exports, including exports of hydropower energy,  
copper ores, copper articles, and precious met-
als, still accounted for 44 percent of exports 
($2.9 billion), almost the same value in levels as 
recorded in 2013 ($2.8 billion), but much less 
in proportion to the total value of exports (61  
percent in 2013). Power exports to Thailand rose 

due to increased installed capacity and higher  
demand, while mining exports (copper ores and  
articles) remained steady despite lower output due 
to the firming up of copper prices. Over the same 
period, manufacturing exports have increased 
three-fold, reaching $2 billion, or 37 percent of to-
tal merchandise exports, in 2019. These increas-
es were largely driven by exports of electronics 
and electrical equipment from special economic 
zones (SEZs) and by food and beverages exports.55 
Agricultural exports also grew strongly, up from 
$208 million in 2013 to $624 million in 2019. This  
increase was mostly driven by exports of fruits 
and vegetables ($383 million, or 6 percent of 
2019 exports, mostly consisting of bananas, 
cassava, coffee and corn), followed by rubber 
($292 million, or 4.4 percent) and wood products  
($172 million, or 2.6 percent). Over the same peri-
od, rubber exports to China and vegetable exports 
to Thailand moderated, partly due to falling rubber 
and coffee prices. The export of bananas to China 
declined after 2016, following the imposition of 
tighter controls on pesticides use and the suspen-
sion of new plantations in the north of the country. 
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Laos’ export diversification has been largely 
due to increased participation in GVCs in light 
manufacturing, particularly for electronic and 
electrical equipment. The increase in exports 
of electronics and electrical products has been 
met with a parallel increase in the import of in-
termediate inputs to the sector (see Figure 4.8). 
While part of the increase was also due to in-
creased capital investment in the power sector 
and infrastructure, it also reflects the increased 
sourcing of intermediate inputs used for further 
processing and export. Laos also participates in 
apparel GVCs, although on a much smaller scale 
than neighboring Vietnam and Cambodia. The 
contribution of garments and footwear exports 

to Laos’ total exports decreased to 6 percent 
in 2019. However the sector, which flourished 
in the 1990s and early 2000s, has managed to 
maintain steady export values in absolute terms, 
suggesting significant resilience despite fierce 
competition from Vietnam and Cambodia, the 
appreciation of the kip, and rising production 
costs. Imports of fabric and cloth, which are 
used as inputs in apparel factories, are low but 
stable, consistent with the low yet resilient lev-
el of integration in these garment GVCs. In the 
past two years, exports of safety clothes and 
equipment (construction helmets, clothes and 
boots, fire protection clothing etc.) have in-
creased owing to Japanese investment in SEZs. 

Figure�4.8
Lao�merchandise�import�and�export�structure,�2000-2019�
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(b) Main exports
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The move towards light manufacturing GVCs 
is also seen in the lower share of unprocessed 
primary commodities in total exports, at 24 
percent in 2019 compared to 39 percent in 
2010, and the higher share of intermediate in-
puts in imports (55 percent in 2019 compared 
to 44 percent in 2010) (see Figure 4.9). This 
is particularly apparent in the garment and 

electronics and electrical equipment sectors 
in which, consistent with Laos’ position in the  
final assembly stages, the share of semi-fin-
ished products in imports is high while most 
exports are final goods. Sectors such as fruit 
and vegetables, coffee, and food products are 
mostly integrated forward, with exports mainly 
consisting of unprocessed produce.
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Figure�4.9
Lao�imports�to�exports�by�sector,�2019
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Figure�4.10
Lao�trade�and�GvC�integration�is�concentrated�on�few�countries
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Laos is most integrated regionally through min-
erals, agriculture and food exports, consistent 
with its endowments in natural resources and 
its location (see Figure 4.10). Overall in 2019, 
Laos’ largest market was Thailand ($2.4 billion, 
or 36.1 percent of total 2019 merchandise ex-
ports), followed by China (28.2 percent) and 
then Vietnam (16.2 percent). Lao exports to 
Thailand are dominated by electrical energy 
(60 percent); followed by copper articles (16 
percent); and electronics and electrical com-

ponents (15 percent). Exports to China ($1.9  
billion) are dominated by copper ores and arti-
cles (33 percent); followed by agricultural and 
food products (20 percent, mostly bananas, 
corn and processed cereals); wood pulp and  
paper (14.8 percent); and rubber (11.5 percent). 
Exports to Vietnam mostly consist of foodstuff 
and agricultural produce (58 percent, primarily 
flavored drinks, live cattle, sugar, and coffee); 
rubber (11.3 percent); electrical energy (10.5 
percent); and processed timber (5.3 percent).
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Exports to OECD markets mostly consist of light 
manufacturing (garment and electronics prod-
ucts) or higher-end products such as coffee (see 
Figure 4.9). Europe accounts for 7.8 percent of 
total Lao exports, at a value of $521 million, 
mostly to Germany and Switzerland and domi-
nated by garments and footwear. This is followed 
by Japan ($164 million, or 2.5 percent), with 50 

percent of these exports consisting of garment 
and footwear and 16.5 percent of electronics. 
Exports to the USA (2.2 percent) are dominated  
by electronics and electrical equipment (60 per-
cent) and garments (11 percent). These patterns  
reflect foreign investors’ incentives to gain  
access to European, North American and Japa-
nese markets duty under GSP preferences.56 

Over the past decade, exports of services have 
tripled, while imports have increased tenfold. 
However, the contribution of services to total 
exports has decreased from 35 percent in 2000  
to 17 percent in 2019. The contribution of  
services to total imports has varied over the 
years, increasing from 5 to 26 percent over the 
2000-2013 period, before declining to reach a 
plateau at 17 percent in 2019. Business services 
accounted for 29 percent of all foreign green-
field investment projects over the 2000-2020 
period, which is comparable to the number of 
projects supported by foreign investments in 
manufacturing, but representing 10 percent 
of their total outstanding value (fDi Markets  
database). Laos’ distribution of tradable services  
remains largely concentrated in traditional 
services, with 80 percent of exports concen-
trated in travel (mostly tourism) and with only 
3 percent in modern services, largely driven by 
telecommunication, computer and information 
services.57 In South-East Asia exports of modern  
services account on average for 18 percent of 
services exports. 

Beyond manufacturing, services (including 
business services and tourism) create fur-
ther opportunities for Laos to integrate within  
GVCs. Manufacturing and natural resource- 
focused GVCs are highly service-intensive. The 
expansion of ICT and business services such as  
finance, accounting, and legal services supports 
growth in industries that rely on these inputs. 
Travel and tourism are labor-intensive export 
sectors, with many female jobs. Facilitating 
trade and investment in these sectors would 
promote GVC participation, increase incomes 
and improve employment opportunities.  
Research shows that Laos’ ability to diversify its 
exports is constrained by the quality of services,  
with evidence that changes in the quality of 

transportation and electricity services would 
have the most significant effect on economic 
performance and GVC participation (Hollweg, 
Gomez-Mera and Varela 2019).

Prior to the COVID-19 crisis, while the tourism 
sector had grown rapidly over the preceding 
decade, it remained relatively small compared 
to other countries in the region, particularly 
Vietnam and Thailand. In 2019, international  
tourist arrivals increased by 14.4 percent, 
reaching an all-time peak of 4.79 million, with 
international tourist receipts increasing even 
faster (ADB, 2020). Recent estimates indicate 
that tourism directly contributes to 4.6 percent 
of GDP and supports 54,000 jobs, with 63 per-
cent of these involving female workers (World 
Trade and Tourism Council, 2018). Despite  
being low-skill and low-paid, these jobs are often  
a critical source of income for rural or urban 
low-income households. It also offers oppor-
tunities for rural communities to participate in 
tourism value chains. 

Despite significant growth over time (albeit  
from a very low base), Laos has one of the 
lowest levels of ICT availability and penetra-
tion in Southeast Asia, with only 61 adults out 
of 100 having a mobile cellular subscription, 
compared to levels close to 100 and above 
in other Southeast Asian countries. The rate 
of internet penetration is also among the 
lowest in the region, with only 25 percent of 
the population connected, compared to 50 
percent on average for the EAP (WDI). The 
presence of high-quality ICT infrastructure 
plays a vital role in supporting other sectors 
in the economy, including not only modern 
services but also manufacturing. A relatively 
poor ICT infrastructure is also likely to con-
tribute to higher trade costs (OECD, 2017).

