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FOREWORD BY THE MINISTER FOR INDUSTRY AND
COMMERCE

Lao PDR is on an ambitious path of development, which relies strongly on the
promotion of trade and business development as a sustainable engine of growth.
Our 7th National Socio-Economic Development Plan (NSEDP 7) is explicit in
targeting increased international integration. Already, Lao PDR has performed
well on this front, with exports expanding over four times in value over the course
of the last decade. Total trade increased at a robust rate of 20 per cent per year,
increasing in value from less than $1bn in 2001 to over $5bn in 2011.

Looking towards the future we welcome the dawning of the ASEAN Economic
Community in 2015 and Lao PDR’'s membership of the World Trade Organization.
In this time, many opportunities and challenges will emerge for the country. We
need to ensure that Lao businesses are able to supply quality products and services and compete in the
global marketplace. This is why it is so important to strengthen our institutions, businesses and people
now, through a concrete programme of support and development as envisaged in this document.

This Programme for Trade and Private Sector Development will bring together the key Government
agencies, private sector representatives and Development Partners to work towards the common vision
of making Lao PDR a more prosperous country, sustainably reducing poverty and ensuring strong and
balanced development in the modern world.

I would like to thank the Ministry of Industry and Commerce, with support from the Ministry of
Planning and Investment for their leadership in putting together this programme, as well as the active
participation of all other Ministries and partners involved. Perhaps more importantly, I would like to
stress that trade cuts across all facets of our country and institutions. I would like to encourage all related
Ministries and other partners in ensuring a coherent approach to trade and business development as set
out in this programme.

Dr. Nam Viyaketh
Minister of Industry and Commerce of the Lao People’s
Democratic Republic

Vice Chairman of the National Steering Committee for
Economic Integration



MESSAGE FROM THE VICE MINISTER FOR INDUSTRY
AND COMMERCE

I am pleased to launch the Lao PDR DTIS Update (2012) and the resulting
Programme for Trade and Private Sector Development. This Programme
represents the actions necessary to ensure growth of trade and businesses in Lao
PDR and sets out the means to achieve the trade-related targets in the NSEDP 7.

I would like to thank the members of the Trade and Private Sector Development
Working Group, including our Development Partners, the private sector and
Government Agencies. This group included a high level of oversight provided by
Vice-Ministers from the Ministry of Industry and Commerce and the Ministry
of Planning and Investment. Furthermore, the technical DTIS Task Team,
comprising representatives from key Departments and Development Partner
representatives, provided ongoing planning and review of this document. I would like to congratulate the
Department of Planning and Cooperation in the MoIC, its National Implementation Unit and the team
of consultants recruited, for the high quality of the diagnostic work, and the practical Programme that
has been developed following extensive discussion with those involved. This programme truly reflects
the vision we have set out in the NSEDP 7 to become a modern and diversified economy, preparing for
and meeting the trade-related requirements for graduation from Least Developed Country status.

In the spirit of collaboration and the Vientiane Declaration on Aid Effectiveness we also welcome
the ongoing expertise and support of our valued Development Partners, and know that together we
can make this programme a success. The Enhanced Integrated Framework (EIF), housed within the
WTO, and supported by over 25 Donors and other Development Partners has played a key role in the
mainstreaming of trade and Aid for Trade in Lao PDR. I would like to thank the EIF for the support and
financing made available to Lao PDR to manage and implement this process.

I urge all related departments, both in the Ministry of Industry and Commerce and in other Ministries,
agencies and the private sector - all vital to the development of trade - to work diligently in fulfilling this
programme to contribute to the sustainable development of Lao PDR.

Khemmani Pholsena (Mrs)
Vice Minister of Industry and Commerce of the Lao
People’s Democratic Republic

Head of Integrated Framwork Secretariat
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Policy context and macroeconomic background

The economy of Lao PDR is growing rapidly while
poverty has fallen significantly in recent years.
Mining and hydropower have driven an annual
average of 7 per cent GDP growth over the last
decade, which is among the highest in the region.
Economic growth has helped halve the share of the
population below the national poverty line, leaving
it at less than a quarter. The Government looks set
to achieve the Millennium Development Goals
(MDGs) of reducing extreme poverty by half in
2015 and meeting its objectives on child mortality
and HIV/AIDS. The World Bank has forecast
economic growth of 7.5 per cent during the period
2012-15, broadly in line with the target of the
seventh five-year National Social and Economic
Development Plan (NSEDP) covering 2011-15.
Graduation from Least Developed Country (LDC)
status appears possible by 2021.

Although the economy is growing fast, it is
becoming less diverse. Mining and electric power
exports accounted for some 56 per cent of total
exports in 2008, a share which is expected to rise to
67 per cent in 2015 and 77 per cent in 2020. Mining
and hydropower now account for more than 80 per
cent of total incoming foreign direct investment
(FDI), which in turn affects the composition of
export growth. Concerns exist over ‘Dutch disease;
whereby resource-driven economic growth makes
non-resource exports less competitive.

The trade in goods is concentrated not only
by product but by destination, with Thailand
accounting for around half of exports from 2005-
10, followed by Vietnam, Australia and China.
Thailand is the source of three quarters of imports,
followed by China, Vietnam and Japan. Services,
however, now comprise over a quarter of GDP. As
a result of rapid expansion in tourism, services
exports have grown about twice as fast as goods
exports since 1990.

Many people have not benefited from the resource
boom, while natural resource development has in
some instances actively worsened poverty through

resettlement and reduced food security. Whilst
progress has been made here, more can be done.
The proportion of the population living below the
poverty line fell from 46 per cent in 1992 to 28
per cent in 2008. The incidence of poverty varies
significantly within the country. Nutrition remains
a significant problem, with around two fifths of
children underweight and a similar proportion
stunted. Lao PDR also fares relatively badly on the
Human Development Index, at 138th of the 187
countries on the latest Index.

The risk is that Lao PDR will become a ‘rich
country with a poor population, meaning that
mining and hydropower increasingly dominate
economic activity and revenues are not used to
further the ends of development. The efficient use
of government revenues can help develop export
industries with proven potential. Developing
linkage between the resource sectors and the rest of
the economy will prove important. Furthermore,
resource revenues should be invested in long-term
priorityareas for development, suchasin education,
health and basic infrastructure. Evidence from
East Asia shows that human development is a
prerequisite for economic growth rather than an
accompaniment or an afterthought. Furthermore,
addressing human development indicators such
as health and education would simultaneously
support the case for graduation from LDC status
as well as trade and economic growth.

In addition to the NSEDP, development strategy
is set out in the Party’s four Breakthrough Areas,
Vision 2020 and the National Export Strategy, as
well as number of important sectoral strategies.
Together these documents are part of a continuing
move towards the market economy. Concern is
rightly expressed about the inequitable nature of
growth and the entrenchment of poverty.

The NSEDP and related planning documents
show strong vision, correctly recognising the
need to diversify sources of economic growth. The
Diagnostic Trade Integration Study (DTIS) and



National Implementation Unit (NIU) can act as
mechanisms for trade-related economic planning,
but greater inter-Ministerial and departmental
coordination will be necessary. Development
planning should become more flexible and
strategic in approach, allowing for unpredictable
future events.

Given the impact of resource-led development on
the natural environment and the concentration of
economic activity and exports, it may be worth
moving away from aggregate GDP growth (which
does not explicitly account for equity or the
environment) towards an alternative measure of
development such as China’s GDP quality index;
Gross National Happiness or the UN Human
Development approach. Among the main tasks
facing policymakers in the years ahead are the
diversification of economic activity into new areas
in addition to hydropower and mining, and the
establishment of appropriate human development
policies as the foundations of long-term economic
success.

Trade and private sector development policy

The introduction of the New Economic Mechanism
(NEM) in the late 1980s enabled the private sector,
domestic and foreign, to play an increasing role
in the economy. The latest Lao Expenditure and
Consumption Survey (LECS4) showed that about
34 per cent of households operate micro and small
businesses; a much higher proportion than a
decade earlier.

Yet therelativelackof mediumandlarge enterprises,
the limited availability of labour and skills and the
general low productivity of manufacturing firms
may be further constraining economic growth
and diversification. The World Bank Investment
Climate Assessment (2011) revealed that total
factor productivity for the average manufacturing
firm in Lao PDR failed to rise between 2005
and 2009. Labour productivity is lower than
in most comparator countries and below the
levels suggested by income per capita. Lao PDR’s
economy is capital-intensive rather than labour-
intensive, but it still needs to diversify into new
areas and raise productivity in the non-resource
sectors, which will partly involve increasing the
size of firms and therefore returns to scale.

Since the NEM Lao PDR has actively liberalised
its trade and investment regime, largely influenced
by bilateral and regional trade agreements. The

country’s trade regime is relatively open, and since
2000 the country’s most-favoured nation (MFN)
applied simple average tariff has remained near
its current 9.7 per cent, slightly higher than the
East Asia Pacific regional average of 9.3 per cent.
Improvements to trade policy include attempts
to raise transparency, reduce non-tarift barriers
(NTBs) and to bring trade legislation in line with
the principles of the World Trade Organization
(WTO) and Association of Southeast Asian
Nations (ASEAN) agreements.

Lao PDR is currently at an advanced stage of
WTO accession. At the time of writing the country
had completed eight working party meetings
and concluded bilateral negotiations on goods
and services with all interested Working Party
members.

The challenge is not to secure more market access,
since many markets are already open to Lao
products, but to leverage economic integration as
a driver for improving the business and investment
regime whilst simultaneously expanding supply-
side capacity. Additional advantages of WTO
accession include the opportunity to strengthen
and improve trade policy institutions and
coordination. WTO membership would also give
Lao PDR a seat at the multilateral negotiating table
and access to the dispute settlement mechanism.
An improved intellectual property regime is a
potential advantage, but there is a need for funding
to help implement the best-practice intellectual
property law and regulations being developed for
WTO accession with donor support.

WTO accession will bring with it several
challenges, including the need to coordinate and
implement commitments. Accession is only the
start of the process. Awareness of the WTO needs
to be increased among society at large as well as
among businesses. Service liberalisation and
regulation of strategic sectors such as telecoms
and transport can carry many benefits for the
rest of the economy, but at the same time several
service sectors are also subject to well-known
market failures. Liberalization must be sequenced
with regulatory reforms such as establishing
independent regulators, developing prudential
regulations, and ensuring universal service.
Implementation of General Agreement on Trade
in Services (GATS) obligations will require a
strong capacity to coordinate government action
across different ministries and agencies and



enhance transparency practically across the board.
Support for the Legal Sector Master Plan will be
necessary, and adequate attention must be paid to
the implementation of new reforms.

Graduation from LDCstatusislikely tolead toaloss
of trade preferences (as well as a possible reduction
of access to grants and concessionary loans). Lao
PDR will accede to the WTO as an LDC and as
such will receive special and differential treatment,
but these privileges may be lost if it graduates from
LDC status.

In addition to WTO membership, trade within
ASEAN is of great importance since Lao PDR
conducts most of its trade with the region. ASEAN’s
combined GDP of $1.8 trillion in 2010 and
population of 592 million mean a ready market for
Lao productsbutimmediate commercial challenges
from liberalisation. In addition to problems of
productivity and scale, the Government should
address the non-implementation of regional
commitments, including: capacity building
to tackle any inadequacies in implementing
commitments; peer reviews for sharing and
learning from best practices, as well as transparency
and confidence-building; and using the dispute
settlement mechanism already in place to resolve
issues in a rules-based manner. The private sector
should be actively involved in driving the process
forward.

Lao PDR has also signed bilateral trade agreements
with Argentina, Belarus, Cambodia, China,
India, DPR Korea, Kuwait, Malaysia, Mongolia,
Myanmar, the Russian Federation, Thailand,
Turkey, Vietnam and the United States. Most of
these agreements focus on the provision of MEN
treatment because Lao PDR is not a member of
the WTO. In negotiating bilateral agreements, the
Government needs to be more proactive, taking
into account products and services in which the
country has a comparative advantage relative to the
markets of negotiating partners. The government
may also wish to use bilateral trade agreements
to address key issues affecting trade performance
with neighbouring countries. There is a risk,
however, that negotiating and implementing a
large number of bilaterals will complicate the trade
regime, undermining trade initiatives already
under way. Given capacity limitations, it will also
be necessary to prioritise WTO and ASEAN ahead
of bilateral agreements, since more can be achieved
on a multilateral or regional level with the same

amount of negotiating resources.

Lao PDR needs to take comprehensive measures
in its trade agreements to improve the productivity
of the manufacturing and service sectors by
encouraging public and private partnership in skills
development. While pursuing the medium- to
long-term goal of developing a competitive market
economy, there is a need to strengthen public-
private policy dialogue at central and provincial
levels to identify and to remove specific legal and
regulatory obstacles. Trade negotiations should be
used to promote and diversify incoming foreign
direct investment. For the Ministry of Industry and
Commerce (MoIC) to fulfil its export promotion
role, a detailed institutional mapping exercise and
review needs to be carried out. A National Export
Promotion Council, linked to relevant national
committees, should be established in order to
enact the National Export Strategy (NES).

Mainstreaming trade, poverty, gender and the
environment

Trade is not an end in itself but a means towards
the objective of enhancing livelihoods for all.
In particular, trade has been shown to be a key
engine of economic growth, particularly in
smaller economies such as that of Lao PDR, and
consequently trade does and should continue
to take an increasingly central role in Lao PDR’s
development strategy. This should be further
enhanced, as studies show that countries that
include trade a key part of their development
strategy have grown at a faster rate than those that
have not.!

The DTIS focuses strongly on the need to further
mainstream and develop trade as a means to
ensure sustainable growth, thus maximising
its socioeconomic impacts (such as poverty
reduction and gender equality) and environmental
sustainability. A key theme that emerges is the
need to enhance the diversification of the economy
(and exports) into sectors with high social impacts
in order to ensure that trade has the maximum
impact on improving the livelihoods of the poor.
Specific measures are noted throughout the DTIS
to boost the direct impacts of Aid for Trade
interventions on the poor and disadvantaged,
and to take environmental considerations into
account, through extensive analysis and making
recommendations for future intervention designs
to utilise Markets for the Poor (M4P) methodology.

1. Higgins, K. & Prowse, S. 2010. Trade, growth and poverty: making Aid for Trade work for inclusive growth and poverty reduction. ODI

Working Paper 313. London. UK.



However, it is also recognized that trade can
have undesirable social impact unless properly
mitigated. Thelinksbetween trade, theenvironment
and gender mean that more joint work can be
undertaken in these areas. The relocation of
villagers as a result of new infrastructure, resource
or hydroelectric projects, for instance, can have
significant social and environmental impacts and
affect women more than men. Strategic impact
assessments should be conducted on new projects,
covering environmental and social impacts
and appropriate mitigation measures. Trade
agreements also need to be monitored and assessed
for their potential environmental and social
impact. Regional cooperation can lead to better
environmental monitoring, while environmental
and gender-related data needs to improve.

In policy and project interventions, gender
considerations also need to be considered on
their own merits. Women need to be helped
to access export markets, which will partly
entail strengthening women’s groups, farmer’s
associations and trade unions. Government
and development partners should better tailor
extension services to female farmers’ needs, for
example by adopting participatory methods,
by focusing on tasks in which female farmers
specialize, and by increasing the number of female
agents. Women, because of their lower literacy
and mobility, are likely to benefit more from
Information and Communications Technology
(ICT) services. Communication technologies
such as mobile phones can support disadvantaged
producers and users of goods and services in
market negotiations without the intervention of
powerful intermediaries.

The modernization and formalization of customs
clearance systems could also help overcome some
of the difficulties women tend to experience at
the border. Typically, border agencies are staffed
by men and do not have a culture of working in
gender sensitive ways. In addition, women’s lower
levels of knowledge about border processes can at
times fuel extortion.

Trade facilitation

The landlocked nature of Lao PDR affects its ability
to participate effectively in the world economy, so
it is particularly important that trade facilitation
emphasises the quality of its trade and logistics
environment. Scope for improvements to trade and

logistics is considerable; and any initiative that will
reduce the costs of international trade operations
will significantly boost trade performance,
enhance national competitiveness and increase the
country’s reputation as a destination for foreign
investment.

Trade procedures at the border are complex. A
large array of documentation is needed, customs
procedures at the border crossings need to be
improved, and processes need to be streamlined.
Improvements to transport and logistics are also
critical given that being landlocked increases
transport costs by up to 50 per cent. Regional
cooperation under the Greater Mekong Subregion
(GMS) and ASEAN will also prove vital given the
predominance of trade within the region, and
progress towards process simplification and the
implementation of an effective National Single
Window (NSW) will be an important driver for the
increased visibility, predictability and transparency
of trading procedures.

Enhanced sanitary and phytosanitary standards
(SPS) can also contribute to trade development.
The Asian Development Bank (ADB) estimates
that the benefits of increased SPS capacity in Lao
PDR may be as much as US$10 million per year.
The Government should consider increasing
operational fundingand the number of professional
staff to the level necessary to make adequate use
of capacity creation under ongoing projects.
It should also strengthen SPS coordination by
developing the effective functioning of the SPS
and Technical Barriers to Trade (TBT) enquiry
points. Development partners may wish to
consider providing support for the improvement
and implementation of a legal and regulatory
framework harmonized with WTO principles
and the systems of ASEAN/GMS countries, as
well as providing sustained support for SPS over
the long run. Other recommendations include:
preparing a national strategy for laboratory
development; supporting quality management in
SPS laboratories; expanding SPS support for export
promotion to new product-market combinations;
modernizing SPS services with the introduction
of ICT; and supporting the engagement of
private sector and consumer organizations in the
development agenda for SPS.

The potential for increasing and diversifying trade
by tackling TBT is also significant. The Ministry of
Science and Technology (MST) is currently in the



process of adopting a TBT/Quality Infrastructure
Strategy and Action Plan that details further
required interventions, including further work to
upgrade the legal and regulatory framework for
Technical Barriers, and capacity development for
the TBT enquiry point and for staff in certifying
units and laboratories in international principles
of conformity assessment and certification.

Business environment

Trade policy is central to the external and internal
trading environment, and an efficient business and
investment environment is critical to promoting
the growth of the private sector and trade. Over
the past few years Lao PDR has become a better
place to do business for both domestic and foreign
firms. However, gaps still exist between policy
and implementation, and without reducing this
gap the potential of key economic sectors is likely
to go unrealized. The country performs poorly
in international benchmarking exercises, which
generally identify taxation, access to finance and
an inadequately educated workforce as the three
top constraints to growth. Fewer than 5 per cent of
firms identify corruption as a problem, although
about 40 per cent of firms report having to make
informal payments. This may, however, be due to
differences in understanding informal payments
and corruption. Given the increasing reliance on
the service sector for employment and growth as
well as backbone services for the broader economy,
continued reform and efficient regulation will
be necessary. However, given the extent of
reform requirements, effective prioritisation and
sequencing is necessary.

The taxation framework is undergoing major
change through the recent Unified Investment
Promotion Law, Implementation of VAT Law,
and revision of the Tax Law. Overall the new legal
framework has introduced a number of significant
growth-friendly policy changes. However small-
and medium-sized enterprises (SMEs) in services
and the retail trade complain more about tax rates
and tax administration than larger manufacturing
enterprises. The Tax department is working on
improvements to the SME taxation regime. A
dedicated SME Tax Unit needs to be established
at the district level to facilitate tax registration
and dissemination of information. In addition
simple accounting toolkits should be developed to
encourage SMEs to gradually move to a standard
accounting-based tax regime. More public

outreach should be conducted on the features and
benefits of VAT among SMEs.

In the medium term improving access to finance
will require further improvements to financial
infrastructure including payment systems, credit
information bureaus and collateral registries, as
well as improvements to laws and regulations
related to secured lending. A specialized risk-
sharing facility or credit facility for SMEs should
be set up.

In collaboration with the public sector, industry
associations in the garment, construction and
tourism sectors have begun short-term practical
training courses for their workers. This type
of initiative needs to be further supported. A
comprehensive labour market study would identify
the causes of mismatch between demand and
supply, explore disincentives to skills upgrading
and look at options for improving labour market
information. Links between vocational educational
institutions and the business community need to
be improved.

A number of other business constraints exist,
including regulations on business entry, investment
policy and incentives, industrial zones, property
rights, competition, consumer protection and
infrastructure. The labour law and labour policy
increasingly present constraints to foreigners
workingin Lao PDR for extended periods, and raise
the cost of hiring staft. Labour policy needs to be
looked at as a matter of priority. Access to business
development services like market and technology
information, technical and management training,
standards upgrading and market access can be
improved by the establishment of an Enterprise
Competitiveness Challenge Fund. More generally,
the availability, quality and usage of (international
and domestic) trade statistics will improve the
basis for increasingly effective policy making.

Leveraging the resource exports boom

Given the currently minimal developmental
linkage between the resources sector and the rest
of the economy and concerns over long-term
economic growth, development of the tradable
non-resource sector is essential. Rapid mineral and
electrical energy export growth require policies to
support diversification, regulatory transparency
and conservation measures, fiscal policies to
smooth revenue swings from commodity price
volatility, and trade policies to support sectors



targeted by the NSEDP 7.

In the short to medium term, the best opportunities
for the development of domestic activities
to service mining companies are machinery
maintenance services and the training of technical
personnel in a wide range of capacities, including
business services, accounting and safety standards.
In the long term, possibilities exist in high-
value agricultural activities like organic fruit and
vegetable cultivation and in the agro-processing
industry whose products are in demand by local
mining companies. Large hydroelectric power
projects are likely to create greater opportunities
for the creation of offshoot industries from mining.

One important way to diversify electricity exports
is by grid-to-grid power trading within the GMS.
The GMS Planning Group, which is made up of the
planning departments of GMS national utilities,
has completed a regional system planning for 500
kV and 220 kV links among the grids of different
GMS countries.

The possibility of adding value in the mining
industry through downstream activities has been a
subject of discussion between the Government and
the mining companies. Among the most important
prerequisites are: (a) the availability of particular
inputs for smelting operations; (b) sufficiently
large smelting and refining processing activities
to make the operations economically viable; (c)
proximity to markets for semi-fabricated products
of copper; and (d) the ability of smelters to operate
on small margins. For the first requirement, Lao
PDR has the necessary inputs for sustaining high-
value additions to mining operations; namely
electricity and water from the Mekong River and
its tributaries. For the third requirement, the
planned construction of the high-speed railway
link to China could provide the country with a
comparative advantage for bulk shipments to that
market. Further analysis will be needed to assess
the viability of developing downstream activities
in the sector.

A comprehensive strategy for hydropower and
mining development should be put in place and
environmental regulations enforced. National
and local public sector institutions need to be
strengthened to better manage the growing
number of hydropower and mining projects. The
risk from volatile fiscal revenue flows caused by
price swings in international mineral markets

must be mitigated.

While the social impact of resource development
is positive in the form of increased revenues and
the creation of some skilled jobs, communities
often suffer from the replacement of farms and
forests. Communities are weakened from the loss
of indigenous agricultural knowledge that may
undermine food production capacity. Cumulative
impacts thus threaten rural livelihood systems
and long-term food security. The promotion
of hydropower, mining and agricultural land
concessions have significant environmental
consequences. Mining risks polluting local food
products. Natural resource exploitation can also
encourage deforestation. To help offset these risks
it would be worth the Government participating
in one or more programmes related to carbon
offset and carbon trading: the United Nations
Collaborative Programme on Reducing Emissions
from Deforestation and Forest Degradation in
Developing Countries (REDD); the Forest Carbon
Partnership Facility (FCPF) and Forest Investment
Program (FIP) hosted by the World Bank.

The Ministry of Planning and Investment (MPI)
should require investment in hydropower
and mining to adhere to policies such as the
Extractive Industries Transparency Initiative
(EITI). Similarly, MPI should require agribusiness
investors producing commodities for export
to develop business plans consistent with the
Principles for Responsible Agricultural Investment
that Respects Rights, Livelihoods, and Resources;
a code of conduct formulated by the FAO, the
International Fund for Agricultural Development
(IFAD), the United Nations Conference on Trade
and Development (UNCTAD), and the World
Bank Group.

Promoting non-resource exports

World Bank research in Lao PDR finds that
export promotion support activities should focus
on helping existing exporters with a strong track
record of exporting a given product to diversify into
additional markets. Resources should be directed
towards activities with the highest returns, since
firms that specialize in a limited range of products
are more likely to sustain those flows. Reducing the
marginal costs of entering new markets for these
firms therefore carries low risks but potentially
high returns. The analysis also shows that in-
market support should be provided for firms that



have already discovered a new destination but may
require support to remain in that market.

Only limited export promotion support should be
aimed at new firms trying to export to new markets
for the first time, and that support should aim
primarily at existing industries that have already
achieved some initial success but which require
further support. It is likely that new industries will
develop in future years — something which the
Government can do little to predict. One of the best
ways to pave the way for entrepreneurial discovery
is to improve the business environment and to
enact appropriate private sector development
activities, particularly for exporters. Policymakers
may wish to provide targeted public goods (such
as core infrastructure, research, productivity and
skills training, and assistance towards compliance
with international standards) to specific sectors.

Adopting the Making Markets Work for the Poor
(M4P) approach would assist the Government
to achieve its trade objectives, by placing greater
emphasis on the use of public funds to help the
poor to develop sustainable business relationships
that add long-term and competitive value to
production, removing the need for continued
inputs from donors or government. An Export
Competitiveness Challenge Grant is proposed in
order to implement M4P programmes.

The focus of government policy could shift to
those sectors in which: long-term and competitive
growth potential exists; a lower income section of
the population is engaged; and there is scope for
market development interventions. These sectors
include textile weaving, wood products, garments,
tourism and several agro-related production value
chains. Two outcomes can be expected: an increase
in the incomes of primary producers (such as
farmers, garment workers and weavers) and an
increase in the number of low-income people
participating in the growth of these sectors.

Agribusiness

Despite its importance to the domestic economy;,
agriculture makes up only around 5 per cent of total
exports. By far the two largest export products are
coffee and fodder maize, together accounting for
90 per cent of agricultural exports. A five- to ten-
year Coffee Master Plan should be prepared that
proposes specific measures to train a cadre of Lao
coffee specialists, expand production, upgrade the
quality of Lao coffee, obtain certification (including

organic, fair trade, Global GAP, and Geographic
Indicator [GI]), and expand global market share.

Other commodities are exported in small
amounts, like sesame seed, fruit and nuts. The
supply of high-value agricultural products to
mining and resource sectors also has potential.
Whilst attention is rightly being paid to coftee
and maize, the economic contribution of these
smaller products can increase; a direction which
is set forth clearly in the Ministry of Agriculture
and Forestry (MAF) Agricultural Development
Strategy (ADS) 2011-2020 and Master Plan
for Agricultural Development 2011-2015. In
addition a specific trade development strategy
needs to be formulated for each of the traditional
and emerging crops. MAF and the National
Agriculture and Forestry Research Institute
(NAFRI) should conduct research on appropriate
technologies for a variety of socio-economic and
agro-ecological conditions in the country, and
suitable methods of transferring post-harvest
technologies to smallholder producers, including
ethnic minorities, women and youth.

MAF should also be encouraged to develop and
refine its role, particularly in relation to trade-
related activities. It should participate in a revision
of the National Export Strategy (NES) to make
it more agribusiness-oriented. MAF may also
wish to help strengthen links between farmer
organizations and concessionaires, traders and
agro-processors. Agribusiness associations need
to be developed and enhanced. Clustering and
increased regional cooperation could also help
boost the role of agribusiness and make it more
conducive to human development.

Tourism

Annual earnings from tourism approximately
doubled to US$381 million in the decade to 2010,
making tourism the country’s largest source of
foreign exchange earnings after mining. In the well-
formulated 2011-2020 Marketing Strategy and Plan
the Lao Tourism Marketing Board (LTMB) has set
a strategic goal for the sector to earn US$1 billion
a year by 2020. This is an ambitious target, which
will place significant strain on infrastructure and
the cultural and natural environments. Additional
focus should be placed on building the yield per
tourist rather than trying only to attract more
visitors. Amongst other things this will entail
increasing the tourism multiplier by improving the



range of products and services supplied by local
companies, as well as attracting higher-spending
visitors and enhancing travel infrastructure so that
tourists spend more time in-country.

On the institutional side, the LTMB also needs to
be strengthened. Representatives from MolC, the
Lao National Chamber of Commerce and Industry
(LNCCI) and the Ministry of Finance (MoF)
should be appointed to the LTMB. Ideally the Board
should be chaired by, or report directly to, a deputy
Prime Minister. Cross-sectoral coordination needs
to be enhanced, and a tailor-made training and
dialogue programme developed in sustainable
tourism involving secretaries of key line agencies,
director generals serving as line department heads
within ministries, and key government officials at
the provincial level. Tourism laws, decrees, rules
and regulations need to be reviewed, simplified
and aligned with other enterprise and investment
promotion laws.

Lastly, asinanumber of trade-related areas, tourism
data could be improved. A tourism specialist with
experience of tourism satellite accounts (TSA)
systems should be contracted to better quantify
the size, earnings, employment and contribution
of tourism to GDP.

Key export-orientated manufacturing industries

The garment industry contributes about 10 per cent
of the country’s annual export earnings and more
than 30 per cent of total non-resource exports. The
industry can be supported strategically through:
continued support to the Garment Training and
Service Centre; measures to enhance marketing
capacity though an enterprise grant challenge
fund; improving producers’ capacity to meet
growing demand for quality and social standards;
and measures to reduce the overall cost of doing
business. Staff turnover also needs to be reduced.
The Lao Garment Industries Association should be
helped to develop a set of best practices to reduce
the staff turnover rates in the garment industry.
In handloom weaving, strategic interventions
using the M4P approach include dissemination of
best practices and stimulation of the commercial
market for textile design.

The wood processing industry contributes 40
per cent of the country’s annual non-resource
merchandise exports, having more than
quadrupled in size between 2000 and 2010. The
industry employs about 20,000 workers including

those in supporting industries. However, it is
characterized by low value-addition and efliciency;,
the non-transparent allocation of logging quotas
and low capacity utilization. Better value-addition
can be achieved by the provision of long-term
working capital financing, up to approximately
$22 million for the purchase (at market prices)
of up to 100,000m> of logs per annum. The effect
of this would be to triple the current output of
processed wood products for export. Productivity
could be increased through an initial programme
where Lao processors would be linked with wood
processors in Thailand or Vietnam that export to
the European Union (EU), United States (US) and
Japan. Standards-compliant Lao processors would
supply the foreign firms with wood components
for final assembly in Vietnam or Thailand in return
for technical assistance.

Implementation, monitoring and evaluation

One of the main lessons of the original 2006 DTIS
is that mechanisms for implementation must be put
in place as part of the DTIS itself. A programmatic,
sector-wide approach to implementation would
involve working together in a coordinated
partnership under government leadership to
achieve policy results in an efficient and sustainable
manner. Programmatic approaches are mostly
used in social sectors like education or health, and
only occasionally in trade, yet they have worked
well in some other countries.

Trade also needs to be mainstreamed further
into the national development plans. Trade
mainstreaming helps enhance policy coherence,
institutional coordination and mobilization of
resources for the implementation of trade-related
priorities. To this end it may help to better align
the MoIC action plan with that of the NSEDP,
coordinated by the MPI, and to perform an
institutional capacity assessment. A number of
improvements can be made to the operation
of the NIU, chief among them enhancing
government ownership and ensuring that the NIU
is sustainable. During consultations for the DTIS
a number of stakeholders appeared to hold the
perception that the EIF was donor-driven, and this
perception needs to be addressed predominantly by
continuallyincreasingalignment with Government
procedures and mechanisms. Communication and
outreach also need to improve.

Finally, accountability, monitoring and evaluation



are all critical to the success of the DTIS. A full
monitoring and evaluation (M&E) system will be
put in place as part of the EIF using a system known
as ‘managing for development results’ (MfDR); a
management strategy focused on development
performance and on sustainable improvements
in country outcomes. MfDR provides a coherent
framework for development effectiveness in which
performance information is used for improved
decision-making.

A draft results framework has been developed that
builds from the Action Matrix into a Roadmap
for Trade and Private Sector Development. This
will be further developed and will join each of the
key components of the DTIS in a results chain
that links outputs with outcomes and impacts.
The measurable development goals of equitable
growth and LDC graduation are targeted, based

on specific, measurable results and indicators. The
intended strategic outcome is sustainable trade
and business development for poverty reduction
and LDC graduation with a modern, diversified
economy.

As a means of attaining this outcome three
‘pillars, or ‘outcome areas, have been identified,
each accompanied by measurable indicators
and subdivided into a series of intervention
areas within an overall M&E framework. The
three pillars are: first, establishing a conducive
trade and investment environment; second,
improving the competitiveness, quality and value
of agribusiness, manufacturing and services; and
third, improving the Aid for Trade governance
framework for mainstreaming trade and private
sector development.







The Action Matrix for this DTIS update has been
included into a Roadmap for Trade and Private
Sector Development for Lao PDR.

A draft roadmap (results framework) has been
developed for the DTIS update thatincorporates the
DTIS Action Matrix. This will be the Programme
for the Trade and Private Sector Development
Working Group under the Round Table process. As
such, it will be a living document in which Action
Matrix priorities are linked to overall results. The
Roadmap will be periodically updated and final
indicators and baseline information determined.
Please contact the NIU in the Department of
Planning and Cooperation, MoIC, for the current
version of this document.

1. Development goal

2. Strategic Outcome

3. Outcome Areas (Programmatic Pillars)

4. Intervention Areas

5. Interventions
The first three levels concern the effects of the
overall programmatic approach and indicators
on these levels are expected to be measured once
a year for the development goal level and twice
a year for the strategic outcome and pillar level.

Indicators have been specified for these three levels
in Table 2 below.

The fourth and fifth levels concern the level of the
intervention areas and of specific interventions. In
Tables 2 to 5 the intervention areas of each of the

respective pillars are further clarified in terms of
the outcome level changes that they are expected
to achieve and the indicators with which change at
the level of the intervention areas can be assessed.

Below the intervention area is the level of the
concrete interventions, i.e. specific projects to
be implemented as part of the programmatic
approach that incorporate the Action Matrix into
the results framework. The details of M&E of these
interventions will need to be further specified in
the proposals of the respective projects, although
as a start likely responsible agencies are highlighted
along with potential implementing projects
(p.proj) or interested development partners (DPs).
Indicators on the level of the interventions will
need to be project-specific. Each of the projects
concerned will need to contribute to the changes
identified on the level of the intervention area and
indicators identified in the tables below will need
to be used in the design of the projects. Through
the linkage between interventions and results
identified for the intervention areas, each of the
projects will become a part of this programmatic
results framework. The framework shows how
projects contribute to the wider pillar outcome
areas, strategic outcomes and ultimately to the
programmatic development goal.

The present framework is a working document and
will be further fine-tuned and updated under the
guidance of the Trade and Private Sector Working
Group.
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Trade and Private Sector Development Roadmap (Results

Framework)

Table 1: Lao PDR DTIS Update - M&E Framework with Indicators on Goal and Outcome Levels

(Long list)

Result Area

Indicators

Equitable growth

Development
Goal

» GDP growth rate

« Wealth distribution (Gini Coefficient)

« Percentage of people living below the poverty line

« Regional distribution of poverty

« Gender inequality index

« Development Index or Inequality adjusted Human
Development Index)

» Unemployment rate

« Growth in employment in key manufacturing and
service sectors (garment, agribusiness, tourism,
retailed sectors)

LDC graduation

o Per Capita Income (GNI per capita)
« Reduction in economic vulnerability (Economic
Vulnerability Index [EVI])

Sustainable trade and
business development for
poverty reduction and LDC
graduation with a modern,
diversified economy

Strategic
Outcome

o Export Concentration Index of XX (EVI)

« Annual growth rate in value of non-resource exports
(EVI - instability of exports) with a target of 18%
p-a. (NSEDP 7)

« Real growth in total trade of goods and services

« Value of non-natural resource exports

« Value of trade in services

o Average annual growth rate in the number of new
enterprises registered in key sectors, of which XX%
include women ownership, and XX% are located in
priority poverty reduction provinces

« Increase in investment administered by MolIC
(national investment and FDI)

1. Conducive trade and
investment environment
established

Through:

« Trade Integration (post-
WTO accession, and
towards AEC)

¢ Business environment

« Trade Facilitation

o Quality Infrastructure

Pillars
(Outcome
Areas)

 Openness ratio (trade share in GDP in %): NSEDP
Target of 100% by 2015

« Increase in new business penetration rate;

« Reduction in business regulatory compliance cost
(WB ES)

« Reduction in time and cost to start a business

« Reduction in time and cost for cross border trade

« Reduction in senior management’s time spent in
dealing with government regulations

o Percentage of trade taking place under preferential
agreements (preference utilisation rate)

» Women’s participation in the economy enhanced
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« Increase in supply capacity of SMEs of selected
products and services (SME productivity)

« Number of poor people with increased
incomes through market development and
productivity improvement programmes

o Increased number and average spend of
international tourists

o Real annual productivity growth (ES)

« Real annual sales growth (ES)

2. Improved competitiveness,
quality and value of agribusiness,
manufacturing and service sectors
Through:
o SME firm level quality and
productivity support measures
o Public-Private Dialogue
and sector-specific support

measures o .

o « Growth in investment in selected sectors (e.g.
« Agribusiness . .