Services exports are expanding but remain below potential
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Foreign direct investment supports GVC integration and job creation

After remaining steady since 2013, FDI inflows 
started to decline in 2017. Laos has a relatively  
liberal investment regime, with the Law on  
Investment Promotion of 2016 providing a legal  
basis for the provision of generous incentives 
to foreign investors in various sectors, although 
certain activities continue to be restricted. 
With the promulgation of this law, FDI inflows  
increased from $427 million in 2013 to over 
$1.7 billion in 2017 before declining to $557 
million in 2019 (UNCTAD, 2019 and 2020). 
Despite this decline, in 2019, Laos achieved a 
stock of inward FDI of more than $9.9 billion, 
or 55 percent of GDP in 2019, catching up with 
Vietnam (at 62 percent of GDP) and exceeding 
Thailand (at 45 percent of GDP).

While the majority of FDI is in the resource sector,  
investments from Thailand and some OECD 
countries have supported light manufacturing 
exports. Over the 2003-2019 period, in terms 
of the number of projects, the greatest pro-
portion of greenfield investments were in the 
manufacturing sector (29 percent of the total); 

the power generation sector (28 percent); and 
infrastructure (18 percent) (see Figure 4.11).
Manufacturing accounted for 63 of all newly  
approved FDI projects in this period, or 28 percent  
of the total number. A significant share of these 
were in light manufacturing subsectors, includ-
ing materials (18 percent); food processing  
(6 precent); and, more recently, electronics and 
electrical equipment (2 percent) and apparel 
(1.5 percent). In recent years, Laos has also been  
receiving FDI from a more diversified set of 
source countries. While FDI inflows have tradi-
tionally been dominated by China and Vietnam,  
since 2011, Thailand, Japan, a number of  
European countries, and the USA have also been  
investing, particularly in manufacturing. From 
2011 to 2020, Thai investment surged, account-
ing for 47 percent of the total number of green-
field investments, largely driven by invest-
ments in the renewable energy (31 percent); 
manufacturing (28 percent); and infrastructure 
sectors (26 percent). In 2019, FDI from Japan 
in manufacturing accounted for 69 percent of 
total inflows. 

Figure�4.11
Foreign�direct�investment�inflows�by�source�and�activity,�2003-2020
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Figure�4.11,�continued

(b) Source country (No. of projects)
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Most FDI in manufacturing exports, other than 
garment, was channeled through SEZs. The 
nearly three-fold increase recorded in manu-
facturing exports since 2013 has been driven 
by the exports of electronics, telecommunica-
tion and electrical equipment from SEZs, and 
of food and beverages (with some of these 
also from SEZs). Currently, 12 SEZs operate 
in Laos, with a range of different focuses in 
terms of the industries they facilitate and the 
level of incentives granted. Of these SEZs, 
four have a high proportion of businesses  
engaged in light manufacturing, with facilities 
such as electrical appliance manufacturing, 
electronics parts assembly, and agro-process-
ing plants (see Figure 4.12). In Laos, garment 
and footwear manufacturing facilities are 
mostly located outside SEZs, mainly due to 
the fact that many of these operations were 
established in the 1990s, before the first SEZs 
were established, in 2003 (Nolintha, 2016).

Figure�4.12
Number of registered businesses by SEZs and 
sector,�2016-2018
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Preliminary evidence suggests that foreign  
investment in export-oriented manufacturing 
SEZs is positively associated with economic 
development at the regional level (see Figure 
4.13). While the lack of data at the enterprise 
level does not allow a direct evaluation of the 
impact of SEZs on employment and poverty, one 
way to examine this relationship is through the 
use of night-light data, which serves as a proxy 
indicator for local economic development. 
Based on recorded night-light intensity levels in 
the period from 2003 to 2020, areas in proxim-
ity to SEZs with a high share of export-oriented  
manufacturing, particularly those close to the 
Thai border, experienced a higher increase 
in economic activity than areas elsewhere. 

While these results suggest that at least some 
SEZs may have played a positive role in econom-
ic development, there is a need for more care-
ful evaluation of their impact on employment, 
productivity and exports. If the government is 

to continue to leverage SEZs to drive export  
diversification and job creation, it is crucial 
that policymakers have a strong understanding  
of what and does not work so that they can  
effectively prioritize investment, particularly 
given that fiscal space is tight. SEZs are often 
established as a second-best solution to jump-
start manufacturing production and exports 
when getting the conditions right to attract 
larger amounts of FDI is costly and takes time.  
However, evidence of their effectiveness 
is mixed (Farole, 2011). In many countries, 
SEZs appear to have become white elephant  
projects, attracting enterprises that take  
advantage of the tax-benefits, but failing to 
produce substantial employment or quickly  
becoming unattractive once labor costs increase. 
Even the highly successful and labor-intensive 
SEZs in Bangladesh and Vietnam accounted for 
only 5 percent and 19 percent of national em-
ployment respectively in 2014, with backward 
linkages to the rest of the country most often weak.

Figure�4.13
Lao�economic�development�was�linked�to�export-oriented�manufacturing�FDi,�2003-20

(a) Total FDI in manufacturing since 2003, $ million
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 (b) 2013-2003 difference             (c) 2020-2014 difference 
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Successful SEZs are those that are able both 
to leverage the comparative advantages 
sought by investors (such as location,  
labor cost advantages, skills capabilities and 
infrastructure) and display good management  
and flexibility to adapt to the industry’s 
evolving needs (Farole, 2011). In Laos, there 
is anecdotal evidence to suggest that not 
all SEZs have been successful. In 2018, SEZs  
accounted for 67 percent of all manufacturing  
wage workers and 8 percent of all wage 
workers. However, out of the roughly 20 
thousand workers employed in the 12 
SEZs, close to 55 percent were foreign 
workers (IOM, 2019). In recent years, the  
government’s involvement in SEZs has  
also receded. Two SEZs in the north (Bokeo 
and Luang Namtha) are run by Chinese  
investors.

Over the 2012-2018 period, the electrical,  
machinery and transportation equipment  
sector was one of the three manufacturing  
sector that created jobs, although on a small 
scale. In terms of employment, the biggest 
contributor remains agriculture (60 percent of 
all workers), followed by services (26 percent); 
manufacturing (5.7 percent); and mining and 
hydropower (0.8 percent). Between 2012 and 
2018, total employment declined from 3.3  
million jobs to 2.9 million, mostly driven by a  
decrease in non-wage jobs in agriculture. Most 
employment was created in the public sector, with 
this sector accounting for 234,000 jobs in 2018, 
followed by hotel and restaurants (7,000  
workers), and some manufacturing subsectors, 
including textiles/garment (71,000 workers) 
and electrical equipment (4,400 workers in 
2018, twice as many as in 2013).

Figure�4.13,�continued
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Laos has the potential to expand value chains in agriculture and food

Expanding agricultural value chains could boost 
Lao exports and drive poverty reduction. In 
2019, agriculture (including forestry and fish-
eries) contributed to 16.7 percent of GDP and 
60 percent of employment, higher than for 
most landlocked, lower-middle income peers. 
Since 2013, many agricultural smallholders 
have transitioned from subsistence rice culti-
vation towards the commercial production of 
cash crops, including cassava and coffee, much 
of which is exported to regional and global  
markets. Many of these producers operate 
under cross-border contract-farming arrange-
ments with traders from Thailand and Vietnam.  
Industrial plantations financed by Thai or  
Chinese investors have also expanded, espe-
cially to produce sugar cane and bananas. As 
a result, farm incomes have increased and 
poverty rates have declined, especially for 
the poorest rural households. Between 2013 
and 2018, the national poverty rate declined 
from 24 percent to 18 percent (LECS 2012 and 
2018). In parallel, exports of agriculture-relat-
ed products have increased, with their value 
reaching $624 million in 2019. There is also ev-
idence that between 2012 and 2018, poverty  
declined faster in farming households close to the  
border in the north and south, highlighting the  
significance of agricultural commercialization 
and the expansion of cross-border trade as  
drivers of poverty reduction (World Bank, 2020b).

Agricultural value chains can be either global 
or regional. GVCs are built around a lead inter-
national investor, producing cash crops in large 
plantations (the so-called modern revolution). 
On the other hand, regional value chains incor-
porate fewer formal markets, are built around 
a domestic or regional investor and produce 
staple crops in smaller-scale farming systems 
(the quiet revolution). These two types of value 
chains do not require the same degree of public 
intervention. The former is coordinated by a 
lead firm, with little need for public investment, 

the government needs only to ensure that the 
development impact diffuses to the general 
population. For the latter, the government has 
a more active role to play in terms of coordina-
tion and measures to lower transaction costs.

In Laos, there is potential to expand both global  
and regional value chains. Exports of agri-
culture-related products are quite diverse in 
terms of crops and market characteristics. In 
2020, major agri-food exports include: 
 
I. Fruit and vegetables: Plantains and  

bananas (28.3 percent of agri-food exports),  
watermelons, produced in large plantations 
in the northern and central regions follow-
ing Chinese investment.

II. Tubers and cereals: This includes cassava  
and cassava starch (27 percent) and 
maize, produced mostly by smallholders  
under contract farming arrangements and  
exported primarily to Thailand, Vietnam and  
China. Rice accounts for more than 70 per-
cent of cultivated area. Productivity remains 
low and most of the output is sold domesti-
cally, with exports averaging around 3.5 per-
cent of agri-food exports due to government  
national stock policy.

III. Higher value arabica coffee: Coffee beans 
(10.4 percent) are mostly produced on the 
Southern Bolaven plateau. However, 90 per-
cent of the production is exported unroast-
ed to Vietnam, Japan, Thailand, and Europe 
(Belgium and Germany), where roasting and 
value-addition takes place.

IV. Sugar products (6.7 percent): Sugarcane 
is mostly cultivated on large plantations in  
Savannakhet run by Thai investors and processed 
by two large Thai-owned factories for export 
to the EU market (69.3 percent), to Vietnam 
(13.7 percent), and to China (5.1 percent). 
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The small scale of agricultural operations in 
Laos prevents farmers from joining supply  
value chains. Agricultural value chains continue 
to be dominated by small-scale operators who 
lack organization and who are poorly capital-
ized, limiting their capacity to invest in modern 
production infrastructure or processing equip-
ment such as efficient rice milling, coffee roast-
ing, or cold storage for perishables. In addition, 
commercial relationships between value chain 
actors are mostly informal, limiting the knowl-
edge transfers that play a vital role in improving 
quality and productivity. Food-processing and 
other added-value processing is underdevel-
oped, consisting primarily of food preservation 
practices implemented by farming households. 
The lack of compliance with technical quality, 
sanitary and phytosanitary standards also  
limits agricultural exports to neighbors. Thus, 
only a few small formal food processing  
agribusinesses are located along the Thai border  
and intended to serve neighboring markets.

Figure�4.14
Laos’ performance in Enabling Business for 
Agriculture
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Barriers to expansion are partly related to 
production processes. Scaling up operations 
is constrained by lack of land titling; limited 
access to seeds and fertilizers; lack of access 
to agricultural extension services; lack of  
information on prices and markets; and limited  
options to sell together within a producers’ 
organization. Thus, Laos ranks below Vietnam 
and Thailand in all dimensions of the Enabling 
Business for Agriculture (EBA) index, and only 
slightly better than Nepal in terms of access 
to finance (see Figure 4.14), highlighting the 
extent of the reforms needed to support the 
sector. Laos lacks regulations to ensure quality 
seeds compliance, nor does it have a reliable  
catalogue listing registered varieties. As a  
result, it imports almost all seeds for  
horticulture production from Thailand and 
Vietnam. Registering fertilizers remains a 
lengthy process, with the registration only 
valid for two years, while importing ferti-
lizers requires a new license for each ship-
ment. The lack of access to credit for farmers  
constrains mechanization, the purchase 
of inputs, and certification, all of which  
limit productivity growth. The proportion of 
credit going to the agricultural sector is also 
relatively low, averaging 8 percent of the 
total. Innovations could be implemented to  
address these issues, including measures to 
help farmers to build credit records, such  
as by tracking their transaction history or  
accepting as collateral their sales contracts 
with a large formal buyer.

Organizing supply chains in Laos remains 
considerably more costly and time consum-
ing than in Thailand or Vietnam. Supply-chain 
efficiency depends on the quality of tangible 
and intangible components, including trans-
port infrastructure as an example of the  
former and administrative procedures as an 
example of the latter. There is indeed room 
to improve infrastructure connectivity in 
Laos at both the domestic and regional levels 
(see Box 4.1).
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By improving connectivity, the Laos-China  
railway that connects Vientiane to China 
through Laos’ northern border at Boten has 
the potential to boost sustainable agricultural  
production and to increase exports to China.  
The expected gains vary by commodities,  
depending particularly on their current mode 
of transportation and the level of sectoral 
competition. While the railway is a viable  
alternative to other modes of transport for 
Lao agricultural exports to China, there is a 
trade-off between shipping time and trans-
port cost. Moreover, transport costs con-
stitute only a portion of the total shipping 
cost, with the remainder associated with the 
cost of logistics and border procedures. For  
example, while the railway could substan-
tially reduce the cost of transporting banana 
and cassava, which are currently exported to  
China by road, this gain could be more than 
offset by the longer waiting time at rail freight 
terminals compared to that for trucks. The 
railway can reduce the transport time of rice 
by almost half, compared to the current sea 
route through Thailand, but at a higher cost 
if no competitive pricing strategy is adopted. 

It is important that the rail-way development 
also supports the country’s export diversifi-
cation. Laos’ high growth, mostly driven by 
the capital-intensive resource sector and 
supported by infrastructure development has 
not been sufficiently inclusive. Thus, a key 
 issue for the government is to ensure that 
the development of the Laos-China railway 
not only connects Lao businesses to end- 
markets in China, further boosting exports of 
raw commodities, but that it also serves to 
reach markets in the region and overseas, in-
cluding OECD markets where demand for ser-
vices and for manufacturing and agricultural 
processed goods will enable Laos to diver-

sify exports away from commodities and to  
support job creation and poverty reduction 
more effectively.

To reap optimal benefits from the Laos- 
China railway, it is vital to implement adequate 
supporting policies to enhance logistics and 
competition, but also to improve the busi-
ness environment more generally. Efforts 
to improve the last-mile infrastructure; to 
standardize and advance custom clearance; 
and/or to provide complementary facilities 
for the transit of commodities, including cold 
chain storage, would further reduce trading 
costs. To facilitate the entry of new export-
ers, measures are needed to improve access 
to credit and to lower export license barri-
ers, thereby increasing competitiveness.  
Finally, improved access to the large Chinese 
consumer market could foster the moderni-
zation of agriculture practices and the adop-
tion of enhanced environmental and inputs 
regulations. 

There is also scope for Laos to capture market 
shares for organic products. At present, the 
share of cropland dedicated to organic farming 
in Laos is still small. However, Laos’ endowment 
in pristine soil and water resources and its  
relatively limited use of chemicals could  
create opportunities to respond to the growing  
demand for organic food, including high-quality 
rice in China and Vietnam, organic feed maize in 
Thailand, and organic vegetables in fast-grow-
ing urban centers in Laos. Organic farming also 
has strong linkages with agro-tourism. Tourists’ 
spending tends to be price-inelastic for quality  
food and accounts for a significant share of 
tourists’ expenditures. However, since the pan-
demic in 2020, the flow of tourists has dropped 
almost to zero and the outlook for agro- 
tourism is currently uncertain.
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Box�4.1� 
Why�does�connectivity�matter?

investment� in� infrastructure�connectivity�within�and�between�countries�matters�not�only�
for� supply� chain�efficiency,�but�also� for�economic�growth� (by�making� labor�market�more�
efficient�and�productive)�and�for�improved�resilience�(by�improving�quality�and�diversifying�
trade�routes). Poor transport and logistics infrastructure and a lack of quality services result 
in higher costs and longer delays in delivering produce. The benefits of better infrastructure 
are usually reaped across the board. Improved connectivity can facilitate the movement of 
merchandises along trade corridors, which is particularly important for sensitive or perishable  
goods, such as medical supplies or agro-food products. Improved connectivity can also  
support the development of trade in services, particularly in the tourism sector.

Conversely,�poor�transport�and�logistics�infrastructure�and�services�imply�higher�costs�and�
longer�delays�in�getting�produce�delivered. Poor road quality, especially outside Vientiane, 
continues to act as a major constraint, resulting in loss of fragile produce. At present, there is 
no dedicated refrigerated transport or cold storage, nor is there a drying area for agricultural 
products at border crossings or airports. Transport prices remain high compared to those 
of neighboring countries, largely driven by low vehicle utilization and a lack of competition  
between transport service providers. In 2018, prices for full container loads were around 
$0.11 per ton-km, and $0.37 per ton-km for partial loads. This compares to 5 cents per ton-km 
in Thailand (World Bank, 2020a). Transport costs also vary across routes, with southern routes 
being cheaper than northern routes. All these constraints increase the final consumer price, 
squeeze the margins of producers, and affect the competitiveness of Lao agricultural products. 

The� development� of� the� Laos-China� railway� is� expected� to� reduce� transport� and� logistic�
costs�by�30-40�percent�from�the�end�of�2021.�However, the challenge is not only to connect 
Laos to the dynamic markets in China, Thailand and overseas, but also to connect remote  
areas within Laos to trade corridors (World Bank, 2020a). Beyond linking up industrial areas 
with foreign markets through trade, it will be important to make a coherent effort to link  
local and remote areas with industrial agglomerations and nearby international markets. This 
requires a coherent approach to reduce hard and soft bottlenecks in logistics infrastructure.