. Garments, Wood processing, Tourism)
o Tourism

. . o Real annual employment growth (ES)
o Textile handicraft . -

o Increased survival rates for existing and new

» Garments

: product-destination-market combinations
» Wood processing

« Poverty: Role of trade in development and

Pillars poverty reduction explicitly mentioned in
(@lieoiic | 3, Tmproved aid for trade NSEDP 8
Areas) governance framework for o Gender: Increased proportion of women-
mainstreaming trade and private owned businesses
sector development o Environment: Environmental support
Through: programmes implemented for all key export
» Mainstreaming poverty, gender sectors
and the environment o Increased coordination indicated through
« Institutional capacity number of meetings of committees in the IF
development Governance structure
« Sector Working Group « Increased value of AfT channelled through
Development and and coordinated by the NIU
mainstreaming trade in « Increased percentage of businesses who believe
National Development Planning | their concerns are adequately addressed
» Trade and Aid for trade through public-private dialogue mechanisms
governance framework and o Trade and private sector development
implementation programme / roadmap established, with
 Monitoring and Evaluation established M&E system and periodically
reviewed

« Key political/social/economic contextual
aspects relating to economic development and
trade

» Macro-economic stability

« Development of the resource sectors (mining

@liioqiiilt ] Contextual aspects to be and electricity)

Changes monitored




Table 2: M&E Framework Pillar 1: Conducive trade and investment environment established

Conducive domestic and international trading and investment environment
created by promoting international and regional trade integration; improving
trade facilitation; SPS, TBT, and the business enabling environment

1.Trade Policy: Implementation of the ASEAN Economic Community (AEC), and
beyond WTO accession

Outcome level change: Legal and other commitments to international agreements,
such as WTO and ASEAN implemented, with enhanced support systems in place
including monitoring, communication and capacity building

Indicators:

« Level of implementation of commitments made in international trade negotiations,
particularly WTO and AEC

« Number of new laws and particularly implementing decrees developed and enforced

« Enhanced knowledge and awareness of public and businesses of challenges and
opportunities of the AEC and WTO accession (GIZ enterprise survey)

« Functioning monitoring system for the implementation of WTO accession, AEC and
other bilateral trade agreements, which informs policy making and implementation

1.1 Interventions

Agency

Proposed project

1. Leverage WTO and ASEAN accession and commitments made
in this process to support domestic reform programmes, which
emphasizes competition, sound regulation and policies to
widen access to services in key service sectors such as financial,
telecommunications and transport

MoIC and
relevant
agencies

TDFI1,* GIZ,
LUNA

2. Design and implement a Communications Strategy for
Trade and PSD to increase public and business awareness of
opportunities and challenges arising from WTO accession,
AEC and other trade agreement implementation through
publication of guide books, internet, bulletins and workshops
and seminars

MoIC and
relevant
agencies

TDF 11, GIZ,
LUNA

3. Improve systems of monitoring and overseeing the progress
of AEC and WTO measures implementation. Progress against
the AEC blueprint implementation should be assessed annually
and disseminated to the public on a timely basis. Regular

PPD consultative meetings will be organised to ensure regular
feedback

MolIC and
relevant
agencies

TDF 11, GIZ

4. Continue the revision, development and active implementation
of required laws and implementing regulations (priorities
include but are not limited to:

« Revision of the manufacturing law, standards law, customs

o Development of competition law, law on law making,
o Implementing regulations for SME law, new tax law

 Law on laws, e-transactions law, revisions to law on
standardization and law on metrology, improved commercial
dispute settlement,

Intheaboveand aswell asin supporting recently revised legislation
and regulations as part of the WTO accession process there should

MoIC and
relevant
agencies

TDF II, LUNA,
GIZ

2 TDF II is a World Bank administered multi-donor trust fund with contributions from Australia, the European Union, Germany and the World Bank,

executed by the MoIC.
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be capacity development of relevant institutions, effective on the
ground implementation and public awareness built, including
training of the judiciary in areas such as intellectual property

5. Strengthen inter and intra-ministerial coordination in trade
negotiations and implementation. This could include reform
of the current NSCEI structure with the WTO Accession
Secretariat becoming a broader Trade Policy Secretariat
(including AEC-related matters). It is important to actively
address the non-implementation of international and regional
commitments by enhancing coordination mechanism among
sectoral agencies, necessary capacity building, introducing peer
review process, and using the dispute settlement mechanism to
resolve issues in a rule-based manner

MoFA, MolIC TDF 11, GIZ

6. Self certification: Develop and implement a regulation on self
certification of origin under AFTA framework

7. Rationalize bilateral agreements based on potential market
access opportunities for Lao products and establishing
coordination mechanisms with major trading partners at
both central and local level to facilitate consultations on trade
promotion measures and dispute resolution

8. Organisation: Consider reorienting units of the Foreign Trade
Policy Dept. along functional lines (trade in goods, services,
rules of origin and etc.) to enhance coordination in trade
negotiations in multiple fora

MolC etc... TDF 11

2. Business Environment
Outcome level change: Enhanced business environment with equal opportunities
for all businesses and improved consumer protection
Indicators:
o Increase in new business penetration rate
» % SMEs with access to formal bank loans (% women-owned) (ES)
« Reduction in percentage of firms highlighting access to skilled labour as one of
Intervention their top three constraints (WB ES)
Area 1.2 « Simplified taxation regime for SMEs introduced; increase in number of firms
paying taxes based on accounting rules
« Strengthened alternative dispute resolution
« Ensure equal level playing field for all businesses, especially in key service sectors,
with increased independence and effectiveness of the regulatory agencies
o Increase in number of business environment issues resolved through PPD
o Increase in demand-driven skill development initiatives under PPP
o Improved SME access to information

1.2 Interventions Agency Proposed project

1. Public Private Dialogue: Improve efficiency and effectiveness
of public and private dialogue to address business environment
constraints by strengthening capacity of LNCCI and other
business membership organizations in service delivery,
management, and policy advocacy (issue identification, issue | LNCCI, MPI TDF 11, GIZ,
research and position development, dialogue facilitation | and MoIC LUNA
and results assessment). This will include building the
capacity of business membership organizations (BMOs) in
identification and analysis of business environment issues
and support PPD at national level and selected provinces




2. Further streamline regulations on business entry for both
domestic and foreign investors through full implementation of
the Enterprise Law and Investment Promotion Law by:

2.1 Reviewing implementation of negative list for the
implementation of the Enterprise Law and explore possibility
for further streamlining existing procedures for obtaining prior
approval from sector agencies and facilitating implementation
of new unified Investment Promotion Law

2.2 Further streamlining business start-up procedures by focusing
on simplification of burdensome sector licensing procedures
administered by technical agencies. This will include further
streamlining licensing procedures for the manufacturing
sector through the revision of the existing manufacturing law
and relevant implementing regulations

MoIC and MPI

EIF T2

3. Reduce gaps between laws, regulations and implementation
by incorporating good practice in law making process into
Law on Law Making that is under preparation, and making
laws, regulations easily accessible by public by establishing
centralized database of all laws, PM Decrees and regulations
and instructions

Mo]J and
other relevant
ministries

ADB, LUNA

4. Improve taxation regime for SMEs by establishing dedicated
SME Tax Unit at district level; develop detailed instructions for
presumptive tax system; develop simple accounting toolkits for
presumptive taxation regime to facilitate graduation of more
SME:s to accounting-based tax regime

MoF

IFC

5. Improve contract enforcement and dispute resolution through
revision of outdated contract law, building capacity of the
Lao Bar Association and strengthening role of mediation and
arbitration functions of economic arbitration board in resolving
commercial disputes

MoJ, MolC

LUNA

6. Strengthen consumer protection by developing relevant
institutions for implementation of the Consumer Protection
Law (establishment of consumer protection association,
price monitoring and forecasting system, building capacity of
regulatory functions of trade inspection unit)

MoIC

7. Regulatory support: Ensure equal level playing field for all
businesses, especially in key service sectors thatlack independent
regulatory agencies through adoption and implementation of
modern and comprehensive competition law and policy

MOIC and
relevant
ministries

TDF II, LUNA

8. Internal movement of goods: Improve inter-ministerial
cooperation in removing constraints to the movement of goods
within and between provinces

MolC, others

9. Rationalize investment incentives by conducting a
comprehensive review of all incentives provided in various laws

MPI, MoF

10. National Investment Facilitation and Promotion Strategy:
Attract targeted quality investment by developing and
implementing a National Investment Facilitation and Promotion
Strategy, including specific activities in investment facilitation,
servicing, investor outreach and marketing activities in

MPI, MolC

UNDP




targeted markets. This should include improving investment
attractiveness in the manufacturing sector through a review of
existing regulations on industrial zones/estates and developing
appropriate policy to attract private investment based on public
private partnership (PPP) principles

11. Statistics:

- Improve compilation and use of statistics for the manufacturing Statistical
sector and trade more generally to assist in assessing the health | MPI, MolIC, Capacity
of the sector and formulation of appropriate support policy | MoE, BOL Building

- Improve macroeconomic management by improving Project (WB)
compilation of relevant data, including trade and industry data

12. SME Finance:

- Promote cash flow-based SME lending through provision of
technical assistance to selected commercial banks interested in
penetrating to SME market and establishment of risk-sharing
facility with support from donor agencies .

- Accelerate the development of a National Payment System Commercial

. | banks, Bol, IFC

expand coverage of Credit Information Bureau (CIB) and
improve its efficiency, and set up registry of non-movable
assets

- Improve rural enterprises’ access to financial services by
promoting mobile banking and e-banking by developing
relevant regulations

MoF

13. Skills Development:

- Support ongoing demand-driven practical training initiatives
led by various industry associations (garment service centre,
hospitality training institute, training programmes between
construction association and National Transport Committee)

- Conduct an in-depth study on situation of labour market
and skills development needs of the private sector and
develop medium-term mechanism to develop appropriate
skilled workforce to support sectors in which Lao PDR has
comparative advantages

- Reduce information gaps on labour market by developing
labour market information system

Industry
associations,
MolIC, MoLSW

TDF II, World
Bank

14. SME Support:

- Improve availability, quality and relevant content of information
on websites for SMEs by localizing popular websites for SMEs
such as smetoolkits.org

- Enhance update and quality of Business Development Services
(BDS) to improve SME competitiveness

MoIC

TDF II

15. Change Measure of Development: Promote use of alternative
measures of development to include income distribution,
social and environmental dimensions

MPI, MolC

16. Monitoring of Dutch Disease-related indicators: Timely
adoption of necessary measures to mitigate potential impact
of resource sector boom on competitiveness of manufacturing
and service sectors by closely monitoring key macroeconomic
indicators such as movement of real exchange rate; change in
real wage vs productivity growth and others

MPI, MolC,
BoL, MoF




3. Trade Facilitation
Outcome level change: System of more simple, transparent and cheaper import,
export and transit procedures and processes developed and implemented with

involvement of the private sector
Indicators:

o Lao National Single Window operational

Facilitation Secretariat

Pakse, Bokeo)

« Monthly website hits on the Lao Trade Information Portal
o Average number of days to clear direct exports through customs (ES)
o Average number of days to clear direct imports through customs (ES)

« Increased dialogue and constraints addressed through the National Trade

o POVERTY indicator: Provincial performance of border crossings (Savannakhet,

1.3 Interventions

Agency

Proposed project

1. Trade Facilitation Secretariat:

- Strengthen the capabilities of the National Trade Facilitation
Secretariat and Trade Facilitation Division as the key office
for the Secretariat. It will be important to mainstream Trade
Facilitation across relevant line ministries and departments

- Implement the annual action plan of the Secretariat, which
should include monitoring and implementing WTO, ASEAN,
GMS and bi-lateral trade facilitation commitments

NTES

TDFII

2. Trade Portal: Continue developing additional functionality
of the Lao Trade Portal to reduce transaction cost related to
import and export. This will also include work towards the
simplification, harmonization and modernization of trade and
customs procedures

NTES

TDEF II; CTFP/
NSW; USAID
(Regional)

3. NSW: Design and commence implementation of the National
Single Window under the guidance of an expanded trade
facilitation secretariat

NTES

4. Further studies - dry port: Explore opportunities to reduce
transports costs by facilitating the creation of fully integrated
cross-border logistic operations. This may require going
beyond the measures contained in the CBTA. This may also
include conductiong a feasibility study on developing a rail-
linked dry port (possibly in Northeast Thailand), which could
help consolidate traffic, serve as a mode interchange location,
addresses strict time limits imposed by shipping lines on the
return of empty containers, and reduce costs by linking the dry
port with trade logistics in the Northeastern part of Thailand

5. Develop private sector capacity to trade efficiently in compliance
with rules and regulations

MolC

TDF II; CTFP/
NSW

6. Provide for the right equipment and facilities to ensure the
smooth and efficient administration of trade and customs
procedures

NTFC

TDF II; CTFP/
NSW

7. Adopt and implement the revised customs law to be consistent
with WTO principles

Customs

CTFP/NSW

8. Complete automation of customs clearance procedures at major
checkpoints

Customs

CTFP/NSW
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9. Fully implement valuation rules and risk-based inspection in
line with WTO requirements

Customs CTFP/NSW

4. National Quality Infrastructure

Outcome level change: Quality Infrastructure capacities in place for enhanced
application of SPS and TBT standards including legal requirements and regulatory
bodies, resulting in enhanced quality of products in line with international
standards

Indicators:

igaraio | e Number of people with increased knowledge of food hygiene practices
Area 1.4 « System for systematically testing the phytosanitary and quality of import and
export products in place

« Legal and regulatory framework for Quality Infrastructure (including SPS
and TBT) improved, implemented and harmonized with WTO principles and
systems of ASEAN/GMS countries

« International standards in the area of conformity assessment and certification
applied by relevant agencies

1.4 Interventions Agency Proposed project

1. SPS/TBT Legal framework support: Provide on-going support
for improvement and implementation of a legal and regulatory

framework harmonized with WTO principles and systems of SPS Task force | TDF IL, LUNA

ASEAN/GMS countries
SPS Task force,
2. Increase operational funding and numbers of professional staff | Ministry of
to levels necessary to make adequate use of capacities being | Science and GMS SPS project
created under present on-going projects Technology
(MST)
3. Strengthen SPS coordination by establishing a SPS unit in the
Department of Planning (DoP) SPS Task force
4. Prepare a national strategy for laboratory development SPS Task force |EIFII

5. Expand SPS support for export promotion to new product-

o SPS Task force | GMS SPS project
market combinations

6. Modular Investment programme: Design and implement a
modular investment programme for ICT in SPS services. This
will include assessing directions, modalities and priorities for
ICT-based systems in SPS services

SPS Task force | GMS SPS project

7. Increase Private Sector Engagement: Support the development
of private sector and consumer organizations, and their
engagement in the development agenda for SPS and for TBT

8. Establish a TBT Enquiry Point (EP) based on good international
practices and tailored to the requirements of the Lao economy | MST LUNA
and its trading partners

SPS Task force,

MST, MoIC GMS SPS project

9. TBT Strategic Plan: Adopt and implement the Strategic Plan for

National Quality Infrastructure MST EIF T2
10. Quality: Encourage uptake of quality and risk reduction
standards by the private sector such as ISO and HACCP MST, MoIC,

MoH TDF II




Table 3: M&E Framework Pillar 2: Competitiveness

Improved competitiveness and quality of agribusiness, manufacturing and
service sectors (supply capacity)

1. Firm Level Competitiveness

Outcome level change: SME firm level quality and productivity support measures
leading to enhanced competitiveness of the business sector, and particularly SMEs
in domestic and international markets enhanced

Indicators:

* % of firms with internationally recognized certificates (such as ISO, HACCP, Fair
Trade and GMP) (ES)

« % of firms using emails to interact with clients/suppliers (ES)

o Amount of demand-driven requests for technical assistance from the business
sector

o Increased survival rates for existing and new product-destination-market
combinations

» Increased firm level productivity (benchmarked against regional countries)

Interventions Agency Proposed project

1. Establish a matching grant facility to support small projects
that respond to specific constraints that the private sector sees
as priorities for improving competitiveness in domestic and
international markets

MolC TDFII

2. Sector-Specific Interventions

Outcome level change: Enhanced sector support and PPD leading to increased
employment and incomes of the poor in key agricultural, manufacturing and
service sectors

Indicators:

« Strengthened Public-Private Dialogue mechanisms and business membership
organizations (BMOs) at the national and provincial levels

« Frequency of public-private consultation mechanisms (EIF 02.3)

« Number of poor people with increased income through market development
programmes

« Number of farmers able to access new agricultural technologies
« Increase in crop value of (x) US$ in key agricultural exports
o Increased average spend per tourist

o Number of tourism establishments with active social and environmental
improvement programmes

« Number of graduates of vocational training courses

« Existence of productive sector strategies for key sectors integrating the trade
dimension (EIF 02.2)




Interventions

Agency

Proposed project

Agribusiness

1. Mainstream trade into product strategies: Develop product-
specific development strategy for traditional and emerging
agricultural products identified in the DTIS update, including
coffee, tea, maize, cassava, sugarcane, rubber and livestock

MolC, MAF

2. Incentives for contract farming: Develop appropriate incentive
regime to promote contract farming between large investors
and smallholders

MAF

3. Coffee: Conduct feasibility study for establishment of Coffee
Institute aimed to develop specialized technical personnel to
support sustainable development of the sector

MolC, MAF

4. Border trade support: Facilitate border trade in agro products
by improving trade logistics, especially distribution centres at
major border checkpoints (e.g. Lao Thai border in Champasack
province)

MolC, MAF

EIFII

5. Promote Business Membership Organisations: Promote
establishment of local producer/trader associations to improve
efficiency of their dialogue with public sector at local and
central level (e.g., establishment local association of producers/
traders of fruit and fresh vegetables on Boleven plateau should
be encouraged)

MolC, LNCCI

6. Improve quality and standards: Facilitate access of local
exporters to high-value regional and global markets by
promoting adoption of industry best standards already used in
major neighbouring markets (China, Thailand and Vietnam)

MAF MolC

TDF II

Tourism sector

1. Statistics: Improve reporting and statistical methods especially
in relation to: tourism-related direct and indirect employment;
tourism’s contribution to GDP incorporate input/output
modelling; regional arrivals; provincial arrivals, and spending
by market

MolT

2. Lao Tourism Marketing Board strengthening: Strengthen the
composition and membership of the Lao Tourism Marketing
Board

MolT

3. Trade and tourism links: Roll out a programme such as
UNCTAD?’s Sustainable Tourism component of their Train for
Trade programme to key government actors and line agencies at
the central and provincial levels

MolT, MolC

4. Licensing reform: Facilitate private investment in tourism sector
by adopting more transparent licensing regimes for businesses
in tourism sector

MolT

Textile handicraft

1. Improve productivity: Promote good practice in weaving
to improve productivity (training, adoption of new looms/
equipment)

MolC, LHA

TDF II




2. More focus on design: Improve design capacity through policies
promoting the establishment of private design schools

MolC, LHA

TDFII

3. Enhance effectiveness of policy advocacy: Strengthen the Lao
Handicraft Association in policy advocacy and promote the Lao
handicraft sector domestically and internationally

MolC, LHA

TDF II; JSDF

4. Lao silk: Promote production of domestic silk by expanding
scope of existing projects using value chain approach to
promote local production. Also, develop a long-term Lao silk
development strategy and connect this to Lao PDR’s export
image

MolC, LHA

TDF II; JSDF

Garment sector

1. Garments Skills Development Centre: Continue supporting the
Garment Skills Development Centre (GSC) and explore scope
for providing additional services in areas such as quality or
social standards certification

MolC, ALGI

TDF II

2. Improve social and quality standards: Improve the industry
image and industrial relations by implementing relevant
elements of Cambodia’s Better Factories Project. This may
include supporting producers in meeting growing demand for
quality and social standards (support for improving quality
system (ISO), certification programme (WRAP, SA 8000)

MolC, ALGI

TDF II

3. Continue efforts to reduce the overall cost of doing business by:
« Reviewing the existing fiscal regime
» Improving logistics and trade facilitation (reduce inland
transportation cost between Vientiane and Port in Bangkok,
and expenses associated with customs clearance at border
checkpoints)
« Review Labour Law

4. Strategic focus: Develop a medium- to long-term sector
development strategy

Wood processing industry

1. Industry certification: Improving readiness for and compliance
with the EU Timber Regulation and Timber Legality Assurance
systems by promoting industry certification systems (FSC CoC,
ISO 9001, 14001 etc.)

MolC,
Associations

TDF II

2. Strategic business partnerships: Facilitate establishment of
strategic partnership between Lao wood processors and leading
processors in neighbouring countries to improve productivity of
Lao wood processors

MolC,
Associations

TDF II

3. Working capital: Facilitate access to working capital for
secondary wood processors to increase value added of wood
exports

MolC,
Associations

TDF II

4. Improve statistics and analysis: Carry out an assessment of all
plantation crops by species and conduct production forecasts
giving the volumes that can be expected to be harvested by size
or diameter classes for periods of five years until 2020

MAF, MoNRE

SUFORD

5. Foreign Investment: Relax the ban on foreign investment in
secondary wood processing based on natural forests

MAF, MoNRE

SUFORD

6. Improve quota system: Improve and extend the system of
competitive bidding for log quota allocations

MAF MolC,
MoNRE

SUFORD
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3. Leveraging the resources boom

Outcome level change: Offshoot industries developed from the mining and
hydropower industries

Intervention Indicators:
Area 2.3

« Incentive system in place for resource-based companies to offer on-the-job
training in support services

» Number of people employed in offshoot industry disaggregated by vulnerability
criteria

Interventions Agency Proposed project

1. Value addition: Conduct study on opportunities for value

o o MolC, MEM
addition to mining industry

2. Technical training: Encourage technical and vocational training
for service industries supporting mining and hydropower
industries. This should include developing an incentive system
for resource-based companies to offer on-the-job training in
support services

MolIC, MEM,
MoF

3. Business Development Services (BDS): Implement pilot BDS

. o MolC
projects for offshoot activities

Table 4: M&E Framework Pillar 4: Aid-for-trade governance and implementation framework

Pillar 3 Improved Aid for Trade governance framework for mainstreaming trade and
Cliicue | private sector development

1. Sustainable Trade

Outcome level change: Trade growth benefits the poor through better integration
into production processes with gender, poverty and environmental considerations
systematically included and addressed in the sector

Indicators:

o Trade and Private Sector Development (TPSD) policies effectively informed and
responsive to poverty, gender and environment

Intervention

Area 3.1  Enhanced participation of women in the economy (measured by increased
proportion of women-owned businesses (ES))

o Percentage of full-time female workers (ES)
o Application of Markets for the Poor approach in activity design

o Foreign and domestic investment proposals that adopt a triple bottom line
approach to investment

Interventions Agency Proposed project

1. Making Markets work for the Poor (M4P): Incorporate

principles of M4P in developing and implementing all sector-

specific support measures to enhance impact on poverty. All
projects should show direct links to poverty reduction

MolC TDFII

2. Trade and Poverty Handbooks: Develop handbooks in Lao
language demonstrating the links between trade and poverty
and what is currently being done MoIC EIF T1




3. Implement gender-specific interventions in sectors in which
women predominate, namely, agribusiness, tourism, textile
handicraft and garment sectors. This will include:
 Encouraging investment in female enterprise start ups and | MoIC, Assoc.
enterprise expansions by targeting entrepreneurship training | LWU
to selected sectors in which women predominate BoL

» Work with selected micro-finance institutions to increase the
access of entrepreneurs, in the above mentioned sub-sectors,
by facilitating the links between these organizations and
entrepreneurs in these sectors

TDFII

4. Adopt a ‘triple bottom line’ approach that promotes positive
social and environmental impact while seeking financial return | MoIC, MAF
in large investment projects

5. Industrial safety: Develop legislation on control of chemicals
and hazardous substances to mitigate risks from operations of | MoIC
polluting chemical industry

2. Capacity Development

Outcome level change: Sufficient institutional and management capacity built to
formulate and implement trade-related strategies and Implementation Plans (EIF
Outcome 1)

Indicators:

o Shared vision on trade development support in Lao PDR amongst public and
private sector stakeholders and development partners (DTIS and Action Matrix
completed and periodically reviewed)® (EIF O1.2)

o A quality and up-to-date trade strategy developed and implemented (EIF O1.4;
0O1.6)

« Number of people trained in trade-related areas

« Number of people reached through communication channels (workshops, website,
publications) (Impact: Awareness of WTO, ASEAN, Trade Information Portal)

» Number of MoIC officials using e-mail regularly

Interventions Agency Proposed project

1. Institutional support in developing MoIC as the lead agency
on trade. Evolving processes to be pro-active in line with
forthcoming changes in the system and structure of the economy
and external environment

MolC TDF II

2. Develop and implement a coordinated training programme
for officials, to be implemented by the Government and various MolC. etc EIF Tier II, TDF
external partners, focusing on appropriate and systematic skills R II
development of staft

3. ICT modernisation plan: Modernisation of ICT and systems
processes for MoIC and related provincial offices, including | MoIC TDF I
undertaking and implementing an ICT modernisation plan

3. LTIS and Action Matrix must be coherent within MoIC (NES, SMEPPDO) and aligned with NSEDP IIV and plans of related line ministries
(MoFA, MoF, MAE, MPI, NAST, Mining and Energy, NTA).
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4. Inter-ministerial links: Strengthen inter-ministerial cooperation
between MolIC and MAE and MolC and the Tourism Authority
to address trade and investment-related issues of concern to | MoIC, MAF TDF II
each agency by establishing a high-level working group and
trade and economic training for MAF officials

5. Studies database: Develop and maintain a user-friendly and
accessible electronic database of all trade- and PSD-related | MoIC TDF II
studies, reports and presentations

6. Effective functioning of the Trade and Private Sector
Development Working Group (TPSDWG): Active participation,
support to and development of the TPSDWG in discussing | MoIC TDF II
key policy areas, as well as developing and implementing the
Roadmap as a shared vision for trade and PSD in Lao PDR

3. Trade Mainstreaming

Outcome level change: Mainstreamed trade through improved national trade-
related planning and coordinated consultation and implementation structures (EIF
Outcome 2)

Intervention NI

Area 3.3

o Increased use of National Steering Committee for Economic Integration (NSCEI)
and sub-structures

o Improved trade-related knowledge and information (number of people trained)

« Increased focus on trade in the NSEDP and planning process (EIF O2.1)

Interventions Agency Proposed project

1. Increased alignment with national processes: Alignment of the
TPSD Programme (DTIS implementation and future updates)
with government budget, PIP and aid cycles. Support to MoIC
annual and 5-year action plan preparation

MolC, MPI TDF II

2. NSEDP 8 preparation: Commissioning studies in the lead up
to NESDP VIII on key sectors (strategies) or crosscutting issues | MoIC, MPI TDFII
and those related to LDC graduation

3.Increase private sector role in trade policy: Promote trade policy-
making as an inclusive process with outreach programmes
to SMEs, CSO and provincial levels, support Public-private
Dialogue at sub-national levels (Busan Partnership for Effective
Development Co-operation on the participation of non-state
actors)

MolC, MPI TDF II

4. Institutional structure: Strengthen and rationalise inter-
ministerial coordination of various high- and technical-level | MOIC and PCD | TDF II
structures related to trade, including trade in services
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4. Aid-for-trade governance framework

Outcome level change: Functioning governance framework trade development,
that is well resourced and makes use of a programmatic approach based on the
principles of the Vientiane Declaration and a shared vision across public and private
sector stakeholders (EIF Outcomes 3 & 4)

Indicators:

o Effective and eflicient administration of AfT through enhanced capacity of NIU
and GSEU staft to implement AfT projects

 Programme (Roadmap) of government and donor-supported activities (EIF O3.1)
oo | e Frequency of Trade and Private Sector Working Group meetings (EIF O3.4)

Area 3.4 « Number of projects supervised by the Trade Executive Committee (TEC)
« Existence of joint donor initiatives in the trade area (EIF O3.4)

o Trade and private sector development programme established based on the Action
Matrix (EIF O4.1)

« Existence of government budget for the implementation of trade-related matters
(EIF 04.2)

o Number of projects funded by donors related to the DTIS Action Matrix (EIF
04.4)

o Increased value of trade-related assistance channelled through the ODA division/
NIU of MoIC

Interventions Agency Proposed project

1. Adequate staffing: Resource and strengthen the NIU in the
number of government officials and specialist staff dedicated to | MoIC TDF II
the unit and supporting implementing agencies

2. Evolved structure: Evolve the National Integrated Framework
(AfT) Governance Structure to fit closer with on-going
government and inter-departmental systems, and be more | MoIC TDF II
flexible in priority project implementation. This includes
moving on from GSEUs to ‘Implementing Departments’

3. Increased skills: Ensure adequate training of government
and project staff in project-related and implementation skills,
together with systems to access international specialist advice

4. Combined Projects Steering Committee: All major trade and
PSD projects should report to the Trade Executive Committee
(TEC) as a high-level Steering Committee to ensure alignment
and effectiveness in the programme, and reduce administrative
burdens

5. Increased use of national implementation mechanisms:
Increase the use by DPs of, and resources available to in-country
multi-donor trust funds and implementation through the AfT
governance structure
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5. Monitoring and evaluation

Outcome level change: A functioning monitoring and evaluation system that
serves the need for information on project and programme levels and enhances
results-based management

Indicators:

o Timely available monitoring information and statistics inform management
Intervention decision-making at the ministry and project level

Area 3.5

« Implementation of the DTIS and outcomes concerned is evaluated annually in
terms of both results and process issues on a programmatic level

» Roadmaps developed and reviewed as part of a broader M&E plan that covers
programmes for Trade and Private Sector Development in Lao PDR

« Sufficient financial and human capacity resources dedicated to M&E at the level
of individual initiatives and on the overall programmatic level, in line with the
expected methodological rigour required

Interventions Agency Proposed project

1. M&E Plan: Develop and implement an M&E plan including
structural aspects of roles and responsibilities, data gathering
and management, data analysis, use of information and building
of capacities required

MolC TDF II

2. Review experience of other developing countries in setting
up programmatic approach for the trade sector. This should
include regular ‘experience sharing’ or joint training sessions on
an annual basis between NIUs.

MolC TDF II

3. Undertake impact assessments of selected parts of the results

. MolC TDE EIF T1
chain at least every two years

4. Assess the opportunities for results-based financing making

use of good practice so far MolC

5. M&E Training: Continue to develop the organizational
and individual staff capacities required to monitor the
implementation of trade initiatives on the level of the|MolC EIF
interventions and to intermittently evaluate the outcome and
goal level changes of the M&E framework

6. Resources for M&E: Earmark sufficient financial resources for
monitoring and evaluation on the level of individual initiatives
as well as on the overall programmatic level, in line with the
expected methodological rigor required

MolC EIF, TDF II

7. Enterprise survey (to be tailored to Roadmap requirements and
conducted): Enterprise surveys should be conducted at least
every two years and be a key means of compiling the results
framework for the sector

WB, GIZ

8. Doing business indicators compiled every year. This should
include a brief (two-page) analysis of the key changes along | WBG
with the rankings
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9. Logistics Performance index should be updated every year.
Where possible this should be combined with more detailed
indicators, including:

- Cost and time of shipping garments from Vientiane to Bangkok WB
- Performance of selected provincial border points to monitor
impact of trade facilitation at the provincial level

10. Provincial border trade surveys undertaken annually DIMEX
11. Time release studies to be undertaken in 2012, 2014, and 2016 | MoF/WB
12. Lao Expenditure and Consumption Survey (LECS):

Commission a series of studies on trade and poverty links MPI

from new LECS data updated in 2012
13. Sector statistics (manufacturing, tourism...) should be | Relevant

collected regularly (at least once a year) and published Agencies
14. Enterprise registration data will be updated every month MolIC
15. Undertake regular firm-product-market analysis WB




The Enhanced Integrated Framework

The Integrated Framework (IF) for Trade-Related
Technical Assistance (TRTA) to Least Developed
Countries was established in October 1997 under
the auspices of the World Trade Organisation
(WTO). The IF was conceived as a country-
driven process leading to the integration of trade
policy into national development strategies, and
to co-ordinated delivery of trade-related technical
assistance by development partners in response
to identified needs. The Enhanced IF (EIF) was
developed on the basis of lessons learnt from early
IF experiences, particularly given the need to
improve the institutional framework for delivery
of Diagnostic Trade Integration Study (DTIS)
recommendations and the imperative of building
supply-side capacity. Accordingly, the EIF can be
seen as an instrument to ensure optimal use of
scarce resources in support of Least Developed
Countries (LDCs) to participate in the world
economy and the multilateral trading system. Six
core agencies, the International Monetary Fund
(IMF), the International Trade Centre (ITC),
the United Nations Conference on Trade and
Development (UNCTAD), the United Nations
Development Programme (UNDP), the World
Trade Organization (WTO) and the World Bank,
combine their efforts with those of LDCs and
donors to respond to the trade development needs
of beneficiary countries.

The DTIS forms the analytical foundation for
policy recommendations and actionable trade-
related technical assistance (TRTA)/capacity-
building interventions. Lao PDR’s first DTIS was
conducted in 2006, and the current update is based
partly on lessons from previous experience. The
DTIS has five major components:

1. A review and analysis of the country’s economic
and export performance.

2. A description and assessment of the country’s
macroeconomic environment and investment
climate.

3. A focus on the international policy environment
and specific constraints that exports from the
country face in international markets.

4. A focus on a small number of key labour-
intensive sectors where the private sector can
contribute to a significant expansion of output
and exports and a good a priori case can be made
that the poor stand to benefit.

5. A set of policy reform priorities and required
capacity strengthening at the sectoral level to
capitalize on the major opportunities identified
in the strategy.

TheIF/EIFhastwo fundingfacilities. Tier 1 supports
the establishment of the national EIF structure
and funds the DTIS and the DTIS Updates. Tier 2
funds Action Matrix priority projects to build up
trade-related and supply-side capacities. While the
funds support some priority small-scale projects
that build trade-related and supply-side capacities,
the bulk of AfT funding to implement the Action
Matrix and the country’s trade strategy and action
plan originate from other modes of donor support.

Lessons from the previous DTIS

The original Lao PDR DTIS validated in 2006 laid
the framework for greatly enhanced Development
Partner (DP) cooperation in the area of trade.
In response to the DTIS significant and more
coordinated development assistance was mobilised
to compliment the IF Window II financing.
Australia and the EU committed the majority of
their finance in the sector into the Multi-Donor
Trust Fund (the Trade Development Facility), a
project implemented by the Government of Lao
PDR and administered by the World Bank. Later,
additional financing to the TDF was provided
by Germany and through the World Bank-
Japanese Social Development Fund. The DTIS
also laid the framework for a pilot project of the
UN Trade Cluster in Lao PDR. Through these
interventions the National Integrated Framework
Governance Structure (NIFGS) was established
and substantially strengthened. However, the
DTIS process and document itself was generally
perceived as being largely Donor-driven, with
limited national ownership. The 2006 DTIS was not
well integrated into the national planning process.
Undertaking the DTIS Update in-house within



Government provided an opportunity to address
this weakness. In the DTIS update, the Government
of Lao PDR recognised the opportunity to increase
ownership of related agencies in the diagnostic
work and resulting programme of engagement and
reform. Furthermore, it would also create a much
closer link to the MoIC and the national planning
process relating to the National Socio-Economic
Development Plan. The implementation of the
DTIS 2006 also yielded lessons in efficiency of
implementation. In particular the pooled funding
approach through the Trade Development Facility
(TDF), and joint activities of the UN Trade Cluster
show good practice in implementing the principles
of the Paris and related Vientiane Declarations and
have substantially contributed to lasting, trade-
related capacity building. However, lessons from
implementation of TRTA in response to the DTIS
2006 include the need for even greater coordination
of Development Partner (DP) assistance through
common funding and review modalities that are all
related to a common framework. There was also a
need from the national stakeholder perspective to
make the recommendations in the Action Matrix
more implementable and related to concrete
impacts related to the National Socio-Economic
Development Plan.

The DTIS update process in Lao PDR

The DTIS update process began with preliminary
preparations in mid-2010 with the process of
engagement with national stakeholders in defining
the scope of the DTIS, and seeking EIF financing
and approval of the DTIS concept note. Formal
reviews of the concept note were conducted in
early 2011, through a high-level review committee
under the auspices of the Trade and Private Sector
Development sub-Working Group (TPSDWG*
This committee was chaired by H.E. Mrs Khemmani
Pholsena, the EIF Focal Point, Vice Minister of
MoIC and H.E. Dr. Bounthavy Sisouphanthong,
Vice Minister of Planning and Investment, with
co-chairmanship from the EU as the EIF Donor
Facilitator. The TPSDWG consists of all interested
DPs, related Government departments, private
sector representatives and representatives of mass
organisations in Lao PDR.

Following approval of the concept note, a Project
Task Team was established to manage the DTIS
update process. Thiswaschaired by Mr. Sirisamphan

Vorachith, the Director General of the Planning
and Cooperation Department of MoIC and led by
Mr. Phouvieng Phongsa, National Implementation
Unit (NIU) Director, and consisted of Mr. Simon
Hess, NIU Trade Advisor, representatives from key
technical departments within MoIC, MPI, LNCCI,
and DP representatives from the World Bank, the
UN Trade Cluster Program, with the EU as the EIF
Donor Facilitator. It also included the participation
of the International and National Lead Authors.
Under the guidance of the TPSDWG a DTIS
Concept Note was finalised in February 2011, and
agreement with the EIF Executive Secretariat and
UNOPS on the financing in May 2011. Following
this lead, national and international authors,
Sengxay Phousinghoa and Daniel Gay, were
recruited.

A preliminary mission took place in July 2011
and an inception report was written on the basis
of consultations with senior government officials
and donor partners. The NIU then recruited a mix
of international (10) and national (6) consultants
to write background reports in a range of trade-
related areas. As far as possible national consultants
took the lead in the analysis and draft chapters,
with support and review from international
consultants in specialised areas. Daniel Gay
contributed the macroeconomic background
chapter and compiled and edited the DTIS using
the background reports. Sengxay Phousinghoa
coordinated and oversaw the DTIS process, wrote
the business environment chapter and the chapter
on key export-oriented manufacturing sectors, and
provided input to additional chapters. The national
consultants and their areas of specialisation were:
Buavanh Vilavong (trade integration); Konghtong
Nanthavongdouangsy (textile handicraft);
Latthana Douangboupha (trade facilitation); Onesy
Boutsyvongsakd (garment sector); Sysangkhom
Khotnhotha (Export competitiveness) and
Thongsavanh Soulignamat (wood processing
industry). In alphabetical order the remaining
international consultantsand theirareasofexpertise
were: Sven Callebaut (trade mainstreaming
and Aid for Trade); Andrew Grainger (trade
facilitation); Montague Lord (resource exports);
Frank Noij (monitoring and evaluation); Paul
Rogers (tourism); Amanda Sunassee (export
competitiveness); James Tomecko (private sector
development, poverty reduction and gender);

4. The TPSDSWG was subsequently upgraded to full Working Group status within the national Round Table process.
5. At the inception of the DTIS, the Task Team was chaired by the DG of the Foreign Trade Policy Department. However, following the
establishment of the new Planning and Cooperation Department (DPC), which assumed responsibility for the NIU in early 2012, the DG of

the DPC took over responsibility for the Task Team.



Kees Van der Meer (sanitary and phytosanitary
measures and technical barriers to trade); and Tony
Zola (agribusiness and environment). The NIU
team, including the NIU Trade Advisor, Simon
Hess provided additional coordination support
and technical input to various sections. The aim
was to build on the original DTIS and to learn
lessons from its implementation by making the
recommendations relevant, actionable, practical
and capable of execution by the Government.

Considerable attention was devoted to ensuring
government ownership throughout the process
and the text, with explicit links made to the key
planning documents and related departments,
including: the Party’s four Breakthrough Areas, the
seventh five-year National Social and Economic
Development Plan (NSEDP) covering 2011-15,
Vision 2020 and the National Export Strategy. The
DTIS update (2012) aimed to link various sectors
and government ministries with disparate strategies
and action plans within a common framework.
Issues of sustainability and trade, poverty and
gender, were mainstreamed throughout the report
and included in the diagnostic work of export
sectors through the use of Markets for the Poor
(M4P) methodology, and analysed in their entirety
in a separate chapter. Some key themes of the
approach to the DTIS update 2012 included:

o Achieving a robust document fulfilling the as-
pirations of the Government, private sector and
Development Partners.

« Strong quality control and interaction with the
EIF ES and Development Partners.

« Increased government ownership / mainstream-
ing of the document. This was a nationally im-
plemented DTIS update, designed and managed
by the NIU.

« National Development Agenda - being part of
the implementation of the seventh NSEDP by
developing the strategy for the trade sector.

« Encouraging further development of a Trade and
Private Sector Development programme.

« Close, regular and repeated interaction with the
relevant line ministries / departments

« Intensive use of workshops and national consul-
tation in each of the key areas, including follow-
up and review of key findings.

« Production of a 20-page Lao summary summa-
rising the draft findings for initial national and

provincial consultations.

« A strong focus on links to poverty, gender and
the environment, through a dedicated chapter in
the DTIS, and mainstreaming these issues in the
analysis and text of other chapters.

» A strong focus on monitoring and evaluation
requirements. M&E considerations for the
impending programme were built into the initial
analysis for the DTIS. In response the Action
Matrix will form the start of a living ‘Roadmap’ for
Lao PDR’s Trade and Private Sector Development
Programme, and be linked explicitly to outcomes
and results.

« Utilisation of existing studies and information.
Existing processes, strategies and studies were
referenced and built upon, not duplicated. A
comprehensive database of past studies was
compiled by the NIU.

o Use of local consultants where possible. The
national personnel took the lead in the drafting
of a number of studies and chapters, with the
support and review of international specialists.

« Input from both a national and international lead
author to ensure a balance of local knowledge
and past experience of similar DTIS processes.
Both lead authors played an intensive role over
the process of the DTIS update, with the national
lead author contracted almost full-time and the
international lead author present in-country
for the majority of the diagnostic/research
period. Furthermore, both consultants provided
technical input into drafting particular chapters.

« Use of international consultants working along-
side local counterparts. It was important that
these consultants had a good understanding of
the local context.

 Dedicated staff from the NIU, including the
International Trade Advisor and a national Trade
Analyst assisted throughout the process of the
update.

« A realistic timeline and budget. A significant
period of time was spent in developing the
concept for the DTIS bringing all partners on
board in the process and finalising the agreement
and methods, as well as in the consultation and
review of the draft findings.

The Government of Lao PDR, and the MoIC in
particular showed strong ownership and drive in
the process. This began with the Lao Government



opting for national implementation, and
undertaking the planning and management of the
DTIS through the NIU. Both Vice-Ministers as
chairs of the Review Committee played a key role
in providing active comments on the drafts and
process and facilitating and chairing consultation
workshops in the Capital and provinces.

The DTIS operated according to an input-driven
process rather than an output-based approach.
From the beginning consultants as much as
possible built in findings using on-the-ground
information and discussion with government
officials and private sector representatives rather
than only amending reports on the basis of later
comments. Workshops were held with industry
leaders in drafting the sectoral reports on wood
processing, garments, textiles and handicrafts. Each
background report was shared with government
officials and other key stakeholders for comment
before being incorporated into the DTIS.