To� reap� the�benefits�of�hard� infrastructure� investments,� infrastructure�development�and�
regulatory reforms need to occur in tandem. Estimates based on a gravity model suggest that 
Laos’s weighted trade costs would be reduced by only 0.61 percent for exports, the second 
lowest among East Asian comparators, and 2.5 percent for imports (Word Bank, 2020; Con-
stantinescu et al, 2020). Exports of goods and services could increase by up to 27 percent, but 
only if tariff reduction and trade facilitation reforms reduce costs and delays at the border. 
Without those reforms, the gain drops to 1.5 percent. As for FDI flows to Laos, those could 
be increased by 6 percent, in line with the average East Asia peer, but less than in the case of 
Thailand, Malaysia and Vietnam.

Source: World Bank (2020a).
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Deepening regional integration

Laos could further leverage its proximity to 
booming economies, especially to clusters at 
the border with Thailand. Historically, towns 
near border crossings have thrived by attract-
ing business and people, often incentivized by 
low taxes and ease of doing business. The bor-
der with Thailand could be developed to attract 
business by establishing clusters of production 
(agricultural and industrial zones) and whole-
sale markets. Attracting FDI though openness, 
investor protections, stability, a favorable busi-
ness climate and, in some cases, investment 
promotion could contribute to developing the 
capital, technology, and management skills of 
the businesses that operate there. Further lib-
eralizing trade while negotiating trade liberal-
ization in destination markets would alleviate 
the constraints of a small domestic market. 
Improving customs and border procedures 
and promoting competition in transport and 
logistics services would also need to occur in 
tandem to limit behind-the-border trade costs.   

Further reducing manufacturing tariffs would 
also facilitate greater participation and  
upgrading in GVCs. Global evidence indicates 
that in countries that upgraded their partic-
ipation in GVCs, FDI, manufacturing tariffs 
and deeper trade integrations are important.  
In countries that have shifted from primarily  
exporting commodities to exporting light 
manufactures, net FDI inflows picked up  
substantially in the five-year period before 
the transition, and then continued to increase 
afterwards. Countries that made this transi-
tion also implemented significant reductions 
to manufacturing tariffs, with lower tariffs 
positively correlated with improved access to 
imported inputs and to increased backward 
integration. Countries participating in limited  
manufacturing GVCs also have more prefer-
ential trading partners than those primarily  
engaged in the export of commodities.  
Compared to other countries in East Asia, 
Laos has relatively high manufacturing tariffs 
and a similar number of preferential trading  
partners (see Figure 4.15, panel a).

Increased participation in more advanced GVCs 
is positively correlated with the depth of coun-
tries’ engagement in preferential trade agree-
ments (PTA). Deep PTAs, proxied by the number 
of provisions they cover, contribute to increas-
ing GVC-related trade, with stronger effects for 
trade in intermediate goods and trade in servic-
es (Laget et al, 2019). This is because deep PTAs 
go beyond simple market access and national 
treatment to include commitments related to 
the substance of behind-the-border policies  
and to their enforcement. Deeper forms of  
integration that encompass policy areas that  
extend beyond traditional trade policy can play a 
positive role in facilitating institutional and policy  
reform and disciplining the national policies 
required to facilitate operations fragmented  
across borders. Deep PTAs cover legal and  
regulatory frameworks, harmonize customs 
procedures and establish the rules related to  
intellectual property rights. All of these contribute 
to reducing the risks associated with GVC invest-
ment and facilitate the establishment of flexible 
networks of firms required for GVCs to thrive.58 

Figure�4.15
Manufacturing�tariffs�and�preferential�trading�
partners�across�GvC�types�2006-15
(a) Average across GVCs types
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(b) Comparator countries
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In 2019, Laos’s tariffs are relatively low, consist-
ent with a strategy to enhance GVC participation, 
but In 2019, while Lao tariffs were relatively low,  
additional simplification of the tariff system 
would further support participation in GVCs. At 
8.5 percent, Laos’ simple average MFN tariff is 
higher than in Myanmar (6.5 percent); the Philip-
pines (6.2 percent); and Mongolia (5.2 percent), 
but lower than in Vietnam (9.5 percent) and 
Cambodia (11.2 percent). The structure of MFN  
tariffs in Laos varies considerably from that of 
other countries in the region, with more than half 
of its tariffs set at rates between 3 and 5 percent. 

In addition, with the exception of Mongolia, Laos 
has the smallest proportion of zero tariff lines of 
these countries. A frequent complaint regarding 
these low-rate tariffs, sometimes referred to as 
‘nuisance tariffs,’ is that the cost of collection may 
easily exceed the revenue raised. These costs  
relate not only to the resources required to  
administer them, but also, and more importantly, 
to the opportunity costs related to foregone trade 
facilitation gains. The administration of these tar-
iffs can result in customs resources being diverted 
away from more risky shipments and processing 
times taking longer.

Figure�4.16�
Preferential�market�access�2018:�Laos�and�comparators
(a) Preference margins granted by Laos and comparators, 2018
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Figure�4.15,�continued
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Figure�4.16,�continued 

(b) Preference margins received by Laos and comparators, 2018
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(c) Competition-adjusted preference margins (received by country)
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Laos’ preferential advantage is significant,  
although less than Cambodia's or Myanmar's. As 
a result of its participation in trade agreements, 
Laos grants preferential access to its domestic 
market to its trading partners and benefits from 
favorable market access to its destination mar-
kets. On the import side, Laos grants relative-
ly high preference margins to its trading part-
ners compared to the average for landlocked 
countries. On the export side, Laos’ preference  
margins to access foreign markets reflect 
non-reciprocal tariff schemes with advanced 
countries (see Figure 4.16 panels a and b).59 
Given the proliferation of PTAs, the advantage 
conferred by a preferential tariff to a given ex-
porter does not depend only on the difference 
between the MFN tariff and the preferential 
rate, but also on the tariffs imposed on compet-
ing suppliers in the same destination market. 
Accounting for this, Laos still has significantly 
better market conditions than some of its trade 
competitors, including Vietnam and Thailand, 
but worse than Myanmar or Cambodia. About 
1.6 percent of Lao trade benefited from a pref-
erential advantage, compared to 8.9 percent 
for Nepal, with Mongolia paying 1 percent 
higher tariffs on their exports than the compe-
tition-adjusted levels (see Figure 4.16, panel c).

While tariffs in Laos have dropped, non-tariff 
measures (NTMs) have increased and remain 
highly prevalent, as is the case across the 
ASEAN region. As of 2021, Laos implements 
520 NTMs, an increase from the number 
of 371 recorded in 2015. These NTMs  
cover the entire range of Laos’ imports, with 
all products covered by at least one NTM. Laos 
is no outlier, with coverage ratios remaining 
high throughout the region (see Figure 4.17). 
In terms of their composition, the majority 
of NTMs implemented in Laos have little or  
nothing to do with product safety. Rather, 
they act as export restrictions (33 percent of 
NTMs); quantity control measures (15 per-
cent); or price control measures (11 percent), 
suggesting that they are implemented as 
non-tariff trade-protection instruments rather 
than to ensure product safety (Ly, de Cordoba,  

Cadot, 2015). TBT account for 27 percent of 
NTMs, while SPS measures account for 11 
percent (TRAINS). By contrast, the increase in 
NTMs in Thailand was driven by the increased 
imposition of SPS measures and TBT. A break-
down of the number of measures by product 
category shows that the most heavily-regulated  
products (three or more NTMs) include not 
only products that are sensitive from a public- 
health perspective (animal products, food-
stuffs, chemicals), but also products where 
the rationale for state regulation is less clear 
(mineral products, transport, wood products 
or textile). The lack of transparency, harmo-
nization and mutual recognition in SPS meas-
ures and TBT also make it difficult to trade key  
inputs, especially for agricultural inputs such as  
seeds, fertilizer and pesticides (see Figure 4.17).

Figure�4.17�
NTMs�in�Laos�and�ASEAN,�2018

(a) NTMs by type and by country, 2018

Figure 17

sh
ar

e 
in

 to
ta

l N
TM

S (
pe

rc
en

t)

nu
m

be
r o

f N
TM

s3000

3500

2500

2000

1500

1000

500

0

Export related 
Quality control
Price control
Pre-shipment 
inspection  

Technical  barriers to  trade
Sanitary and phytosanitary 
measures
Contingent trade protective
Others  

0

30
20
10

40
50
60
70
80
90

100

La
os

Ca
m

bo
di

a

M
ya

nm
ar

Th
 a

ila
nd

Vi
et

na
m

  Export related  
  Technical  barriers to  trade
  Quality control  
  Sanitary and phytosanitary measures
  Price control  
  Contingent trade protective
  Pre-shipment inspection 
  Others

   Total



C H A P T E R  4  

 131Linking Laos, Unlocking Policies  |

Figure�4.17, continued 

(b) Tariff lines in each product group affected by one or more NTM in Laos, 2018(b) NTMs by product group and by number of measures in Lao PDR, 2018
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Constraints faced by Lao exporters

Laos’ formal private sector is small and has  
experienced only limited growth since 2013 
(LBS, 2013, 2020). Informality is prevalent, with 
the informal sector accounting for 83 percent of  
employment in 2017, compared to the formal  
sector’s 7 percent and the public sector’s 10 
percent. In 2020, there were about 134,000  
registered private businesses in Laos, only slightly  
more than the 124,000 recorded in 2013 (see 
Figure 4.18). In terms of number of workers  
employed, the average firm size decreased from 
4.2 employees in 2013 to 3.7 in 2020, driven by 
an increase in the number of micro and small 
businesses and a decline in the number of large 
businesses. However, the increase in the number 
of micro-businesses should be interpreted with 
caution, as it also reflects changes to company  
size categories between the 2013 and 2020  
economic censuses.