The first drafts were discussed at a national
workshop in mid-November. A more complete

version of the DTIS was discussed at a workshop
on 16 November attended by all relevant Ministries
and agencies and chaired by the EIF Focal Point
(vice-Minister of Industry and Commerce)
together with the Vice Minister of Planning and
Investment and the EU as the Donor Facilitator.
A preliminary draft of the action matrix was
circulated at this stage. In December the two
Vice-Ministers, together with the hosting vice-
Governor, held regional consultation workshops.
These workshops included representatives of the
Government and Business Representatives from
all provinces in Lao PDR and were held in Pakse
and Luangprabang. A draft DTIS was submitted
in January 2012.  Subsequently, one-on-one
consultations between the representatives of the
Department of Planning and Cooperation of
MoIC (housing the NIU), and led by the Director
General, and relevant departments within the
MoIC and other related ministries took place
during February.
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A summary of the process is as follows:

Stage Timing
Concept note presented to the Foreign Trade
Policy Department and representatives of MoIC | April 2010
Departments
Consultation with Informal Trade Donors Group | June 2010
Consultation with Lao IF Secretariat July 2010
DTIS proposal sent to the EIF ES August 2010
Approval from the EIF board October 2010
Consultation on revised DTIS Concept Note with January 2011
MolC Departments Y
Ist Review Committee Meeting (TPSDWG) to
approve the Concept Note February 2011
DTIS update proposal and budget approved. MoU May 2011

amended with UNOPS

National and international consultants recruited

May-June 2011

Preliminary inception mission

June-July 2011

1st Task Team Meeting June 2011
2nd Task Team Meeting July 2011
Inception report finalised August 2011

Background research conducted and reports
completed

August-December 2011

First national consultation workshop - Review
Committee

November 2011

Two regional consultation workshops

November-December 2011

Draft DTIS completed

January 2012

One-on-one consultations with Government

departments February 2012
3rd Task Team meeting — Discuss the Draft Final March 2012
study

Validation workshop May 2012

During a subsequent review period the full DTIS document was circulated amongst EIF partners,
government ministries and stakeholders. Their comments were incorporated into the DTIS and the
document was presented at the final validation workshop in May 2012.

A list of key stakeholders consulted in this process is available as an annex.







4.1 Introduction

This chapter presents some contemporary issues
with a view to setting the subsequent chapters
in their social and macroeconomic context.
Throughout, the focus is on equity and poverty
reduction, as mandated by government policy. The
chapter outlines economic policy and performance
including GDP growth and inflation, followed
by an outline of the criteria for graduation from
Least Developed Country (LDC) status. Next is
a look at ‘Dutch disease’ and its impact on social
development. The chapter then examines the
recent performance of the balance of payments
and trade by composition and destination, before a
brief discussion of monetary, fiscal and debt policy.
The penultimate section looks at recent investment
trends. Finally, five recommendations are made
based on the foregoing analysis.

4.2 Trade and development policy

The Government’s development strategy, including
macroeconomic goals, is set out in four main
documents: the Party’s four Breakthrough Areas,
the 7th five-year National Social and Economic
Development Plan (NSEDP) covering 2011-15,
Vision 2020 and the National Export Strategy. The
most recent five-yearly Party Congress, held in
March 2011, identified the need fora “breakthrough
approach” to accelerate development, signalling a
decisive move towards the market economy. The
approach has four elements:

1. Thinking: remove old dogma and stereotypes,
and address passiveness and extremism.

2. Human resources: Improve knowledge and
competence of personnel in various fields to
address development needs.

3. Administrative governance: remove all regula-
tory and administrative bottlenecks hindering
growth of productive and service businesses.

4. Poverty reduction: Mobilise funds, and make
targeted investments in economic and social

infrastructure to drive strong development in
other areas.

Particular concern has been expressed about the
inequitable nature of growth and the entrenchment
of poverty. Public investment will aim at creating
more balanced and more pro-poor growth by
strengthening the supply side of the economy and
reducing reliance on the mining sector. Additional
objectives include raising domestic food
production and connecting producers to markets
with new roads in order to reduce shortages. The
resulting lower transportation costs and increased
supply could eventually offset the impact of higher
fuel prices.

The targets of NSEDP 7 are to:

Ensure national economic growth with security,
peace and stability, and maintain an annual GDP
growth rate of at least 8 per cent and GDP per
capita to be at least US$1,700 at the end of the plan.

1. Achieve the Millennium Development Goals
and poverty reduction by 2015, adopt appropriate
technology and skills, and create favourable
conditions for graduating the country from LDC
status by 2020.

2. Ensure sustainability of development by
emphasizing the links and balances between
economic development, cultural and social
progress, natural resources preservation, and
environmental protection.

3. Ensure political stability, peace and an orderly
society.

NSEDP 7 has identified 21 large projects to be
implemented as part of the five-year plan, each
with a value of around US$50 million, mostly in
the transport, infrastructure and natural resource
sectors. The Ministry of Industry and Commerce
(MoIC) has developed a detailed action plan to
support the trade-related aspects of NSEDP 7,
which closely informs the recommendations of the



DTIS. In addition to the five-year NESDP, annual
documents will be prepared focusing on short-
term annual national development goals, targets
and plans.

In addition to these overarching national plans,
the National Export Strategy sets out nine main
priority areas:

1. Electricity

. Tourism

. Organic agricultural products
. Mineral products

. Garments

. Lao silk and cotton handicraft

. Wood products

o NN N U e WD

. Medicinal plants and spices
9. Products from local talent
And seven cross-sectoral strategies:
1. Export quality management
. Trade finance

. Trade information services

. Marketing

2
3
4. Competitiveness development
5
6. Import for re-export

7

. Concept note for drafting a strategy on export
of Lao labour

The various development planning documents
each show a strong vision.® They correctly
recognise the need to diversify sources of economic
growth with a view to meeting development goals.
Development coordination, however, needs to be
improved, particularly in the area of trade policy.
One particular finding to emerge from research
conducted for the DTIS is that more use should be
made of available background economic analysis
in order to avoid an ad hoc approach or the
identification of inappropriate priority areas. Policy
leadership could also be enhanced, particularly as
trade becomes more important for the economy
and in turn for policymaking. The DTIS and NIU
can act as coordinating mechanisms for trade-
related economic planning but greater inter-
ministerial and departmental coordination will
be necessary, particularly through the National

Steering Committee. These issues are discussed
in detail in chapter 15. As a shift towards a more
open market economy occurs, and as the economy
becomes more exposed to global economic events,
development planning should become more
flexible and strategic in approach, allowing for
unpredictable future events.

4.3 Economic performance

The economy is growing rapidly while poverty has
reduced significantly in recent years. Expansion in
the mining and hydropower sectors has produced
an annual average of 7 per cent GDP growth over
the last decade — among the highest in the region.
This helped halve the share of the population
below the national poverty line, leaving it at less
than a quarter.” Graduation from Least Developed
Country (LDC) status appears possible by 2021
and Lao PDR looks set to achieve the Millennium
Development Goals (MDGs) of reducing extreme
poverty by half in 2015 as well as meeting its
objectives on child mortality and HIV/AIDS.

Mineral and hydropower resources continue
to drive growth, while additional impetus in
2011 came from the garment sector, which drew
temporary benefit from the relaxation of rules
for entry into the European Union. Tourism
inflows and foreign direct investment (FDI) also
contributed to growth, while there was a higher
than expected output from the Nam Theun 2
hydroelectric project. Mining grew slightly slower
than expected. Real GDP was expected to have
grown by 8 per centin 2011, following growth of 8.5
per cent GDP in 2010. 2011 was reasonably typical
of recent years — about a third of growth came
from services, slightly more from electricity, water
and gas and the remaining from manufacturing,
mining and quarrying, agriculture and forestry.®

Figure 1: Real GDP and CPI growth, percent
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6. The SME strategy and Trade Facilitation Strategy also have a key role to play in overall economic policy. Sectoral strategies are in place in agriculture, forestry,
mining and hydropower and a number of other crosscutting areas such as transport.

7. IMF (2011) ‘Staff Report for the 2011 Article IV Consultation’, Washington: IMF.

8. World Bank (2011) ‘November Lao PDR Economic Monitor - Update’, Washington, World Bank.
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Large hydropower and mining projects, supported
by record copper and gold prices and rapidly rising
demand for electricity in neighbouring countries,
are projected to keep growth broadly in line with
the annual average GDP growth target of 8 per cent
in NSEDP 7, although the World Bank forecasts
growth of 7.5 per cent during the period 2012-15
owing to heightened global economic uncertainty.

Annualized growth in the consumer price index
was likely to be around 8 per cent for 2011, and
lower food prices appeared likely to help keep
inflation below its peak over the subsequent months
and years. Subsistence production will continue to
help reduce the impact of international food price
prices on the domestic economy, and the uncertain
global economic outlook looked likely to contain
inflationary pressures in the medium term. Energy
inflation, however, looks likely to remain a risk,
having hit 26.2 per cent year-on-year in October
2011.

Although macroeconomic growth has been
rapid, its impact on social development has been
mixed. Lao PDR looks likely to fall short of MDG
indicators on hunger, the environment, maternal
health, womens empowerment and universal
primary education — and the country has lagged
behind regional neighbours. Approximately one
third of the population continues to live below the
poverty line. Given that LDC status depends not
only on per capita income but also on economic

Figure 2: LDC graduation criteria

diversification and human resources indicators
including quality of life, these developments risk
affecting the government’s plan to graduate from
the LDC category by 2020.

4.4 LDC graduation

The goal of LDC graduation is an important
and commendable part of government policy.
A country qualifies as an LDC as a result of its
GNI per capita, human assets index (HAI) and
economic vulnerability index (EVI). For a country
to graduate, it must exceed two of the three
criteria for graduation in two consecutive triennial
reviews by the UN Department of Economic and
Social Affairs (DESA). At the time of writing
Lao PDR did not meet any of the three criteria,
although it appeared likely to meet the HAI and
GNI per capita indices in 2015 and 2018, with
income per capita projected to grow particularly
fast in the years ahead. The country would be
allocated a three-year transition period, and the
most recent UN projections suggest that the most
likely scenario is for Lao PDR to graduate in 2021.
Another scenario is that per capita income reaches
twice the threshold in two consecutive triennial
meetings, in which case Lao PDR may graduate
without meeting the EVI or HAI thresholds as long
as the increase in income is deemed sustainable.

Secondary enrolment rate
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Although the MoIC is not directly responsible
for LDC graduation, which falls under the remit
of the MPI, the Government could advance its
case for graduation by targeting the four criteria
under the HAI: undernourishment; under-five
mortality; literacy; and secondary enrolment.
These indicators also contribute to trade and
economic growth by helping create a healthy and
skilled workforce (a key recommendation of the
chapter on the business environment and discussed
below). Four of the components of the exposure
and shock indices - export concentration; the
share of agriculture forestry and fish in GDP;
the instability of agricultural production; and
the instability of exports — are trade-related and
hence the direct responsibility of the MoIC. These
indicators are globally recognised and underscore
the importance of trade. They should form part of
the monitoring and evaluation of the DTIS.

A UN resolution (59/209 of 20 December 2004)
urges the slow phase-out of preferences upon
graduation from LDC status, and the precedent set
by other newly graduated countries suggests that
a transition period will be put in place following
graduation. Yet graduation from LDC status is
likely to affect the trade environment of Lao PDR
in the form of a loss of trade preferences, a loss of
special and differential treatment and technical
assistance should the country accede to the WTO,
and a possible reduction of access to grants and
concessionary loans.

1. A loss of trade preferences. Losing duty free
access under the Generalised System of Preferences
(GSP) and European Union Everything But Arms
(EBA) initiative would have implications for
garments, sugar, fruit and vegetables and coffee.
Garments would lose a tariff advantage of up to
12 per cent and garments may encounter more
restrictive rules of origin following recent changes
under which an LDC can export duty free to the
EU even if only one stage of processing has taken
place in that country. Lao PDR has been able to
import fabrics and export apparel duty free to
the EU subject to a maximum content rule on
non-originating material, which varies between
products.

Loss of preferences to the US market will be less
relevant due to the US bilateral trade agreement.
If any final WTO Doha round is completed,
irrespective of whether Lao PDR accedes to the

WTO, the loss of EBA and preferential rules
of origin may also be rendered relatively less
important due to tarift preference erosion. Lao
manufacturers are operating in an increasingly
competitive international environment. As ASEAN
proceeds, an increasing proportion of trade appears
likely to be conducted regionally, further reducing
the relative impact of tarift preference erosion for
some products, although such trade diversion
appears unlikely to significantly affect the garment
industry. To allow manufacturers to adjust, Lao
PDR is likely to be permitted a transition period.
Following Cape Verde’s graduation from the list of
LDCs on 20 December 2007, the EU extended its
EBA preferences to the country for an additional
period of three years.

2. Assuming Lao PDR accedes to the WTO, on
graduation it may lose special and differential
treatment and technical assistance. Several
provisions encourage developed members to
provide “special consideration” to LDCs, without
any specific commitments: Article XI(2) of the
Marrakech Agreement; Article 10(1) of the SPS
Agreement; Article 12.8 of the Technical Barriers
to Trade Agreement; Article 3(5) of the Agreement
on Import Licensing Procedures; Article IV(3) of
GATS; 6(d) of the annex on Telecommunications in
GATS; and Article 66 of TRIPS. Several provisions
such as Article 11.8 of the Technical Barriers to
Trade Agreement and Article 67 of the TRIPS
Agreement encourage support and provision of
technical assistance without any commitments.
Two provisions are the same for developing
countries as for LDCs, but LDCS are specifically
mentioned in Article 8 of the Understanding of
Balance of Payments Provisions and Article 5(3) of
the TRIMS Agreement.

This leaves five areas to date where LDCs receive
specific and concrete benefits greater than other
developing countries:

o Under Article 15(2) of the Agreement on
Agriculture, LDCs are not required to reduce
subsidies or agricultural import tariffs.

« Under Article 27(2) of the Agreement on Subsidies
and Countervailing Duties, the prohibition
on the use of export subsidies is not applied to
Annex VII countries (least developed).

o Article 66(1) of the TRIPS Agreement provides
a 10-year implementation period for LDCs that



can be extended subject to agreement from the
Council on TRIPS. The Council has granted
further extensions to LDCs that have not yet
fully implemented their commitments.

o Article 24(1) and (2) of the Understanding of
Procedures Governing the Settlement of Disputes
provides for more consideration to be given by
members to LDCs and procedures which allow
arbitration by the Director-General of the WTO
to resolve any dispute amicably in the interests of
an LDC.

o LDCs have less frequent trade policy reviews
and the WTO Secretariat provides technical
assistance in the preparation of the government’s
report. Since most developing countries are
reviewed on a six-yearly basis, this is unlikely
to provide Lao PDR with any problems after
graduation.

3. On graduating from LDC status, Lao PDR
may lose official development assistance and face
higher international borrowing costs. Under the
Brussels Programme of Action donors committed
to targeting 0.15 per cent of their ODA to LDCs as
a whole, although not all do. Donor countries that
had already met the 0.15 per cent target undertook
to reach 0.2 per cent. The example of some other
LDCs that also look likely to graduate in coming
years, such as Bhutan, shows that some donors
make plans to reallocate bilateral spending in
advance of the actual date of graduation®’. However
several donors have indicated that they would
continue to provide development assistance on a
case-by-case basis depending on the circumstances
of the recipient country. Many donors also base

their decisions on the World Bank income criteria
rather than on the LDC category. On 1 July 2011
Lao PDR officially moved out of the low-income
country category and become a lower-middle
income country.

Regional and multilateral financial institutions
generally also base their lending on the World
Bankss classification. Concessionary financing from
the International Development Association (IDA)
of the World Bank is granted to all countries below
a certain threshold of per capita income. Under
World Bank projections, Lao PDR was expected
to become eligible for IDA credits by 2013 (at the
time of writing all IDA and ADB financing was on
grant terms), and to move across the IDA income
threshold in 2014 (US$1,185 per capita). This
would presage the end of access to IDA financing,
possibly around 20109.

4.5 Dutch disease

One of the reasons for the divergence between
social development criteria and economic growth
is the predominance of natural resources in the
economy. Natural resources have driven growth
during the past decade, expanding at an annual
average of 11 per cent from 1990 to 1996, about
13.6 per cent in 1997-2002 (driven mainly by
the Theun-Hinboun and Houay-Ho hydropower
projects), and 16 per cent in 2003-2009 (supported
by mining and hydropower mega projects such as
Seponand Phu Biamining, NT2,and Nam Ngum?2).
As aresult, in 2010 natural resources accounted for
16.1 per cent of GDP - approximately double the
proportion of a decade earlier. Natural resources
comprised around half of total exports, and mining

Table 5: World Bank income projections and consequences for grants and lending

Year Likely stage

FY13

Lao PDR becomes eligible for IDA credit (50 per cent grant 50 per cent credit)
following the conclusion of the debt sustainability analysis (DSA) that the country
has only a moderate risk of debt distress.

FY14

Income per capita is above the IDA cut-oft, so Lao PDR becomes eligible for
International Bank for Reconstruction and Development (IBRD) loans. Countries
generally have a 5-year grace period after crossing the cut-off before they become
ineligible for IDA financing. Countries that have crossed the IDA threshold but
are not considered creditworthy under IBRD standards may continue to receive
concessional financing through IDA.

FY19

no longer be eligible for IDA.

Lao PDR becomes ineligible for IDA financing. According to its current projected
debt profile, the country could have a low risk of debt distress around 2020. That
outcome would be only notional, since in principle at that time the country would

9. The UN also funds travel by LDC representatives to General Assembly meetings (the average value of which totals US$20,000 per country), and travel costs
are also supported by a number of other international agencies including the WTO.



exports are projected to reach over US$1 billion by moderately over the last two decades while the
2016. The share of non-tradables (construction share of agriculture has dropped consistently, from
and services) and manufacturing in GDP grew half of GDP in 1990 to less than a third by 2010."°

Figure 3: Contribution to GDP growth, percent
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Box 1: Resource rent

Economic rent is defined as the difference between the price at which an output from a resource
can be sold and its extraction and production costs, including normal returns. It is also referred
to as abnormal or supernormal profit. For natural resources such as minerals, it is usually known
as resource rent. Rent seeking is the extraction of rent by manipulating the social or political
environment in which economic activities occur, rather than by adding value.

There is often a risk that natural resource companies manipulate the institutional environment
to gain protection from foreign or domestic competition, and that they continue to supply
traditional customers rather than diversifying markets with secondary benefits to the domestic
economy.

The resource curse

The entrenchment of resource-rental seeking activity is often associated with the so-called
‘resource curse, whereby the export of an abundant commodity becomes a burden to the domestic
economy, suppressing other activities."! ‘Dutch disease’ is a common contributor to the resource
curse. Opportunities to extract rent can generate corruption as businesses seek political favour
and regulatory change. Amid an atmosphere of corruption and regulatory laxity, many countries
experience environmental damage.

Papua New Guinea, a country rich in gold, oil and other minerals, provides an example of the
resource curse. It is one of the few developing countries to have become eligible for a downgrade
from developing to LDC status, partly the result of corruption and the failure of governance.
Several mining operations have caused widespread environmental damage and the economy
remains undiversified. Malaysia, on the other hand, is often considered one of the most successful
examples of development owing to its successful diversification away from the export of tropical
agricultural products into higher value-adding activities such as manufacturing and information
technology.

10. Davading, S. (2010) ‘Background paper for Lao PDR Development Report. Lao PDR: Growth Analysis for a Small Resource-Rich Transition Economy’,
Washington: World Bank.

11. For example see Sachs, J. and A. Warner (2001), “The Curse of Natural Resources’, European Economic Review

Volume 45, Issues 4-6, May 2001: pp 827-838.



While in Lao PDR large FDI inflows and exports
have driven headline GDP growth, the impact
has not always filtered through to the wider
economy - and many people have not benefited
from the upturn in average economic growth. The
expansion of large resource-related projects has
led to a consolidation of exports rather than to
diversification'?. Concerns exist over the possibility
of ‘Dutch disease, under which resource-driven
economic growth makes non-resource exports less
competitive. According to economic theory, first
there is a ‘spending effect’ as the increased demand
causes inflation to accelerate and the real exchange
rate to appreciate’’. Higher prices for domestic and
foreign inputs raise the cost of production in the
agricultural and manufacturing sectors and give
rise to a contraction or stagnation of other tradable
sectors. Secondly, a ‘resource-movement effect’
occurs because the booming resource sector draws
mobile factor inputs away from other sectors. The
greater the amount of factor inputs used by the
resource sector, the greater the drawdown of those
factors on the traded non-resource sector and the
non-traded sector.

There has been some evidence of a spending effect
in Lao PDR since the beginning of the mineral
and hydroelectric export boom. The real effective
exchange rate has appreciated by about a third since
2005 when the major investments in mining and
hydropower began, while copper prices surged 200
per cent in the same period. Over the past decade
the real effective exchange rate has appreciated
more than in Thailand and Vietnam.

Figure 4. Real effective exchange rate

Table 6: Estimates of kip overvaluation

Approach Estimated
overvaluation, percent

Purchasing power 9

parity

Macro balance 26 to 42

Equilibrium exchange |8

rate

External sustainability |9 to 14

Source: IMF Article IV report 2011

There is less evidence for a possible ‘resource-
movement effect. The contributions of both
manufacturing and the non-tradable sectors have
remained roughly stable. The relative movements of
these sectors within the overall economy may have
been caused by factors other than those associated
with the ‘resource-movement effect. For example,
growth in the manufacturing sector has been
driven by the food processing and small assembly
industries, the expansion in the construction
industry was due to large government spending,
and the growth of tourism was largely associated
with the surge in international tourism travel to
Southeast Asia. Moreover, Insisienmay (2008) has
observed that the mining sector employs less than
1 per cent of the country’s labour force, so it is
unlikely that an expansion in that sector will have a
significant impact on the agricultural sector, where
80 per cent of labour is employed.

Real effective exchange rate

e [ .20 PDR ===Thailand

Vietnam

Source: World Bank

12. Record, R. and K. Nghardsaysone (2010) ‘Background paper for Lao PDR Development Report. Export Dynamics and Diversification in Lao PDR: An

analysis of the product space’, Washington: World Bank.

13. The explanation of the Dutch Disease and decomposition into the spending and resource-shift effects are from W. M. Corden and P. Neary (1982), “Booming
Sector and De-Industrialization in a Small Open Economy”, Economic Journal, 92: 368.



Table 7: Sectoral contribution to GDP, percent

1990-96 1997-02 2003-08 2009 2010
Agriculture 51.3 43.6 36.2 31.9 30.2
Non-tradables (services and 35.3 41.6 439 449 43.6
construction)
Hydropower and mining 42 6.1 9.7 12.7 16.1
Manufacturing 9.0 8.3 10.2 10.5 10.1

Source: World Bank

Another manifestation of Dutch Disease is that inequality has risen since 2002, although Lao PDR
remains more equal than regional comparators and much more equal than Cambodia and Thailand.

Figure 5: Gini coefficient in Lao PDR and comparator countries
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Data: http://data.worldbank.org/

Exporters and non-exporters experience different
rates of profitability, and productivity is not
growing as fast as wages. Overall, these early
initial indicators of Dutch disease together place
emphasis on fiscal and monetary policies aimed at
widening the benefits of resource extraction and
mitigating its impacts (see Chapter 10).

Not only has rapid economic growth failed to
improve life for many people; natural resource
development has in some instances actively
worsened poverty through resettlement and
reduced food security”. Land that was recently
entirely available for producing food now faces
growing demands from the increase in the number
of hydroelectric dams and mines. A study of 19

dams in operation, under construction, or in
their final planning stages since 1996, indicated
that 38,318 people would have to resettle.
Including downstream communities increases
the number of affected people to 464,284, with
the dams changing the flow of the river and the
quality of water, damaging fisheries, paddies and
vegetable gardens.'® The remote areas where the
most potential exists for new mining and hydro
projects are inhabited by ethnically diverse and
vulnerable populations. Poverty and other social
and environmental indicators risk deteriorating
if the impact on these people is not effectively
managed (see chapter 7 for the impact of trade on
the environment).”

14. NB. Columns do not add to 100 as hydropower and manufacturing are classified in GDP statistics as a subset of industry.

15. Fullbrook, D. (2010), ‘Development in Lao PDR: The Food Security Paradox’, Swiss Agency for Development and Cooperation.

16. Lawrence, S. (ed.) (2008), ‘Power Surge: the impacts of rapid dam development in Lao PDR’, Berkeley: International Rivers.

17. Fenton, N., J. Krahn, B. Larsen, and M. Lindelow (2010), ‘Background paper for Lao PDR Development Report. Household Reliance on Natural Resources

in Lao PDR: Some Evidence from the LECS Surveys, Washington: World Bank.



4.6 Alternative measures of economic
performance

One solution may be to move away from targeting
aggregate GDP growth (which does not explicitly
account for equity or the environment) towards an
alternative measure of development.'”® China has
considered a GDP quality index, which includes
size, sustainability, social equality and ecological
impact.”  Bhutan’s Gross National Happiness
index measures sustainable development:
preservation and promotion of culture and
tradition; conservation of the environment; and
good governance. Similarly, the UN Human
Development approach is influenced by the
literature on inequality and poverty as well as
Nobel laureate Amartya Sen’s understanding of
development.*® These authors suggest that other
dimensions of development must complement
income. Sen argues that while economic growth is
important, especially for poverty reduction, social
arrangements such as facilities for education and
health care should remain paramount. As such
Sen defines human development as “a process of
enlarging people’s choices and freedom.” It has also
been described as “human flourishing in its fullest
sense — in matters public and private, economic
and social, and political and spiritual”* Joseph
Stiglitz, former World Bank Chief Economist and
economics Nobel laureate, argues that development

Figure 6: HDI rank and values

should aim at the transformation of society rather
than only at GDP growth, an approach which is
compatible with human development.?

Seeing development as about more than simple
GDP growth can help tackle environmental
degradation and equality, which are seen as essential
to human wellbeing. Mounting evidence suggests
that economic growth by itself is inadequate as a
measure of development. Inequality can persist
despite the existence of high economic growth.
Riches do not inevitably lead to improved social
indicators. Indeed evidence from East Asia shows
that human development is a prerequisite to
economic growth rather than an accompaniment
or an afterthought. »

UNDP has translated the concept into a composite
measure known as the Human Development Index
(HDI), published annually since 1990. The three
primary indicators that form the HDI - education,
life expectancy and income - are used as proxies
for knowledge, a long and healthy life and standard
of living. On the latest index Lao PDR ranked
124th out of 169 countries, classifying it as having
a medium level of human development. Whilst
progress has been made in recent years, Lao PDR
ranked between Swaziland and the Solomon
Islands, nine places behind Vietnam and two
places above Cambodia.

HDI rank
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18. The idea came to prominence in Lao PDR during 2011, with, for example, opinion pieces in the Vientiane Times on 12 October and 30 December.
19. Wang J., H. Jiang and F. Yu, ‘Research On Green GDP Accounting In China: Review And Outlook’, Beijing: Chinese Academy for Environmental Planning.

20. Sen, A. (2000), Development As Freedom, Oxford: Oxford University Press.

21. Alkire, S. (2002), ‘Dimensions of Human Development’ World Development, 30: 181-205.
22. Stiglitz, J. (1998), ‘“Towards a New Paradigm for Development: Strategies, policies and processes’, Prebisch lecture at UNCTAD, Geneva, October 1998.
23. Malhotra, K. (2008) ‘National Trade and Development Strategies: Suggested Policy Directions’, New York: UNDP
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Addressing human development indicators such policies, development risks lagging behind average
as health and education would simultaneously income growth, with inequality rising and many
support the case for LDC graduation as well as people being left out of the aggregate economic
trade and economic growth. Without strong social  upturn.




-!!!Ilh TRADE AND PRIVATE SECTOR DEVELOPMENT

4.7 Balance of payments and trade performance

The overall balance of payments surplus declined
in 2011 as the non-resource balance of payments
deficit fell by a larger proportion than the increase
in the resource balance of payments surplus (which
itselfis being driven by significant FDIinflows). The
current account deficit has deteriorated somewhat
in recent years and is projected to remain above 20
per cent of GDP but moderate by 2016. From 2016
onwards, electricity exports related to the Hongsa
Lignite thermal power plant will come on stream
and help reduce the current account to below
20 per cent of GDP. Import growth is forecast to
outstrip export growth from 2012 to 2014, while
export growth, driven by hydro and mining, is
expected to fall from over 20 per cent in 2011 to
almost zero in 2014 before picking up again over
the subsequent two years. The corresponding
capital account surplus is expected to be driven by
FDI, predominantly in mining and hydropower.

Gross reserves reached US$719 million in mid-
2011, equivalent to 3.8 months of non-resource
imports, and were expected to remain at similar
levels in coming years. However a high core
balance of payments deficit (which excludes FDI
and official development assistance) leaves the
external position exposed to potentially volatile
portfolio capital flows.

Lao PDR is expected to become increasingly
dependent on mining and electric power

exports in coming years. While these two sectors
accounted for some 56 per cent of total exports in
2008, this share is expected to rise progressively
to 67 per cent in 2015 and 77 per cent in 2020. *
The rapid import growth that has accompanied
the economic upturn has been characterised by
steady growth in the import of consumption goods
alongside a slightly higher rate of expansion in the
import of capital goods associated with mining
and hydropower. Exports have also been driven
by hydro and mining (although despite the growth
in absolute values, as noted above the overall
proportion of trade in GDP has fallen).

Trade data conflict, and even statistics maintained
by various government departments are different,
as is World Bank data. There is an urgent need to
rectify this situation. However DIMEX data from
the Ministry of Industry and Commerce (MoIC)
shows that by country, Thailand has historically
been the biggest export partner, accounting for
46.1 per cent of the share from 2005-10, followed
by Vietnam (11 per cent), Australia (9.7 per cent),
and China (4.8 per cent). However in recent years
Thailand has become even more dominant, with
67.5 per cent of the total in 2009/10, followed by
Australia (9.4 per cent), Vietnam (7.5 per cent),
China (4.4 per cent), the United Kingdom (2.3 per
cent), US (2.1 per cent), Germany (1.9 per cent).
Switzerland (0.8 per cent), South Korea, Malaysia
and Chinese Taipei each account for a very small
proportion of total exports.

Figure 7: Merchandise imports and exports, US$ million
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In terms of imports Lao PDRs main trading
partner is also Thailand, with a share of 72.3 per
cent in 2009/10, followed by China (6.7 per cent),
Vietnam (5.7 per cent), and Japan (3.7 per cent).
The Republic of Korea, Switzerland, Singapore and
Indonesia account for shares of 3.1 per cent, 2.2 per
cent, 1.7 per cent, and 1.6 per cent, respectively.

The following table, from the World Trade
Indicators, provides some regional comparisons.
Goods trade has increased as a share of total trade,
reaching a similar level as in ASEAN at 82.68 per
cent according to the latest data, corresponding
with a fall in services trade. Trade integration,
however, deteriorated to a proportion that is well
below the ASEAN average — 42.33 per cent versus
135.1 per cent. Similarly, although data for the
number of products exported is absent for 2006-9,
Lao PDR exported fewer products than ASEAN in
previous periods, while the export concentration
index has consistently increased, reaching a
higher level than in the region as a whole. These
data are consistent with the findings of Record
and Nghardsaysone (2010), which discusses the
impact of increased hydro and mining exports on
the trading environment.

Table 8: Selected World Trade Indicators

Diversification is a key task of trade policy, one
which the Government acknowledges in NSEDP
7 and the National Export Strategy. Record and
Nghardsaysone (2010) find that: “export promotion
support activities should focus on helping existing
exporters with a strong track record of exporting
a given product to diversify into additional
markets.”” Resources should be directed towards
activities with the highest returns, since firms
that specialize in a limited range of products are
more likely to sustain those flows. Reducing the
marginal costs of entering new markets for these
firms therefore carries low risks but potentially
high returns. The analysis also shows that in-
market support should be provided for firms that
have already discovered a new destination but may
require support to remain in that market.

Policy recommendations in the DTIS follow the
general principle that only limited support for
export promotion should aim at new firms trying
to export to new markets for the first time, and that
support should aim primarily at existing industries
that have already achieved some initial success but
which require further support. It is likely that new
industries will develop in future years — which the

Indicator Lao PDR ASEAN

Time Period 1995-1999 2000-2004 2005-2008 2006-09 2006-09
Latest Latest

Trade Composition (share of goods and services)

Goods trade share of total 80.68 80.97 85.49 82.68 82.02

trade (g+s, %)

Services trade share of total 19.32 19.03 14.51 17.32 17.95

trade (g+s, %)

Trade integration (% GDP)

Trade integration (% of 70.32 53.96 58.82 42.33 135.1

GDP)

Export integration (g+s, % 28.09 25.07 28.53 21.31 70.26

of GDP)

Import integration (g+s, % 42.23 28.89 30.30 21.02 64.85

of GDP)

Product and Market Diversification

No. of products exported 118.6 160.6 188 254.2

Export product 29.27 33.10 32.72 37.35 31.55

concentration index

Export market destination 31.87 32.89 31.66

concentration index

Source: http://info.worldbank.org/etools/wti/2al.asp#

25. Stirbat, L., R. Record and K. Nghardsaysone (2010), ‘Background paper for Lao PDR Development Report. Exporting from a Small Landlocked Economy:
An Assessment of Firm-Product-Destination Survival Rates in the Lao PDR’, Washington, World Bank.



Government can do little to predict. One of the best
ways to pave the way for entrepreneurial discovery
is to improve the business environment and to
enact appropriate private sector development
activities, particularly for exporters, an area which
is discussed in chapter 6 of the DTIS.

In addition Record and Nghardsaysone (2010)
suggest that policymakers may wish to provide
targeted public goods (such as core infrastructure,
research, productivity and skills training, and
assistance towards compliance with international
standards) to specific sectors. The sectors chosen
for the DTIS, reflecting government priorities and
further consultations conducted for the DTIS, are
agribusiness, wood processing, garments, tourism
and handicrafts. The Government should ensure
that investors in products with low value and
limited scope for future diversification are not
given preferential incentives.

4.8 Services

Although diversification of goods trade has been
limited, some economic diversification has taken
place when services are taken into account. The
services sector comprises over a quarter of GDP,
having grown slightly faster than the overall
economy in the past decade.”® Dominated by
tourism, services exports have grown at about 6.6
per cent per annum since 1990, about double the
growth rate of goods exports. Currently tourism
is estimated to contribute 8 per cent of GDP, with
earnings having grown from $114 million in 2000
to $381 million in 2010. Tourism is discussed in
detail in chapter 13. Communications, finance,
transport,  distribution, health, education,
tourism, and other services in addition to directly
contributing to income and employment also affect
overall economic performance. More than half of
Lao firms report that infrastructure is inadequate,
including telecommunications and transport, and
over a fifth say that access to finance is a serious
obstacle to their operations.

Cross-border trade in road and air transport
services are particularly important because
the country is landlocked. FDI in banking and
communications could help develop these sectors,
while tourism is a large and growing industry.
Reform would be appropriate in a number of areas
— particularly telecoms, which have grown rapidly
in recent years. The creation of an independent
regulatory agency would help develop adequate

regulatory and technical capacity for infrastructure
sharing, interconnection and licensing, and provide
open access to existing infrastructure using cost-
based prices. As part of WTO accession, under the
General Agreement on Trade in Services (GATS),
countries must sign a standard telecoms reference
paper that, amongst other things, sets out the
regulatory environment.

The banking sector, dominated by three state-
owned commercial banks, has undergone some
reform in recent years, including a new banking
law and updated banking regulations. Financial
sector liberalisation should be tempered against
the need to improve supervision and regulation.

Although transportation has improved, and a
number of developments may be in the pipeline
including the high-speed train link from China,
the country remains dependent on road transport.
In order to fully benefit from the Greater Mekong
Subregion Cross-Border Transport Agreement
(CBTA) signed in 1999, Lao PDR needs to upgrade
the capacity of its road networks to carry larger
vehicles and enhance the efficiency of cross-border
transit. The Government also needs to improve
rural access to transport services.

Air transport, a quasi-state monopoly, remains
limited to domestic flights transporting tourists
to the main provincial centres and international
flights to a few destinations. Low demand
and pricing constraints have hitherto limited
profitability. Operators such as Lao Airlines are
seeking foreign strategic partners to enhance
operational efficiency and profitability. Laos
needs to improve its operational guidelines for air
control and safety measures as well as its ability to
implement those regulations. The recent ASEAN
blueprint for services incorporates a desirable
approach to creating a more integrated regional
market for air transport services.

4.9 Monetary and fiscal policy

Monetary policy has been somewhat loose in
recent years, although the Government has
managed to achieve its objective of keeping the rate
of inflation below the rate of real economic growth
- owing to the stability of the kip against the Thai
baht and Thailand’s low inflation rate. The Bank of
Lao PDR (BoL) follows a managed float exchange
rate system, allowing fluctuations of +/-5 per cent
around the nominal exchange rate in any one year,

26. The services section draws on Mattoo, A. et al. (2009), ‘Laos: Services Trade, Development, And International Cooperation’, Washington: World Bank.



although the economy is somewhat ‘dollarised’ and
‘bahtised’ Large transactions such as the purchase
of cars are generally conducted in US dollars; mid-
size purchases (washing machines, refrigerators,
televisions) in baht; and small purchases (such
as at the fresh market) in kip. About half of the
M2 measure of the money supply and a similar
proportion of total deposits are estimated to be in
US dollars.

Despite estimates that the exchange rate is
overvalued, the managed float system prevents kip
overvaluation relative to the baht, and monetary
policy is effectively linked to that of Thailand. The
baht is the most important currency. As noted
above Lao PDR depends on Thailand for 67.5 per
cent of official exports and almost three-quarters
of imports. However when the baht and US dollar
diverge the kip appreciates against one currency
and devalues against the other.

Further tightening of monetary policy may be
inappropriate since credit growth has decelerated
from 80 per cent in 2009, part of which was driven
by financing for the Southeast Asian games and
stimulation of the economy following the financial
crisis, to 40 per cent in 2010. In 2011 credit to the
private sector grew 30.9 per cent year-on-year,
slightly higher than the BoL target of 25 per cent.
Three years ago minimum capital requirements
for commercial banks were raised to US$30-40
million. Reserve requirements are already high
at 5 per cent for kip and 10 per cent for foreign
currencies; and the BoL does not wish to further
restrict the activities of commercial banks by
increasing reserve requirements. In a slowing
global economy, and one in which international
inflationary movements have been the primary
influence on domestic prices, accommodative
monetary policy will remain necessary in order to
maintain economic growth at around the 7-8 per
cent mandated by the national plan, although fiscal
vigilance will remain necessary.

The fiscal deficit fell significantly, from 4.6 per cent
of GDP in financial year 2009-10 to 2 per cent in
financial year 2010/11, driven primarily by slowing
expenditure growth, although non-resource
revenues are also declining, placing significant
emphasis on resources as a source of revenue.
Whilst it is the remit of the international agencies
to urge fiscal vigilance, the Government’s priorities
include prolonging growth over the medium

to long term, making growth more equitable
and environmentally sustainable, and reducing
poverty. In this regard one pressing priority, as
shown earlier, is to address Dutch disease. The
Government should try to mitigate any resource-
induced volatility as much as possible, including:
coordinated fiscal and macroeconomic policy
without overheating the economy; developing
the financial sector; diversifying the non-resource
economy; trade facilitation; and improving the
investment climate in non-extractive industries.”
These objectives are all addressed in other chapters
of the DTIS.

Current public debt is 51.8 per cent of GDP. In
order to avoid a future situation of unsustainable
indebtedness the Government should avoid
borrowing excessively against future resource
revenues, although introducing fiscal rules on
spending is insufficient. Resource revenues should
be used carefully and should be channelled
into effective public investments.”® In its debt
sustainability analysis the IMF highlights the
significant undisbursed loan commitments from
China, totalling up to US$1 billion.

Although mineral and hydropower resources will
be discussed in more detail, these industries are
clearly having a strong macroeconomic impact.
One macroeconomic priority is to move away from
a discretionary fiscal regime with exemptions,
towards a systematic fiscal regime under which all
hydro and mining projects are treated uniformly.*’
A move away from dividends towards taxation as a
means of extracting rent would be less volatile and
hence more predictable.

Bringing down the non-mining fiscal balance
(the fiscal deficit excluding revenue from mining
but including revenue from hydropower) over the
medium term would limit dependence on mining
revenues, which should be saved, along with
hydropower revenues. The fiscal framework needs
to be broadened and strengthened in order to deal
with increased and volatile resource revenues.
A further key recommendation is to advance
continuing reforms of the tax system using
technical assistance. Continued modernisation of
the customs and tax departments that builds on
recent technical assistance is also appropriate.

Public financial management reform should
also continue, helping the Government to meet
its development goals. The recommendations

27. Vostroknutova et al. (2010); Record and Nghardsaysone (2009); Davading (2010).

28. Vostroknutova et al. (2010).

29. World Bank (2010), Lao PDR Development Report, Washington: World Bank.



of the 2010 Public Expenditure and Financial
Accountability (PEFA) Assessment include
improving accounting, cash management, and
the establishment of the treasury single account.
Concrete plans should be drawn up to quantify
and resolve arrears and debts to contactors related
to public investment projects.

A programme to strengthen external debt
management is underway, and the Government is
currently conducting an analysis of the appropriate
level of annual external borrowing. Borrowing for
viable revenue-generating projects should generate
sufficient resources to cover the additional debt
service burden. Current weaknesses in external
debt data will be resolved with the introduction of
new software, with technical assistance.

4.10 Investment

FDI inflows have surged in recent years, driven by
mining and hydropower, which together account
for more than 80 per cent of total FDI.*® FDI has
also driven much of the export growth of recent
years in the form of mineral exports. The major
turning point came in 2005/6, with the approval
of the NT2 dam and significant investment in
the Sepon and Phu Bia mining operations. Total
accrued investment in these two mines together
was worth nearly $1 billion by the end 0of 2008. Most
non-resource investment is in agro-processing,
including sugar, cassava and coffee.

Annual FDI inflows grew from US$28 million
in 2005 to US$187 million in 2006, according
to UNCTAD, and reached US$350 million in
2010. As Figure 8 shows, the previous upturn in
investment occurred in the mid-1990s, following
which there was a retrenchment as investment in
resources subsided. By 2002 annual inward FDI
had fallen to a level lower than in 1990.

Since 1990 growth in inward FDI has outpaced the
LDC average, continuing to rise despite the global
slowdown following the economic crisis. In Lao
PDR inward FDI flows grew nearly 600 times over
the period shown, approximately ten times higher
than growth in inward FDI for Southeast Asia as
a whole. The prospect of China’s estimated US$7
billion investment over several years in the high-
speed railway, combined with power-related and
agro-processing investments, are likely to maintain
inward FDI flows at high levels in coming years and
contribute somewhat to the diversification of FDI.
In addition to FDI the opening of the stock market
in January 2011 led to the first portfolio inflows,
and additional incoming equity investment is
expected in the years ahead. There is a strong
focus on Special Economic Zones as a means of
attracting future investment.

Lao PDRSs ability to attract inward investment
compares favourably with regional comparators
and the LDC average - although investment

Figure 8: Inward FDI flows rebased to 100 in 1990, log scale
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is almost entirely resource seeking rather than
efficiency-seeking. Whilst absolute inflows are
considerably lower as a result of the relatively
small size of the economy, inflows as a proportion
of gross fixed capital formation (GFCF) are higher
than in Southeast Asia and almost as high as in
Vietnam and LDCs. The lower figure in Thailand
is due to the ability of the economy to generate
capital domestically. Lao PDR’s FDI stock, at the
equivalent of a third of GDP, is slightly below
the level of Southeast Asia as a whole, including
Thailand, Vietnam and Cambodia, but almost
as high as in Thailand and higher than the LDC
average.

Investment policy is covered in more detail in
Chapter 9 on the business environment and
private sector development. In coming years it will
be critical to enact the Investment Law, which is
aimed amongst other things at facilitating domestic

from LDC status in 2020 it must by definition
improve the quality of life and diversify economic
activity.

Using existing comparative advantage in natural
resources to develop other parts of the economy
can be achieved partly by the efficient use of
government revenues to develop export industries
with proven potential. The development of links
will prove important. It will also be critical to use
resource revenues to enact good social policies,
particularly health and vocational training.
Evidence from elsewhere in East Asia shows
that human development is a precondition for
economic growth - creating a healthy and skilled
workforce - rather than a by-product of economic
growth.

(i) Alternative measures of development

Consideration should be given to alternative

investment and reducing bureaucracy. measures of development such as China’s
Table 9: Selected FDI indicators, 2010
Country/ region FDI inflows, US$ FDI inflows, % GFCF | Inward FDI stock, %
million GDP
Lao PDR 350 19.8 32.3
Vietnam 8,173 22.9 66.1
Cambodia 783 38.8 52.4
Thailand 5,813 7.3 39.9
Southeast Asia 79 408 16.4 51.5
LDC:s (total) 26 390 22.8 27.8

Source: UNCTAD World Investment Report 2010

4.11 Conclusions and recommendations

One of the main macroeconomic and trade-related
tasks facing the country is the diversification of
economic activity into new areas in addition to
hydropower and mining. The risk is that Lao PDR
becomes a ‘rich nation with a poor population,
meaning that mining and hydropower come to
dominate economic activity and revenues are
not used to further the ends of development. As
in a number of other resource-rich countries, the
entrenchment of rent-seeking activity among a few
sectors could sideline other domestic economic
activities and exports. Mining and hydropower
production can even worsen poverty if displaced
people are not adequately resettled, compensated
and connected with economic opportunities. If
Lao PDR is to achieve its objective of graduating

Quality of Growth index or the UNDP Human
Development approach. LDC graduation depends
partly on human development-type indicators
such as quality of life, and it would make sense
for the Government explicitly to target these
indicators. As in China and other countries, Lao
PDR may wish to conduct further research into its
own alternative measure of development involving
wellbeing, equity and poverty reduction.

(ii) Statistics

1. Improve economic data by developing the
Government’s capabilities in order to reduce
reliance on multilateral institutions. Inter-
ministerial coordination of data could be better,
and several sources of data conflict; an outcome
that should be addressed by implementation



of the new Statistics Law and the new Statistics
Strategy 2010-20, but which will require
additional support to be put into practice. The
balance of payments, national accounts and
trade and investment data are in particular need
of improvement. The World Bank is developing
a proposal to support the compilation, analysis
and dissemination of economic statistics and
the IMF has offered technical support. Support
should be along at least four dimensions:

1. Institutional strengthening
2. Infrastructure development

3. Capacity building with the aim of ensuring that
officials are systematically trained to generate
and use data.

4. Dissemination. Government officials in areas
other than trade may require statistical training
and help in understanding trade and macroeco-
nomic data.

(iii) Dutch Disease

TheGovernmentshouldtrytomitigateanyresource-
induced volatility as much as possible, including
by: coordinated fiscal and macroeconomic policy
without overheating the economy; developing the
financial sector; diversification of the non-resource
economy; trade facilitation; the improvement
of links between resource industries and the rest
of the economy; and improving the investment
climate in non-extractive industries. These issues
are all dealt with via specific recommendations in
chapter 10 and throughout the DTIS. In addition
it will remain critical to consider the impact of
hydro and mining developments on poor people
and the natural environment, with environmental
impact assessments and a move to triple-bottom
line accounting (discussed in Chapter 12) made
mandatory.

(iv) Export promotion

Export promotion should aim to assist existing
exporters with a strong track record of exporting
a given product to diversify into new markets. In-
market support should be provided for firms that
have already discovered a new destination but may
require support to remain in that market. Rather

than the Government providing specific support
to new untested sectors or industries, it should
improve the business environment and perform
appropriate private sector development activities,
particularly for exporters. The sectors chosen for
the DTIS, reflecting government priorities and
consultations with relevant departments and line
ministries, are agribusiness, wood processing,
garments, tourism and handicrafts.

The Government may also wish to provide targeted
public goods such as core infrastructure, research,
productivity and skills training, and assistance
towards compliance with international standards
to specific sectors.

(v) Macroeconomic policy

« Move away from a discretionary fiscal regime
with exemptions towards a systematic fiscal re-
gime under which all hydro and mining projects
are treated uniformly. Using taxation rather than
dividends as a means of extracting rent would be
less volatile and more predictable.

+ Avoid borrowing excessively against future re-
source revenues. Resource revenues should be
used carefully and should be channelled into ef-
fective public investments, and not committed to
recurrent or irreversible expenditure.

Reduce the non-mining fiscal balance over the
medium term. Strengthen and broaden the fiscal
framework in order to deal with increased and
volatile resource revenues.

Continue tax reform. A roadmap for moderniz-
ing the customs and tax departments that builds
on international technical assistance is also ap-
propriate.

Continue public financial management reform.
The recommendations of the 2010 Public Ex-
penditure and Financial Accountability (PEFA)
Assessment include improving accounting, cash
management, and the establishment of the treas-
ury single account. Concrete plans should be
drawn up to quantify and resolve arrears and
debts to contractors on public investment pro-
jects.






This chapter provides an overview of the Lao
PDR’s trade and private sector development (PSD)
policy and discusses the trade policy including
the main trade agreements with which Lao PDR
is currently involved: accession to the World
Trade Organization (WTO), the Association of
Southeast Asian Nations (ASEAN) and various
bilateral agreements. The challenge in general is
not to secure more market access, since markets are
already very open to Lao products, but to leverage
economic integration as a driver for improving
the business and investment regime as part of an
overall effort to improve supply-side capacity and
diversification. The chapter gives an update on
current progress, makes recommendations on how
to further the gains from each trade agreement and
where relevant suggests ways of minimizing any
negative impacts.

5.1 Overview of the private sector

Since 1990s the Lao private sector, especially
SMEs, has grown fast in terms of firm numbers
and employment. A national SME Survey carried
out in 1995 estimated that the number of SMEs
was expanding at about 10 per cent per year during
the early 1990s while employment grew at about
15 per cent per year.

According to the latest economic census (2006),
about 127,000 enterprises were in operation, of
which: 93 per cent were micro-enterprises with
fewer than five employees; 4 per cent employed
between five and nine persons; 2 per cent
employed between 10 and 99 persons; and 2 per
cent employed more than 99 workers. Average

employment in the manufacturing sector was only
4.3 persons per enterprise.

Although precise statistics on SMEs in Lao PDR
do not exist, the latest Lao Expenditure and
Consumption Survey (LECS4) of 2008/2009
shows that about 34 per cent of Lao households are
engaged in operating micro and small businesses;
a proportion that is much higher than that shown
in LECS 2 of 1997/98.

Despite their large numbers, only a small
proportion of business operating households
employ paid labour (about 15 per cent)’ and
most business activities are conducted in the form
of self-employment or by engaging unpaid family
labour throughout the country. Only about 1 per
cent of households employ five or more employees.
The majority of business-operating households
are in the central region of the country; with the
Vientiane Municipality, the most developed urban
area in the country, being a centre of concentration.

The lack of medium- and large-sized enterprises
and low productivity of Lao manufacturing firms
suggests that Lao PDR cannot rely on a strategy of
low cost, labour-intensive manufactured exports
to regional and international markets. The latest
Investment Climate Assessment (2011) conducted
by the World Bank revealed that total factor
productivity for the average manufacturing firm
in Lao PDR has not changed between 2005 and
2009. The labour productivity of firms in Lao PDR
is lower than in most comparator countries and
below the levels suggested by its income per capita.

Figure 9: Labour productivity in Lao PDR and other exporting economies
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While manufacturing has performed well since the
late 1980s, it faces significant challenges and risks
in core non-resource export sectors (see chapters
11 and 14) such as the manufacture of garments,
agro products, textiles and furniture, wood and
wood products.

5.2 Key trade and PSD development strategies
and measures

Implementation of the New Economic Mechanism
(NEM) has enabled the private sector, both
domestic and foreign, and including small and
medium-sized enterprises (SMEs), to play an ever-
increasing role in the economy. The private sector
is expected to account for a much larger part of the
economy as the Government attempts to achieve
its goal of graduating from LDC status by 2020.

The Government links the achievement of Vision
2020 to attaining an annual GDP growth rate of
8 per cent from the present to 2020, on the basis
of total investments made each year of around
30 per cent of GDP. More than 50 per cent of the
investment is expected to be mobilized from the
domestic and foreign private sector.’

Overall objectives of the trade and private sector
development policy:

o A reduction of transaction costs that limit the
benefits of regional integration.

« The development of diversified financial markets
that can better allocate capital and risk.

 More effective regulation that allows market flex-
ibility while reducing uncertainty.

» More developed human capital.

Guidedbythe NSEDPandresearch forthe DTIS, the
key concrete strategy and measures for maintaining
a high growth rate in the manufacturing industry
and service and commerce sectors include:

o Creating export market opportunities through
active participation in regional and international
economic integration.

« Enhancing the competitiveness of local busi-
nesses that have a comparative advantage in in-
ternational trade (including handicraft, garment,
wood processing, tourism, agro processing, and
SMEs) by:

- Improving the legal and regulatory
environment to encourage the creation of new
business and expansion of existing businesses

32. National Socio-Economic Development Plan 7.

and removing barriers to free movement of
goods and services in the domestic market

- Improving the quality of supporting
infrastructure (including access to quality
roads, electricity, telecommunication and
transport services)

- Improving trade facilitation, sanitary and
phytosanitary standards (SPS) and technical
barriers to trade (TBT)

- Improving access to finance
- Improving workforce skills

- Strengthening the capacity of business
membership organisations (BMOs), including
Chamber of Commerce and industry
associations at central and local level

- Improving the capacity of entrepreneurs
through training, provision of information,
participation in trade fairs, and access to
necessary business development services

« Attracting quality foreign investment into sectors
in which Lao PDR has development potential.

In addition, the National Export Strategy aims
to promote exports of both resource and non-
resource sectors in which Lao PDR has comparative
advantages. Resource exports — mainly minerals
and hydro electricity - will continue to grow as long
as the Government is able to attract large foreign
direct investment. However, the promotion of non-
resource exports such as agro-processing products,
garments, handicrafts, processed wood products,
and tourism will require concerted efforts by the
public and private sector as well as donor agencies
in order to improve institutional mechanisms and
enable the execution of a comprehensive strategy.
Due to Lao PDR’s small, fragmented domestic
market, more importance should be given to
export promotion and a move away from import
substitution. A number of sectoral studies reveal
that there is little scope for import substitution,
while there are promising opportunities for
increased exports.

Clearly, by identifying these strategies and
measures, the Government of Lao PDR (GoL)
accords an important role to the development of
trade and the private sector. This includes SMEs
as a source of domestic investment in producing
goods for domestic consumption and exports, and
as a source of revenue through taxation and the



Government commits to facilitating the conditions
for their development. Each of the strategies is
described in details in the subsequent chapters of
the report.

5.3 Trade liberalization

Since the introduction of New Economic
Mechanism in the late 1980s, Lao PDR has actively
liberalised its trade and investment regime. Trade
policy is largely shaped by its bilateral and regional
trade agreements, especially the ASEAN Free
Trade Area (AFTA), its commitments towards the
ASEAN Economic Community in 2015 and efforts
to accede to the WTO. The country’s trade regime
is relatively open and since the 2000s its most-
favoured nation (MFN) applied simple average
tariff has not changed much, remaining at 9.7 per
cent (slightly higher than the East Asia Pacific
regional average of 9.3 per cent). When weighted
by actual imports, the average tariff rises to 14.9
per cent. Agricultural tariffs are higher than non-
agricultural tariffs (simple average of 19.4 per cent
versus 8.2 per cent, and trade-weighted average
of 22.4 per cent and 13.7 per cent, respectively).”
Tarift rates rarely change other than through
negotiated trade agreements.

New, WTO- and ASEAN-consistent legislation on
import licensing procedures was issued in 2009,
under which 26 categories of goods are subject
to import approval (of which eight categories are
prohibited and 18 subject to license approval),
and 13 categories of goods are subject to export
approval (of which four categories are prohibited
and nine are subject to license approval). Most of
these requirements are merely ‘technical measures’
that are used for quality control, plant health,
food safety, animal health or other SPS (Sanitary
and Phytosanitary) measures. Attempts are being
made to improve transparency, reduce non-tariff
barriers (NTBs) and bring Lao trade legislation in
line with the principles of the WTO and ASEAN
Agreements (see trade section on trade agreements
for more detailed information).

Important improvements have been made to
facilitate the movement of goods into and out
of the country. The Lao Customs Department is
undertaking major institutional and legislation
reform to improve its efficiency and bring its
legislations and corresponding process and
procedures into line with the revised Kyoto
conventions and WTO and ASEAN requirements.

33. www.worldbank.org/wti.

Efforts to modernize customs clearance procedures
are being supported by the World Bank and
detailed plans are underway for developing a
National Single Window for imports and exports.
Greater efforts are still required to improve inter-
ministerial coordination and public and private
partnership to further improve the efliciency
and effectiveness of border management. In this
regard, the approval of the first National Trade
Facilitation Strategy and Action plan, including
the establishment of a National Trade Facilitation
Secretariat, is considered an important milestone
(see the trade facilitation chapter for detailed
information).

The overall business-enabling environment has
also been improved by the implementation of
the Enterprise Law, promulgation of the unified
Investment Promotion Law and the recent revision
of the Tax Law and others. However, greater efforts
are required to ensure consistent interpretation
and implementation of laws and regulations
in practice. Chapter 9 describes key business
environment constraints and concrete measures
for removing identified binding constraints.

5.4 Trade policy institutions

Most trade policies are formulated and
implemented by means of laws and their
implementing regulations. Responsibility for
trade policy formulation and implementation
lies with the Ministry of Industry and Commerce
(MoIC). When formulating and implementing
trade policies, the MoIC coordinates with trade-
related bodies such as the Central Bank, Ministry
of Finance, Ministry of Agriculture and Forestry,
Ministry of Planning and Investment, other line
agencies and the Government Cabinet. However,
overall inter- and intra-ministerial coordination in
formulation and implementation of trade policy
requires further improvement.

Private sector participation in trade policy
formulation occurs mainly through the Lao
National Chamber of Commerce and Industry
(LNCCI) and industry associations and provincial
chambers of commerce. The LNCCI, with about
1,075 members, acts as an umbrella organization
for all BMOs. There are 18 associations, eight
smaller groups that are not yet associations and
13 registered Provincial Chambers of Commerce
with four more in the process of registering. The
National Chamber of Commerce co-organizes



an annual business forum to discuss policy and
regulatory issues affecting the competitiveness
of the private sector. Representatives of more
developed BMOs also actively take part in policy
formulation and implementation by participating
in various ad hoc task forces and committees
leading the development of trade and PSD policies
and legislation. However, to enhance the efficiency

of the private sector’s role in policy formulation
and implementation, more targeted capacity
building in issue identification, research, position
development and results measurement is required.

The table below summarizes the key institutions
related to trade policy formulation and
implementation.

Table 10: Levels, institutions and roles in trade mainstreaming

Level Institution

Role in trade mainstreaming

National Assembly (economics,
budget and finance committee)

Policy guidance, review of

new law and legal instruments
(WTO accession, ASEAN
integration and other trade and
investment agreements), large
investment projects related

to natural resources and land
concessions

Macro-level institutions Investment

Ministry of Planning and

Leads formulation and monitors
implementation of National
Socio-Economic Development
Plan (NSEDP) in close
collaboration with all sectoral
ministries and provinces.

Leads development of annual
and medium-term macro
economic development
frameworks

Secretariat

NSCEI - WTO Secretariat,
Trade Facilitation Secretariat, IF

The NSCEI provides policy
guidance to WTO accession
negotiations, trade facilitation
measures and AFT coordination

Macro-level committees

Trade and Private Sector
Development Working Group
under roundtable process

Enhances synergies between

the two inter-related areas of
trade and private sector/SME
development to promote more
collaborative links across line
ministries and agencies, as well
as between the Government,
Development Partners (DP) and
private sector representatives

Lao Business Forum

The LBF is a PPP initiative
(MPI and LNCCI) designed
to improve the business-
enabling environment by
providing a platform for
effective dialogue between the
business community and the
Government
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Ministry of Industry and
Commerce and Ministry of
Planning and Investment

The lead government agency
for trade and PSD policy
formulation, trade integration
into NSEDP, support to inter-
ministerial coordination

on trade-PSD and AFT
Coordination in Lao PDR is the
MoIC, which works very closely
with MPI

Meso level

Lao National Chamber of
Commerce and Industry

LNCCl is an independent body
that represents the business
community in Lao PDR. As

the nexus between the state
and private enterprises, LNCCI
is responsible for identifying
the problems and concerns of
its members and makes sure
that they are presented to the
Government™

Micro level

National Implementation
Unit (within the MoIC ODA
Division)

The NIU is the government
division in charge of the
coordination, management and
monitoring of AFT resources
in Lao PDR. It is located in
MoIC and has recently been
transferred to the newly
established Department of
Planning and Cooperation
from the Foreign Trade Policy
Department and is supported by
DPs. It acts as a Secretariat for
different NIFGS task forces and
executing agencies for several
TRTA projects

Government Sub-Executing
Units (GSEUs), including Small
and Medium-Sized Enterprises
Promotion and Development
Office (SMEPDO)

GSEUs are implementing

units within departments of
the MoIC and line ministries
that are responsible for the
implementation of TRTA
projects coordinated by the
ODA Division (TDF, EIF, GIZ,
SECO). There are currently

five GSEUs. It is recommended
that their status be converted

to implementing entities more
aligned with Government
structures. This will enable AfT
to flow more readily through
national mechanisms, reducing
duplication and incorporating a
wider range of stakeholders

34. From the LNCCI website (www.laocci.com).




Committees

Secretariat / focal points

National Committee for Economic Integration
chaired by Deputy Prime Minister, Minister of
Foreign Affairs

e WTO Secretariat
« Trade Facilitation Secretariat
« Integrated Framework Secretariat **

National Committee for Special and Specific
Economic Zones chaired by DPM

« Secretariat under Prime Minister’s Office

Investment Promotion Committee

« Not yet established (primary function is to
approve concession- related investment projects)

National Transport Committee headed by
Minister of Transport and Public Works

Dept. of Transport is the secretariat

ASEAN Economic Minister

+« ASEAN Division is secretariat on economic
matters

GMS Economic Minister

o« GMS Secretariat

o GMS focal points
SME Promotion Fund » Managed by SME Promotion Dept.
National Export Promotion Council « Not yet established
Export Promotion Fund « Not yet established

Source: NIU

The existence of multiple high-level committees
poses significant challenges for coordination at
both policy level and the technical level. In order
to further enhance the efficiency and effectiveness
of existing inter-ministerial structures and taking
into account limitations on human and financial
resources, it is recommended that a review be
made of the key roles and responsibilities of these
committees, and that opportunities for further
streamlining (through the possible merger of
closely related functions into a smaller number
of committees) are explored. Policy guidance on
international trade negotiations (regional and
bilateral) could be provided by NSCEI Policy
direction on attracting foreign investment could
be provided by the National Investment Promotion
Committee. SME and export promotion efforts
could potentially be consolidated under one single
structure.

A stronger public sector coordinating body
is necessary to enhance the efficiency and
effectiveness of public and private dialogue.
Capacity-building in issue identification, research
and position development, dialogue facilitation
and results management needs to be provided to
key business membership organizations.

35. All three secretariats are headed by MoIC Vice Minister.

At the macro level, it is important that MolC
acquires the capacities and skills to maintain
coordination in trade policy formulation and trade
policy monitoring, and in servicing the numerous
trade-related secretariats and working groups
(in particular the TPSDWG). In order to do so,
better policy formulation mechanisms must be
developed, ensuring timely and quality inputs to
its annual and five-year action plans. This includes
consultation with LNCCI and other BMOs, at
provincial level, and with vulnerable groups.

5.5 Export development

In trade and export promotion there are some
grey areas and possible overlap between some of
the Departments, in particular between TPPD, the
Economic Research Institute for Trade (ERIT) and
the Department of Industry and Handicrafts. An
in-depth review of the roles of each department
would help shed light on potential overlap and/
or gaps in export promotion support, which the
various MolC departments provide to enterprises.
The main departments involved in supporting
and promoting exports in Lao PDR, directly or
indirectly are:



Table 11: Departments involved in export promotion

MolC

Department Key role
Undertake research, policy formulation and regulations related
to trade facilitation issues
Formulate and coordinate the implementation of Regulation on
Imports and Exports and ensure compliance with international
benchmark

Import and Export CRCTATS

Negotiate, administer and monitor the Rules of Origin (RoO)
regimes in collaboration with Customs

Facilitate and advocate for the removal of NTB related to trade
facilitation and import and export procedures

Provide information on import and export procedures

Foreign Trade Department

Undertake research and formulate polices and strategic plan for
fostering international cooperation in industry and commerce
Provide the policy and regulatory environment for promoting
international trade, i.e. exports and imports

Negotiate market access at Multilateral, Bilateral and regional
level that promotes and strengthens Lao PDR export and
imports

Facilitate and support foreign trade, i.e. removal of non-tariff
barriers (NTB), promote better business environment for
promotion of foreign trade

Disseminate, monitor and support the implementation of
treaties, conventions, agreements or memos on industrial and
commerce cooperation between Lao PDR and partner countries
Discuss and coordinate with relevant parties (including the
relevant public and business sectors at the central and local
levels, and representative offices or economic-trade advisory
offices of Lao PDR located in foreign countries dealing with
trade negotiations, dispute resolution and cooperation) on
industry and commerce with foreign countries

Trade Promotion and Product
Development (TPPD)

The objective of TPPD is to assist Lao manufacturers and
exporters in the production and marketing of their goods and
services.

The role of TPPD is to assist enterprises and the MoIC through
the provision of polices and regulations and research and
planning support. TPPD is also responsible for implementing
the rules and regulations of the Government concerning:

« Export promotion
» Trade promotion
« Exhibition and trade fairs

« Overseas market analysis to help Lao manufacturers and
exporters to fulfil their production potential

« Providing information on marketing processes to Lao and
overseas businessmen




ERIT

ERIT is a department within MoIC. Its core mission is to serve
as a researcher and policy advisor as well as an advisory body
for the Ministry. It also provides support to enterprises in the
form of market information and capacity building. The main
activities of ERIT are:

1. Supporting MoIC with advice on issues relating to WTO
accession, AFTA implementation, and trade policy reform

2. Conducting research on trade-related economic issues
relevant to Lao PDR

3. Formulating strategies for promoting and developing Lao
domestic and international trade

4. Conducting research and providing advice on commercial
law reform

5. Conducting training on economic and legal factors related
to trade and business issues, marketing, human resources,
tourism, and e-commerce, based on requested of clients

6. Organizing and providing training for trade-related capacity
building in Lao PDR

Industry

Facilitate investment into and development of the
manufacturing sector

Industry is responsible for the promotion of the handicraft
sector

Support to productive sector
Policy regulation for the wood production sector

Industrial Development Zones

SME Promotion and development
Office

Set up to “promote sustainable growth of small and medium
sized enterprises aiming at expanding commercial goods
production, trading and service business activities, SMEPDO
has five operational divisions:

« Planning and Cooperation
» Policy Research

« Promotions

o Productivity

» Administration

SMEPDO is responsible for providing policy and regulatory
support to the SME sector, and for coordinating and
implementing projects that support SMEs

Most importantly, the coordination role of the
MoIC with key line ministries in the areas of
Export Promotion remains problematic. This is
particularly evident between the MoIC/TPPD and
line ministries responsible for the sectors, such as
the Ministry of Agriculture and Forestry.

In order for the MoIC to fulfil its export promotion
role effectively a detailed institutional mapping and
review of existing MDA needs to be carried out. It
also needs to include the guidance from the NES in
the establishment of a National Export Promotion
Council (NEPC) and this organisation’s links to
existing national committees relevant to Trade



and Private Sector. It is envisaged that the Lao
National Export Strategy will be managed by the
NEPC, which will serve as a tool and a platform
for coordinating all export-related issues including
enhancing the competitiveness of exporters and
government staff.’®

entity responsible for policy formulation and
implementation and that it would take on some of
the roles and responsibilities of TPPD.

The main objective of the establishment of the
NEPC is to manage the Lao PRD NES. The NEPC

Box 2: World Bank findings on Export Promotion Agencies (EPAs)

« EPAs have a positive and statistically significant impact on national exports

« As far as EPAs are concerned, ‘small is beautiful’

« With regard to the type of institutional arrangements, objectives and activities that lead to
a stronger impact on exports, studies suggest that EPAs should have a large share of the
executive board in the hands of the private sector, but a large share of their budget should be

publicly funded

» A single and strong EPA is preferred to the sometimes observed proliferation of agencies

within countries

o EPAs are more effective when focusing on non-traditional exports, or have some broad sector
focus (e.g., agriculture, manufacturing, tourism, high-tech)

« The use of office representation abroad has a positive impact on exports

« EPAs should focus on large firms that are not yet exporters, rather than on small firms and

established exporters

« There are important decreasing returns to scale in resources devoted to export promotion, and
even negative marginal returns for budgets above a certain level (estimated at $ 1 per capita)

A World Bank” study notes that the number of
EPAs has tripled over the last two decades and
that most countries have made them part of
their national export strategy. In the case of Lao
PDR the MoIC bares the overall responsibility
for Export Promotion Coordination. Whilst the
various departments and division of the MolIC
are all involved in export promotion-related
support, the prime responsibility for facilitating
and coordinating export promotion lies with
TPPD. The NES proposes the set up of a National
Export Agency (i.e. the NEPC) and provides
broad guidelines as to the role and function of
this body. The NES does not, however, provide
details of the NEPC functions and composition. As
mentioned above the set up of the NEPC will need
to be designed taking into account the existing Lao
Trade and Public-Private Dialogue Architecture.
However, Annex 1 proposes one option for
establishing an Export Coordination Institutional
set up. This should be used as a starting point for
further discussion. The key recommendation
is that the NEPC should be a public/private

36. NES pg 27.

should serve as a Public/Private Coordination
Platform for dialogue on export promotion-
related issues, and for the implementation of
export promotion support activities. Hence, it can
be a forum for advocating and raising awareness
of challenges faced by exporters, which will feed
directly into national Public Private Dialogue
Forums such as the Lao Business Forum and/or
to Government authorities via the appropriate
formal channels such as NSCEI or the Business
and Export Competitiveness Secretariat. The
NEPC will provide an interface between the BMOs
and apex Private Sector Organizations such as the
LNCCI and public authorities. Annex 1 elaborates
further on a possible structure of the NEPC.

5.6 WTO accession
5.6.1 Progress on WTO accession

Lao PDR is at an advanced stage of accession.
By the mid-2012, the country had completed
eight working party meetings and concluded
bilateral negotiations on both goods and services
with all negotiating partners.’® Over this period,

37. Lederman, D., M. Olarreaga and L. Payton ‘Export Promotion Agencies: What Works and What Doesn’t’ Development Research Group,
World Bank, Washington, D.C. http://federation.ens.fr/ydepot/semin/texte0809/OLA2008EXPpdf.
38. Lao PDR completed bilateral access negotiations with Australia, Canada, China, Japan, DPR Korea, and Chinese Taipei , USA and the

EU, while the negotiations with Ukraine are at the advanced stage.

See http://www.wto.org/english/news_e/news11_e/acc_lao_29junll_e.htm.



members sought clarification and commitment
from Lao PDR on a range of issues including state
ownership and privatization, trading rights and
licensing, customs valuation, rules of origin, pre-
shipment inspection, export subsidies and taxes,
investment regime, SPS, TBT, agricultural policy,
and intellectual property. To date Lao PDR has
responded to some 1,000 questions raised by WTO
members and submitted action plans to achieve
WTO-compliant trade legislation (see progress
in Table 12). In June 2011, members reached
consensus on beginning to draft the working

Table 12: Progress on WTO accession

As part of its WTO accession Lao PDR has
reviewed and enacted some 20 trade-related
laws and 40 other legislations since 2000. Recent
enactments include the Decree on Import and
Export, Decree on Rules of Origin, Decree on
Prices, Law and Decree on Investment Promotion,
Ordinance on Foreign Exchange, Law on Livestock
and Veterinary Matters, Law on Plant Protection,
Law on Fisheries, and the Tax Law. In the pipeline
to be revised or adopted in 2011-2012 include the
laws on intellectual property, customs, telecoms,
insurance, Bar Association and law making. To

Progress on multilateral negotiations

Jul 1997 Application
Feb 1998 Working Party Establishment
Mar 2001 Memorandum submission

Oct 2003-Mar 2011

Questions and Replies, Checklists and Action Plans: First-Latest

Oct 2007-Jun 2009

Factual Summary: First-Latest

Aug 2010

Elements of Draft Working Party Report (EDWPR)

Oct 2004-Mar 2011 1st Working Party
Nov 2006 2nd Working Party
Nov 2007 3rd Working Party
Jul 2008 4th Working Party
Jul 2009 5th Working Party
Sep 2010 6th Working Party
Jun 2011 7th Working Party
Progress on bilateral access negotiations
Nov 2006 Goods
Aug 2010 Initial offer

Latest offer (fourth submission)
Oct 2007 Services
Jul 2010 Initial offer

Latest offer (fourth submission)

Source: Foreign Trade Policy Department, Lao PDR.

party report, the main document describing trade
regime and legal commitments to be undertaken
by Lao PDR. Normally a few more working party
meetings are needed to revise the draft report
before it is accepted by members and then ratified
by its National Assembly.

finalise the accession package, Lao PDR is expected
to face high demands on legislative review to ensure
compliance with WTO rules. From the experience
of other recently acceded members, such as Cape
Verde and Tonga, contentious issues at this juncture
may include trading rights, customs valuation
and intellectual property. As an LDC, WTO
members may show some flexibility for Lao PDR
on implementing the SPS and TBT agreements,
but their transparency aspects are to be addressed.



Resources and inter-ministerial coordination will
be critical to concluding and implementing the
negotiations. In addition to technical negotiations,
multitasking, such as high profile lobbying for
political support from members and development
partners and intensifying negotiations by electronic
means, is key to a successful conclusion.

5.6.2 Expected benefits of WTO accession

Lao PDR should use the opportunity of WTO
accession and regional integration to strengthen
and improve trade policy institutions and
coordination. However, the successful conclusion
of WTO accession sets the beginning of Lao
PDR’s obligations to comply with WTO rules and
commitments. All ministries and governmental
agencies need to continue cooperation and
enhance efforts to ensure compliance with the Lao
PDR’s new international obligations. The principles
of rule and non-discrimination will help create
an enabling business environment. The threat of
higher external competition will help to stimulate
both import-competing and export-oriented
industries. Finally, Lao PDR can use the market
access negotiations to improve exporters access
to critical services inputs and to comprehensively
identify defensive interests.

For Lao PDR, market access is not a chief benefit
of WTO accession. Unlike China or Vietnam
whose export potential at the time of accession
was significant, Lao exporters have already been
granted most-favoured nation (MFN) access and
Generalised System of Preferences (GSP) from
most developed and developing countries except
the US (with which a bilateral agreement has been
signed).”” Hence membership would only give
Lao PDR the assurance that at the minimum its
goods will continue to receive MEN treatment
in the future. In addition, and more importantly,
as ASEAN and China account for the majority
of exports, Lao PDR receives preferential access
to regional markets under the AFTA as well as a
variety of bilateral agreements. As an LDC, Lao
PDR could benefit from special and differential
treatment under various WTO agreements,
ranging from customs valuation to intellectual
property, including flexibility under Agreement
on Trade-Related Aspects of Intellectual Property
Rights (WTO) (TRIPS) to enable access to patented

medicines through either compulsory licensing or
importing from cheaper generic producers. Lao
trade negotiators need to retain this flexibility over
the course of accession.

WTO accession can be an anchor for internal
reform.  International  integration  helps
policymakers resist protectionist pressures from
domestic vested interests, thereby supporting
internal reforms that benefit the overall economy.
This is a central benefit of WTO entry and the
broader movement towards international and
regional integration for Lao PDR. The country can
use accession to lock in trade policy reforms in the
transition towards a market-oriented economy.
China, for example, changed over three thousand
laws and regulations at the central level to make
them fully compliant with WTO agreements.
At the provincial level, 190,000 regulations were
amended.  The service sectors are particularly
relevant in this regard, as they relate to areas where
state intervention is deeper and more frequent.
For that reason obligations and commitments are
likely to play a key role in keeping momentum for
economic reform.

Another benefit of WTO membership is access
to the WTO dispute settlement system, which
gives Lao PDR an avenue to address unfair trade
measures. Equal treatment compensates for small
economies’ lack of political power in trade disputes
with richer partners. For example Vietnam won
an anti-dumping case against the US on shrimp.*
However the mechanism is costly and challenging
in terms of the capability for effective litigation.

Greater transparency through membership of
the WTO and the impact of domestic reforms to
ensure compliance with WTO principles assists
in attracting increased and ‘quality’ investment. A
number of WTO (and ASEAN) agreements require
Lao PDR to increase transparency on regulations,
such as by establishing enquiry points on SPS, TBT
and services, as well as publishing trade-related
regulations. Newly instituted measures or changes
to measures that affect trade must be notified to
trading partners and published for traders to
adjust their practice accordingly. The Lao PDR
trade portal currently in development represents
good progress in this regard, but continued
operation and updating will be critical. This

39. Lao PDR obtained MFN access from the US, known as normal trade relations (NTRs), from February 2005. Unlike other GSP schemes, it
will only be granted by the US if Lao PDR fulfils certain requirements, one of which is membership of the WTO.

40. In early 2010 Vietnam challenged the US concerning anti-dumping measures imposed on its frozen shrimp. The Panel report, circulated
11 July 2011, found the use by the latter of zeroing calculation and methodology was inconsistent the Anti-dumping Agreement. See US-Viet

Nam: Shrimp case (DS404).
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increased transparency helps create an investment
climate that is more predictable and that reduces
transaction costs for importers, exporters and
investors. The pending law on laws will require all
legal normative documents of general application
to be published in an Official Gazette before
coming into effect, and for there to be 60-day
public comment periods for draft Laws.

WTO membership also gives Lao PDR a seat
at the multilateral negotiating table. As a small
country Lao PDR does not have much leverage
in negotiating trade deals bilaterally with trading
partners. But after joining the WTO, it could
align its positions with negotiating groups such as
ASEAN, LDCs and recently acceded members that
share interests, be they defensive or offensive, to
make its voice louder. A number of countries have
formed coalitions in the WTO. These groups often
speak with one voice using a single coordinator or
negotiating team.

5.6.3 Challenges

An enterprise survey jointly conducted by MPI,
SMEPDO, MoE and LNCCI in 2009 revealed that
only half of enterprises in Lao PDR were aware of
WTO and ASEAN. The proportion was even lower
for smaller and micro-sized categories. It is crucial
for the business community to understand the post-
WTO environment and to understand how they
should prepare themselves. This also highlights the
importance of information dissemination to wider
stakeholders, including line departments and the
provinces. This will in turn help avoid breaching
commitments.

Experience from other countries demonstrates that
the structure of a country’s trade policy-making
institutions shapes policy outcomes. Lao PDR
will benefit from trade agreements if it constructs
a policy process that focuses on trade as a means
of achieving economic policy objectives. This will
require improving inter-ministerial coordination,
reorienting units of the Foreign Trade Policy

Department along functional lines, strengthening
institutions for public engagement and increased
clarity on the role and linkage of trade in the
NSEDP.

Inter and intra-ministerial coordination is
absolutely essential in an effective trade policy
process. 'This is because trade agreements
and the policies that can influence a country’s
competitiveness exceed the scope of any single
ministry. Although the Government has already
put in place an inter-ministerial National Steering
Committee for economic integration, there is
room for improved coordination. This must
emanate partially from the perceived status of
trade in the national development policies and
plans, and partially from the effective use and
streamlining of consultative mechanisms. Lao PDR
is not alone in this regard; similar problems affect
trade policy development in most countries. To
overcome such issues, a country must strengthen
coordinating mechanisms at two levels. At the
top, a subset of the cabinet of ministers, chaired
at the deputy prime minister level, should oversee
trade negotiations at the multilateral and regional
level. As Lao PDR moves into the final phase of
accession, direct involvement from the top levels
of political leadership will be needed to broker
compromises across ministries and monitor their
implementation. At the operational level, the
inter-ministerial task force working on accession
may need to be expanded and its members
given the authority and budget to support trade
negotiations on a broader basis (also including
ASEAN and other relevant agreements). The trade
negotiating machinery for the WTO is different
to that within ASEAN, leading to potential
differences and inconsistencies in commitments
and implementation. At the technical level,
there also needs to be increased coordination
in participation, commitments and servicing in
various trade agreements.
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Service liberalization may also present challenges.
Recently acceded countries have to pay a higher
price for WTO entry. For example, out of a total
of 160 service subsectors, Cambodia committed to
110, in contrast to 24 subsectors made by existing
LDC members. Lao PDR is facing pressure to
liberalize at a similar level. Different sectors present
different opportunities and challenges.