Laos appears to have fewer large manufacturing  

and GVC firms than most of its lower-middle 
income peers. Excluding micro-businesses, 
only 2 percent of Lao businesses (225 busi-
nesses) employ more than 100 workers, with 
most of these in manufacturing (43 percent 
in food processing, electronics and apparel  
companies); construction (10 percent); and 
agriculture and forestry (8 percent). This is 
slightly less than seven years ago, in 2013 (LBS 
2013 and 2020). In 2018, just over 12 per-
cent of businesses in the manufacturing and  
service sectors with more than five employees 
were either partially or fully foreign-owned. In 
addition, a relatively small number of enter-
prises in Laos engage in importing or export-
ing, with about 23 percent of manufacturing 
companies with more than five employees  
importing; 15 percent exporting; and 5 percent 
engaging in both (WBES 2018). This is consid-
erably lower than the average for countrieswith 
similar income levels (see Figure 4.19, panel b).
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Figure�4.18
Distribution�of�registered�businesses�by�sector�and�size,�2013�and�2020
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Figure�4.19 
Laos�lacks�heavyweights�at�the�top�of�the�distribution,�2018  

(a) Share of large firms
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Who are Laos’ exporters? 

New customs data enables a closer exami-
nation of the profile and dynamics of Laos’ 
trading firms. Excluding mineral exports, 
there were 6,448 active trading firms in Laos 
between 2015 and 2020, with 2,889 of these 
having exported at least once during this  
period. In proportion to population, this rep-
resents 40 exporting businesses per 100,000 
inhabitants, considerably lower than in Thai-
land (53 per 100,000 in 2015). On average in 
any given year, 1,073 firms export, with about 
half of these also importing. Thus, in any giv-
en year, about 20 percent of all firms involved 
in international trade are GVC firms (businesses 
that both import and export), with the exact 
number fluctuating from year to year with the 
exit and entry of businesses. Although the data 
for 2020 only cover the first seven months of 
the year, the number of trading firms during 
the COVID-19 crisis declined by 41 percent 
compared to the same period in 2019, with the 
number of exporting-only firms declining by 43 
percent; of importing only firms by 41 percent; 

and of GVC firms by 36 percent consistent with 
their larger size, greater productivity, and more 
durable connections to international markets.  

In Laos, while the number of GVC firms is high, 
they concentrate a smaller share of total trade 
than in comparator countries. In Laos, the per-
centage of businesses that export and import 
foreign inputs stands at 20 percent, compared 
to an average of 15 percent for a large sample of 
comparator countries (see Figure 4.20). This re-
flects Laos’ small market size and its landlocked 
geographical situation, with most exporting 
firms in Laos needing to source their inputs 
outside the country. The 20 percent of trading 
firms that engage in both importing and export-
ing accounted for 75 percent of the country’s 
total manufacturing trade over the 2014-2020 
period, indicating their significance in shaping 
the country’s trade and GVC integration. How-
ever, this figure is lower than the average of 80 
percent recorded for the sample, suggesting a 
smaller average size for GVC firms in Laos.

Figure�4.20 
Businesses�that�both�import�and�export�dominate�GvC�participation
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GVC firms tend to be significantly larger and 
more diversified than one-way traders. In Laos, 
firms that only engage in exporting are con-
centrated in terms of their destinations and 
products, reflecting the small overall scale of 
their operations. In 2019, such firms exported 
on average two products to one destination, 
compared to an average of four products to 
two destinations for GVC firms. GVC firms  
imported a greater number of products from a 
wider range of source countries (an average of 
29 products from three source countries) than 
importers-only (15 products from two source 
countries). The large average size of GVC firms’ 
product import portfolio is partially driven by 
the presence of large distributors serving the 
Lao market. If these are excluded from the 
sample, the average size of the import portfolio 
for GVC firms declines to seven products from 
two source countries, and to four products 
from one source countries for importers only. 

GVC firms also tend to operate in different 
sectors and to serve different markets than 
one-way traders. Of the total number of  
exporting-only firms, 22 percent specialize in 
the wood industry, with another 22 percent 
specializing in agriculture and food. By con-
trast, GVC firms mostly operate in agri-food 
(14 percent), followed by light manufacturing 
(apparel and electronics), at 7 percent. The  

export mix of GVC firms is more diversified than 
for exporters-only, which tend to specialize in 
wood and food exports (see Figure 4.21, panel  
a). Exporters (including both exporters-only 
and GVCs) predominantly serve the regional 
market, although GVC firms have a stronger 
presence in EU markets. GVC firms also send 
a larger share of their exports to countries in 
the South Asian region and to the USA (see  
Figure 4.21, panel b). In terms of import pat-
terns, GVC firms resemble importers-only,  
reflecting the need for a wide range of foreign 
products for both production and consumption 
purposes (see Figure 4.22, panel a), with these 
products sourced almost entirely from regional 
partners (see Figure 4.22, panel b).

Lao manufacturing firms have one of the low-
est levels of productivity in the region, being 22 
percent less productive than those in Cambo-
dia and 65 percent less than in Vietnam. Over 
the 2009-2018 period, the average level of  
labor productivity of Lao manufacturing firms 
remained stable, with the median growing 
slowly at 2 percent per year. This is partly the 
result of limited access to quality inputs tech-
nology and know-how, and to the high cost 
of access to markets for their outputs. It also  
reflects the constraints on Lao firms in accessing  
other factors of productions, including labor 
and trade-related services.

Figure�4.21�
Product�and�destination�mix�of�GvC�firms�versus�simple�exporters
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C H A P T E R  4  

 135Linking Laos, Unlocking Policies  |

Figure�4.22�
Product�and�origin�mix�of�GvC�firms�versus�simple�importers

(a) Products 

Wood Products

Rubber Plastics

Others

Garment footwear

Electrical equip

Cooper

Chemicals

Base metals

Agriculture food

0% 10% 20% 30% 40% 50%

(b) Origins

EU

restSSA
South

Asia
NAM

MENA

LAC

ECA

East Asia

0% 20% 40% 60% 80% 100%

      GVC    Importer only

Source: Calculations based on Laos Customs data.
Note: The sum of allocation of total exports of GVC firms (resp. simple importers) by products (destinations) equals 1.

GVC firms tend to be more productive and  
capital intensive and to employ more work-
ers than one-way traders and non-trading 
firms. Evidence from a number of developing 
countries suggests that even though produc-
tion is becoming more capital-intensive and 
less job-intensive, firms that participate in 
GVCs have higher levels of productivity, which  
allows them to expand output. This scale effect 
more than offsets the negative effect of using 
labor-saving technologies for production. In 
net, GVCs create more jobs. This holds true for 
Laos. Controlling for capital, GVC firms engaged 
in manufacturing record higher levels of labor 
productivity than businesses that do not trade, 
by about 40 percent (see Figure 4.23, panel a). 
They are also more capital-intensive and hire 
more workers than appeared non-trading firms. 
On average, two-way traders utilize 80 percent 
more capital per worker than non-trading firms, 
with a 102 percent difference for export-only 

firms and a 19 percent difference for import- 
only firms. In addition, two-way traders increased 
their labor force at a rate 19 percent faster 
than non-trading businesses (see Figure 4.23).
 