The Lao economy can benefit from liberalizing
services sectors that are inputs to other sectors.
Foreign providers of business services (for
example, market research and consulting) can
help Lao exporters take advantage of external
market access opportunities and identify new
markets. Liberalisation in other sensitive sectors,
such as financial and distribution services, should
be accompanied by the development of a sound
regulatory framework. It is not advisable to resist
liberalization merely on the ground of sensitivity
for all sectors. Lao policy makers need to carefully
reflect what sectors can be liberalized upon
accession, or whether a transition period could
address the concern. In some sectors — notably the
professional services, health, and education - the
existence of professional standards or credentials
gives consumers greater assurance of the technical
competence of service providers. Developing new
credentialing procedures or harmonizing existing
standards with those prevailing in the exporting
country can help Lao consumers benefit from
liberalization in these sectors. Here, developments
should be synchronized with progress in the
ASEAN Economic Community as far as possible.
Service liberalization should also introduce
considerations on sequencing. In the first place,
clear regulatory procedures are more likely to
yield better results in terms of attracting more
efficient service providers. Secondly, while there is
an argument to be made about openness in most
service sectors, initial priority should be given to
those ‘infrastructure’ services that may deliver
higher impact on competitiveness and serve as
inputs for other industries (for example, telecom,
banking and transport). In addition, liberalization
should be accompanied by the establishment of an
adequate regulatory framework.

Research elsewhere suggests that there are large
macroeconomic gains to be made through
the liberalization of backbone services such as
transportation and telecommunications, as long
as they are regulated effectively. Since all sectors

of the economy use these services, reducing
costs through greater competition increases
the productivity of the economy as a whole. Yet
many of these sectors are also subject to well-
known market failures. In these cases, external
liberalization must be sequenced with regulatory
reform (such as establishing independent
regulators, developing prudential regulations and
ensuring universal service), privatization, and
de-monopolization. Note also that liberalization
does not mean deregulation. Aid for service trade
should be strategized and requested to support
the necessary regulatory reform. Lao PDR needs
to work through the list of service sectors and,
in each sector, meet with enterprises and other
stakeholders to identify the costs and benefits of
liberalization. They will also need to sit down with
the Ministry of Justice, the National Assembly and
other regulators to identify and put in place proper
laws and regulations that govern trade in each
service.

5.6.4 Conclusions on WTO

Joining WTO is not an end in itself - it is just
the beginning. The true benefits will arise if Lao
PDR takes accession negotiations seriously and
implements the obligations accordingly. Post-
WTO preparations should also start immediately.

(i) Tariff phase-in and alternative measures

As part of accession, Lao PDR is expected to
bind and reduce its tariffs for all agricultural
and industrial products. A grace period may
be required, in particular for products that are
sensitive to domestic production or affecting
government revenue. Alternative measures that
are legal under WTO need to be put in place
to address difficult situations. These measures
include the use of safeguards, such as tariffs and
quotas in specified circumstances, anti-dumping
duties on goods that are deemed to be dumped,
and countervailing duties imposed to counter
import subsidies. WTO also allows policy options,
including the renegotiation of tariff commitments,
the use of export taxes, and increases in tariffs up
to their legal maximum ceiling.

(ii) Rule-making obligations

From the experience of recently-acceded members,
Lao PDR could seek transition periods to amend or
implement its legal reform commitments in several
areas, including on trading rights, investment



measures, customs valuation, SPS, TBT and TRIPS.
The duration depends on what is negotiated,
which is partly dependent on the benchmarks
made by recent LDC and developing country
members. China had four years to fully liberalize
its trading rights while Nepal received three years
to fully implement its SPS and TBT obligations.
It is crucial for Lao PDR to outline what steps are
to be made and to provide a rationale as to why
such a time span is credibly necessary. However,
as a rule of thumb Lao PDR has to implement
upon its accession, if not before, key obligations
that directly affect trade flows, including such
general principles as MFN, national treatment
and transparency, and specific obligations under
various agreements (for example, import licensing,
rules of origin). Attention needs to be placed on
ensuring the maintenance of flexibility for LDCs,
including on agricultural subsidies (for example,
Green box, de minimis, development box), export
performance subsidies, export duties and public
health under TRIPS.

(iii) Raising supply and export capacity

WTO membership provides export opportunities,
but in reality Lao PDR already has considerable
market access. The true benefits will only occur if
the country can overcome its supply constraints,
many of which are addressed elsewhere in the
DTIS. Like other LDCs, Lao PDR has a low rate
of Generalised System of Preferences (GSP)
utilization. Investment is needed in infrastructure
and export supply capacity. Given the constraints
in government funding and domestic investment,
international cooperation and assistance from
donors can play a key role.

(iv) International cooperation

Lao PDR has already joined international
organizations on standards setting: the
International Standard Organization (ISO); Codex
Alimentarius; the International Plant Protection
Convention (IPPC); and the World Organization
for Animal Health (OIE). It is also a member of
and benefits from capacity building programmes of
the ADB, the International Monetary Fund (IMF),
World Bank, World Customs Organization (WCO)
and the World Intellectual Property Organization
(WIPO). Without improved trade facilitation the
Lao economy will not benefit from the improved
market access that comes from membership. Lao
PDR can use the requirement to comply with the

WTO customs valuation agreement and other
international conventions to advance the pace
of customs modernization. It can also tap into
specialized technical assistance to benefit from the
trade facilitation programme under discussion at
the WTO (See chapter 8 on Trade Facilitation).
The Government could also advance the benefits
of ASEAN integration including on harmonizing
standards and single window implementation, as
discussed in the next section.

5.7 Association of Southeast Asian Nations
(ASEAN)

Lao PDR formally joined the ASEAN Free Trade
Agreement (AFTA) on trade and external tariffs in
1997, and since then has been an active participant
in regional trade negotiations, the creation of the
ASEAN Trade in Goods Agreement (ATIGA)
and the ASEAN Economic Community (AEC)
blueprint. ASEAN covers a region of great strategic
and geographic significance, with a combined
GDP of $1.8 trillion in 2010 and a total population
of 592 million. While this means for Lao PDR a
ready market, opportunities to liberalise within
the specific confines of near countries, it also
means increasingly direct challenges related to
liberalisation.

5.7.1 Trade in goods

The AEC Blueprint envisages the ambitious
implementation of the AEC by 2015, and despite
the impact of the global economic crisis the 2015
target remainsa priority. For Lao PDR, thisincludes
the implementation of a number of commitments
in preparation for the AEC, as well as the prospect
of increased competition for domestic businesses
as tariffs fall.

In Lao PDR, regional trade plays a major role, as
ASEAN countries account for over two thirds of
total Lao merchandise trade. ASEAN wants to
form the AEC by 2015 and in doing so transform
ASEAN into a region with free movement of goods,
services, investment, skilled labour, and freer flow
of capital.

However, ASEAN integration has not received
adequate attention in past years and as the deadline
of 2015 approaches the Lao Government and
private sector are not sufficiently prepared for this
ambitious task.

As the mainstay of pillar 1 of the AEC, ATIGA
entered into force on 1 January 2010. This led to all



tariffs for products in the Common Effective Pretf-
erential Tariff (CEPT) Inclusion Lists of ASEAN-6
(Brunei Darussalam, Indonesia, Malaysia, the
Philippines, Singapore and Thailand), representing
99.65 per cent of total tariff lines, being eliminated
for intra-ASEAN trade. Likewise, Lao PDR’s com-
mitments lead to 98.86 per cent of all tariff lines
resulting in ASEAN entry duties of between 0 and
5 per cent. It is unclear to what extent domestic
industry and revenue will be directly affected by
these changes. Ongoing work by the World Bank
using the Tariff Reform Impact Simulation Tool
(TRIST) model on Lao trade data and the ATIGA
schedules will be useful in targeting measures to
affected sectors and defining adjustment measures.

Despite,and perhapsasa consequence of the success
inimplementing tariff reductions on regional trade,
Non-Tarift Barriers (NTBs) are going to play an
increasingly important role in trade. Lao exporters
may find that hitherto unenforced NTBs in other
ASEAN countries, such as in the areas of SPS and
TBT, now become greater obstacles. Lao PDR will
have to maintain an active involvement dialogue
on potential and existing forms of NTBs in order
to protect this market access. Historically, this has
included the Guidelines for the Implementation
of Import Licensing Procedures (ILP) in ASEAN,
pilot exercises on self-certification, and reform of
Rules of Origin (RoO). Compliance in the area of
standards and conformity is very low, which poses
a serious obstacle to Lao business.

Within the framework of the AEC, Lao PDR has:
ratified ATIGA in 2009; submitted a full tariff
reduction schedule, including a sensitive products
listup to2015; setup institutional infrastructureand
developeda specificaction plan for improving trade
facilitation and promulgated necessary legislation
on RoO. However, the actual implementation of the
policy and legislation (such as implementation of a
pilot project on self-certification of RoO, removal
of remaining non-tariff barriers, the development
of a National Single Window [see chapter 8 on
trade facilitation], the adoption of ASEAN cargo
processing model and transit system, and other
measures to facilitate trade) remains challenging
due to limited implementation capacity and issues
related to inter-agency coordination.

5.7.2 Trade in services

Service liberalisation continues to be undertaken
progressively under the ASEAN Framework

Agreement on Services. ASEAN has now
completed seven packages of commitments from
five rounds of negotiations since the ASEAN
Framework Agreement on Services (AFAS)
was signed in December 1995. In the area of
service liberalization, work is progressing on the
completion of the 8th Package of Commitments
under the AFAS, which will have no restrictions
on cross-border supply and consumption abroad
(Modes 1 and 2, respectively), include foreign
equity participation of 51 per cent or more on
commercial presence (Mode 3), and remove
other restrictions in 80 subsectors. An ASEAN
Agreement on Movement of Natural Persons is
also being negotiated. In financial services, the
6th Round of Negotiations has been launched. In
air transport services, the 7th Package of AFAS
Commitments in Air Transport has been signed
by the ASEAN Transport Ministers. However, a
considerable amount needs to be done to achieve
full completion of this package if by 2015 the
unimpeded flow of services is to be achieved.
Major challenging factors in the scheduling of
AFAS commitments in many countries, including
Lao PDR are: (i) member states have faced
difficulty in making further commitments due
to legal constraints; (ii) engaging with private
sector stakeholders domestically is difficult; (iii)
Movement of Natural Persons (Mode 4) is the
most sensitive services mode of supply in the
AFAS process. Lao PDR has already completed the
7th package and is in the process of completing the
8th package of commitments, under which some
remaining sub-sectors will be discussed further.
However, Lao PDR’s positive efforts towards
regional integration need to be carefully managed
and be part of a broader sector development
agenda that emphasizes competition, sound
regulation and widening of access to services.
While in the telecom and transport sectors the
existing restrictions may prevent Lao PDR from
maximizing the benefits, in the financial sector
a gradual approach may provide an opportunity
to build necessary regulatory capacity. Lao PDR
could benefit more from building stronger links
between the domestic sector development agenda
with efforts in liberalizing the sector through
regional integration, which is supplemented by the
requisite technical assistance.



5.7.3 Investment

The ASEAN  Comprehensive  Investment
Agreement (ACIA) was signed on 26 February
2009 in Cha-am, Thailand, and covers the
protection, promotion and liberalisation aspects
of investment in one single instrument and brings
ASEAN’s investment agreement more into line with
the investment provisions in ASEAN’s bilateral
free trade agreements. It also provides for equal
treatment for ASEAN investors and ASEAN-based
foreign investors. Full implementation of the ACIA
will require Lao PDR to develop a coherent national
investment promotion and facilitation strategy,
including improving the overall investment
climate in Lao PDR, and effective coordination
between relevant central agencies involved in
investment promotion and between central and
local institutions. Lao PDR is one of eight ASEAN
member states that have ratified ACIA.

5.7.4 ASEAN Connectivity

The ASEAN Master Plan on ASEAN Connectivity
is a key component of developing a competitive
regional economy and a key part of AEC Pillar
2. The regional Plan of Action on Competition
Policy 2010-2015 is currently under design and
development. Based on the AEC Blueprint, this
Plan will be drawn up with a special focus on
capacity building and the introduction of best
practices in competition policy and law (CPL). The
Lao PDR Competition Law currently scheduled
for submission to the National Assembly in 2014
should link closely to the development of the
ASEAN Competition Policy. Lao PDR can make
use of the planned Manual and related Action Plans
on Regional Core Competencies, and the Strategy
and Tools for Regional Advocacy on Competition
Policy and Law.

In relation to the third AEC pillar on equitable
economic development, the ASEAN SME Working
Group, together with the ASEAN Business Advisory
Council have worked to include the SME award
category in the annual ASEAN Business Awards
(ABA), in recognition of the contribution of the
SMEs. Further, the “Directory of Outstanding
ASEAN SMEs 20117 which lists recognised
SMEs in each Member State, will provide the
opportunity for SMEs to network within ASEAN
and with Dialogue Partners. In addition, efforts
to narrow the development gap continued to
focus on addressing under-development in the

Cambodia, Lao PDR, Myanmar, Vietnam (CLMV)
group, as well as Brunei Darussalam-Indonesia-
Malaysia-Philippines East ASEAN Growth Area
(BIMP-EAGA) and Indonesia-Malaysia-Thailand
Growth Triangle (IMT-GT). A mapping exercise is
being considered to identify areas where the sub-
regions and ASEAN can complement each other’s
initiatives to achieve the goals and visions of both
sides. In connection with this, the Economic
Ministers have agreed to give more attention to
the work on the 3rd pillar of the AEC Blueprint,
and have come up with the “Framework/Guiding
Principles for Equitable Economic Development’,
which includes new elements of high-impact
targets and quick wins, and goes beyond 2015. The
Lao Government initiated programmes that aim
to support developing the capacity of local SMEs
about a decade ago and recently funding from
both development partners and the Government
to support SME development has increased
significantly. ~However, a specific programme
designed to support local SMEs to take advantage
of emerging opportunities from regional
integration is still lacking, and awareness of local
SMEs of opportunities and threats from regional
integration is still limited.

Significant developments have taken place
under the fourth pillar of the AEC, including the
realisation of the free trade arrangements ASEAN
had negotiated with its Dialogue Partners. These
include the realisation of the ASEAN-China Free
Trade Area (ACFTA), AJCEP, the ASEAN-Korea
FreeTrade Area (AKFTA),and theentryinto force of
the Agreement Establishing the ASEAN-Australia-
New Zealand Free Trade Area (AANZFTA) and
the ASEAN-India Trade in Goods Agreement
on 1 January 2010. Under the ACFTA and the
AKFTA, at least 90 per cent of all tariff lines are
now subject to zero tariffs. ASEAN has also agreed
to explore with the Gulf Cooperation Council
(GCC) countries the framework arrangement
on trade, investment and economic cooperation.
In integrating into the global economy in a
coherent manner, especially with the Free Trade
Area Partners, and to enable ASEAN to intensify
efforts towards strengthening ASEAN Centrality
to ensure that it remains the driving force in the
rapidly evolving regional architecture, ASEAN
is now developing the ASEAN ++ FTA Template
for possible negotiations. It is unclear what effect
these new agreements will have on Lao PDR and
further diagnostic work is required.



5.7.5 Challenges

Lao PDR faces challenges in ensuring adequate
capacity to fully engage with larger trade
partners in ASEAN, delays in the ratification of
agreements and problems in the implementation
of agreements, and requires further strengthening
of inter-ministerial cooperation. Under Phase I
of the implementation of the AEC Blueprint, 17
measures are yet to be implemented in ASEAN,
most notably on ACIA, three service liberalization
measures, and 13 measures on the ratification of
transport agreements and their protocols. Under
Phase II, there have been delays in implementing
key initiatives in customs integration, standards
and conformance, services, investment, transport,
consumer protection, and commitments to the
ASEAN Plus One FTAs.

The lack of effective coordination among the
sectoral bodies responsible for integration
limits not only the timely implementation of
AEC initiatives and measures, but also effective
preparations for outstanding negotiations. The
concurrence and cooperation of all relevant
sectoral bodies directly responsible for the various
AEC initiatives needs to be secured both at the
planning and implementation stages. There is also
a need for closer internal inter-ministerial/agency
coordination at the national level, including
coherence with participation in other agreements,
such as the WTO and GMS, to ensure ASEAN
programmes are translated into national policies.

A lack of information and understanding by SMEs
on the benefits of regional integration and FTAs
with Dialogue Partners is also leading to the low
utilization of AEC implementation. Therefore,
some form of policy coordination is crucial for
addressing these issues in order to realise the AEC.
Supporting business to prepare for the joint market
will be key to ensuring that the Lao economy
maximises the net benefits of regional integration.

5.7.6 Future directions

Using the recent review of the AEC Scorecard
and stock taking exercise, Lao PDR should
actively address the non-implementation of
regional commitments, which should include:
capacity building to tackle any inadequacies
in implementing commitments; peer reviews
for sharing and learning from best practices,
transparency and confidence-building; and using
the dispute settlement mechanism already in place
to resolve issues in a rules-based manner.

The Lao private sector must be the principal
driver of regional economic integration, and its
active participation must be ensured. Active (and
pro-active) participation in ASEAN cooperation
mechanisms should provide greater opportunities
for businesses, especially SMEs, to understand
and actively engage in the ASEAN economic
integration process. The results brought about by
the AEC should reflect the aspirations of and yield
dividends to ASEAN businesses and people.

5.8 Bilateral trade agreements

Lao PDR has signed bilateral trade agreements
with 15 countries: Argentina, Belarus, Cambodia,
China, India, DPR Korea, Kuwait, Malaysia,
Mongolia, Myanmar, the Russian Federation,
Thailand, Turkey, Vietnam and the United States.
Most of these agreements focus on the provision of
MEN treatment because Lao PDR is not a member
of the WTO, and upon Lao PDR’s accession they
may lose relevance. In addition, Lao PDR has
signed economic cooperation agreements with
the European Union (EU), Indonesia and the
Philippines. Three draft Trade and Economic
agreements and one Agreement on Economic and
Technical Cooperation are under consideration
including with Lebanon, Pakistan, Ukraine and
the Seychelles. The most important bilateral
agreements with respect to current trade are those
with Lao PDR’s neighbours — Vietnam, China and
Thailand. These are important, particularly with
regard to agreements on commodity and border
trade.
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Table 13: Bilateral trade agreements

No | Countries | Signing Date Validity Key Principle

1 Argentina |11 Dec 2002 | 5 years, automatically renewed | Economic and Trade
annually unless any party Cooperation. The decision
conveys a nullify notice 6 on establishment of Joint
months in advance. Economic Commission.

2 Belarus 30 Aug 2001 | 3 years, automatically renewed | MEN treatment in trade in
for 3 years unless any party goods, except in customs union
conveys a nullify notice 6 or free trade areas or economic
months in advance. cooperation.

3 Cambodia |12 May 1998 | 5 years, automatically renewed | MEN treatment in trade in
for 5 years unless any party goods, except in customs union
conveys a nullify notice 3 or free trade areas or economic
months in advance. cooperation.

4 China 11 Jun 1997 |5 years, automatically renewed | MFN treatment in trade in
annually unless any party goods, except in customs union
conveys a nullify notice 3 or free trade areas or economic
months in advance. cooperation. Facilitation of

border trade.

5 India 9 Nov 2000 |5 years, automatically renewed | MFN treatment in trade in
for 5 years unless any party goods, except in customs union
conveys a nullify notice 6 or free trade areas, border
months in advance. trade, preferences among

developing countries.

6 DPR Korea |2 May 1997 | 5 years, automatically renewed | MEN treatment in trade in
annually unless any party goods, except in customs or
conveys a nullify notice 3 free trade areas or economic
months in advance. cooperation.

7 Kuwait 5 Aug 2008 |5 years, automatically renewed | MFN treatment in trade
for 5 years unless any party in goods, except in border
conveys a nullify notice 6 trade, customs union or free
months in advance. trade areas, and multilateral

economic integration.

Facilitating transit trade. The
decision on establishment of
Joint Economic Commission.

8 Malaysia 11 Augl998 |5 years, automatically renewed | MEN treatment in trade
for 5 years unless any party in goods, except in border
conveys a nullify notice 3 trade, customs union or free
months in advance. trade areas, and multilateral

economic integration.
Facilitating transit trade.

9 Mongolia | 25]Jan1990 |5 years, automatically renewed | Promotion and facilitation of
for 5 years unless any party bilateral trade.
conveys a nullify notice 6
months in advance.

10 Myanmar |8 May 1995 |1 year, automatically renewed | MFN treatment in trade in
annually unless any party goods, except in customs union
conveys a nullify notice 3 or free trade areas or regional
months in advance. economic cooperation.




11 Russian 22 Apr 1976 | Effective on 7 Sep 1976, unless | Plan to review and renegotiate
Federation any party conveys a nullify
notice 6 months in advance.

12 | Thailand 20 Jun 1991 |5 years, automatically renewed | MEN treatment in trade in
unless any party conveys a goods, except in GATT or
nullify notice 3 months in regional association. Lao PDR
advance. accorded preferential access to

23 products from Thailand.

13 Turkey 7 Apr 2008 | 5 years, automatically renewed | MEN treatment in trade
annually unless any party in goods, except in border
conveys a nullify notice 6 trade, customs union or free
months in advance. trade areas, and multilateral

economic integration.

Facilitating transit trade. The
decision on establishment of
Joint Economic Commission.

14 Vietnam 9 Mar 1998 | 5 years, automatically renewed | MFN treatment in trade in
annually unless any party goods and services (except
conveys a nullify notice 3 items in exemption list), trade
months in advance. facilitation, and payments for

foreign trade.

15 |USA 18 Sep 2003 | Initially valid for 3 years, MEN treatment in trade in
extended for a 3-year interval | goods, trade in services and
unless any party conveys intellectual property rights. Lao
a nullify notice 30 days in PDR offers preferential market
advance. access to US goods, services

and services providers while the
US accords MFN status to Lao
PDR.

Source: modified from Latthana, D, B. Vilavong, and S. Phounesavath (2007) Addressing the impact of the phasing out of
textiles and clothing quotas in Lao PDR, Vientiane: National Statistics Centre.

In order to monitor and facilitate trade and
economic cooperation, Lao PDR has set up a
Joint Commission with key trading partners.
Currently, there are 16 joint commissions, five
of which are active. With some trading partners,
a subcommittee at the ministerial and provincial
level has been set up.

In addition, Lao PDR and its neighbours, Thailand,
Vietnam and China, have been promoting border
trade at the local level. Lao PDR and Vietnam hold
regular annual meetings to discuss issues related
to border trade, and Lao PDR and Thailand are
actively promoting cross-border contract farming
and are currently developing the necessary legal
framework. China has unilaterally liberalized its
market for Lao products and is actively promoting
border trade under the Chinese New Economic
Development Agenda on “vitalizing border areas,

building a well-off society, benefiting the nation
and bringing stability to the country.” Currently,
there are two forms of border trade:

Goods exchanged by border residents: refers
to trade involving goods that are below the
government-designated markets amount or
quantity for residents residing within 20 kilometres
of the boundary line.

Border trade in small amounts: refers to
trade activity between enterprises or trading
organizations along the borders of neighbouring
countries. For instance, Chinese enterprises that
are granted operational rights to trade in small
amounts in the administrative areas of open
border counties or towns along the boundary line.
The principal legal basis for China’s border trade
policies is the Law on the Regional Autonomy for
Ethnic Minorities of PRC, Foreign Trade Law of



PRC. Article 42 of the Foreign Trade Law of PRC
stipulates that “the State applies flexible measures,
provides favourable conditions and convenience
to the trade between the towns on the frontier
and those towns of neighbouring countries on
frontier as well as trade among border residents.”
According to the Circular of the State Council
on Issues Covering Border Trade promulgated in
1996, goods (those for daily consumption only)
imported as exchanged goods by border residents
and valued at less than RMB* 8,000 (equivalent
to about US$1,270) per person per day shall be
exempt from import tariffs and value-added tax.
In case the amount exceeds RMB 8,000, the excess
amount shall be taxed accordingly. On the other
hand, the import of commodities is subject to the
State quota and licensing system, or quantitative
restrictions. The foreign trade and economic
administrative departments of border provinces
and regions shall be responsible for issuing import
licenses.

In addition, the governments of Lao PDR and
China are aiming to cooperate on agricultural
co-production in northern Lao PDR. Both sides
signed the Framework of Cooperative Agreement
on Banned of Illegal Transportation and Abuse
of Narcotics Drugs and Psychotropic Substances
between Lao PDR and China on 19 November
2006, and are negotiating an MOU to promote
production of crops as substitute to opium poppy
cultivation. Under the framework the two parties
shall provide preferential import and export
policies for certain material needed in the crop
substitution projects and agricultural products
produced under these projects.

5.9 Recommendations

In order to take full advantage of its regional and
international economic integration, Lao PDR
should consider the following:

o Take comprehensive measures to improve the
productivity of the manufacturing and service
sectors by adopting an overall policy to encour-
age public and private partnership in skills de-
velopment.

 While pursuing the medium- to long-term goal of
developing foundations for a competitive market
economy, there is a need to strengthen public
private policy dialogue at central and provincial
levels to identify and remove specific legal and

41. Renminbi (RMB) is a Chinese currency.

regulatory obstacles facing key manufacturing
and service sectors.

« Ensure that trade facilitation is considered during
trade negotiations. Given the reduction in tariffs
and heightened global competition, non-tariff
and behind-the-border issues will become
increasingly important in enhancing the flow of
trade and in trade diversification in Lao PDR.

(i) Multilateral integration under WTO

o Leverage WTO accession to support domestic
reform programmes, emphasizing competition,
sound regulation and policies to widen access
to services in key service sectors such as finance,
telecommunications and transport.

» Mobilize external assistance to support priority
domestic reform  programmes, including
implementing commitments made in the
accession process, specifically in areas such as
Customs, trading rights, trade remedies, SPS,
TBT and IPR.

«Improveinter-ministerial coordinationindefining
negotiation positions and the implementation of
accession commitments.

o Increase public awareness of opportunities and
challenges arising from WTO accession through
the publication of guidebooks, bulletins and
workshops and seminars.

(ii) Regional integration under ASEAN

« Create awareness among high-ranking officials
of the progress of the implementation of AEC
measures, the challenges and limitations faced
by responsible agencies, and what needs to be
done to achieve full implementation (stock-
take exercise). This is aimed at aligning the
understanding of high-level policy makers with
that of technical staft to reduce bureaucratic
bottlenecks during the implementation process.

« Improve systems of monitoring and overseeing
the progress of AEC measure implementation,
by regularly organizing consultative meetings
among stakeholders from both the public and
private sectors of each core measure to ensure
regular feedback. In addition, the overall progress
of the AEC blueprint implementation should be
disseminated to the public on a timely basis.

o Strengthen the coordination mechanisms be-
tween the public and private sector and among



stakeholders to ensure that public and private (iii) Bilateral integration
partners are closely linked and stakeholders

. . « Be more proactive in negotiating bilateral agree-
communicate with each other regularly.

ments, taking into account products and services
« Each responsible agency needs to formulatea de- ~ in which Lao PDR has a comparative advantage
tailed action plan indicating priority activities, relative to the markets of negotiating partners.

including the allocation of technical staff. « Rationalize bilateral negotiations based on po-

« Ensure institutional strengthening, human re- tential market access opportunities for Lao prod-
source development and capacity building. ucts.

« Increase awareness among the business commu- « Use trade negotiations to promote incoming for-
nity of emerging opportunities and threats from  eign direct investment.
regional integration, and actively seek support
from ASEAN 6 and other development partners
to build the capacity of the domestic private sec-
tor to enable maximization of the benefits of in-

« Disseminate information on existing BTAs with
the general public, especially the business com-
munity, at both central and local levels.

tegration.




6.1 Introduction

Despite Lao PDR’s remarkable progress in GDP
growth, attracting FDI and poverty reduction,
trade seldom appears as a core focus area in
development plans and strategy documents,
such as the Party’s four Breakthrough Areas,
the 7th five-year National Social and Economic
Development Plan (NSEDP) covering 2011-15
and Vision 2020. Trade is often referred to under
different headings or sections, being seen as part
of development rather than as a primary engine
of economic development. Yet trade needs to
become more central to the country’s development
plans and strategies in order to meet development
goals. Trade mainstreaming helps enhance
policy coherence, institutional coordination and
mobilization of resources for the implementation
of trade-related priorities.

Development partners have responded to the
challenges and steadily increased their financial
and technical support to the countrys trade
development agenda. Institutional mechanisms
and National Implementation Arrangements
(NIA) have been put in place, largely as part of the
Emhanced integrated Framework (EIF), and aid
disbursement mechanisms have been improved
and are more aligned with the country’s governance
systems. This, coupled with an aid effectiveness
mechanism through the National Round Table
Process (RTP) has meant that Lao PDR has been
able to, in a coordinated manner, leverage more
and different Aid for Trade (AFT) resources over
the five years since the launch of the first DTIS in
2006.

Efforts to increase the importance of trade in
national development strategies, to better define
and structure the trade sector, to channel more
and better-aligned resources from development
partners and to allow this to happen in line
with the Paris and Vientiane Declarations on
Aid Effectiveness and the subsequent Country
Action Plan, will undoubtedly not be linear,
orderly or always far-reaching. Structuring trade
development using a programmatic approach
is one of the options to mitigate risks, and the

42. EIF Website: http://www.enhancedif.org.
43. UNDP Practical Guide to Trade Mainstreaming, 2011.

Government has already taken steps to make
this happen. Yet this process must continue to
be carefully planned and nationally owned. This
chapter aims to contribute by discussing trade
and the integration of development planning,
support for development strategies using AFT and
a strengthened programmatic approach to trade
sector development.

6.2 Trade and the integration of development
planning

6.2.1 What is trade mainstreaming?

Mainstreaming trade into national development
strategies has been promoted mainly as a result
of the successes registered since 2000 by the EIF
initiative. The EIF is a multi-donor programme
that supports least developed countries (LDCs)
to be more active in the global trading system by
helping them tackle supply-side constraints to
trade. In this way, the programme works towards
a wider goal of promoting economic growth and
sustainable development and helping to lift more
people out of poverty.*2

There is no generally agreed definition of what
trade mainstreaming is, but UNDP* defines it
as the “process of integrating trade into national
and sectoral development planning, policymaking,
implementation and review in a coherent and
strategic manner. This means taking trade-related
issues into account when planning and executing
broader development objectives.”

Trade mainstreaming should happen at three levels:
« Policy

o Institutional framework and processes

« Dialogue with development partners

Broadly speaking, trade mainstreaming involves
articulating trade-related priorities to stimulate
economic development, reduce poverty and attain
the MDGs, then translating policy statements into
operational objectives and action plans, linking
strategies to resources and following through with
implementation, monitoring and evaluation of
results.



6.2.2 Trade mainstreaming in Lao PDR
national development plans: status, challenges,
recommendations

As in many developing countries, mainstreaming
trade into national development policies requires
the definition of a vision, likely impacts and
outcomes, and a strategy broken down into
actions, all carefully monitored through a number
of indicators at different levels. Policy must also
clarify the link between trade, economic and
human development and poverty reduction.
Because trade is cross-cutting in nature, this is no
easy task as the trade policy cycle encompasses
consultation and interaction with a wide variety of
stakeholders nation-wide: a very complex task for
most LDCs.

6.2.3 The trade policy development process

Through various parallel policy cycles, the
Government of Lao PDR produces several
documents, each with a different bearing on trade,
as described in other chapters of the DTIS. Table
14 provides a non-exhaustive list of key strategies
and policy documents with a bearing on trade
development in Lao PDR.

documents, such as a National Trade Policy. The
vast majority of respondents considered the 9th
Party Congress Breakthrough Strategy and the
National Socio-Economic Development Plan
(NSEDP) as the overarching documents for
national development.

With regard to trade, respondents indicated that
the National Export Strategy (NES) and the DTIS
2006 were the two key documents defining key
trade priorities. However, both documents were
considered ‘donor-driven’ or ‘donor-led’ and in that
context are regarded more as recommendations
than strategies.

Respondents from the private sector had little
knowledge of trade policy formulation mechanisms
and little awareness of the wide range of trade-
related and sector policies and strategies besides
those for their own sector of interest. However,
their knowledge of trade-related technical
assistance programmes and projects, in support
of sector policies or stemming from the DTIS, is
surprisingly high.

Most government respondents indicated that the
closest to a trade strategy was the Ministry or
Industry and Commerce (MoIC) five-year action

Table 14: Trade-related strategies and policy documents

Focus Documents

9th Party Congress Breakthrough Strategy

National Development

Vision 2020 for graduation from LDC status

Strategies

National Growth and Poverty Eradication Strategy (2006-2010)

National Socio-Economic Development Plan

Diagnostic Trade Integration Study (2006 and 2012)

Trade and Private Sector

National Export Strategy

Strategies

SME Development Strategy

Trade Facilitation Strategy

Other strategies with trade
links

Legal Sector Master Plan
Specific products and services strategies
Banking and Finance strategy

Regional Strategies

AEC, AFTA, ASEAN sector strategies
Greater Mekong Sub-region development strategies

In most interviews conducted in Lao PDR in
October and November 2011 for the preparation of
this chapter, respondents indicated that while trade
per se was considered an important contributor
to the country’s economic development, they had
no or little knowledge of trade-focused policy

plan in support of the NSEDP, while in reality
the MoIC five-year action plan is produced on
the basis of the NSEDP rather than the other way
round. The new working group on Trade and
Private Sector Development has endorsed MoIC
as the agency responsible for the country’s trade
development agenda.



The Seventh Five-year National Socio-Economic
Development Plan (2011-2015) (NSEDP 7) is
the national development strategy, outlining the
overall framework and targets for development.
It maintains a strong focus on economic growth
driven by international integration of the economy,
the promotion of exports and the development of
the private sector, and in particular SMEs. While
sector-specific strategies on trade are included in
NSEDP 7, no analysis is provided on how each
policy will influence or guide the proposed NSEDP
7 targets.

The Legal Sector Masterplan is key in the reform
process for Lao PDR and will remain important
in the development of the stronger rule of law and
effective rules-based systems by 2020.

In parallel, the timing of policy development does
not proceed in a logical manner. A number of
factors explain this asynchronous process:

o There is no clear definition of what trade is

and how it is linked to economic development,
human development and poverty reduction.

o There is little clarity on the role of the lead agency
in trade matters in coordinating inputs with all
stakeholders to prepare trade sections of the
NSEDP.

A multiplicity of trade and private sector devel-
opment plans, policies and strategies, with little
prioritization and overview by a lead body or in-
stitution.

 The ambiguous role played so far by the DTIS
and action matrix in providing evidence-based
data for effective policy making and supporting
the NSEDP

The key issues affecting effective trade
mainstreaming into national development policies
are summarized in Table 15:

Table 15: Issues related to mainstreaming in national development policies

Key issues / category

Description

Trade contribution
to development

Trade support to development does not appear clearly in the National Growth
and poverty Eradication Strategy (NGPES) or NSEDP, but only as components
under economic growth. The mechanisms triggering human development and
poverty reduction from increased domestic and international trade are unclear
and not sufficiently documented. This highlights the need for better and more
targeted communication on trade for different target populations. This is even
more important in preparation for further domestic outreach and advocacy on
the impact of accession to the WTO (for the Government, SMEs and business
membership organizations [BMOs]) or participation in the ASEAN Free Trade
Area (AFTA) and ASEAN Economic Community (AEC). Communication
should not be the responsibility of the Government only, but shared with BMOs,
Civil Society Organizations and Academia (in line with the Busan Declaration).

Multiplicity of
trade-related plans/
strategies

There is no blueprint for effective trade mainstreaming into national
development policies. To compensate for this, numerous plans and strategies
are developed with too little inter-ministerial coordination, and little emphasis
is laid on implementation, resulting in a relatively a low profile of trade in
national development plans.

Stakeholder
participation

While inter-ministerial mechanisms for coordination of policy exist on paper,
theinput of all stakeholders involved in trade — or who will benefit from increased
trade development - is relative. Inter-ministerial coordination on crosscutting
issues is very difficult and not result-based. Consultations with the private
sector representations, small and medium-sized enterprises (SMEs) and BMOs
are not participatory enough to provide meaningful data for effective trade
policy making. Provincial departments and private sector representatives make
repeated requests for the increased participation of provinces in policymaking.




Thrust of trade
negotiations

domestic reforms.

The Government is engaged in several bilateral, regional and multilateral trade
negotiations that will have a direct bearing on the future trade and business
landscape. The impact of those agreements must be considered at the time of
development of trade strategies, as they can provide the necessary impetus for

Evidence-based
policy making

coordination.

Policy-makers need access to reliable data for evidence-based policy making.
The generation of data and statistics remain a key challenge across the
government, mainly because of a lack of research and analytical capacities in
government institutions (besides research centres) and a lack of inter-ministerial

Recommendations on how to tackle the above
issues and challenges can be found in the action
matrix. Yet it is important to highlight that most
issues can be addressed in the coming years
by generally integrating trade into national
development through the DTIS itself, leading to
NSEDP 7. Several sectoral studies could be carried
out in partnership with the Ministry of Planning

and Investment (MPI), each with a set of realistic
key performance indicators and strategic outcomes.
Monitoring progress towards better and stronger
inclusion of trade into NSEDP should fall under
the responsibility of the newly formed SWG, with
support being provided by AFT resources available
through the MoIC National Implementation Unit
(NIU).

Box 3: Mainstreaming trade in the national development framework: The experience of the

Maldives

1. The Maldives has used the Integrated Framework (IF) process to mainstream its trade agenda

into national development frameworks. The findings of the DTIS were incorporated first into the
country’s Seventh National Development Plan (NDP) for 2006-2010 and then into the Maldivian
Democratic Party (MDP) Alliance Manifesto. The NDP contained a chapter on trade, entitled
“Goal 2: Enhance trade, support businesses and build competitive industries”, which was one of
the twelve goals identified in the Plan. The Plan also incorporated the Maldives’ broader aid-for-
trade agenda in “Goal 3: Invest in strategic and state of the art infrastructure to enable ease of
movement, enhanced access to services and build competitive advantage’, elaborating strategies
for transport, civil aviation, telecommunications, information communication technology and
energy. Since April 2009, the implementation of the NDP has been suspended and replaced by
the MDP Alliance Manifesto as the Government’s development plan for 2008-2013. At present, an
Action Plan is being prepared to implement the commitments set out in the Manifesto.

2. The Government also used the IF to formulate the country’s first National Trade Policy in 2007.

With the stated objectives of promoting economic growth through export-oriented investment,
and of sharing the benefits of economic growth more evenly across society, the trade policy
focuses on eight broad areas: (i) improved trade-policy coordination; (ii) provision of a stable
and transparent policy environment through a strengthened legal and institutional framework;
(iii) promotion of export development by the removal of administrative bottlenecks in the import-
export regime; (iv) support for private enterprises by encouraging entrepreneurial development,
technology transfer and innovation; (v) promotion of fair competition; (vi) promotion of foreign
and domestic investment; (vii) enhancement of market access through regional and institutional
trade agreements; and (viii) institutional strengthening of the Ministry of Economic Development
MED. The policies and actions outlined in the trade policy have been translated into workable plans,
including the annual work plans of the MED. According to the authorities, the implementation
of the work plans has so far been hindered by budgetary constraints, and the actions proposed in
the work plans will have to be included in Aid for Trade, including funding available under the IF.

Source: WTO



6.2.4 National Integrated Framework
Governance Structure

As an LDC, Lao PDR has benefitted from the
Integrated Framework for Trade Related Technical
Assistance to LDC (IF) and continues to enjoy
support from the revamped EIE It is widely
recognized that Lao PDR has produced promising
results in the past five years. The EIF calls for
National Implementation Arrangements (NIA)
for effective trade mainstreaming into national
development strategies.

The Lao PDR National IF Governance Structure -
the National Integrated Framework Governance
Structure (NIFGS) - has been established to
strengthen MoIC inter-ministry coordination
and implementation of Trade Related Technical
Assistance, with the objective of ensuring overall
aid effectiveness in the area of Aid for Trade. As
such, the NIFGS is a key instrument to promote
trade sector development in adherence with the
Vientiane Declaration on Aid Effectiveness and
the Country Action Plan (VDCAP).

The NIFGS is composed of various organizations
with responsibilities at five different levels:

« Policy formulation level (National Steering
Committee for Economic Integration [NSCEI])

o Government Supervision and Coordination
Level (IF Secretariat, WTO Secretariat and
Trade Facilitation Secretariat)

« Joint Donor and government Supervision Level
(IF Trade Executive Committee [TEC])

o Administrative and coordination level (NIU)

o Technical Supervision and Implementation
Level (Government Sub-Executing Units
[GSEUs])).

6.2.5 Status and challenges

The challenges posed by the complex web
of secretariats, committees, task forces and
institutions make trade mainstreaming into the
NESDP difficult. Experience shows that trade
mainstreaming works best when appropriate
institutional frameworks exist, although there is
no ‘one-size-fits-all' solution. Solutions include
a proactive leadership - presumably by MolC,
management and monitoring systems, and
human and institutional capacities to make trade
mainstreaming sustainable, and not dependent on
strong leadership alone.

At the meso level, the challenge is for the NSCEI to
maintain broad stakeholder engagement in policy
making and to provide evidence of the strong
role played by trade in economic development
and poverty reduction. This could be particularly
challenging once Lao PDR accedes to the WTO
- a key focus area and rationale for the NSCEIL.
In parallel, clarity in the mandate of the NSCEI
and the newly upgraded Trade and Private Sector
Development Working Group (TPSDWG) should
be maintained, so as not to duplicate efforts.

Box 4: Paris Declaration Monitoring Survey 2011 - Lao PDR Country Report

“The Review of SWG mechanism conducted in 2010 found that improvements in communication across
line ministry departments and with MPI can ensure the gains made at sector level are fully reflected in
the NSEDP national planning process. The review also found that, with only a few exceptions, there is a
dramatic under-investment in the core capacity of ministries to manage the SWGs fruitfully.

Where ministries and DP (usually Co-Chairs) have invested in staff, technical assistance and logistical
financing for the SWG (as in Health and Education), the SWGs are seen by government and DP as
having achieved more. However, few appreciate the full scale of the investment of time and expertise
needed to build the trust for a productive partnership. Co-Chairs and other DB, as well as ministries, have
been urged to consider significantly increasing their investments in SWG Secretariat and ministry core
capacity, and to avoid linking it to projects which, by having a narrower scope, are not ideal vehicles to

support core strategic capacity.”



Finally, the role of the Lao Business Forum and
its inputs to trade policy formulation and trade
development strategies (and implementation)
should be reinforced. While institutions are in
place, there seems to be little understanding of the
mechanisms to channel relevant information from
the private sector to the SWG and DPs.

At the macro level, it is important that MolC
acquires the capacities and skills to maintain
coordination in trade policy formulation and
monitoring, and in servicing the numerous
trade-related secretariats and working groups
(in particular the TPSDWG). Accordingly,
better policy formulation mechanisms must be
developed, ensuring timely and quality inputs to
its annual and five-year action plans. This includes
consultation with LNCCI and other BMOs,
provincial levels and vulnerable groups.

While the above will target the enabling
environment, it will be important to improve MoIC
capacity, building on improvements in recent years
such as better private sector consultation and the
reorganisation of the foreign trade policy structure
in line with the country’s integration in regional
and multilateral fora.

Reforms could be considered in the following
areas:

o Review of structure, in particular for a better
alignment of the MoIC action plan (development
and monitoring) with that of the NSEDP as
coordinated by MPI. The role and structure of
the Foreign Trade Policy Department, in view of
the forthcoming accession to WTO, the AFTA
and AEC must also be reconsidered.

« Thorough institutional capacity assessment to
analyse capacity gaps, in particular aligning
capacity needs with capacity offers, and a major
overall of the IT system of the Ministry through
an ICT Masterplan (as opposed to supporting

micro development in specific areas that usually
end with donor-support and may be incompatible
among themselves).

Each capacity assessment exercise is customized
around the beneficiary organization’s needs and
results in an action plan validated by the capacity
assessment owner and key stakeholders. Expected
outputs include:

« Trade Capacity Assessment. A report that identi-
fies the capacity assets and needs of the benefi-
ciary organization. As and where appropriate,
the report will include a baseline to be used for
monitoring purposes by the Government and
development partners

« Trade Capacity Action Plan. Based on the findings
of the assessment, a capacity development action
plan with output/outcome indicators, timeline,
cost and resources, and roles and responsibilities
will be formulated. The action plan will identity
actions to be implemented both in the short and
medium terms.

At the micro level, the technical capacities of NIU
and GSEUs must be strengthened so as to improve
the quality of both the planning process and policy
implementation by the government. While AFT
resources can contribute to this, there should be
a broad recognition of the role those agencies play
in policy implementation and a due consideration
of AFT-funded activities as core to the mandate of
the agencies concerned, provided these are aligned
with national development priorities.

6.3 Government-development partner dialogue
for effective trade mainstreaming

The third and most sensitive pillar of effective
trade mainstreaming into national development
strategy is the quality of the dialogue between
the Government and the country’s development
partners. Development assistance can bring
fantastic leverage to accelerating trade sector

Table 16: Issues in trade-related institutional development and policymaking

Key issues/ category | Description

MoIC Leadership
role in trade policy
making

proactive step.

MolIC historically has been relatively weak in encouraging and facilitating
evidence-based analysis of trade policies. MoIC should promote stronger
emphasis on policy implementation and monitoring and evaluation for
increasing awareness and understanding of trade and its contribution to
development. MoIC ownership and drive of the DTIS process is a positive and




Adaptation of
structure to
changing priorities
and opportunities

The profound changes triggered by bilateral, regional and multilateral trade
agreements, combined with the successful AFT resource mobilizations will have
a strong impact on the trade-focused institutional mechanisms and institutions
themselves. The Government should develop a pro-active attitude towards
aligning institutional mechanisms and institutions to those changes. The role
of the NSCEI in anticipating the changes and how to respond to them will be
critical.

Institution
building for a
better regulatory
framework

The legal and regulatory framework is undergoing major structural changes
with the accession to international treaties, conventions and rules. Further legal
reforms are still necessary, but implementation of existing regulations will need
to be a key focus. Many institutions need to be developed and strengthened
before these changes can materialize

Bridges between
committees and
institutions, private
sector, vulnerable
groups, provincial
level

Trade policy formulation and implementation requires the broad-based
participation of stakeholders. The institutional mechanisms in place need to
use inputs from SMEs, CSO, BMOs and sub-national level (provincial) for
the process to be inclusive. There are strong requests across provinces for the
better integration of provincial needs into trade development plans, and for
better Public/Private Dialogue at provincial levels. This is line with the Busan
Partnership for Effective Development Co-Operation *

development and reducing poverty, provided it is
well-defined, appreciated and far-reaching. To that
effect, the Paris Declaration on Aid Effectiveness
and the Accra Agenda for Action (AAA) have
deeply modified the quality and scope of the in-
country dialogue.

By systematically integrating trade into its
country and sector analyses, strategies and
assistance programmes, the donor community
can dramatically improve and increase effective
trade mainstreaming and reform. Yet it must do so
in complete adherence with the aid effectiveness

principles, in respect of the country’s process
and in an inclusive way in order to generate the
expected impact on the country’s development.

6.4 Supporting development strategies using
Aid For Trade

6.4.1 What is Aid for Trade?

The AFT initiative was launched at the 6th WTO
Ministerial Conference in Hong Kong, China
PRC, in 2005. The development objectives at
the heart of the Doha Development Agenda and
AFT are closely connected”, and considered by

Table 17: Trade policymaking and development partners

Key issues/ category

Description

Effectiveness of
consultative process
on trade (RTM and
NIFGS)

Development partners can play an important role in ensuring and facilitating the
mainstreaming of trade into NSEDP. This should be done in accordance with the
VDCAP, and with respect for Lao PDR ownership and alignment of strategies
and programmes to government priorities. In exchange, the Government must
ensure that it has the capacity to formulate better policy and identify trade-
related needs to development partners.

Long-term shared
vision for trade

For development partners to align their assistance with government-owned
policies, both at national and sectoral levels, a shared medium- and long-term
vision is needed. This vision could materialize through better alignment of
programming on both sides and the development of expected outcomes and
key performance indicators as a result of the DTIS.

Advocacy,
communication,
outreach

Lao PDR has been successful in mobilizing more and better official development
assistance (ODA), in particular in the trade field. The Government needs to be
able to communicate its successes and its needs, both domestically and abroad.

44. http://www.aideffectiveness.org/busanhlf4/images/stories/hlf4/ OUTCOME_DOCUMENT_-_FINAL_EN.pdf.
45. H.E. Cham Prasidh, Senior Minister, Minister of Commerce at the occasion of the 7th WTO Ministerial Conference.



many the single-most important event in trade-
related development assistance. AFT aims to
strengthen the capacity of developing countries to
better participate in and benefit from the global
trade system by making trade a means to achieve
sustainable development and poverty reduction.
AFT flows include the six categories in Table 18
below.

Table 18: Aid for Trade categories

Guide to Conducting Aid for Trade Needs
Assessment Exercises.”” The Guide is designed to
help policy makers, trade officials and researchers
conduct needs assessment studies on trade and
human development under AFT.

Lao PDR has been an active participant in the EIF
since 2004, as described below. The 2006 Lao PDR
DTIS was the first key step towards participation

Category Description
Trade Policy and Support to building capacity to formulate trade policy, participate in negotiations
Regulations and implement agreements

Trade Development

Support services for business, promoting finance and investment, conducting
market analysis and e-commerce

Trade-related

Support the infrastructure - roads, ports, telecommunications, energy networks

Infrastructure - needed to link products to global markets

Building Productive | Support for strengthening economic sectors to increase export competitiveness
Capacity

Trade-related Helping with any transition costs resulting from liberalization

Adjustment

Other Trade-related | Other needs not covered by the other categories

Needs

Source: www.wto.org

Resource mobilization efforts have been
successful in past years although they still do not
meet commitments, with AFT flows reaching
approximately US$40 billion in 2009* - a 60 per
cent increase from the 2002-2005 baseline. It is
unclear however whether this is a product of the
categorization of AFT flows or whether trade-
related aid would have increased anyway, in line
with the general increase in ODA. Mainstreaming
trade is an essential condition for attracting AFT,
in particular in the current context of the global
financial crisis. Faced with this diagnosis and
the competition to access those resources, more
and more developing countries are prioritizing
trade in their development strategies and, in
response, donors are scaling up their support.
Several tools exist to help countries carry out AFT
needs assessments and better link resources to
development goals. One such tool is the UNDP

in the EIF: the DTIS identified specific sectors
with trade and poverty reduction potential, as well
as gaps and requirements for the development
of the sectors. The DTIS and its corresponding
action matrix were the basis for leveraging AFT
resources to support Lao PDR’s trade development
aspirations.

6.4.2 AFT in Lao PDR

The budget for the implementation of the NESDP
7, as prepared by the Ministry of Planning and
Investment, indicates that between 2011 and 2015,
26 to 28 per cent of resources will be provided
through ODA. The role of AFT in ensuring that
the trade-related objectives are met is therefore
critical.

Lao PDR has been able to mobilize a steady flow of
AFT resources over the past nine years, as shown
in the 2009 and OECD 2011 AFT country review.*

46. Report by the Director General, Ministerial Conference, Eighth Session, 2011.
47. UNDP (2009), Guide to Conducting Aid for Trade Needs Assessment Exercises, Geneva.
48. OECD (2009), Aid For Trade at a Glance 2009 and 2011 editions, Lao PDR Data Fact Sheet.



Table 19: Aid flows (constant 2009 US$000s)

Aid for Trade Commitments Disbursements

2002-05 average 2009 2009

Trade policy and 646 2,345 1,262

regulations

Economic 89,064 49,147 47,429

infrastructure

Building productive 70,341 35,631 57,275

capacity 4,402 12 137

Trade-related 0 0 0

adjustment

Total AFT 160,052 87,123 105,967

AFT per capita (US$) |28 13 17

Source: OECD

The thrust for implementing the Lao PDR trade
development agenda, through the VDCAP, has
been given by the NIU - a core feature of the
EIF NIA. The NIU is currently anchored in the
Planning and Cooperation department of the
MoIC as the lead AfT ministry.

At the policy level, the NSCEI provides the
framework for technical development of trade-
related strategies. Three sub-committees currently
report to the NSCEI, namely the Lao IF Secretariat,
the WTO Accession Secretariat and the Trade
Facilitation Secretariat.

Initially a project implementation unit (PIU) set
up for the needs of the EIF and the implementation
of the DTIS 2006 action matrix, the PIU was
transformed over the years into a National
Implementation Unit and has become de facto
the AfT coordination and supervision unit of the
Government. Starting with only one project, the
NIU has seen its role elevated over the years and
it currently supports several projects from several
development partners using diverse disbursement
modalities. The Trade Development Facility (TDF),
a multi donor trust fund financed by AusAID, the
European Community (EC) and later Germany,
and administered by the World Bank, has been
the driving force behind the recent successes and
achievements of the NIU, including its capacity
to operate as a Secretariat of different task forces
and committees and its ability to generate interest
and resources from development partners.
This role was also acknowledged fully by the
Government in 2009, when the NIU was elevated

and institutionalized as the MoIC ODA Division,
headed by a government official, and supported
by a team of officials, international adviser and
consultants.

At the time of writing, the NIU is divided
into four desks (administration, procurement,
finance, technical) and staffed by a mix of four
government officials, nine national consultants,
two international consultants and one adviser.
Its main function can be broken down into two
components: fiduciary (financial and procurement
management of Development Partner or Project
funds); and technical (administration, planning,
coordination and monitoring of project activities).

In addition to the pure project management
function, the NIU is supporting a number of AfT
and trade-related secretariats and committees:

1. Secretariat to the NSCEI and Lao IF Secretariat.

2. Lao PDR Trade Integration Strategy (DTIS):
leading and managing the DTIS update process,
its promotion, implementation and future
monitoring and evaluation.

3. TPSDWG: secretariat for the Trade and Private
Sector Development Sub-Group (TPSDSG) and
the recently upgraded full working group.

4. TEC: through the TPSDSG and the recently
established Trade Executive Committee as well
as through general planning and monitoring.

5. AFT Administration for future trade-related
technical assistance projects, such as TDF and
possibly TDF2, EIF Tier 2 projects.



An updated matrix of trade-related technical
assistance projects is maintained by the ODA
Division, MoIC.*  Some projects currently
supporting implementation of the first DTIS are
listed below (not including funds provided under
regional arrangements and modalities such as
ASEAN and GMS):

o The Trade Development Facility: A multi donor
trust fund financed by AusAID, the EC and
Germany, and administered by the World Bank
(US$7.6 Million, 2008-2013 executed by MOIC)
and recently expanded and extended (TDF2).

o The Enhanced Integrated Framework - Tier 1
(US$1.3 million: 2010-2013), enlarged in 2011 to
incorporate additional DTIS update funding.

o The SECO - UN Trade Cluster (with UNOPS as
Trust Fund Manager) (US$4.04 Million - 2010-
2013).

o GTZ: HRDME (Human Resource Development
for Market Economy) Project (EUR 14.1 m:
2004-2014).

o GIZ: Supporting Lao PDR integration into re-
gional markets Project (EUR 850,000). 02/2011
- 04/2013.

o Japanese Social Development Fund (JSDF)
project to support sustainable silk production in
Lao PDR - implemented in conjunction with the
TDF ($1.8m, 2011-2014).

« USAID-LUNA (LUNA)
(US$5.2m: 2011-2014).

Project: USAID

« EC-SME development programme in conjunction
with the ADB (EUR3m: 2007-2010). ADB has
committed another loan of US$10Million for the
second phase.

« ADB Small Holders Development Project (a
second phase of the project for the next 4 years
has been approved, US$5 million).

o ADB support to Special Economic Zone (SEZ)
Development (US$700,000, 2012-2013).

o ODOP (One District One Product) Project —
JICA (US$2 million: 2008 - 2011).

o The Lao Customs and Trade Facilitation Project
- World Bank (US$6 million over 4 years, 2008-
2012 executed by MoF).

o IFC: Lao Business Forum support (US$1.1m:
2005-2011).

« Poverty Reduction Support Operation (PRSO)
- led by World Bank (with additional support
from Australia, the EU, and Japan) — $20 million
annually plus additional bilateral support, 2005-
2011.

The NIU is playing a direct coordination role in the
projects marked in italics above. For those projects
and in particular for the five components under
the TDE technical agencies or GSEUs (usually
departments of line ministries) are in charge of
project implementation and the execution of
activities. As the number of projects channelled
through the NIU has grown, the number of GSEUs
has increased from four to six, with the possibility
of more being created in response to the effective
mobilization of new trade-related technical
assistance (TRTA) by the NIU.

Other development partners are invited to use
a similar approach and structure, in an effort to
harmonize assistance and reduce the administrative
and technical burden on implementing entities.

6.5 Challenges and recommendations

As highlighted above, the Government has
been successful in mobilizing more and better-
aligned aid for trade resources to support its trade
development agenda, in addition to its own limited
resources. The robust institutional mechanisms in
place, inherited from the IF Window II and the
first DTIS, can be used to support trade-related
strategies at the policy, supervision and technical
levels.

However, no structure and strategy can ever be
permanent, given the rapid change of the global
economic landscape: the uncertainty surrounding
the ability of developed countries to maintain their
ODA commitments amid economic instability;
the uncertain outcome of the Doha Development
Agenda; the nature of AfT flows; and the bilateral,
regional and multilateral trade agreements with
which Lao PDR is involved. It is necessary to revisit
the current institutional mechanisms for trade
mainstreaming into NSEDP and to better mobilise
resources for AfT. The DTIS update provides a
unique opportunity to do so.

During the interviews conducted in the
preparation of this chapter with key AfT and
NSCEI stakeholders, the following challenges
in AfT resource mobilization, coordination
implementation and were identified:

49. http://www.laosaft.org/documents/DonorMatrix_consolidatedMaster2010_updated30Nov10.xls



Table 20: Key challenges

Key issues / category

Description

Aid disbursement
rate

The heavy focus of the first DTIS on trade negotiations and the lack of clear
responsibility for implementation resulted in lower than expected volumes of
assistance being provided. In parallel, there is a widespread recognition among
trade stakeholders benefiting from AfT flows, and in particular GSEUs, that the
current disbursement modality leads to excessive delays in procurement and
implementation of project activities.

Top-down approach
to project proposal
development and
formulation

The current NIFGS, based on the DTIS 2006, has been perceived as more
supply-driven than government-owned. The structure resulted in programme
components with pre-defined projects, mirrored by the IF task forces, that
resulted in important areas being omitted from donor support. Consequently
line ministries had very little possibility of developing their own proposals
outside the core components. The DTIS update features many more proposals
formulated by line ministries and it will be important to follow this up in the
design of follow-on projects.

Alignment of NIFGS
with DTIS and AfT

Country-based formulations of trade-related needs and priorities need to better
match national budgets and donor responses. For this to happen, the task
forces and secretariat under the NIFGS need to be streamlined and some of
them merged with other secretariats, to reflect new priorities emerging from
the DTIS Update. There should be a clear relationship between the revamped
TPSDWG and the newly created TEC.

Sustainability of
NIU and GSEU

The focus of the NIFGS structure has been to decentralize implementation as
much as possible. GSEUs are meant to take the lead in project implementation
and supervision as those are the technical departments with the expertise in
Lao PDR. The NIU has encouraged direct engagement between the GSEUs.
However, the NIU is perceived by line ministries as primarily serving the
needs of the MoIC rather than those of the trade community. Its institutional
anchoring, previously as part of the FTPD, headed by a Division Director has
limited the credibility and profile of the NIU as an AfT coordination unit. Its
role is perceived as limited to handling operations (procurement, recruitment,
finance) on behalf of donors. There is a continued need to strengthen the
technical and substantive capacity of the NIU through additional allocation of
government officials and increased technical training.

In parallel, the limited absorption capacity and a rapid increase in the GSEU
workload might have a negative impact on the quality of outcomes and the entire
process of aid coordination. Their capacity to manage projects and consultants’
inputs are still limited, their AfT-related functions not being considered core to
their mandate.

Different systems for
TRTA management

While there is agreement on the need to increase government ownership of
TRTA and of the country’s trade development agenda, there is also resistance
from donors and elements of the Government on moving to dmore holistic
sector development approaches. Awareness needs to be raised of the different
aid disbursement modalities and the corresponding degree of integration in the
country systems.

‘Us and them’
syndrome to AfT

There is a still a widespread belief among trade stakeholders that the DTIS
and NIFGS are donor-driven, or that they are temporary tools linked to donor
support. This is reinforced by the difficulties of coordinating donor assistance,

as there are many ongoing and pipeline projects assisting the implementation
of the DTIS.




The role of the Donor Facilitator, as a dialogue moderator between the
Government and Development Partners needs to be reinforced through more
regular consultations in and outside the TPSDWG.

Communication and
advocacy gaps

Achievements and trade sector development efforts are often unknown or
not communicated to domestic stakeholders and the population in general.
A DTIS Implementation Communication Strategy could help in developing
a robust communication action plan, using different media and messages for
different targets. This could also apply to non-traditional development partners
and to provincial authorities and SMEs.




7.1 Introduction

High and sustainable economic growth is a key
aim of the NSEDP 7 and is critical for achieving
the MDG and poverty reduction targets of Lao
PDR. Empirically, there is a strong correlation
between GDP growth and poverty reduction.
The world average shows that for every 1 per cent
in GDP growth there has been a 1-1.5 per cent
decrease in poverty. However, in the case of Lao
PDR this correlation is estimated to be 0.7 per
cent; significantly below international averages.
Hence, the relationship between GDP and
poverty reduction needs further investigation and
strengthening.®

Furthermore, trade has been shown to be a key
engine of economic growth, particularly in smaller
economies such as that of Lao PDR. Indeed,
evidence shows thatitis very difficult for economies
to grow at a significant pace without a large
expansion in trade. Hence, trade is increasingly
taking a central role in Lao PDR’s development
strategy. 'This should be further enhanced, as
studies show that countries incorporating trade
as a key part of their development strategy have
grown at a faster rate than those that do not.”

However, the impact of growth on poverty
reduction and sustainable development more
broadly, can vary significantly (as indicated in the
opening paragraph) and it is critically important to
design trade (and growth) policiesand programmes
to maximise the positive links between trade and
sustainable development. Hence, this DTIS focuses
on the need to further mainstream and develop
trade as a means to ensure sustainable growth,
thus maximising the socioeconomic impacts (such
as poverty reduction and gender equality) and
environmental sustainability. A key theme that has
emerged is the need to enhance the diversification
of exports into sectors with high social impacts
in order to ensure that trade has the maximum
impact on improving the livelihoods of the poor.
Specific measures are noted throughout the DTIS
to boost the direct impacts of Aid for Trade
interventions on the poor and disadvantaged, and
to take environmental considerations into account.

Many factors related to poverty, gender and the
environment have been considered and included
in the analysis and recommendations throughout
the DTIS. For instance, the NES sectoral
action plans utilise Markets for the Poor (M4P)
methodology, which maximises direct and scalable
impacts on marginalised groups, such as the poor
and women, and many chapters have dedicated
sections considering social and environmental
impacts and considerations relevant to the specific
sector or area. This chapter synthesises some of the
key aspects to consider in incorporating poverty,
gender and environmental considerations into
trade policy in Lao PDR.

7.2 Trade and poverty considerations

Although the link between trade and economic
growth has been shown to be clear and positive,
increased trade can have both positive and negative
effects on the overall povertyincidence in a country.
Thus, policies need to ensure that positive gains are
maximised and that negative effects are mitigated
as far as possible. It is useful to outline some of the
key transition mechanisms through which trade
can have an influence on poverty levels.

These links are usually considered through three
main channels - the Enterprise, Distribution and
Government channels such as identified in Winters
(2000),>2 and McCulloch et al. (2001).

The Enterprise Channel: Trade has direct impacts
on employment, wages and profits. Employment
and wages in inefficient import competing
industries could fall, but employment and wages
in export growth industries are likely to rise.
Over the last decade Lao PDR has benefited
from asymmetric preferential access into markets
such as ASEAN and the European Union (EU).
However, in the coming years, and particularly
with the implementation of the ASEAN Economic
Community (AEC) the full costs of reciprocal
import liberalisation are yet to be felt. In general,
the negative impact on goods production is likely
to be limited as there are relatively few domestic
industries competing with imported products.

50. Fenton, Nina et al. (2010), “Lao PDR Development Report 2010: Natural Resource Management for Sustainable Development”, the World Bank.
51. Higgins, K. & Prowse, S. (2010), Trade, growth and poverty: making Aid for Trade work for inclusive growth and poverty reduction. ODI
Working Paper 313, London, UK.

52. Winters, L.A. (2000), Trade, Trade Policy and Poverty: What are the Links. CEPR Discussion Paper No. 2382, London.



Figure 11: Impact Channels of Trade

Changes in Trade
Enterprise Distribution Government
profits, wages and prices of goods and taxes and transfers
employment services
Households

Source: Adapted from Winters (2000) and McCulloch et al. (2001).

However, industries with significant employment
that could be negatively affected include steel,
cement, beverages and agricultural products.
On the other hand, exporting industries such as
commercial agriculture and garments stand to
benefit from employment gains through increased
trade opportunities. Various service sectors, such
as distribution and tourism could also be positively
or negatively affected. In analysing the impact
on each sector, it is important to ascertain the
share of disadvantaged groups (such as the poor
and women) likely to be affected in trade-related
employment gains or loses.

Distribution Channel: Trade influences the price
of goods and services. Overall, increased trade
openness should lead to reduced prices. This is
potentially beneficial for consumers who effectively
have more spending power. However, it is also
important to ascertain the extent to which the
prices of products consumed, particularly by the
poor, are likely to be affected. On the reverse side
there may also be a negative impact on producers
(for example, reduced prices of farm commodities).
Increased openness can also lead to increased price
variability, which may also have negative impacts
on the poor both from a production (lack of
storage facilities, increased incentives to diversify
production to reduce risks) and consumption
perspective (the poor often purchase in small
quantities and are more vulnerable when prices
are high).

Government Channel: Trade can also affect
the poor through changes in taxes and transfers.
For instance, reductions in tariff rates may lead
to reduced income for the Government, with
consequent impacts on social or infrastructure
spending. Tariff reductions do not always reduce
revenue, however, as demand for products may
increase and incentives for smuggling are reduced.
Given that Lao PDR is implementing a free trade
agreement with its major trading partners in
ASEAN and ASEAN+1 it is likely that there will
be a reduction in tarift revenue (although there
could also be increased VAT and excise revenues).
Ongoing work using the Tariff Reform Impact
Simulation Tool (TRIST)>* simulation model
will yield more concrete indications on the likely
change in revenue, but preliminary results suggest
that direct tariff revenues could fall by as much as 40
per cent if Lao PDR abolishes tariffs on all imports
from ASEAN member states in 2015.>* Between
2006 and 2009 customs duties averaged around
14 per cent of total tax revenue. The Government
also obtains additional revenue through trade
when royalties, dividends and taxes on exported
natural resources and VAT and excise duties from
increased volumes of trade are included.

Cutting across the above three channels are
household-related factors that impact on the ability
of people to react to the changes brought about by
trade liberalisation, including levels of education
and access to capital. Of particular note is the

53. Tariff Reform Impact Simulation Tool, The World Bank, International Trade Department.
54. World Bank (2012), Estimating the impact of ASEAN liberalization commitments, draft working paper.



extent to which gender considerations should be
taken into account, as the impact of trade through
the various channels varies across the different
categories of the population. Of particular concern
are the effects on vulnerable groups such as the
poor and women. Gender aspects are considered
further below, and are mainstreamed in the social
impact sections of various chapters of the DTIS.
Likewise, environmental impacts are likely to
impact most severely on the poor, such as through
changing weather patterns and loss of access to
forests and non-timber forest products (NTFPs).
NTFPs form an important contribution to the
income and welfare of the rural poor in Lao PDR.

Higgens and Prowse (2010) highlight other
aspects that need to be taken into account when
considering the impact of trade policy on poverty.
These include:

o The types of goods and services traded — some
products and sectors may have more spillover
effects than others. The chapter 10 indicates the
relatively small links to the wider economy of
the resource-based economy, and makes the case
that diversification of the economy is necessary
for higher socio-economic gains.

« The political economy context — promoting ‘in-
clusive growth’ by ensuring opportunities for
the poor to be involved and for smaller firms to
grow. Again, this is a key theme of analysis in the
DTIS, including a focus on small- and medium-
sized enterprises (SME) promotion policies and
M4P sectoral analysis. In addition, the public
provision of safety nets alongside trade reform is
necessary (such as guarantees of increased social
expenditure from government hydropower rev-
enues).

« Investment and general business climate — trade
reforms need to be complemented by an environ-
ment in which businesses can grow. In addition,
women tend to be predominant in the informal
sector where they face further constraints. An
efficient business environment will encourage
a greater level of formal business participation.
The migration of the poor into the formal econo-
my also needs to be considered. The DTIS places
significant emphasis on improving the business
environment in Lao PDR.

« Macroeconomic stability - Another central fea-

Figure 12: Gini coefficients, 2008

Country Coeflicient
Lao PDR 34.1
Vietnam 34.4
Cambodia 41.7
Thailand 42

China 46.9

ture of NSEDP 7 is macroeconomic stability,
which promotes greater investment. In addi-
tion, inflation impacts upon the poor dispropor-
tionately and should be managed carefully. The
chapter 4 shows that Lao PDR generally has a
stable macroeconomic environment that should
help lay the base for pro-poor growth strategies.

« Inequality- high levels of inequality are likely to
skew the benefits of trade towards those with
greater resources. Kyophilavong et al (2010)>
indicate that trade liberalisation through likely
WTO commitments will lead to a net welfare
gain, but the rural poor will be most likely be
negatively affected. Inequality will be another
indicator that will be important to monitor
alongside economic growth. It appears as
though income inequality has been increasing
over the last two decades, with a rise in the Gini
coefficient from 30.5 in 1992/3 to 32.6 in 2002/3.
The latest estimate for this coeflicient, from 2008,
is 34.1.

7.2.1 Lao PDR poverty profile and policies

While Lao PDR currently has a substantial poverty
incidence of 28 per cent (2008), there has been
substantial progress in reducing this level, from 46
per cent in 1992. This represents a faster reduction
than in Cambodia and the Philippines but slower
than in Vietnam, China and Indonesia.

The proportion of the population living under
the national poverty standard varies among the
provinces: the highest being Huaphanh at 74.6 per
cent and the lowest being Vientiane at 12.2 per cent
(1997-98).5¢ Policies in Lao PDR tend to focus on
the poorest areas (such as mountainous and rural
areas) where the highest proportion of poverty is
found. This is important from a trade perspective
as these communities are unlikely to benefit as
quickly as households in more accessible areas.
However, it should also be noted that although the

55. Phouphet Kyophilavong, Shinya Takamatsu, and Jong-Hwan Ko. 2010. The Impact of Laos’ Accession to the World Trade
Organization. Paper presented at the Thirteenth Annual Conference on Global Economic Analysis 15th April 2010.
56. Fenton, Nina et al. (2010), “Lao PDR Development Report 2010: Natural Resource Management for Sustainable Development”,

World Bank.



Figure 13: Percentage of the population living
in poverty
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proportion of poor may be lower, in absolute terms
the largest number of poor are found in lowland
(including urban and peri-urban) areas of Lao
PDR.

Furthermore, Lao PDR fares relatively poorly on
the Human Development Index, mainly due to the
following inequalities: only 68 per cent of children
attend primary school (and this figure is lower for
girls); the infant mortality rate has risen in five
provinces between 1995 and 2005; the incidence
of child malnutrition is up to 50 per cent in some
areas; and only 35 per cent of the population
have access to potable drinking water, and this
figure is as low as 10 to 20 per cent in the north.
Unemployment is estimated to be as high as 12 to
15 per cent in rural areas, and higher for women,
the landless, smaller farmers and ethnic groups.”

However, more can still be done, despite the last
decade’s impressive 7 per cent GDP growth. As
mentioned earlier, the ratio of growth to poverty
reduction remains at 0.7 per cent — well below the
global average. This may partially be attributed
to this growth being driven by hydropower
and mining, which are highly capital-intensive
industries. The majority of Lao PDR’s poor live in
rural areas (where 80 per cent of the population
lives), and most depend on agriculture. Even
though the number of people who rely on
agriculture is declining (currently estimated at 75
per cent), this proportion is declining at a slower
rate than agriculture’s contribution to GDP, which
fell from 51.3 per cent in the early 1990s to an
estimated 30.2 per cent in 2010. The distribution
of resources, infrastructure, social services and
job opportunities strongly favours urban areas.
Widespread food insecurity, coupled with high
levels of acute and chronic malnutrition, impedes

57. National Human Development Report, 2009 the United Nations.
58. National Human Development Report, 2009, the United Nations.

social, human and economic development and
contributes significantly to poverty. Food insecurity
is defined by inadequate availability, access,
utilization and stability. Shortfalls in these areas are
commonplace and are most pronounced amongst
farming households in rural areas. Consequently,
increasing numbers of young people are moving
from rural to urban areas, leading to high rates of
urbanization and the creation of an urban poor.
The urban growth rate of 4.6 per cent in Lao PDR
is the second highest in Southeast Asia, next to
5.5 per cent in Cambodia. Both international and
internal migration is increasing through major
construction works and improved road networks
connecting Lao PDR to neighbouring countries.
Although the rates of urban poverty are still lower
than in rural areas the proportion of the poor in
urban areas is rising.”®

7.2.2 Poverty reduction strategies

Poverty reduction is an essential element of
government policy and features as a core focus
of the NSEDP 7 (2011-2015),”® which lays out the
Governments programme for poverty reduction.
The core ambition is to decrease the percentage
of the population living below the poverty line to
less than 19 per cent by the end of the planning
period. The main thrusts of this programme
are through rural development and growth in
agriculture. In rural development, the important
strategies include: extending electricity to 80 per
cent of the rural population; allocating more land
to farmers; expanding disbursements under the
poverty development funds; stimulating more
private sector investment in agriculture; and
linking agricultural production with processing
and service enterprises. In agricultural growth, the
key strategies include: expanding food production;
increasing the forest cover from 40 to 65 per
cent; improving yields, productivity and quality;
modernizing agriculture and forestry with better
technologies through 500 extension centres;
increasing irrigated land to 300,000 hectares in
the dry season and 500,000 in the wet season;
focusing on commercial production; and using
tax incentives, trade facilitation and the upgrading
of physical markets and logistics to increase
the access of agricultural produce to markets.
Increased availability and quality of education and
health services will also play an important role in
sustaining poverty reduction.

59. Ministry of Planning and Investment, “Draft 7 of the National Socio-Economic Development Plan (2011-2015)”, (2010), Vientiane.



7.2.3 Linking trade to poverty reduction:
Making Markets work for the Poor ¢

A common criticism of trade projects and
programmes is that it is often difficult to see the
direct link with impacts, and particularly impacts
on poverty reduction. The M4P approach places
greater emphasis on the use of public funds to
help the poor to develop sustainable business
relationships that add long-term and competitive
value to production, removing the need for
continued inputs from donors or the Government.

Figure 14: The M4P approach
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The delivery of this value-adding change to the
poor’s production often comes from a market
actor that also shares in the benefit of this change.
For example, it may be imagined that the textile
weaving sector, with its 70,000 female weavers
scattered throughout the country, needs good
design as a critical element to product development
and income growth. The ‘direct support’ approach
would involve establishing a public design centre
that caters to the textile sector. This would require
continuous public subsidies and the outreach
would most likely be small, of poor quality and last
for only a few years. The M4P® approach, on the
other hand, would start by examining the market
for design. Design is well recognized by all small
producers, no matter how remote, as a critical
elementinestablishingthesalespriceofafashionable
product. With this assessed value of ‘design, the
promoter would then look for the market actors
that may have a long-term commercial interest in
supplying designs and design services. It would
then work with these market actors to explore
how design could reach large numbers of textile

producers in a commercially sustainable way. One
potential solution could involve stimulating private
investment in a design school in one of the existing
private vocational schools in Vientiane (the market
actor). Both long- and short-term courses could be
offered on a commercial basis to that portion of
the 70,000 small weavers who wish to respond to
the growing US$40 million per annum domestic
market and US$8 million export market for woven
products made from silk and cotton.

How would interventions like this be funded? In
the above-mentioned example the main resource
elements are ‘guidance’ and ‘seed money. In the
context of the DTIS and the Action Matrix, an
Export Competitiveness Challenge Grant is being
proposed to fulfil this function. The core rationale
of a challenge or matching grant fund is that a
public entity can effectively influence private sector
growth patterns so that they are simultaneously
responsive to a set of public objectives, such as
‘growth with equity. By targeting public funds
at areas where there are obvious market failures,
the intention is to stimulate and accelerate private
sector competitiveness while also achieving
greater spillovers that benefit the wider public.
This challenge grant instrument would be used
to optimize the link between trade and poverty
alleviation.

7.2.4 Poverty reduction recommendations

For trade to reduce poverty, the poor will need to
be better integrated into the production process in
a sustainable and competitive way. For the poor to
participate, it is essential that sectors that afford
opportunities for this integration are chosen. While
acknowledging that capital-intensive industries
like hydropower and mining will continue to play
a strong role in economic growth, from a poverty
reduction point of view the focus of government
policy can be to facilitate a shift to those sectors
in which: a) long-term and competitive growth
potential exists; b) a lower income quintile of the
population is engaged; and c) where there is scope
for market development interventions. These
sectors include textile weaving, garments, tourism
and several agro-related production value chains
(see chapters 11 to 14).

If the target in these sectors is enhanced
competitiveness and this competitiveness is

60. The term “making arkets work for the poor” has emerged in the last 5-7 years as the preferred approach to private sector development

for most of the donor agencies involved in the funding of enterprise development projects. The approach aims at achieving significant and
measurable impact on large numbers of enterprises with the realization of sustainability through systemic change.

61. A good example of this is the Handicraft Design Centre established in Vientiane with funds from the Chamber of Commerce from Koblenz
in Germany in 1997. When the funding for this project ran out the Design Centre shut down.



derived mainly from productivity improvements at
the primary production levels, two developments
might be expected: an increase in the income of
primary producers (for example, farmers, garment
workers and weavers), and an increase in the
number of low income people participating in the
growth of these sectors.

In addition, investments in hydropower and
mining should be required by MPI to adhere to
good practice, including the Extractive Industries
Transparency Initiative (EITI). Similarly, MPI
should require agribusiness investors producing
commodities for export to develop business plans
consistent with the Principles for Responsible
Agricultural Investment that Respects Rights,
Livelihoods, and Resources. This code of conduct
was formulated by a consortium of international
organizations comprised of the FAO, the
International Fund for Agricultural Development
(IFAD), the United Nations Conference on Trade
and Development (UNCTAD), and the World
Bank Group to guide agricultural investments. It
provides a framework for agribusiness enterprises
to consider when planning their export-oriented
investments in agricultural land, water, grassland
and forested areas in developing and emerging
countries.

It will also be important to conduct more in-
depth studies on the various channels of impact
of trade on poverty (for example, distribution),
to continue to promote economic and export
diversification, and to promoting ‘inclusive growth’
through a supportive SME environment and M4P
considerations in programme and project design.

7.3 Gender and trade®?

Gender considerations are a critically important
factor of trade policy and need to be carefully
considered in policy and project interventions.
Gender considerations and policies are often
closely linked to those for the inclusion of
marginalized groups in general, and many of
the recommendations emanating from this
section will also be relevant to poverty reduction
considerations.

To date, limited research on gender- and trade-
related impacts has been conducted in Lao PDR.

However, international research®® in the area

shows that:

« If the ratio of female to male workers in India were
increased by 10 per cent, the Gross Domestic
Product (GDP) would rise by 8 per cent.

o In sub-Saharan Africa agricultural productivity
could increase by up to 20 per cent if women’s
access to resources such as land, seed and
fertilizer were equal to that of men.

The Lao Government has made important
commitments to gender equality in both its
national socio-economic development planning
and a number of international agreements. This
commitment is evidenced by well-established
systems for womens representation and gender
mainstreaming in Lao PDR government structures
(see Box 4).

The  2011-15  National  Socio-Economic
Development Plan (NSEDP), further highlights
the emphasis on gender, as outlined below:

Gender and development: The plan will aim
to strengthen womens status in the domestic
sphere, education, health and the labour market.
Effort will be made to upgrade their professional
and technical knowledge for them to be able
to participate in national development. The
government will strive to eliminate all forms
of discrimination and violence against women
and promote opportunities for their inclusive
participation in social and economic fields.
Quantitative targets have been set for womens
training and placement at different levels.*

However, the discussion on how trade impacts on
gender and vulnerable groups in the NSEDP 7 is not
explicit. The NSEDP provides general directions
and measures on women’s advancement, especially
from the promotion of gender roles and equality
in society (and in ethnic groups). The Plan also
indicates women’s empowerment and participation
in the national development process by creating
favourable conditions for women to advance
their professional and technical knowledge, and
encouraging women to be employed in various
services and to be involved in art and handicraft
industries. Most recommendations are oriented to
‘gender sensitized’ approaches to project design,

62. This section has been adapted for the DTIS 2012 from the TDF and World Bank’s Gender Action Plan-funded research Fontana, Marzia.
2012. Lao PDR. Mapping the gender dimensions of trade: A preliminary exposition. The World Bank.
63. DAC guiding principles for aid effectiveness, gender equality and women’s empowerment. Endorsed by the DAC Senior Level Meeting,

December 2008.