To improve profitability and productivity, Lao 
manufacturers need to increase the quali-
ty of their output. The small size of domestic 
product and labor markets makes it difficult 
for businesses to exploit economies of scale 
to raise profit and productivity. Moreover, the  
limited quality of outputs means that business-
es operate with small profit margins, which  
limits their ability to provide higher wages 
and to retain workers when Thai competitors 
can offer better compensation. Policies that  
improve businesses’ access to larger markets 
and that encourage the adoption of the stand-
ards required to reach higher-end markets 
would help to increase both their productivity 
and market shares (Asprilla et al, 2019). 
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Figure�4.23 
Firms�that�export�and�import�are�more�productive,�capital�intensive�and�create�more�jobs

(a) Labor productivity
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(b) Capital intensity

40

60

80

100

120

0

20

140

160

La
os

M
ya

nm
ar

Et
hi

op
ia

De
ve

lo
pi

ng
co

un
tr

ie
s

Di
ffe

re
nc

e 
be

tw
ee

n 
tr

ad
in

g 
fir

m
s 

an
d 

no
nt

ra
di

ng
 fi

rm
s (

pe
rc

en
t)

     

(c) Employment growth 
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Sources: WDR 2020 and World Bank’s Enterprise Surveys data for Laos (2018), Myanmar (2016) see Jaud et al., (2020). 
Results for Cambodia from Cambodia Economic Update 2020, for Ethiopia from Choi, Fukase, and Zeufack (2019) and 
from WDR2020 for the 81 developing countries. Notes: Labor productivity is log sales per worker, Capital intensity is log  
K per worker. Employment growth is the delta log N employee within firm. For Laos, GVC and exporters only are combined 
due to the lack of observations for GVC firms in the WB enterprise survey data. Lack of observations precludes including 
results for Laos for exporters only.
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Laos’ private sector faces both structural and policy-induced constraints

Laos’ highly-capital resource-driven growth 
model has undermined the competitiveness of 
labor-intensive sectors.

Laos’ dependence on natural-resource  
exports and the associated large resource- 
related rents and capital inflows have led to 
a sustained appreciation in the value of the 
kip. The real effective exchange rate (REER) 
has appreciated by about 50 percent since 
2005, when major investments in mining and 
hydropower began, with copper prices surg-
ing by more than 200 percent over the same  
period. After reaching a peak in 2016, the 
REER has since declined by, largely due to a 
depreciation in the nominal exchange rate 
against trading partners. In 2019, it stands at 
between 14 and 23 percent above the level 
consistent with medium-term fundamentals 
(IMF, 2019). 

There is abundant evidence of the inhibiting 
effect of overvalued currency on business  
entry, expansion of exports, and diversification 
into new products and markets.60 In Laos, the 
appreciation of the kip since 2005 has result-
ed in higher costs for trading firms engaged 
in manufacturing and agriculture, because 
even if most companies receive revenue in US  
dollars or baht, they use kip for local  
payments, including for local inputs, wages,  
utilities, and other local services. From 
interviews with Lao manufacturing busi-
ness managers, it is clear the appreciation 
of the kip had a negative impact on their  
performance, with those in the garment 
and agro-processing sectors reporting the  
strongest impact (Nolintha and Jajri, 2015). 

Laos also has a severe under-supply of both  
unskilled and skilled workers. The labor shortage 
is driven in part by the ease with which workers 
can migrate to Thailand to seek better-paid jobs. 
It is estimated that between 200,000 to 300,000 
Lao nationals currently work in Thailand, al-
though the number could be higher, given that 
accurate measurement is difficult (IOM, 2019). 
Wages in Thailand are much higher than in Laos, 
even for the least skilled workers, such as ag-
ricultural day laborers. The minimum wage in 
Thailand is about 300 baht per day (equivalent 
to $10 or 130,000 kip per day), more than twice 
the rate in Laos. Lao migrant workers in Thailand 
are predominantly employed in domestic work, 
construction, manufacturing, agriculture, and 
entertainment work, mainly in neighboring bor-
der provinces and larger cities.
 
The attractiveness of Thai wages is even  
greater given the lower cost of living in  
Thailand. Laos’ prices are inflated in part 
due to the high transportation costs result-
ing from its landlocked position. The recent 
growth and investment boom has also driven  
prices higher. Figure 4.24, panel a, shows that 
earnings in all sectors grew significantly over 
the 2013-2018 period, with real income in 
the manufacturing sector recording one of 
the highest growth rates (83 percent). This  
reflects increases to the minimum wage, which 
rose more than threefold over the period,  
going up from  348,000 kip ($42) per month in 
2010 to 900,000 kip in 2015 ($110), and to 1.1 
million kip ($127) in 2018. While the primary  
objective of these increases was to protect 
low-income workers and to correct labor- 
market distortions, they also served to  
increase the cost of living.
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Figure�4.24 
Rising�wages�and�labor�demand�in�Laos,�2012-18

(a) Change in real earnings by sectors, 2012 and 2018
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(b) Wage and non-wage labor dynamics by sector, 2012-2018
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The increasing proportion of Lao workers  
employed in non-wage jobs is indicative of the 
eroding competitiveness of Lao businesses 
and of the constraints they face when operat-
ing outside SEZs. Over the 2012-2018 period, 
with rising labor costs, businesses in many 
sectors substituted wage workers for self- 
employed staff (see 83b, lower right quadrant). 
The textile and apparel industry grew margin-
ally in net terms (with about 2,500 new work-
ers), but substituted half of its wage workers 
with self-employed/informal workers. Most 
garment and footwear factories are located 
outside SEZs, which were created after the  
expansion of the textile/garment industry in 
the 1990s. They tend to face high transpor-
tation and logistics costs, with an unfavora-
ble tax regime for sub-contractors. As wages  
increased, businesses might have attempted  
to remain competitive by reducing labor costs, 
firing wage workers and rehiring them as  
independent or informal workers. More anal-
ysis on this would be necessary. This contrasts 
with the electronic and electrical equipment 
sector, which mostly operates from within 
SEZs, where employment has expanded,  
almost exclusively through the creation of for-
mal wage jobs. This is consistent with business-
es in SEZs having lower operating costs due to 
their access to better infrastructure; proximi-
ty to borders and markets; and the provision 
of tax and non-tax incentives in the form of 
duty and tax exemptions. It may also be that  
businesses in SEZs comply more closely with 
national minimum wage regulations and inter-
national labor standards.

Building skills will support the diversification 
of the economy by building up the stock of 
human capital. While Laos’ educational attain-
ment rates have improved significantly, addi-
tional measures are needed to improve access 
to educational services in remote areas and to 
provide technical and vocational education and 
training (TVET) more generally. TVET programs 
attempt to address the skills shortage, but have 

not been implemented on a scale sufficient to 
have a major impact (see Chapter 3). Further 
investment in skills is crucial, especially if Laos 
is to develop the modern services deemed  
essential to support competitive manufacturing 
production. This will only be achieved through 
the sustained implementation of long-term 
policies to strengthen basic education and to 
facilitate strategic changes to meet market  
demand and to achieve a better alignment  
between vocational training with private sector 
needs.

The complex and unpredictable business  
environment also limits the ability of new 
companies, both domestic and foreign, to  
enter the export-oriented agricultural or  
manufacturing sectors.

Laos is more policy-locked than land-locked. 
The slow pace of domestic policy reforms is 
the greater constraint. Despite strong politi-
cal commitment, the implementation of trade 
and business reforms has lagged, reflecting 
the lack of well-coordinated and coherent  
institutional mechanisms. While it has recently  
become easier to start a business and to  
secure construction permits, Laos still ranked in 
154th place of 190 countries in the 2020 World 
Bank Group Doing Business Index, with a score 
of 50.8 out of 100. The administration’s exten-
sive licensing and approval requirements mean 
that businesses wanting to invest in the coun-
try need to obtain permits and authorizations 
from a number of different agencies, a costly 
and time-consuming process. 

More than new reforms, it is important to  
ensure that existing reforms are fully  
implemented. In Laos, there is too often a gap  
between the letter of reform measures and 
their implementation. For example, consider-
ing the time to clear exports through customs, 
a comparison of the data from the Ease of 
Doing Business survey (which show the time 
the process should take) and from the World 
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Bank Enterprise Survey (which show the time 
it actually takes, as reported by entrepreneurs) 
shows that while Laos performs relatively well 
in terms of the de jure requirements compared 
to other East Asian countries and even to mid-
dle-income peers, in practice there is much 
larger variability in implementation than in 
high income or efficient export-oriented peers 
such as Thailand (see Figure 4.25).

FDI can play a major positive role in address-
ing the scarcity of capital, technology, and 
management skills, but attracting these  
investments requires an open, transparent and  
dependable investment climate for foreign and 
domestic businesses alike. Investors require 
protection including protection of intellectual  
property rights contract enforcement to  
reduce risk related to GVC investments. While 

the new investment law that came into effect 
in April 2017 has simplified and streamlined 
the screening and approval process for projects 
and liberalized entry conditions for domestic 
and foreign investors, more needs to be done 
to facilitate and simplify business and trade  
operations. Foreign investors still face stringent 
requirements and administrative burdens,  
including screening, limited ownership equity, 
and high minimum levels of capital. Moreover, 
the prevalence of informal deals and the dis-
cretionary enforcement of regulations discour-
age productive investments outside the more 
shielded SEZs. Adopting a more transparent 
regulatory framework, with clear information 
regarding the required steps and procedures  
and with greater coordination between govern-
ment agencies, would accelerate investment pro-
cesses and help to prevent regulatory capture.