64. Ministry of Planning and Investment (2010), “Draft 7 National Socio-Economic Development Plan 2011-15 Abridged version, Vientiane.



monitoring and implementation.®

However, gender has been increasingly
mainstreamed in the industry and commerce
sectors during the last few years, through a number
of case studies prepared by the Government in
collaboration with the interested development
partners, such as a 2009 survey Promoting
Women’s Entrepreneurship Development and
Gender Equality. The Ministry of Industry and
Commerce (MoIC) has also developed its own
Strategy for Womens Advancement in Industry
and Commerce 2011-2015. The Strategy focuses
on improving both business managerial skills as
well as general educational background of women
working in general manufacturing and service
sectors.

Women, however, continue to face a number of
disadvantages, which tend to be reinforced by
other factors such as ethnicity and location. Lao
PDR has one of the highest maternal mortality
rates in the world and the gender gap in schooling
remains high, especially among non-Lao speaking
girls and boys from remote rural areas. In the
economy, women tend to be heavily concentrated
in agriculture and few other sectors while men
are more evenly distributed across sectors and

occupations. The gender division of labour is
even more evident in the distribution of unpaid
housework.

These twin policy goals of trade-driven economic
growth and gender equality cannot be viewed in
isolation: trade matters for gender and gender
matters for trade. As the structure of the Lao
economy changes following trade liberalization,
so too will the opportunities available to women.
This process will inevitably continue as the effects
of the current natural resources boom resonate
throughout the economy. Similarly, women’s
economic empowerment has been strongly affected
by regional economic integration, with the growth
of labour-intensive manufacturing industries and
increased cross-border investment and trade. It is
highly likely that this process will continue as the
trade regime is further liberalized.

Tradealwayshasdistributional impacts: the benefits
and the risks of trade are experienced differently
by different groups, with some gaining more than
others. The effects of trade on a particular individual
or group will depend on their position and role in
the economy. Because gender is a key determinant
of men and women’s access to economic resources,
itis also an important determinant of trade-related

Box 5: Women’s representation and gender mainstreaming in Lao PDR institutions

There are well-established systems for women’s representation and gender mainstreaming in Lao
PDR within the Party, the Government and the National Assembly. These platforms can be effectively
used to support the promotion of a sound gender-equitable trade agenda.

The Lao Women's Union (LWU) is a central mass organization of the Lao People’s Revolutionary
Party mandated to represent the interests of women from all ethnic groups. The LWU has extensive
networks at all levels of the State’s administrative structure and thus serves as an important bridge
between the Party — the Government - and the People for disseminating information on gender
issues and mobilizing women’s participation in development and trade integration activities.

The Gender Development Group (GDG) is one of the most prominent non-governmental
associations active in the area of gender and development. It operates as a network of international
non-governmental organizations and Lao organizations promoting the exchange of experience in
gender-related initiatives in communities within the country. It also provides training, including
supporting the Government’s gender mainstreaming efforts, for example by working closely with the
Ministry of Agriculture and Forestry on their gender strategy.

The Lao National Committee for the Advancement of Women (NCAW) is chaired by the Deputy Prime
Minister and is responsible for formulating and implementing national policy for the advancement
of women as well as mainstreaming gender in all sectors. Sub-Committees for the Advancement of
Women (Sub-CAW) have been established throughout the country at central and provincial levels,
creating a broad network of gender focal points within public administration.

65. ADB (2011), “Trade Mainstreaming, Country Review”.



distributional impacts.®® Trade reforms can either
enhance gender-equalizing trends or exacerbate
existing gender gaps, depending on the way they
are designed and implemented.

Gender inequities may also act as a constraint to
trade expansion. Any factor that limits individuals
(and households, firms and communities) from
responding to economic opportunities will
constrain the economy’s ability to develop to its full
potential. The different roles and responsibilities of
men and women in the economy mean that those
constraints may not necessarily be the same, and
as such it is important to consider gender issues
when seeking to maximise the benefits from
trade. In addition, gender disparities - in access to
education, land, finance and other assets - are a
significant constraint to the country’s capacity to
benefit from trade expansion. Gender inequality

may limit the gains from trade, for example
through its negative impact on the process of
innovation in export-oriented manufacturing, or
by undermining supply responses in agriculture.
A gender wage gap and other inequities may also
depress women’s productivity, acting as a drawback
to growth (UNCTAD 2008).5”

To map the relationships between gender and trade
requires looking at the economy of a country as a
gendered structure. Box 6 shows in more detail
how men and women typically have unequal roles
in an economy as producers, workers, traders,
household managers, taxpayers and consumers
of public services. To tease out the relationships
between gender and trade requires that the
researcher, where possible, interrogates how these
varying roles in an economy interact with policies
aimed at promoting exports.

Box 6: The economy as a gendered structure: unequal roles played by women in an economy
Women as producers and workers

Women tend to be clustered in fewer jobs and occupations than men. Although, of course, there is
variation across regions and countries, data reveals in most cases that women tend to be concentrated
in fewer sectors (for example, food production in agriculture, textiles and garments, and domestic
and other social services) than men, who tend to be more evenly distributed across a larger range of
occupations and productive activities.

Women are also more likely than men to be found in precarious forms of work. A recent ILO
report on women’s employment trends (ILO 2010)%® shows that, in all regions of the world, women
constitute a larger share of contributing family workers. This gender difference is particularly marked
in South Asia where unpaid family work accounts for 51 per cent of women’s employment compared
with 14 per cent of men’s. In Southeast Asia the corresponding figures are 35 per cent for women and
10 per cent for men. A ‘contributing family worker’ is in the most vulnerable form of employment, as
her status implies no independent access to income.

Women face many demands on their time related to their domestic responsibilities. Importantly,
viewing the economy through a gender lens involves counting not only productive but also
reproductive activities. Activities such as food preparation, water and fuel collection, housework
and child care contribute to the productivity of the labour force and maintain the daily wellbeing of
the population. Responsibility for these activities falls disproportionately on women’s shoulders. The
burden of unpaid work is particularly heavy for rural women in remote areas, mostly because of poor
physical infrastructure. This is likely to undermine the capacity of these women to contribute to paid
productive activities and increases the probability that they will be involved in informal, low-return
forms of employment. Information on the time spent providing unpaid services for the nurture of
family and neighbours can be gleaned from Time Use Surveys, which are carried out in a growing
number of developing countries.

Women face greater disadvantages than men in responding to new economic incentives not only
because they are more time-constrained but also because their access to productive resources

66. Other important factors affecting people’s exposure to economic benefits and risks are location, ethno-linguistic affiliation, poverty
levels, etc. These often intersect with each other and with gender. This paper focuses on the gender dimensions of trade, but refers to other
dimensions when possible.

67. UNCTAD (2008), Mainstreaming Gender into Trade and Development Strategies in Africa, United Nations, New York.

68. ILO (2010), Women in Labor markets: Measuring Progress and identifying challenges, ILO, Geneva.



is restricted. A large body of empirical evidence from many different countries shows that female
farmers are just as efficient as their male counterparts but they have less land and use fewer inputs,
so they produce less (FAO 2010).” With regard to credit, because women tend to receive only very
small loans, they often remain trapped in low-value activities, which may help them in meeting
their practical needs but do not contribute towards widening their opportunities. With regard to
education, women and girls’ limited access to skills, including in cutting-edge technical fields, limits
their upward mobility for employment opportunities related to trade.

Women as traders

Female traders tend to have weak bargaining power. Women in many countries have to deal with
cultural bias related to what are considered ‘appropriate’ modes of transport (many women travel
on foot and carry head loads, and their control over simple transportation advances such as draft
animals, bicycles and carts is limited). Their time constraints prevent them from travelling regularly
and the markets that offer the best prices and fairer conditions are often far away. Furthermore, they
often face harassment by market or trade officials. As a result, they tend to be paid too little for what
they sell and pay too much for what they buy.

Women as household managers

Time and resources within households are not distributed equally between women and men, girls
and boys. Women are not only producers, workers and traders, but also play an important economic
role as household managers and purchasers of food and other goods for their families. Any economic
shock resulting in changes in the relative price of necessities is therefore likely to have a different
impact on female and male household members.

Women as taxpayers and users of public services

Because of their different economic roles and responsibilities, women and men are also likely to
be affected differently by fiscal reforms. A change in income tax, for instance, would impact more
directly on men as they usually earn more and own more wealth. A VAT on basic consumption goods
may impact more directly on women due to their responsibility as primary household caregivers.

7.3.1 Gender characteristics of the Lao
economy: sector overview

This section presents a broad-brush picture of
the gender structure of the Lao economy through
some basic statistics on the different economic
sectors. Aggregate sectoral statistics can offer an
immediate and effective snapshot of the gendered
structure of production and trade of Lao PDR and
hence constitute a useful starting point for more
in-depth analyses. The information presented here
offers an initial indication of those sectors in Lao
PDR that may have potential for export expansion,
and that could benefit women.

Agriculture is the main source of employment in
Lao PDR, particularly for womenTable 21 shows

that while agriculture employs a very large share of
the Lao labour force (78 per cent of the total female
labour force and 76 per cent of the total male
labour force, respectively), it represents only about
34 per cent of GDP, suggesting low productivity
levels in this sector. The proportion of women in
agriculture is slightly larger than the proportion
of men and the only sector in the economy with
a higher female intensity is manufacturing. More
disaggregated data at the sub-sectoral level show,
however, that women working in manufacturing
are clustered in the garment sector, while other
manufacturing is dominated by men.

69. FAO (2010b), The State of Food and Agriculture: Women in Agriculture, closing the gender gap for development, FAO, Rome.



Table 21: Gender patterns of employment by sector

Sector GDP Male labour Female labour Female
(%) (%) (%) intensity*
Agriculture 34.4 76.0 78.0 50.4
Mining 11.5 0.4 0.2 35.7
Electricity, Water 7.5 0.2 0.0 16.9
and Construction
Manufacturing 8.2 6.2 52.9
Services 38.5 17.9 15.5 46.2
Total 100.0 100.0 100.0 -

* Percentage of the labour force in the specific sector that is female

Source: LECS 4 for labour data, World Bank for GDP data

Copper and electricity constitute about 45 per cent
of total exports (and are predicted to grow further)
but their contribution to the overall labour force
is limited. Table 22 links data on key exports with
information on the gender composition of the
labour force. Power and mining are both capital-
intensive sectors and their contribution to the
overall labour force, for both male and female
workers, is minimal (making up 0.6 per cent
and 0.2 per cent of their respective work-forces).
Low levels of female employment are found also

Table 22: Gender patterns of trade

in wood production, which constitutes about 18
per cent of total exports. The female intensity of
the labour force in these sectors is low, but their
limited direct employment potential would suggest
that a more balanced gender employment in these
sectors would have a small overall impact on the
equality of employment in the wider economy.
Of potentially more significance in gender terms
is how the additional revenues generated from
investment in the mining and power sectors is
utilized.

Key Export % of total Export intensity Female Intensity = % of total female
exports labour
Copper (a) 37 90 Low -
Wood and wood 18 82 Low -
products (a)

Garments (b) 14 100 Very High 2
Electricity (a) 8 66 Low -
Coffee and tea(c) 2 89 Medium High 78

Rice, maize and other 2 4 Medium High
grains(c)
Vegetables and fruit (c) 1 14 Medium High
Total 81 - - -

Sources: (a) Estimated output (World Bank); (b) Estimated output (Association of Lao Garments Industries); (c) FAO statistics;

(d) WITS, World Bank



The garment sector is the most export-oriented
sector in the economy (100 per cent production is
exported) and it is also the most female intensive,
so its further expansion would have gender-
equalizing effects. However, as can be seen from
Table 22, the garment sector employs only about
2 per cent of the total female labour force, so the
gender impact of its growth is likely to be positive
but modest, at least in the short term.

The high proportion of workers involved in the
agricultural sector means that to generate wider
benefits, trade-related interventions ought to give
attention to improving women’s productivity and
equitable access to opportunities in agriculture.
Table 22 shows that most agricultural goods are at
present produced for domestic consumption. For
example, only 14 per cent of vegetable and fruit
production is exported and their current overall
contribution to total exports is also low. Tables
21 and 22 show that women’s participation in this
kind of production is quite high, in both relative
and absolute terms.

This type of analysis considers the existing sector
structure of the Lao economy, but a more open
trade policy would be expected to lead to a shift
in the sector composition of the economy and
exports. As such, this type of analysis is usefully
complemented by a more detailed analysis of trade
competitiveness, which may point to possible
changing dynamics in overall export composition.

In the short-term, a number of policy interventions
would make it easier for women to access export
markets, including:

o Strengthening women’s groups and support
for women’s inclusion and influence in farmer
associations and trade unions can be effective
measures for facilitating women’s access to
markets.

o The Government and partners could look at
ways of better tailoring extension services to
female farmers’ needs, for example by: adopting
participatory methods; focusing on tasks in
which female farmers specialize; increasing the
number of female agents; and using illustrated
instructions rather than written material, which
is easier for people with weak reading skills to
understand.

« Promoting communication technologies such
as mobile phones can play an important role in

supporting disadvantaged producers and users
of goods and services in market negotiations
without the intervention of powerful
intermediaries. Women are likely to benefit
more from ICT services because of their lower
literacy and mobility.

In the medium term, the Government, both as
an investor and by mobilizing private sector and
development partner , can make infrastructural
investments:

o Better provision of transport networks and
physical infrastructure, including electricity and
water as well as women-friendly ICT innovations,
are key to ensuring that goods and service
providers reach markets in a timely manner, and
have the additional benefit of reducing the heavy
housework burden that limits many women’s
involvement in income-generating activities.

« Customs automation can significantly contribute
to overcoming the difficulties women tend to
experience in border procedures and save more
of their time.

The private sector also has a vital role in addressing
constraints that limit expansion of trade:

o In rapidly expanding access to services such as
education and heath.

In agriculture, the financial sector has a clear
role to play in facilitating access to financial
services to address the constraints that farmers
face in accessing the credit often necessary for
modernization of farming methods.

« Companies may also be able to leverage some
of their advantages by finding innovative
approaches to better tailor extension services to
female farmers’ needs.

In the manufacturing sector, the private sector
would be best placed to advise on current skills
gaps. Companies could take a more active role in
advising on curricula for formal education and
vocational training.

« The private sector, the Government and existing
labour organizations could work in tandem to
put plans in place to improve working conditions
and the representation of workers in the garments
sector.

« The existing work by the Department of Trade
Promotion and Product Development to support



the technical training of silk farmers in rural
areas and strengthen links with lead weaving
firms could serve as a useful model for the private
sector, as a means of ensuring better access to
locally-sourced raw materials for handicraft
production.

Gender-trade mapping has also highlighted that
mining and hydropower constitute a significant
and growing proportion of exports and GDP,
bringing a number of potential risks and benefits
that will depend upon the complementary policies
and benefit sharing mechanisms put in place. The
capital-intensive nature of these sectors means that
opportunities for direct employment for men and
women will be limited. There is also a risk that
without prudent fiscal policies in place, growth in
these sectors could negatively impact upon non-
natural resource sectors through ‘Dutch disease’
effects.

However, increased trade flows in these sectors also
bring significant revenues both to the Government
and the private sector. The impact of increased
trade flows on gender equality will therefore
largely depend upon how increased resources
are managed and how the benefits of increased
revenues are shared.

On the government side:

o Fiscal policy will be key to mitigating the
potential negative macroeconomic effects of
natural resource extraction.

o With the support of Development Partners,
the Government should seek to drive forward
its agenda to strengthen public financial
management (PFM) systems to ensure that
additional resources are aligned to the goals of
NSEDP 7. Some of the increased revenues could
be channeled into investing in infrastructure
improvements aimed at addressing constraints
in the non-natural resources sectors.

For the private sector:

o Prospective mining and hydro companies should
work with the Government to ensure all new
natural resource projects meet the standards set
out in the Water Resources and Environment
Administration (WREA) Decree on Environment
and Social Impact Assessment.

« Womens involvement should be sought at
every stage of projects supporting alternative
income-generating activities, from design to
implementation.

« Benefit-sharing mechanisms such as ancillary
employment services, preferential rates, services
and access, community development funds and
public private partnerships offer women affected
by resource-based projects opportunities for new
livelihood flows.

There is a clear need for the Government to work
on the development of more reliable evidence and
more in-depth studies of gender in specific sectors.
In particular, efforts should focus on:

« Conducting gender-focused value chain studies
of particular products and sectors, in order to:
examine with precision where women and men
are in the various segments of the chain; identify
ways to overcome power imbalances that may
characterize relations between them; and give
full visibility to those areas of women’s work
often overlooked in development interventions.
The rice milling and silk projects currently being
implemented in some parts of Lao PDR could
constitute a good model for similar analyses and
interventions in other sectors and regions.

« Collecting gender-disaggregated statistics at a
highly disaggregatedlevel, in a timely mannerand
at regular intervals (without an understanding
of trends and changes over time, an accurate
assessment of gender-differentiated impacts is
impossible).

« Collecting more information on rural sectors
in particular, focusing more specifically on
how different family members allocate time
and resources to various crops and other
sources of livelihoods, and on their status and
bargaining power within the family farm. The
2011 Agricultural Census by the Ministry of
Agriculture and Forestry is an important step
in this direction. This effort could be further
strengthened by promoting more regular
monitoring of key gender-disaggregated
indicators on an annual basis.

The following table from Fontana (2012) highlights
the specific gender-related constraints faced in Lao
PDR.



TRADE AND PRIVATE SECTOR DEVELOPMENT

Table 23: Addressing constraints to trade expansion

Cross-cutting

. . . . Implementation
Sector Constraint Potential complementary interventions P
requirements
Access to inputs | Financial inclusion programmes to increase | Requires long-term
and credit access to finance programme
Participatory extension services usin .
. patory . 5 Largely policy-based
Access to illustrated instructions
extension Infrastructure improvements in transport | Investment in
services networks and electricity, which can ease infrastructure
Agriculture access to extension required
Institutional strengthening of women’s
roups and support for women’s inclusion .
Access to group PP , . Largely policy based
] ] and influence in farmers’ associations and
information on .
trade unions
markets — — -
Facilitate access to communication Policy and
technologies infrastructure
Strengthened public-private partnerships
Labour to increase skills and productivity, and
Garment attraction and | interventions to improve management, Largely policy-based
retention working conditions and representation of
workers
Support and technical training of silk
. Lack of raw farmers in rural areas; facilitatin .
Handicraft . . : & Policy-based
materials sustainable partnerships between them and
lead weaving firms
Better design of curricula so as to be
Manufacturing | Technical skills | more relevant to the technical knowledge | Policy-based
required in key export-oriented sectors
Support to firms to undertake on-the-job .
PP! J Policy-based
training for female employees
Difficulties The introduction of modern, electronic Requires
experienced at | customs clearance systems infrastructure
the border. investment

Incentives for teachers to work and remain
in rural schools

Policy-based
but may require

Basic skills and ls)lgmﬁcant
: udgetary resources
literacy — - - -
Building new schools and improving Requires
physical access to them infrastructure
investment
Limited Improvements to road network Requires
transport infrastructure
networks investment
Providing the poorest households with
interest-free loan for electricity grid Policy-based
Electricity connections
provision Investment in electricity transmission Requires
network infrastructure

investment




7.4 Trade and the environment

Environmental considerations are important in
sustainable trade, and are often closely linked
to poverty and gender considerations. The
accelerated pace of development in Lao PDR
and increase in trade has socio-economic and
environmental impacts, both positive and negative.
To date (and for the foreseeable future) Lao PDR’s
path to development has been firmly rooted
in developing its abundant natural resources,
including water, minerals, wetlands, forests and
biodiversity, which has a significant environmental
impact. These issues have received increasing
domestic attention (for example, from the National
Assembly) with concerns being raised over the
long-term sustainability of the current resource-
dependent development path. This is seen not only
in terms of the limitations of socio-economic links
and benefits, but also in terms of environmental
impact, including increased deforestation for
timber, and concessions for mining, hydropower
and agricultural production.”

The United Nations Environment Programme
(UNEC) and International Institute for
Sustainable Development (IISD) handbook on
Environment and Trade (2005) notes that trade
and the environment are intrinsically linked, as
all economic activity is based on the environment.
The environment provides the inputs (for example,
minerals and soil), energy and waste disposal
for economic activity. The report notes that the
links between trade and the environment are
multiple, complex and important, and that the net
result will depend on the supporting economic
and environmental policies at national and
international level. Furthermore, current global
developments are linking international regulations
on trade law (for example, through the WTO) and
environmental law (for example, through various
multilateral environmental agreements, national
and sub-national regulations).

7.4.1 Lao PDR Environmental policy

The Political Report to the 9th Party Congress
stresses that sustainable development is dependent
on environmental protection, which ensures
equitable economic and social development. A
resilient environment, therefore, is necessary for
transformation to an industrialized and modern
nation. To this end, the Government will pursue
the following policies and policy implementation
measures:

70. RTEA (2007).
71. NB. different from conservation.

« The Government will focus development projects
in several priority areas, including the preserva-
tion71 of natural resources and the environment,
and allocating land for settlement and livelihood
linked to creating permanent jobs to bring an
end to slash and burn cultivation.

« The Government will implement programmes
to save raw materials and energy, and reduce
pollution, and promote new and innovative
technologies that are environmentally friendly
and that contribute to human security and
sustainable development.

« To achieve industrialization and modernization,
the Government will continue to give priority
to increasing the production of agricultural and
forestry products for processing, and developing
energy for industrial development, including
hydropower, while protecting forests and water
resources and developing alternative energy,
such as thermal energy, biogas and solar power.

 The mining industry will be developed in a
focused and thorough manner, to create the
foundation for future national growth.

« The Government will participate in regional and
international forums to respond to global warm-
ing and climate change consistent with national
interests, and those of other developing nations,
and all mankind.

« Increase efforts and capacity to research and de-
velop: market-oriented mechanisms; sustainable
development; creation of a harmonious society;
impacts of globalization; and international inte-
gration of the country.

NSEDP 7 offers measures for rural development,
poverty eradication and environmental protection
to achieve sustainable development, namely:

o Allocate land and forest to landless farmers, cre-
ating permanent settlements, and invest in pri-
ority programmes for poverty reduction at the
village cluster (kumban) level.

« Eradicate poverty at the grassroots level through
participatory planning while building the capac-
ity of staff at the district and provincial levels.

 Develop labour markets by creating networks
that reach the poor to improve rural livelihood
opportunities.

« Raise awareness at all levels through participa-



tion in water and environmental management;
classify and allocate land for socio-economic
development; update weather forecasting pro-
cedures; and invest in projects that address key
environmental problems in a timely manner.

Measures are also presented on coordination
between sectors relating to cross-cutting issues,
including the environment, specifically:

« For more effective water resource and environ-
mental administration, central and local authori-
ties responsible for natural resources manage-
ment and exploration will coordinate, with the
objective of reducing environmental degradation
and pollution.

Several priority programmes and projects in
different sectors that may impact on poverty
and environmental conditions are proposed by
NSEDP 7. The Plan also proposes mega-projects”
in 21 different trade, investment and commercial
development categories. Projects in the 19
sectors listed below will have minor, moderate,
or significant implications for the physical
environment.

Although extractive industries are required to take
into consideration the conservation of resources

programme for developing industrial and
commercial regulations for foreign trade, including
safeguard measures consistent with regional and
international regulations, including the trading
of selected chemicals, hazardous products,
prohibited wildlife and endangered plant species
and products.

The Ministry of Agriculture and Forestry (MAF)
Agricultural Development Strategy to 2020 has
two long-term development objectives, one of
which is related to conserving the environment:
Upland ecosystems are conserved to ensure food
security and to improve livelihood opportunities
for rural communities.

The MAF strategyalso proposes theimplementation
of ‘smart agriculture’ when investing in irrigation,
rural market access roads, and other high-
cost rural infrastructure. The smart agriculture
approach links agribusiness investments to a set
of social and ecological conditions to ensure that
such investments benefit not only the investors,
but also Lao society and rural smallholders.
This concept is linked to the ‘triple bottom line
investment’ proposed in Chapter 12, which also
includes minimizing impacts on the environment.

4, Health infrastructure

5. Airports
6. Mekong bridges
7. Urban development

8. Tourist site development

1. Railways 9. Inland waterways and bank
erosion protection

2. Roads

3. Highways 10. Building construction

11. Education infrastructure

12. Electricity transmission lines
13. Mining development

14. Hydropower development
15. Manufacturing

16. Irrigation construction

17. Industrial factories
18. Irrigated agricultural
development

19. Telecommunication and
information technology

and protection of the environment, capacity for
enforcement and official commitment remains
weak. The 7th Plan proposes: building 10 additional
large dams by 2015, seven of which are expected to
produce about 3,436 MW of electricity; initiating
the construction of 10 more projects producing
about 5,015 MW; and processing mining and
mineral products into finished or semi-finished
products.

The MoIC Action Plan for NSEDP 7 has a

The Agricultural Development Strategy to 2020
has four goals related to promoting sustainable
agricultural development. Goals three and four
relate to environmental conservation, specifically:

o Goal 3: Sustainable production patterns,
including the stabilization of shifting cultivation
and climate change adaptation measures, are
adapted to the specific socio-economic and agro-
ecological conditions in each region. To this
end, MAF will work with key stakeholders in

72. Definition: A mega-project is the project or group of projects with a direct cost of at least US$50 million.



the agriculture and natural resources sector
to develop fiscal policy measures that provide
incentives for smallholder upland farmers
to adopt carbon-neutral farming practices
and further reduce deforestation and upland
degradation. Capitalizing on lessons learned
from other successful projects, the fiscal policy
measures will emphasize benefit-sharing and
payment for environmental services, with
farmers acting as eco-stewards. Climate change
adaptation measures will be based on a sub-
basin agro-ecological analysis that takes into
consideration socio-economic conditions and
the environmental services being provided by
the landscape and natural resources managed
by farmers in each location.

Goal 4: Sustainable forest management will
preserve biodiversity and will lead to significant
quantitative and qualitative improvements of
the national forest cover, providing valuable
environmental  services and fair  benefits
to rural communities as well as public and
private forest and processing enterprises. MAF
emphasizes that forests are key to eco-system
management. Other measures will include:
improved effectiveness of law enforcement;
reduced illegal logging; stringent prevention
of land encroachment; increased rehabilitation
and reforestation; and innovative initiatives for
watershed management.

A principal target of the MAF Strategy is to
restore forest cover to 65 per cent of the total
land area through the implementation of co-
management of biodiversity and watersheds
for conservation and protection. Note that the
Agricultural Development Strategy does not
regard the cultivation of industrial trees as
contributing to increased forest cover.

MAF expects to increase inspections of the
technical parameters of agricultural land
concessions including applying the principles
of participatory land use planning and contract
farming. MAF will evaluate the socio-agro
and environmental implications of land-based
investments. In addition, MAF will ensure that
advanced technologies, improved seeds and
breeds, and exotic and alien species imported by
investors are compatible with the local conditions
and do not pose threats to indigenous species, local
environments or communities.

The Strategy of the Ministry of Natural Resources
and the Environment (MoNRE) for 2011-2015
emphasizesstrengtheningtheagency’sown capacity
and monitoring the environmental management
plans of various development projects. Until 2015,
MoNRE expects to minimize the impact on the
natural environment of development projects,
while improving and protecting forest resources.
Consistent with NSEDP 7, forest cover will be 65
per cent by 2015, and 65 per cent of the country’s
mineral resources will be retained and protected.

MoNRE proposes rehabilitating environmental
losses and integrating the administration of
water resources using a river basin management
approach, specifically for the Mekong River and its
tributaries. MoNRE also will ensure environmental
protection in urban and rural communities and
preserve an abundant supply of land, water and air.
However, no targets are provided.

Other than mentioning the monitoring of
environmental management plans of ‘development
projects, the MoNRE Strategy to 2015 does not
mention any potential environmental impact from
trade. However, ‘development projects’ are likely to
include investments in hydropower, mining, and
perhaps agricultural land concessions.

The Government has enacted a wide array of
legislation, regulations and action plans for
environmental conservation and protection,
including in other sectors such as health. The
Environmental Protection Law of 1999, supported
by its Implementing Decree of 2002, is the principal
environmental legislation. It includes measures for
the protection, mitigation and restoration of the
environment, and guidelines for environmental
management and monitoring. This Law outlines
protocols for conducting environmental impact
assessments (Article 8); greening production
processes (Article 9) and construction projects
(Article 10); protecting natural resources (Articles
11), legislation, regulations, and action plans for
environmental conservation and preventing and
mitigating natural disasters (Articles 17-19).

The Prime Minister’s Decree on Health Impact
Policy was enacted in 2007 to safeguard public
health. National Environmental Health Action
Plans are being drafted to provide multi-sectoral
collaboration and cooperation on environment
and health programmes.



The Forestry Law was amended in 2007 to
strengthen sustainable management of forests,
and the Wildlife Law also was enacted to provide
a stronger legal framework for biodiversity
conservation. However, implementation and
enforcement of these laws are weak and targets
go unrealized. The lack of quantitative targets on
the environment has made effective monitoring

difficult.
7.4.2 Trade and Environment links in Lao PDR

The Organization for Economic Cooperation and
Development (OECD)”* defines the links between
environment and trade in terms of product effects,
scale effects, structural effects, direct effects and
then legal and broader policy links.

« Product effects are related specifically to the type
of products being traded and can be positive, such
as through importation of ‘greener’ production
technologies or less polluting goods, or negative,
such as the risks associated with of transporting
hazardous materials over longer distances.
There is often a technology-linked aspect in this
effect. Hence, Lao PDR’s trade and investment
policy and process should continue to promote
the transfer to new, and in particular, cleaner
production technologies.

« Scale effects can also be beneficial through
increased wealth or efficiency gains from
economies of scale, or they can refer to the sheer
increase in volume of production and associated
emissions. This will be particularly important
to high growth sectors in Lao PDR, such as in
relation to the impact of mining and expanded
hydropower operations (the environmental links
are covered in the relevant chapters).

o Structural effects where trade causes the
country to produce more goods in which it has
a comparative advantage, and fewer goods in
which it does not. The net effect will depend on
whether the sectors of comparative advantage
(such as hydropower and mining) have more
or less impact on the environment. Trade with
a country that demands green goods can also
lead to structural changes, such as providing
incentives for organic production.

« Direct effects relate to the environmental costs
of the act of trading, such as pollution from
transport, or the import of pests and diseases.
This links to the importance of establishing an

73. OECD. The Environmental Effects of Trade, Paris: 1994.

effective sanitary and phytosanitary (SPS) regime,
including pest risk analysis and surveillance
(covered further under section 8.8).

Furthermore, there are numerous regulatory and
policy effects at both the national and international
level. ~ Nationally, these include subsidies,
environmental labeling, intellectual property
rights, agriculture, investment and government
procurement, and national-level environmental
standards. Internationally, it is important to
consider the interaction of the multilateral
system of trade with the multilateral regimes for
environmental management.

A number of these are pertinent to the current
situation and trading environment in Lao PDR,
for example:

o Processes and production methods (PPM),
where the effect of the production method on
the environment or safety or other features of
the final product are considered. Markets may
require products to be produced in a manner that
reduces environmental impact. This impacts on,
for example, Lao PDR’s potential wood exports,
for which the EU has recently required proof
of sustainable sourcing. Methods to promote
cleaner and more efficient production processes
should constantly be sought and considered,
particularly in investment applications.

» Environmental standards and competitiveness
are standards required either by markets related to
safety and related concerns, or global regulations
to stop a ‘race to the bottom’ in environmental
standards. Much of this is covered under section
8.8 on SPS and section 8.10 on technical barriers
to trade (TBT), which refer to the WTO SPS
and TBT agreements. However, the majority
of requirements in this area now come from
purchasing firms and not governments, such
as compliance with good agricultural practice
(GAP), hazard analysis and critical control
points (HACCP) and International Organization
for Standardization (ISO) requirements. Often
these are also related to social standards. The
proposed Matching Grants facility would be one
means of assisting domestic firms to comply with
the myriad of export market requirements in
environmental and social areas.

+ Eco-labeling and environmental management
(EM) certification programmes, provide a



mechanism to overcome various process and
production methods (PPMs) and for Lao PDR
have been shown to be a means of focusing on
niche products and markets. Eco-labels are
generally voluntary and can be administered
by various organizations. These would apply
to specific products that could then be sold,
for example, as ‘organic, ‘Fairtrade, ‘Rainforest
Alliance, or ‘Utz certified. The importance of
these labels is underscored by the ITC launching
a ‘Standards Map' that tracks and provides
information on these various schemes. It is
recommended that Lao PDR continue to promote
and facilitate the uptake of these schemes.
Given the relatively small production base of
Lao PDR it would be possible to build a ‘brand’
for Lao PDR as a source of environmental and
socially sustainable products. Environmental
Management certification refers to the overall
handling of environmental issues by a firm and
is not necessarily product-related, and includes
programmes such as ISO 14001.”* Today, there
is an increasing crossover between eco-labelling
and EM programmes, particularly at the sector
level. For example, the Forest Stewardship
Council (FSC) standard for sustainably
harvested forestry products, which has led to a
number of large buyers only sourcing from FSC-
certified suppliers. Lao PDR has an opportunity
to move to the forefront of this initiative and
establish the country as a source of sustainable
wood. However, the cost of compliance with
these schemes can often be particularly high
in a developing country context. Furthermore
there may be scale economies that would reduce
the average cost to domestic producers. Hence,
this is also envisaged as an area in which broad
policy and interventions could have broad-
based impact. The Government needs to
encourage and facilitate this process through
strong commitment to this policy, a broad
programme of support and partnerships with
the supply chain arms of private firms and non-
governmental organizations involved in this area.
The beginning of this process can be seen in the
focus on organics in the Agriculture Strategy and
on ecotourism in the Tourism strategy.

WTO and Multilateral Environmental Agree-
ments (MEAs). Environmental aspects of trade
are regulated both through the WTO and at least
20 different trade-related multilateral environ-

mental agreements (MEAs). Lao PDR is a party
to the main MEAs, including: the Convention on
Biological Diversity (and the Cartagena Protocol
on Biosafety); the Convention on International
Trade in Endangered Species of Wild Fauna and
Flora (CITES); the United Nations Framework
Convention on Climate Change (and the Kyoto
Protocol); the UN Convention to Combat Deser-
tification; the United Nations Convention on the
Law of the Sea; the Montreal Protocol on Sub-
stances that Deplete the Ozone Layer; the Basel
Convention on the Transboundary Movement of
Hazardous Wastes; the Stockholm Convention
on Persistent Organic Pollutants (POPs); and the
International Plant Protection Convention.

o Intellectual property rights (IPRs), IPRs can take

various forms including Patents, Copyrights,
Geographical indications, Trademarks, Industrial
designs, Integrated circuits, Undisclosed
information, and Classified information of
commercial value. IPRs are covered under the
Trade Policy section where global interaction
is governed by the WTO Agreement on Trade-
Related Aspects of Intellectual Property Rights
(TRIPS). However, of particular interest to this
chapter is the general concept that IPR security
can increase the flow of technology, leading to
more environmentally friendly processing and
products and the potential benefit of securing
geographical indications and patents. Given Lao
PDR’s focus on niche markets and products and
rich biodiversity, there are unique opportunities
for registering products of Geographical
Origin, such as Boloven Coffee, and securing
the rights to traditional knowledge and inputs
in Non-Timber Forest Products (NTFPs) such
as herbal/pharmaceutical remedies. The rules
of engagement in this area are regulated by the
Convention on Biological Diversity (CBD),
which seeks to ensure that the home country
benefits from the commercial exploitation of this
knowledge or product. Benefit sharing should
also be part of domestic intellectual property
rights law.

Green Goods. In an age of increasing climate
change and environmental awareness Lao’s
unique biodiversity and ecosystems are
incredibly valuable both to Lao PDR and the
wider world. However, the current pricing of
this value is not truly reflected partly due to low
public awareness. Hence, Lao PDR needs to play

74. 18O 14001 implementation is primarily about identifying organizations aspects that affect the invironment, evaluating its level of impact
in the environment and making planned efforts to continually reduce the level of impact.



an active role at the forefront of opportunities
to promote of environmentally related goods.
This will include taking maximum advantage
of carbon trading and similar initiatives,
and participating effectively in international
discussions. A good start has been made by
the United Nations Collaborative Programme
on Reducing Emissions from Deforestation and
Forest Degradation in Developing Countries
(REDD) initiative in Lao PDR.

o Sectoral policies and impacts. Sectors have
different impacts on the environment. A
Rapid Trade and Environment Assessment
(RTEA) on Lao PDR was published in 2007
by the International Institute or Sustainable
Development (IISD) and the World Conservation
Union (IUCN). The study provides analysis and
recommendations on the key export sectors in
Lao PDR, many of which are directly included
in this section and mainstreamed into National
Export Strategy Action Plans.

7.4.3 Policy and Regulatory Challenges
Institutional Challenges in Lao PDR

Although natural resources and environment-
related issues have recently been raised to the
ministerial level with the establishment of MONRE
in2011, which replacesless authoritative offices and
agencies, policy implementation is likely to remain
weak in the medium term. Despite the existence
of environmental policy and a well-intentioned
regulatory framework, environmental regulators
lackmanpower, budgets, knowledge,leadership and
commitment to monitor compliance and enforce
legislation that would protect food security and
livelihood systems. Environmental administration
is ineffective, unable either to produce or maintain
comprehensive natural resources data or to
exercise full power over foreign and domestic
investment across national and provincial
authorities. Significant improvements are required
in the control of investment. Environmental
administration and regulation are inadequate
to ensure sustainable agricultural development
and food security in the face of the multi-faceted
demands and powerful agro-economic influence
of investment and trade generated by the ‘big
push’ from policy, and the ‘big pull’ of expanding
markets.”

Furthermore, the RTEA (2007)7 study notes that

75. Fullbrook (2009), p. 6.

the implementation of the MEAs will provide
an institutional framework to better enable
trade liberalization in relevant areas to support
environmental conservation and protection.
For example, within the context of the Basel
Convention and CITES, Lao PDR prohibits the
import and export of certain goods, including
hazardous waste and endangered wildlife and
plant species. Nevertheless, implementation is
an issue of concern. For example, following Lao
PDR’s accession to CITES in 2004, the wildlife
trade-monitoring network reported that the
wildlife trade has become less visible, but local
and regional demand has continued to flourish
unabated (TRAFFIC, 2004). Improved access to
remote areas has facilitated the commercialization
of the trade in wildlife, primarily for traditional
medicine. As wildlife populations decline, the
value of wildlife products increases and the lure
of lucrative profits make it even more difficult to
curb illegal trade along long and porous borders.
Moreover, a significant source of this trade comes
from in or around National Protected Areas (Than,
2006; ICEM, 2003).

The capacity of various institutions to implement
and enforce environmental regulations and
environmental action plans is weak. In addition,
awareness of environmental issues is often poor
among the public, including importantly, the
correlation between environmental protection and

public health.
Strategic policy recommendations

A number of general recommendations, many of
which emerged from the RTEA study, show how
environmental impacts of trade and investment
liberalization could be addressed, including:

« Continue to raise awareness of the links between
trade and environment in diverse constituencies
from local to national level.

« Enhance policy coordination and coherence on
trade and the environment among the relevant
government policymakers by assessing gaps
in institutional capacities and strengthening
institutional ability to meet changing priorities
in Lao PDR.

» Recognize that economic growth based solely
on natural resources is not a panacea for
development. The extent to which the natural
resource base is sustainably managed will

76. Rapid Trade and Environment Assessment (RTEA). National Report for Lao PDR. September 24, 2007. IISD & IUCN.



determine longer-term growth potential.

« Enable an inclusive domestic trade policy-mak-
ing framework and explore options for incorpo-
rating more environmental concerns into this
process, such as the inclusion of MoNRE in trade
decision bodies.

Joint research projects on trade, production and
environmental issues should be undertaken, with
the Agricultural and Forestry Policy Research
centre APRC collaborating with the MoIC Eco-
nomic Research Institute for Trade (ERIT), and
MoNRE’s Environmental Research Institute.

Strengthen the role of the private sector in ad-
dressing environmental challenges in key sectors
and facilitate a domestic environment that at-
tracts responsible business and encourages inter-
national best practice.

Ensure the appropriate institutional and regula-
tory frameworks are solidly in place and enforced
in each sector. Enact and ensure compliance with
regulations and policies for environmental man-
agement in order to provide an environmentally
optimal enabling framework for trade liberaliza-
tion to take place.

Undertake strategic impact assessment of new
policies, regulations, investments and projects in
all sectors and raise awareness among stakehold-
ers of the environmental and social impacts and
possible mitigation measures.