Figure�4.25
GvCs thrive on predictable business environments

(a) Logistics and connectivity matter for manu-
facturing GVC integration
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Tax exemptions are widely used to attract invest-
ment, supported by the Law on Investment Pro-
motion 2009 and 2017. This is especially the case 
for mining and power generation, which have 
received the bulk of total FDI inflows to date. 
Exemptions include import duty waivers on pro-
duction machinery, equipment, and raw materi-
als, and profit tax exemptions for a certain period 
depending on the investment activity, its location 
within Laos, and the size of the investment. 

An assessment of the impact and effectiveness 
of these interventions is necessary to determine 
whether or not investment and employment  
creation would have taken place had the enter-
prise not benefitted from tax incentives, signal-
ing the existence of a market failure (profitable 
projects could not be financed because of credit 
market imperfection). Such an assessment is diffi-
cult but feasible, requiring the collection of longi-
tudinal data related to beneficiary businesses and 
possibly also to businesses that have applied to 
the Department of Investment Promotion (IPD) 
and been rejected. Without such an evaluation, 
it is not possible to determine whether the IPD is 
responding to a market failure, thereby justifying 
a costly public intervention, or whether business-
es have just seized the opportunity to implement 
at a lower cost an investment that they would 

have made anyway. Moreover, exemptions are 
only justified if they target businesses whose 
projects are profitable in the long run, after the 
exemptions are phased out. A telltale sign of the 
latter would be in cases where current beneficiar-
ies do not request an extension once the initial 
exemption period is over. 

In the post-COVID-19 context, investors may con-
sider investing differently, assessing potential 
partner countries with new eyes. Investors may 
decide to increase the number of their suppliers, 
diversifying the source countries, including the 
domestic supply for critical items, moving away 
from lean production and building up higher 
levels of inventory. Inventory is a buffer against 
shocks and while it mostly stays within-firm it can 
be spread across businesses within the chain. In-
vestors may also consider shortening the chains 
and regrouping several stages of production 
in fewer, more central locations. They may also 
decide to integrate vertically rather than to out-
source to retain control over the process and to 
limit contractual issues that may be exacerbated 
by unexpected shocks such as the COVID pan-
demic. In the context of this process of reassess-
ment, the quality of countries’ legal systems and 
institutions is likely to become an even stronger 
determinant in investors’ choice of location.

The way forward: implementation and setting priorities

The government and public authorities will need 
to take on new roles to successfully leverage 
Laos’ strategic location and diversify the econ-
omy. The government can bet on the forces of 
geography, particularly agglomeration forces at 
the border, especially with Thailand, which will 
concentrate consumers, workers, producers and 
traders. It can let the private sector determine 
where to locate useful infrastructure, includ-
ing facilities such as warehouses and dry ports. 
The government can support market forces by 
smoothening rules and processes, such as busi-
ness entry, and investment regulations, customs 
procedures and inspection. 

The government will need to redefine its role 
with the private sector, shifting from com-
mand-and-control to ensuring a level playing 
field and supporting market-friendly policies. 

While significant progress has been made  
toward privatizing Laos’ state-owned enterprises 
 since the late 1980s, they continue to be prom-
inent in the finance, energy, and telecommuni-
cations sectors. With scarce resources, the gov-
ernment might consider measures to level the 
playing field further, so that all entrepreneurs 
have equal opportunities, rather than allocat-
ing resources to benefit specific businesses. 
Moving away from ex-ante control to ex-post 
monitoring would also ensure that the govern-
ment’s limited resources are allocated to where 
they are most useful. For example, developing 
and implementing an integrated risk manage-
ment framework and joint risk-based inspec-
tion at borders would enable customs to focus 
on risky shipments, expediting the clearance 
of imports, exports, transits, and other trade 
transactions, without compromising safety.
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Successfully promoting trade growth and  
diversification and facilitating job creation will 
depend on the government’s ability to foster 
an environment in which productive business-
es, both domestic and foreign, can invest and 
thrive. Beyond the economy-wide issues of 
enhancing infrastructure (energy, telecoms, 
transport), measures to improve logistics; to 
address constraints on the business environ-
ment; and to enhance competitive advan-
tage through investments in skills and worker 
health, welfare and safety, the following sub-
section outlines a set of more specific trade 
and investment-related policy issues that 
need to be addressed, articulated over the 
short and medium terms. 

Short-term policy recommendations

A. Deepen business climate reforms to  
facilitate the entry of domestic and foreign 
businesses� (the� Ministry� of� industry� and�
Commerce [MOIC]; the Ministry of Planning 
and Investment [MPI]; and the Ministry of 
Finance):� There is a clear rationale for  
betting on large businesses to ensure the 
government’s export strategy is effective. 
To successfully export, businesses need 
good access to credit; knowledge of foreign  
market and technology; and autonomy to 
decide on investment and hiring. This is the 
case of firms from industrialized countries 
or emerging Asian countries with global  
experience rather than state-owned enter-
prises or small regional businesses. Measures 
to achieve this objective include:

• Further simplify business entry with a focus 
on streamlining processes to obtain operat-
ing licenses and other permits and to regis-
ter property.

• Adopt a more transparent regulatory  
framework:  with improved coordination and 
exchange of information between agencies 
to accelerate processes and limit regulatory  
capture. For example, there is room to  
improve coordination between customs 
(Ministry of Finance) and the Department 
of Import and Export (the Department of 

Import and Export, under the MOIC) for the 
issuance and acceptance of import/export 
documentation and between DERM (MOIC) 
and IPD (MPI) for investment processes. 
There is also a need for improved coor-
dination in the area of land use planning  
(between agriculture, industry, tourism).

• Leverage the ASEAN Comprehensive  
Investment Agreement to facilitate invest-
ment reforms to liberalize entry conditions; 
to streamline ex-ante screening; and to  
improve investor protection and contract 
enforcement. 

• Communicate reforms and create a feed-
back mechanism to ensure that changes 
respond to the needs of businesses. Lever-
aging the feedback from the private sector 
will help accelerate the pace of reforms. The 
MOIC, MPI and Tax Department would need 
to play a lead role in this initiative.

B. Advance trade policy reforms, with a  
focus on NTMs to support improvements to 
the�quality�of�businesses’�outputs�(the Depart-
ment of Import and Export at MOIC): Measures 
to achieve this objective include:

• Continue to simplify the tariff structure. 
Eliminating nuisance tariffs would help sim-
plify trade procedures and reduce the cost 
burden of implementing the tariff policy. 

• Enhance trade facilitation reforms to  
further reduce requirements for import and 
export permits and licenses and increase 
the use of electronic procedures within 
customs and other agencies to expedite 
border clearance. The government should 
also consider implementing an integrated  
risk management framework and joint  
inspection regime and expand the use of the 
existing Lao National Single Window beyond 
vehicle and petroleum to other goods that 
require import/export permits, certificates, 
and licenses. These measures would require 
close cooperation between the Ministry of 
Finance, with support from the Ministry of 
Industry and Commerce and the Ministry of 
Agriculture and Forestry.
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• Streamline and modernize domestic regu-
lations for technical standards and SPS in 
line with regulations of trading partners and 
international standards; increase conform-
ity assessment; and assist businesses to 
improve quality and compliance with both 
technical regulations and private standards 
for a wider range of goods that can be  
exported to fast growing regional markets 
and to the OECD, especially for agriculture.

C. Improve data and knowledge to support 
an� effective� export� strategy: The formulation 
of an effective export strategy requires a good 
understanding of the global context and the 
ability to accurately assess the strengths and 
weaknesses of Laos’ participation in trade and 
investment. Measures to achieve this objective 
include:

• Improve customs data collection and shar-
ing: Despite the efforts of Customs and 
DIMEX, information related to trade flows is 
still incomplete, with a mismatch between 
the values reported by Laos (direct exports) 
and those reported by its partners (mirror 
exports). These discrepancies are significant 
due to the valuation of insurance and costs 
of transport, hinting at systematic under-
valuation by Lao exporters and generating 
foregone fiscal revenues to the government. 

• Improve knowledge related to informal 
cross border trade: Only formal trade is re-
ported to Customs. The volume of informal 
trade is significant, and improved knowledge 
related to the informal trade of food products, 
rubber and wood is especially important. 

• Improve and harmonize FDI data: At pres-
ent, information related to FDI inflows is 
collected through three agencies, IPD (con-
cessional FDI), DERM (general business FDI) 
and SEZ committee (FDI in SEZ), and is not 
harmonized into a single dataset, making 
it difficult to obtain an accurate picture of  
investments. 

• Assess the cost and benefits of Laos  
generous tax incentives on attracting FDI, 
creating exports and jobs. This assessment 

should also account for the possible impact 
on local businesses. Investors authorized by 
IPD, enter Laos under more beneficial con-
ditions than those applicable to local inves-
tors, thereby disrupting competition.

Medium to long term policy recommendations

A. Facilitate backward linkages between SEZs 
and�domestic�economy�to�help�raise�the�pro-
ductivity�and�competitiveness of Lao business-
es (MPI and MOIC). Establishing strong back-
ward linkages from FDI into the local economy 
allow SEZs to spearhead rather than substitute 
for broader business climate reforms. Meas-
ures to achieve this objective include:

• Enable domestic businesses to compete 
with foreign entrants, as well as gain knowl-
edge through imitation and learning to raise 
their productivity and competitiveness. 

• Ensure that SEZs regulations do not discrim-
inate against local supplier relationships: 
Evidence from Singapore and Malaysia 
shows that establishing secondary industrial 
zones for local suppliers, either within geo-
graphical sites adjacent to the major SEZs or 
through legal status, can facilitate the cre-
ation of foreign-domestic linkages (Moran  
et al., 2018).61

• Facilitate worker movements from foreign 
to local businesses: This will encourage the 
dissemination of knowledge and skills, with 
positive impacts on productivity. 

• Encourage the provision of direct assis-
tance from foreign to domestic business-
es: This assistance could take the form of 
training; assistance with setting up produc-
tion lines; management coaching, quality 
control etc. Alternatively, the government 
could implement measures to ensure that 
the downward services lead firms establish 
benefit other exporters and producers. 

• Encourage lead firms to participate in and 
support the development of technical train-
ing centers, by participating in the design 
of the curriculum and providing part of the 
necessary equipment and teachers. These 
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centers should have a significant quota for 
women. Lead firms have a direct interest in 
the success of these technical centers, as they 
may provide them with future employees.  
Through their participation, they will 
also play a positive role in improving the 
technical skills of labor for other businesses.

B. Improve and enable businesses to comply 
with core labor, environmental and govern-
ance� standards� to� anticipate� the� increasing� 
focus on social and environmental issues 
among buyers in overseas markets (MOIC, the 
Ministry of Labor and Social Welfare, the Min-
istry of Natural Resources and Environment, 
and the Bank of the Laos): While Laos’ gradu-
ation from least developed country status in 
the next few years reflects the significant pro-
gress it has made, it will also create challenges  
related to the loss of trade preferences. Follow-
ing graduation, Laos will need to comply with  
increasingly demanding labor, environmental 
and health standards to remain competitive 
as such standards are becoming increasingly  
important for market access and in consumer  
purchasing decisions. Raising awareness of 
core labor and environmental standards and 
draw attention to the importance of workers’ 
health is also key. Measures to achieve this 
objective include: 

• Review laws and regulations to ensure 
consistency with international standards and 
norms. 

• Assess private and public sector enterprises’  
degree of compliance with core interna-
tional labor (including worker health),  
environment and governance standards, 
and their capacity for achieving compliance 
in the future.

• Help Lao businesses increase their level of 
compliance with core standards, including 
through the provision of advisory services 
and increased access to finance to facilitate 
investments. 

• Support the provision of services for  
compliance and conformity assessment with  

international standards and norms for labor 
rights, environmental standards and work-
ers’ health.

C. Improve infrastructure and governance 
and� promote� competition� in� transport� and�
logistics.� The dynamics of regional and glob-
al trade are expected to change following the 
completion of the railway connecting Vientiane 
to Kunming in December 2021. The railway will  
create economic opportunities for Laos, with 
the potential to transform the country from 
land-locked to land-linked and to diversify  
exports away from commodities. Measures to 
achieve this objective include:

• Promote the investments required to close 
the remaining infrastructure gaps.

• Promote foreign investment to modernize 
the local transport and logistics industry 
and to increase competition.

• Complement investments with policy  
reforms to facilitate the achievement of 
Laos’ trade and export potential through 
seamless cross-border transit, and  
improved logistics and value chains (see  
policy actions A and B). 

• Improve road connectivity, particularly  
along the National Road 2 corridor and 
through the development of access roads to 
major agriculture production areas. 

D. Improve resilience within global value chains:

• Support domestic producers to improve the 
quality of their outputs, to allow foreign 
owned GVC businesses to source more 
inputs locally.

• Engage with the private sector and  
potential investors the potential to develop 
enlarged warehousing capacity, including 
bonded warehouses, to allow GVC firms to 
access larger inventories.

• Provide support to Lao businesses to  
enable them to develop more long-term  
relationships with buyers in overseas 
markets.
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Notes

48 Afghanistan, Armenia, Azerbaijan, Bhutan, Kazakhstan, Kyrgyzstan, Mongolia, Nepal,  
Tajikistan, Turkmenistan and Uzbekistan

49 The trade costs are obtained using the Novy (2012) “inverse gravity” approach, which  
consists of inverting the gravity equation to infer trade costs from observed patterns of  
production and trade across countries (Arvis et al., 2016).

50 As a member of ASEAN Laos ratified the Regional Comprehensive Economic Partnership in 
November 2020. It became effective on January 1st 2022 but notification to the WTO has 
not yet occurred.

51 With its agreement with China, the ASEAN community expanded market access towards 
agricultural goods and established trade provisions such as anti-dumping and countervailing 
measures. The PTA signed with India covers some most frequent provisions in PTAs including 
customs procedures, use of export taxes, regulations for TBT and SPS, plus provisions on 
trade in services (TRIMS and GATS). PTAs signed with developed economies such as Japan, 
South Korea, Australia, and New Zealand are more ambitious. Part of the new generation 
 of PTAs they qualify as “deep” agreements as they expand trade-related commitments  
outside the mandate of the WTO. They cover important areas for business activities including  
competition policy, investment, IPR, visa and asylum but also cultural ties such as education 
and training, technology, cultural cooperation.

52 https://covidtracker.bsg.ox.ac.uk/
53 Changes for each day are compared to a baseline value for that day of the week. The base-

line is the median value, for the corresponding day of the week, during the 5- week period 
Jan 3–Feb 6, 2020.

54 Regulation on the importation of seeds is particularly strict. For instance, it took 4 years for a 
processor who wanted to import higher-quality seed to receive authorization.

55 Exports of electronics, telecommunication, and electrical equipment (primarily video dis-
plays, recording and broadcasting accessories) grew 19-fold reaching $669 million or 10.1 
percent of 2019 exports up from $35 million and 1.0 percent in 2013. Food and beverages 
export also grew significantly accounting for $694 million and 10.4 percent of exports in 
2019 up from $285 million and 5.8 percent in 2013.

56 In the electronics and electrical equipment sector, Laos imports $508 million of intermediate 
inputs (55 percent of all electronics and electrical equipment imports) sourced primarily 
from Thailand (52 percent), China (32 percent), Japan (5.2 percent) and Vietnam (2.7 per-
cent) and export $241 million of semi-finished products (31 percent of the sector exports) 
to mostly Thailand (28.2 percent) and Japan (1.7 percent), while final goods ($528 million, 
69 percent of the sector exports) are directed primarily to Thailand (35 percent of the sector 
exports) and US (11 percent of the sector exports). In garments, Lao factories operate mostly 
under the cut, make and pack model (CMP) importing pre-cut fabric or leather from China,  
Thailand, Japan, that they assemble into clothing, footwear and bags later exported to  
Europe (72 percent of total apparel and accessory exports), Japan (13 percent) and the US  
(3 percent) duty free due to Laos LDC status.

57 Modern services are services that can be traded across borders without the buyer and seller 
being in the same place. Delivery of these services is less dependent on physical infrastruc-
ture and more dependent on telecommunications and electric supply than is the supply of 
traditional services, which require face to face interaction. Examples of modern services 
include communications, banking, insurance, business, and remote access services; tran-
scription of medical records; call centres; and education. Modern services tend to create 
higher-skilled and better-paid jobs than traditional services. Many modern services subsec-

https://covidtracker.bsg.ox.ac.uk/
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tors have relatively low employment intensity and require relatively high educational levels, 
however. (Hollweg and Saez, 2019)

58 Examples of policy areas covered include regulating custom procedures, TBT, SPS measures, 
investment rules, IPR protection, provisions on competition policy, labor and environmental 
standards, anti-corruption.

59 The most common way to measure the advantage given by preferential access is through 
preference margins, calculated as the difference between the MFN applied rate and the 
preferential tariff.

60 See among others (Hausmann, Pritchett and Rodrik, 2005; Rodrik, 2008; Berman, Martin and 
Mayer, 2012; Chaterjee et al, 2013; Freund and Pierola, 2012).

61 In Malaysia the government established secondary industrial zones alongside its major SEZs, 
with databanks containing information on foreign businesses’ needs—especially in terms of 
skills—as well as suppliers’ characteristics and facilitated the match between FDI businesses 
and suppliers.
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