Strengthen regional cooperation to address the
environmental impacts of economic integration.
Of particular importance is managing the grow-
ing demand for natural resources in the Greater
Mekong Subregion in pace with the development
of infrastructure to facilitate the freer movement
of goods, services and investment.

Enhance monitoring and assessment of the en-
vironmental impacts of trade liberalization in
order to ensure that investment and economic
development priorities do not cause undue or
avoidable social and environmental damage.

Continue to collect data on the current state of
the environment, trade flows and potential envi-
ronmental impacts to aid in the policy-making
and environmental management process.

7.4.4 Sectoral Environmental Concerns

77. Ibid.

Specific environmental analysis of Lao PDR’s pre-
dominant sectors has been included in the overall
sectoral assessment chapters of the DTIS. How-
ever, some summary recommendations, primarily
sourced from the RTEA”” are repeated here:

o As broadly mentioned in NSEDP 7, Lao PDR
needs to continue to carefully consider prior-
itization and sequencing in the development of
concessions and natural resources. Furthermore,
with regard to natural resources and their social
and environmental effects, it is important to ‘do
the right projects’ and then ‘do projects right’

« Given the rapid pace of legislative reform in re-
cent years, there is a growing gap between de jure
and de facto policy and legislation. This is most
acutely relevant in the natural resource sectors
such as forestry, where there is an increasingly
strong and international standard regulatory
framework for timber trade, but poor implemen-
tation. There needs to be an increased emphasis
on attaining NSEDP goals through more focused
implementation and enforcement of regulations.

« Improve environmental governance at the same
pace as current trends in foreign direct invest-
ment in the mining, hydropower and construc-
tion materials sectors, by encouraging companies
to commit to a high standard of socio-environ-
mental performance and ensuring clear invest-
ment laws and coordination mechanisms related
to environment impact assessments.

« Encourage value-addition in the wood and pro-
cessed wood sector to stimulate processing in-
dustries and obtain greater economic returns
while ensuring sustainable resource use, includ-
ing the promotion of forest certification and
chain-of-custody verification.

« To enhance sustainability in the tourism sector,
strengthen the Lao National Tourism Adminis-
tration’s ability to engage with the private sector
and investment decision-makers to encourage
the development of successful ecotourism mod-
els.

« Promote quality assurance in the organic agricul-
tural products sector by strengthening systems
that fully take into account environmental and
social considerations to help ‘green’ exports meet
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international standards.

o The Government should implement the National
Export Strategy for the silk handicraft sector and
work with the Lao Handicraft Association and
the Lao National Chamber of Commerce and
Industry to promote value-addition and foster
diversification of the sector.

« Develop and enforce laws and regulations related
to the forestry sector as a whole, and especially to
NTEPs, such as medicinal plants and spices.

« Draft a national biofuels policy that clearly
outlines environmental and social policies and
is integrated with, and included in, a national
energy production and management plan.

7.5 Conclusions and recommendations

Whilst Lao PDR has made significant progress in
poverty reduction, gender representation in the
workforce and among business owners is strong
in some areas, and environmental concerns are
being addressed, more can be done to alleviate
poverty, raise the economic role of women and

address environmental issues. The increasing role
of natural resources in the economy has potentially
serious consequences, not just from a purely
economic point of view (principally via ‘Dutch
disease’), but because it threatens to despoil the
environment and physically limit the possibility
for trade development to translate into meaningful
improvements in the livelihoods of the Lao
population. With these realities in mind, a number
of recommendations in the areas of trade, poverty
reduction and environmental sustainability have
been made in this chapter, and mainstreamed
elsewhere throughout the DTIS. Several of the
recommendations address all three objectives. As
in the rest of the DTIS the focus is on achieving a
number of achievable, strategic goals that do not
require persistent long-term government or donor
intervention.







The landlocked nature of Lao PDR affects its ability
to participate effectively in the world economy,
placing significant pressure on the quality of
its trade and logistics environment. Scope for
improvements to trade and logistics is considerable,
and any initiative that will reduce the costs of
international trade operations will significantly
contribute towards a boost in trade performance,
enhance national competitiveness and increase the
country’s reputation as a destination for foreign
investment. Lao PDR has made a considerable
commitment to becoming ‘land-linked” rather
than landlocked. Although more can be done,
highlights include: an ambitious Trade Facilitation
Strategy; the inauguration of a National Trade
Facilitation Secretariat; extensive investment
into trade and customs; and improvements to
the transport and logistics infrastructure. This
chapter provides an overview of the current trade
logistics environment and Lao PDR’s commitment
to reform, and highlights areas with scope for
improvement in trade facilitation, sanitary and
phytosanitary standards (SPS) and technical
barriers to trade (TBT).

Although significant trade liberalisation has taken
place and tariffs are not the primary obstacle to
trade, much more can be done to enhance the flow
of trade-related activities behind the border and at
the border. While Lao PDR’s neighbours Thailand,
China, Vietham and Cambodia are amongst
its main trading partners, trade with the wider
world community is usually dependent on transit
though Thailand or Vietnam and shipment from
their ports. Detailed cost-benefit figures have not
yet been collated, but it is thought that the scope
for reform in the trade and logistics environment
is significant. For example, on the World Bank
Logistics Performance Index (LPI) Lao PDR
ranked 118th out of 155 economies in 2010. The
costs relating to trade and customs procedures are
thought to particularly high.

In this context it is also worth noting research
by the World Bank (2011), which shows that

Lao exporters spend much more time dealing
with regulatory procedures than businesses that
do not trade. In view of this comparatively poor
performance by Lao PDR, the pressure to improve
the trade and logistics environment is forceful. This
has manifested itself into a wide range of national,
regional and international commitments (Box 7).

8.1 Trade and transport procedures

Although considerable reform momentum can be
observed - especially in the areas of legislation,
organizational structure, computerization and
customs clearing procedures - there is considerable
need for further improvement.

Existing studies — such as the World Bank’s 2006
“Building Export Competitiveness in Lao PDR”
report, the 2008 “Import and Export Process
Mapping in Lao PDR’, the 2009 “Time Release
Study” and the 2011 “Transportation and
Logistic Corridor Assessment” — largely focus on
the institutions and procedures specific to Lao
PDR but neglect the transit procedures through
neighbouring countries. While helpful, more work
needs to be done on detailing the commercial
procedures (such as for arranging trade finance,
insurance and transport and payment). However,
these studies do describe a complex trade and
customs environment in which traders are exposed
to a wide range of trade document requirements as
outlined in Figure 15.

Additional documents that may need to obtained
in Lao PDR to support import clearance in
the country of arrival can (but not necessarily)
include: a Certificate of Origin; GSP Form A;
CITES Certificate; Wood Packaging Certificate;
Fumigation Certificate; Animal Health Certificate;
Phytosanitary Certificate; Organic Certificate; the
Dangerous Goods Note; and Material (or Product)
Information Sheets. Again, detailed studies for
Lao PDR are not available, but it is thought that the
timeframes and bureaucracy associated with each
of these documents is likely to vary significantly.
Some anecdotal evidence suggests that the



Box 7: Policy drivers for reform as identified in the National Trade Facilitation strategy

National level:

o The seventh National Socio-economic Development Plan, which aims for economic growth
by at least 8 per cent per year and further poverty reduction in line with the 2015 Millennium

Development Goals.

« National competitiveness considerations and the desire to attract business to Lao PDR.”®

« The strategic desire to evolve from a landlocked to a landlinked country.

» The national trade facilitation strategy and action plan.

Bilateral and regional level:

« Transit specific agreements within the Greater Mekong Sub-region context, and within the context
of bilateral Cross-border Trade Agreements with neighbouring countries (by 2015).

« Trade facilitation specific commitments made in the context of the ASEAN Free Trade Agreement,
the ASEAN Community Framework (by 2015) and the ASEAN interoperable national single

window systems by 2012.

« 15 bilateral trade agreements between Lao PDR and its trade partners.

International level

« WTO accession negotiation, in particular those articles pertaining trade facilitation: GATT Article
V (Freedom of Transit); GATT Article VIII (Fees and Formalities connected with Importation
and Exportation); GATT Article X (Publication and Administration of Trade Regulations);
Agreements on customs valuation, and import licensing.

« Best practice recommendations from international organisations, including the: World Customs
Organisation (WCO); the United Nations, through its Centre for Trade Facilitation and Electronic

Business (UN CEFACT);

others.”

and the International Civil Aviation Organization (ICAO), amongst

institutional capabilities and business processes for ~ Figure 15: Import and export processes for
some of these trade documents may be verylimited  general goods

or non-existent, especially in
the context of animal health,
phytosanitary  certification
and wood packaging).

Apart from the procedural
complexity and lack of
transparency, trade in or with
Lao PDR is also inhibited
by the requirement to use
authorized import-export
companies. Anecdotal
evidence suggests that these
companies typically levy a 3
per cent charge on top of the
Cost Insurance Freight (CIF)
value.

Imports 1-2 days

78. The FDI target is approximately US$1.25 billion per year according to the National Investment Strategy for Lao PDR 2011.
79. See for example: United Nations (2001) “Compendium of Trade Facilitation Recommendations”[http://www.unece.org/cefact/

publica/01comp.pdf].




TRADE FACILITATION AND BUSINESS ENVIRONMENT

Exports

Stepl

«Request letter

« Invoice

« Packing List

« Inventory accounts for
imported raw materials under
duty suspension regime

«Material used in the production

«Process

«Copy of Customs Declaration

Form D52

lday

Step 2: Apply for Form, C/O

T

eRequest letter to
LNCC/ MolC

«Invoice

«Packing List

« Copy of Form D13B

o Truck Bill

« Inventory accounts
for imported raw
materials under duty
suspension regime

«Copy of Form D52A

Certify settlement
of payment

MoIC ]
Imp and Exp. Dept.

Issuance of Form A

Issuance of C/O

Customs
clearance

Customs Checkpoint

« Examine
documents
* Release goods

Cargo leaves the country

Notes:

* Form D 52 is only required under temporary importation regime.
** Apart from form A, MoIC also issues other forms such as AJ, AK, E, SPT, CO Korea, S, D, AL, and APTA.

Source: World Bank (2009) Time Release Study

Also noteworthy is that most trade compliance
operations require multiple steps. These may
include the requirements to register with relevant
authorities, purchase blank documents from
licensed stationery suppliers, and administrative
practices which require applicants to stand in long
queues or apply for formal appointments with the
right officials. Unless traders are well connected,
many of these preliminary requirements are
thought to be particularly cumbersome and act as
a major barrier to entry.

Adding to the compliance challenge is the fact that
some procedures are dependent on supporting
documents, such as the commercial invoice as well
as transport, insurance and banking documents.
Again, no detailed study on any issues relating to
the interdependencies between these commercial
documents and official documents has yet been
undertaken.

8.2 Customs and customs procedures

Lao PDRs Customs Department is one of
three agencies physically present at the border
(the other two are Immigration and the
Quarantine Inspectors), and is responsible for
the administration of customs procedures, the
collection of import duties and the inspection
of goods. In continuing to develop, the Customs
Department and the procedures it enforces are
being modernised and developed. For example,
the basic customs regime was formalised in the
2005 Customs Law, and recently replaced by a
revised 2011 Customs Law, which now meets
many of the conformity requirements of WTO
accession. As part of a necessary step towards
WTO accession, the Customs Department is also
in the process of progressively abolishing the use of
‘minimum’ or ‘reference’ prices in order to become
compliant with the WTO Customs Valuation




Agreement. Modernized risk management
approaches are being rolled out as part of the
deployment of an automated customs declaration
processing system, providing for a move away
from lengthy physical inspections of all inbound
cargo at the border. An amended customs law was
approved by the National Assembly in December
2011. It builds on the 2005 Law and introduces
new articles including those providing for the
use of e-transactions and electronic signatures
and approvals, the application of administrative
appeals, the basis for risk management approaches,
advance rulings, post clearance audit and measures
for infringement. While Lao PDR is a member of
the World Customs Organisation and contracting
party to the Harmonized System (HS) convention,
it has not signed the Revised Kyoto convention on
the simplification and harmonisation of customs
procedures.

The customs department is also seeking to
standardize its documents and in 2011 it
introduced a national Single Administrative
Document (SAD) in line with ASEAN standards
and international best practice. This is based upon
international best practice, but the form differs
from the Greater Mekong Subregion (GMS) Single
Administrative Document (SAD) document
used in GMS transit.* This discrepancy leaves
scope for confusion, particularly with regard to
converting data elements from one format to
another. Another known issue with the new SAD
is that administrative practices do not provide for a
continuation form, effectively restricting traders to
no more than four items per declaration.

Findings made during the Time Release study
(2009) suggest that the actual time taken
to complete all clearance procedures varies
significantly between checkpoints. Subsequently
traders are unable to predict or plan the time it
takes to move goods across a border checkpoint.
The temptation to ‘circumvent’ the system is great
— for example by choosing unofficial cross-border
routes. Larger freight forwarders generally state
that they have no problem dealing with customs
whereas smaller players have said that treatment
is not equal and that their goods take up to four
times as long to clear (World Bank, 2011).

Revised customs clearance procedures went into
effect on 1 January 2012 with the deployment of
the new automated customs declaration processing

system (ASYCUDA World) for all import and
export transactions at the key Thanaleng/Lao-Thai
Friendship Bridge 1 checkpoint. This accounts for
more than half of all Lao trade. The new system
allows for risk-based selectivity using red, yellow,
green and blue channels. This provides for the
movement away from 100 per cent physical
inspection, providing stronger incentives for
compliance among traders and reducing time
and cost. The new Customs Law (December
2011) provides for the introduction of systems
including: modernized customs procedures;
including electronic approvals; signatures and
payments; post-clearance audit; advance rulings;
administrative appeals; and risk-based approaches.
The new system provides for a revised customs
declaration processing path, reducing the number
of steps for import clearance from 11 to 5, and
for export clearance from 7 to 4. Remaining
international checkpoints will be progressively
automated during the second half of 2012 and into
early 2013, along with the extension of direct trade
entry.

In August 2008 the Government, with the
support of the World Bank committed itself to
the development of a fully electronic customs
system based on ASYCUDA. Full implementation
involves multiple implementation phases. The first
involves the Friendship Bridge I (regional customs
office I) in Vientiane Capital. The second phase
involves installation of the system at the major
border checkpoints. The third and last phase will
see installation across the country’s customs offices.

The customs department was also recently
transformed into a centrally managed organization.
Within this new vertical structure regional offices
are held accountable by the head office in Vientiane.

In order to facilitate its reform process, the
Customs Department is in the process of finalizing
a comprehensive medium-term strategy, which
among other things, is expected to cover measures
in areas of organization and management, revenue
and compliance, and modernization of procedures.

According to the transportation and logistics
corridor assessment (World Bank, 2011) it is
common for traders to pay informal fees at the
border. However, these fees tend to be considered
as a form of tipping and not necessarily a major
hindrance.

80. The six Greater Mekong Subregion countries are China, Lao PDR, Vietnam, Cambodia, Thailand and Myanmar.



Research indicates that the Savannakhet and
Champasack  checkpoint clearance process
requires 5 to 10 signatures with total informal fees
amounting to roughly US$50 per shipment.

A number of industries are predisposed to sector
specific trade and customs procedures. Goods
subject to phytosanitary and veterinary controls
are particularly heavily exposed (see section 8.8 on
SPS). Typically, industries that are highly exposed
to additional trade regulation will include: the
food and agriculture sector, such as rice (especially
if subject to trade quotas, fixed prices and licensing
requirements); road vehicles; petroleum and gas;
logs; timber exploitation machines; steel; iron;
cement; publications; minerals and mineral
products; dangerous chemicals; bullets and
weapons and war vehicles; opium; destructive
fishing tools; pornographic media/materials;
banknote paper; banknote ink; banknote printer
and coin making machines; archaeological objects
including Buddha statues, angel statues and holy
objects; national heritage artefacts with historical
and cultural value of 50 years old or older; and
bat guano/manure. No specific study on these
industries has been conducted. It would be helpful
to get a better understanding of the specific burden
these sectors face.

8.3 Commitment to reform

A number of initiatives aimed at improving Lao
PDR's trade and transport have been put in place.
They include: approval of the first National Trade
Facilitation Strategy and Action Plan; the Customs
Law; and the introduction of a non-discriminatory
trade facilitation regime through reforms to
legislation on the import and export of goods that
ensures trading rights and introduces principles
of national treatment into Lao law, revised import
licensing procedures (moving away from non-
automatic to automatic licensing except for the
negative list), and the abolition of the annual
import plan. The primary ministries with policy
or executive responsibilities for controlling and
regulating the international movement of goods
include: the Ministry of Industry and Commerce
(MoIC); the Customs Department in the Ministry
of Finance (MoF); and the Department for
Transport within the Ministry of Public Works
and Transport (MPWT). Further ministries with
responsibilities for industry sector-specific policy
and controls with international trade elements

include: the Ministry of Planning and Investment
(MPI); Ministry of Agriculture and Forestry
(MAF); and the Ministry of Health. Policy
dependencies across Lao PDR’s machinery of
government extend to the Government Office, the
MoF Treasury Department, the MoIC Provincial
office, the Ministry of Science and Technology, and
the Ministry of Information, Culture and Tourism.
Occasionally there will also be links with the
Ministry of National Defence, Ministry of Public
Security and Lao PDR law enforcement agencies,
especially in relation to cross-border organized
crime, illegal immigration and corruption, and the
import-export of arms and weapons.

A comprehensive corridor performance analysis
conducted by the World Bank as part of the bigger
Trade and Transport Facilitation Assessment
showed that trade corridors between Lao PDR
and Thailand perform well in terms of time and
reliability, but the main concern is over cost of
services, which is largely due to relatively small
volume traffic and the large imbalances between
export and import traffic.

The World Bank study also suggested short- and
long-term measures to reduce costs. The short-
term measures should aim at further liberalizing
thelogistics services markets to facilitate creation of
full integrated cross border logistic operations. This
may require going beyond the measures contained
in the Cross-border Transit Agreement (CBTA).
The long-term measures will involve developing a
rail-linked dry port in Northeast Thailand, which
could help consolidate traffic, serve as a mode
interchange location, address strict time limits
imposed by shipping lines on the return of empty
containers, and reduce costs by linking the dry
port with trade logistics in that part of Thailand.
Success in implementing the proposed measures
will largely depend on cooperation between Lao
PDR and Thailand.

Trade facilitation itself is currently coordinated
through a small team of officials based in the Trade
Facilitation Division at the MoIC Import Export
Department (DIMEX), following the approval
of the National Trade Facilitation Strategy in
2011. Its key aims are to make trade and customs
procedures easier and to reduce the costs of trading
to businesses.



Box 8: Trade Facilitation strategy: Objectives and guiding principles

Recognising that there is considerable scope for reducing the costs of regulatory compliance and
for improving the level of public service to the Lao-based business community, the primary trade

facilitation objectives in supporting trade led growth are:

« To make international trade and customs procedures simple.

« To reduce the costs of trading, particularly to business.

The guiding principles in meeting these two objectives are:

1. Work towards simplifying, harmonising, standardising and modernising international trade and

customs procedures. In particular by:

a. Eliminating unnecessary costs and duplication in the administration of trade and customs
procedures, including the rationalisation of document and information requirements

b. Speeding up administrative and inspection practices

c. Enabling the use of information technology

d. Aligning control and administrative practices with the requirements of the business

community

e. Applying rules and procedures in a fair and consistent manner

2. Implement best practice trade facilitation measures that are based on:

a. International recommendation; and

b. Consultation with private and public stakeholders

3. Work with neighbouring countries to improve and reduce the cost of cross-border and transit
procedures, transforming Lao PDR from a landlocked to a land-linked country

4. Implement international, regional, sub-regional and bilateral trade facilitation commitments

5. Help Lao PDR-based business take full advantage of bilateral, regional and international trade

agreements

6. Ensure that rules and procedures are:

a. In proportion [correct relation] to the risk against which they seek to protect

b. Clear and easy to understand

c. Published and easily accessed by the wider public

7. Fees shall not exceed the costs of services provided

Supporting this strategy, in October 2010 the
Government established a dedicated Trade
Facilitation Secretariat. This reports to the National
Steering Committee for Economic Integration
(NSCEI), which has the Deputy Prime Minister
(Minister of Foreign Affairs) as its president. The
Minister of Industry and Commerce serves as
Vice-Chairman and the Ministers of relevant line
ministries are also members of the NSCEIL As
such, the Trade Facilitation Secretariat has access
to the most senior levels of trade and transport
policy making.

The authority of the Secretariat is to oversee the
implementation of the Trade Facilitation Strategy
(TFS), to monitor progress, to eliminate all
barriers to its implementation, and to accelerate
inter-agency communication and coordination.
The Secretariat will normally convene once a
year, but more frequent meetings can be arranged
depending on the issues to be addressed. It is
supported by a dedicated team of administrative
staff and personnel. Bespoke Working Groups
and Task Forces involving both public and private
sector representatives are envisaged to be set-up as
required.
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Figure 16: Structure of the Trade Facilitation Secretariat
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Table 24: Proposed public-private sector working groups operating under the Trade Facilitation

umbrella
IG'I:())I; (;sse:n'ﬁr:l?;f;g;tcﬁ%:;Zetanat BiRE Public-Private Partner Organisations '
International and Regional Working Group
o WTO - trade facilitation agreement o Transport Facilitation Committee
« Kyoto Customs Convention (Department of Transport)
« UN CEFACT Recommendations o GMS Secretariat
o Transit agreements o Trade and Private Sector Development
o ASEAN Free Trade Area Subgroup (NIU)
o ASEAN Trade Facilitation specific commitments « Trade Negotiation Public Private
* GMS Commitments Partnership
o Cross-border trade agreements with Vietnam, o Lao Business Forum
Thailand, Cambodia and China

81. To avoid over-consultation and duplication of activity the National Trade Facilitation Body shall seek to work with existing public-private
consultation mechanisms where feasible.




Border Management Working Group
« One-stop border controls
 Annual Time Release Study
» Bilateral border management agreements

« Currently none

Customs and Trade Procedures Working Group

o Administration of import export and transit
procedures

« Tariff classification, valuation and origin rules

o Customs Procedures with Economic Impact

» Simplified Procedures

 Import Licensing

« Fees

« Ethics, transparency and integrity

» Periodic trade procedures diagnostic studies

« Trade and Private Sector
Development Working Group (MPI)

» Macroeconomic Working group and
its Ministry of Finance Component

« Transport Facilitation Committee
(Department of Transport)

« Banking Procedures
o Insurance Procedures
« Anti-competitive practices

Commercial Procedures and Practices Working Groups

o Chambers of Commerce

Documents and Electronic Systems Working Group
« Harmonisation and rationalisation of trade documents
« Harmonisation and rationalisation of data requirements
« Electronic trade declarations and trade systems - e.g.

« DIMEX

» Economic Research Institute for
Trade

» Customs Department

« NERI

« Participants in WB data

Group
e Trade Information Portal
o Trade Guidance Publications

reports
» Training Standards for Trade Practitioners
« Helpline service
o Newsletter
» Website

Information, Guidance and Communications Working

« Central repository for Trade Facilitation research and

« Currently none

Barriers to Trade (TBT)
o Laboratory facilities
« Export certification requirements
« CITES
 Fumigation Certificate; wood packaging
« Horticulture and Marketing Standards
« Food labelling

Sanitary and Phytosanitary (SPS) and Technical

o SPS Task Force
o SPS Risk Assessment Group

The Trade Facilitation Secretariat will work in
support of existing reform vehicles including the
Department of Transport’s National Transport
Facilitation Committee (NTFC), launched in 1997
on the back of regional transit aspirations within
the GMS framework. The NTFC was renamed the

National Transport Committee (NTC) in 2002. Its
functionsareto: 1) implementall tasksas prescribed
in Article 39 of road transport Law; 2) coordinate
and implement all ASEAN Framework Agreements
and activities related to transport; 3) monitor and
implement the GMS framework Agreement; 4)



study the benefits for acceding the International
Agreement and Conventions; 5) act as focal points
for ASEAN, GMS, ESCAP, UNCTAD and others;
and 6) implement all international transport-
related Coordination and co-operation. The NTC
is chaired by the Vice Minister of the MPWT.
There are two Deputy Chairs: the Vice Minister of
Industry and Commerce and a Director General of
Cabinet office of MPWT. The Director General of
Transport Department acts as Secretary-General
of the NTC.

Inter-linkage between the NTC and the TFS will
be essential to avoid overlaps. Furthermore,
the inclusion of the Customs and Agriculture
departments will bring a new element to existing
discussions. This DTIS recognises the important
role that effective SPS and TBT measures and
institutions play in trade facilitation, and hence
include SPS and TBT as a key component within
this chapter.

The Trade Facilitation Task Force also operates
within the Lao Integrated Framework Secretariat.®
To date, this task force has primarily been
concerned with the delivery of trade facilitation-
specific technical assistance, but the broader aim
is to assist in mainstreaming trade facilitation
issues within Lao PDR. The Task Force comprises
of senior officials in ministries and departments
linked by trade facilitation. Now that the Secretariat
has been established it is envisaged that the role of
the TF Task Force will be transferred to that of the
TFS. Furthermore, the Lao Business Forum (LBF)
provides a platform for public-private dialogue
between the Government and the business
community. Trade and transport facilitation issues
have on occasion been raised by members of the
LBE

8.4 Regional approaches

For Lao PDR as a landlocked country, transit,
bilateral and regional approaches to trade and
transport facilitation are highly significant. Lao
PDR has made extensive commitments explicitly
and implicitly towards Trade Facilitation, many
of which are to be implemented within the next
few years. For example, Lao PDR is a member of
ASEAN and as such is working towards establishing
a single market and production base with a free
flow of goods by 2015.

In 2008, ASEAN Member States adopted the

Trade Facilitation Work Programme (ATF
WP), which aims to significantly reduce trade
transaction costs within ASEAN. The scope of
the ATF WP encompasses “customs procedures,
trade regulations and procedures, standards
and conformance, sanitary and phytosanitary
measures, ASEAN Single Window and other areas
as identified by the AFTA Council” Progress is
assessed every two years by reference to a set of
quantifiable benchmarks. The performance of Lao
PDR is still thought to be significantly lacking and
in need of improvement. ASEAN commitments
also include the requirement to develop a national
single window facility that will link with the
regional ASEAN Single Window system.

Lao PDR is also committed to take part in the
establishment of an ASEAN Trade Repository
(ATR) by 2015. This will help to improve
transparency by being a gateway of regulatory
information at regional and national levels. The
ATR, among other systems will carry information
on: tariff nomenclature; preferential tariffs offered
under the ASEAN Trade in Goods Agreement
(ATIGA); Rules of Origin; non-tariff measures;
national trade and customs laws and rules;
documentary requirements; and list authorized
traders of Member States. However, the ATR
mechanism is still at the development and design
stage. Nonetheless, at the national level Lao PDR
has already initiated the work on a Lao Trade
Portal, which will fulfil the responsibility of Lao
PDR to establish a national Trade Repository that
can feed into the ATR.

In the GMS context, transport and trade
facilitation are the main agenda items for
cooperation initiatives. GMS had initially targeted
developing transport corridors and then its
scope was broaden by generating plans for three
economic corridors—the Southern Economic
Corridor (connecting Cambodia-Viet Nam with
Thailand), the East-West Economic Corridor
(connecting Lao PDR-Viet Nam with Thailand),
and the Northern Economic Corridor (connecting
Yunnan with Lao PDR and Thailand). Under the
GMS context Lao PDR has significantly improved
its road connectivity in the East-west and Northern
transport corridors. The evolution of transport
corridors into economic corridors has yet to be
achieved. The GMS programme incorporated
the CBTA, which is regarded as a GMS-wide
instrument covering various aspects of cross-

82. Currently referred to as the Lao Integrated Framework Secretariat’s “Trade Facilitation Task Force”.



border transport facilitation, including customs
inspection, movement of persons, transit traffic,
and road and bridge design standards (ADB, 2008).
In sum the CBTA® aims to facilitate the region’s
customs and transit systems (CTS). Although all
GMS countries have ratified the CBTA, not all
annexes and protocols attached to it have been
fully ratified by Thailand and Myanmar, slowing
implementation and enforcement.

Lao PDR also signed the trade facilitation
framework agreement under the Asia Pacific Trade
Agreement (APTA)* in December 2009. This
framework agreement covers general provisions
on trade facilitation measures and aims to further
decide on more specific agreement on trade
facilitation based on the framework agreement.
Until now there has been little progress in
implementing such an agreement.

With the development of the first Lao Trade
Portal, significant progress in facilitating business
community and other stakeholder access to
regulatory requirements for import and export has
been achieved. Phase I of the Portal, designed to
provide specific regulatory requirements (licenses,
certificates, and procedures), was officially
launched in July2012. Future efforts will focus
on ensuring compliance with both GATT Article
X and ATIGA Article XIII, ensuring maximum
usefulness and accessibility to traders, and
integration of the Portal into a Lao National Single
Window.

8.5 Transport and logistics

Being landlocked raises transport costs by 50 per
cent of the country’s foreign trade and reduces trade
significantly. The logistics industry in Lao PDR is
undeveloped and highly fragmented. It is limited
to basic services, road transport, warehousing and
cargo clearance — mostly operated by small, family-
run companies (ADB, 2008:98). The local freight
forwarding industry in Lao PDR is concentrated
and there are only a handful of operators due to its
small market size, which also makes it difficult to

attract foreign logistics service providers into the
domestic market. In the absence of partnerships
with foreign investors, sophisticated logistics
services such as track-and-trace do not exist in Lao
PDR (Banomyong R, 2009: 405).

The container transport network is also poorly
developed. Empty containers usually need to be
returned to the shipping line at the ports within
three to four days. This adds significantly to the
cost of shipping containerised cargo. Options
whereby empty cargo can be dropped off at
domestic container terminal (dry ports) for bulk
return shipment or for the loading of return cargo
do not currently exist.

Research also suggests that Lao trucking companies
rarely participate in the movement of goods to and
from the ports in Thailand and Vietnam (ADB,
2008:98). Road safety concerns on the part of Thai
authorities may be one inhibitor to the involvement
of Lao operators, though the difficulty of finding
return freight appears to be the main issue.

While over 200 licenses have been issued for Thai
companies to enter into Lao PDR, in reality there
are only five or six major trucking companies
moving freight. This ultimately leads to limited
competition and inconsistent pricing.

The choice of transport modes in Lao PDR is very
limited, with a heavy reliance on road transport.
A freight rail network has not yet been developed.
River transport is limited to those sections of the
Mekong that form the border with Thailand. On
the Lao side of the Mekong River there are 21 river
port facilities but they are not well developed and
not suited to handle containerized cargos. As for
air transport, there are only four airports. All are
small and unable to handle any airfreight of note.
Both national and foreign airlines primarily serve
passengers. Heavy and large packages are currently
discharged at Bangkok International Airport and
trucked into Vientiane.

At present the entire country has only eight official
cross-border points located on the main transport

83. The CBTA is originally a trilateral agreement between and among the Governments of Lao PDR, Thailand and the Vietnam signed on 26
November 1999 at Vientiane. Cambodia acceded to the CBTA on 29 November 2001 at Yangon, Myanmar. China acceded to the CBTA on 3
November 2002 at Phnom Penh. A MOU was also signed to clarify the relationship between the CBTA and its annexes and protocols; and the
commitment to amend Article 17 of the CBTA. Myanmar acceded to the CBTA on 19 September 2003 at Dali, China. An MOU was also signed
to reflect the staged approach in the application of the CBTA to non-commercially operated vehicles. On 30 April 2004, an amemdment to the
CBTA was signed to reflect the revision to Article 17 of the CBTA on mutual recognition of driving licenses and for the inclusion of Annex 16
in the list of annexes and protocols. The CBTA is now formally known as The Agreement between and among the Governments of the Kingdom
of Cambodia, the People’s Republic of China, the Lao People’s Democratic Republic, the Union of Myanmar, the Kingdom of Thailand, and the
Socialist Republic of Viet Nam for the Facilitation of Cross-Border Transport of Goods and People.

84. Six participating states: Lao PDR, China, South Korea, India, Sri-Lanka and Bangladesh.



routes. Some of the border points are modern
and well maintained; others lack basic facilities
such as working weighbridges and permanent
paving. Access to Customs warehousing is even
more basic. Currently, traders who wish to defer
the payment of duties can only use the Thanaleng
customs warehouse.

8.6 Trade facilitation social impact (poverty and
gender)®

The introduction of modern electronic customs
clearance systems could also help to overcome some
of the difficulties women tend to experience more
prominently than men at the border. Typically,
border agencies are staffed by men and do not have
a culture of working in gender-sensitive ways to
assist female traders (Dejene 2001).* In addition,
women’s lower levels of knowledge of border
processes can at times fuel extortion (UNECA
2010).%

Restricted use of transport and access to
infrastructure

Women bear a disproportionate share of the
burden of non-productive work, which can be
eased with infrastructure improvements. Fontana
(2012) reports data on women and mens daily
hours of work respectively, distinguishing by
SNA and non-SNA work, and by three types of
location: urban, rural with roads and rural without
roads.®® Depending on the setting, women spend
on average between 2.3 and 2.5 hours on non-SNA
work compared to men, who on average spend
between 0.4 and 0.6 hours on the same. There are
still many villages in Lao PDR with limited access
to roads and poor general availability of basic
infrastructure. It is therefore not surprising to
find that activities such as water and fuel collection
take women longer in these areas than in urban
areas. Both women and men appear to spend
less time in income-generating activities in rural
villages without roads relative to other locations,
suggesting limited overall opportunities for paid
work for both genders in these areas.

Table 25: Total work burden, adult females (hours in a day)

Urban Rural Rural
with roads without roads
Total SNA work 4.4 3.9 3.5
Of which water and fuel collection 0.1 0.5 0.6
Non-SNA work 2.3 2.5 2.5
Total 6.8 6.9 6.7

Source: LECS 4

85. This section largely replicates Fontana, M. (2012), Lao PDR: Mapping the gender dimensions of trade. A preliminary exposition. World

Bank, Lao PDR.

86. Dejene, Y. (2001) Women Cross-Border Trade in West Africa, Women in Development Technical Assistance Project Information Bulletin,

May.

87. United National Economic Commission for Africa (UNECA), African Union and African Development Bank (2010) Assessing Regional
Integration in Africa IV: Enhancing Intra-African Trade, UNECA, Addis Ababa.

88. The UN System of National Accounts (SNA) recognizes as productive work the following categories: employment for establishments;
primary production activities not for establishments such as agriculture, animal husbandry, fishing, forestry, fetching of water and collection
of fuel wood; services for income and other production of goods not for establishments such as food processing, trade, business and other
services. Water and fuel collection was added only in 1993 but it is still often not included in measures of GDP in practice. It was included

into SNA activities in the calculations reported in Tables 5.2 and 5.3. Subsistence agriculture is of course also considered as part of SNA work.
Food preparation, household maintenance, management and shopping for own household; care for children, the sick, the elderly and disabled;
community services and help to other households are still considered ‘non-productive’ activities, and hence are not recorded. Only some
countries record these activities but as separate ‘satellite accounts’. It is these activities that most gender-aware literature calls non-SNA work
or extended-SNA work. Following these categorisations what is reported in Tables 5.2 and 5.3 as non-SNA work includes what is described in
the LECS questionnaire as: household cooking, washing and care of persons.



Table 26: Total work burden, adult males (hours in a day)

Urban Rural Rural
with roads without roads
Total SNA work 5.1 4.7 3.8
Of which water and fuel collection 0.1 0.2 0.2
Non-SNA work 0.4 0.4 0.6
Total 5.7 5.3 4.6

Source: LECS 4

Women tend to predominate among producers and
traders who use public transport and hence they
feel the implications of weak infrastructure more
acutely. Restricted transport service availability
in rural areas often means that women going to
markets or to work in agro-processing must wait
for tuk-tuks at dawn and return after dusk, putting
them at risk of assault. Moreover, the high cost of
providing transport in areas with low population
density often translates into high tariffs that poor
women cannot afford. As a result of their limited
mobility, female farmers have limited knowledge
of market prices and hence bargaining power,
and therefore sell their produce to middlemen
who take a large share of the profit. In addition
to the trade dimension, a good road system has
of course other positive impacts, which are likely
to be more intensified for women: it can help
young girls to get safely to school and can reduce
maternal mortality by making access to obstetrical
care faster. Improved paths to water points or fuel-
wood locations can save hardship for women and
girls.

Infrastructure services, especially in rural
areas, can address a number of gender-specific
needs, thus having a multiplier effect on female
productivity. This in turn could further enhance
trade competitiveness in the long term.

8.7 Recommendations

In the medium term efforts to improve trade
facilitation should focus on the following key areas:

1. Strengthen the capability of the National Trade
Facilitation Body as part of efforts to improve
coordination among agencies with border
management responsibilities.

2. Mainstream Trade Facilitation across relevant
line ministries.

3. Work towards the simplification, harmonization
and modernization of trade and customs
procedures.

4. Implement WTO, ASEAN, GMS and Bi-lateral
trade commitments.

5.Develop private sector capacity to trade efficiently
in compliance with rules and regulations.

6. Provide for the right equipment and facilities to
ensure the smooth and efficient administration
of trade and customs procedures.

7. Automate and reform substantive import/export
procedures in order to improve consistency and
performance standards and reduce the scope for
rent seeking.

8. Ensure and enhance the sustainability and use
to traders of the Lao Trade Information Portal as
part of efforts to make import/export procedures
more transparent and predictable for the private
sector.

9. Prepare and implement detailed plan to develop
a National Single Window for import and export.

10. Explore opportunity to reduce transport cost
by facilitating creation of full integrated cross



border logistic operations. This may require
going beyond the measures contained in the
CBTA.

11. Conduct feasibility study on developing rail-
linked dry port in Northeast Thailand, which
could help consolidate traffic, serve as a mode
interchange location, addresses strict time limits
imposed by shipping lines on the return of empty
containers, and reduce costs by linking the dry
port with trade logistics in the Northeastern part
of the country.

8.8 Sanitary and phytosanitary standards

Sanitary and phytosanitary standards (SPS) are
playing an increasingly important role in trade
facilitation in Lao PDR. As traditional barriers to
trade, such as tariffs fall there is an increased focus
by key trading partners on the enforcement of SPS
and TBT regulations. This section considers the
role of SPS within trade policy in Lao PDR, and in
particular within the context of trade facilitation.
Additional links and references to SPS and TBT
are also found in the sectoral action plans for the
National Export Strategy.

8.8.1 The 2006 SPS Action plan

In 2006 a SPS Action Plan was adopted by MAE.
It included the first comprehensive assessment
of SPS capacities in Lao PDR.¥ The assessment
found major weaknesses and gaps in the legal
and regulatory framework, human capacities,
work plans and technical capacities. The Action
Plan recommended sustained support from the
donor community for 29 actions for capacity
building, including some studies. Most of the
recommendations have been or are being followed
up by the Government and Development Partners,
although in several cases only very recently and
with limited resources. Since the adoption of the
Action Plan understanding of SPS issues and

bottlenecks has increased through various project
activities and targeted studies.” This section
provides a brief overview of the SPS institutional
framework, explores what has been achieved and
what is underway in SPS capacity building, and
makes recommendations for action to be taken to
address remaining gaps in SPS capacities.

8.8.2 Economic justification for investing in
SPS

The economic and social benefits of increased SPS
capacities are:!

1. Better protection of consumers against food-
born health hazards and, consequently, reduced
morbidity, mortality, loss of productive life and
treatment cost.

2. Better protection of livestock against
transboundaryanimaldiseasesand, consequently,
reduced losses of income and production.

3. Better protection of crops against invading
plant pests and, consequently, reduced losses of
income and production.

4. Increased volume of export and higher share of
exports to better paying market segments and,
consequently, more income and employment.

5. Improved transparency, reduced risks, reduced
unnecessary transaction costs, improved range
of services and increased market access for the
private sector constitute an improvement of the
investment climate and provide better incentives
for value adding activities.

6. Increased SPS capacities, allowing the country
to better participate in regional fora and
consequently contribute to political goals of
economic cooperation and integration.

Because of data problems causalities between SPS
capacity building costs and economic benefits can

89. World Bank (2006), Lao People’s Democratic Republic: Sanitary and Phytosanitary Standards Management, Action Plan for Capacity
Building, The World Bank, Washington DC. The document was prepared in parallel with the DTIS I report with support of the World Bank.

90. Van Der Meer, Kees and Laura Ignacio (2008), “Good Practice in SPS-related Technical Cooperation Greater Mekong Sub-region: Cambodia,
Lao People’s Democratic Republic and Viet Nam” Research work for the Standards and Trade Development Facility and OECD (October 6,

2008, Geneva, Switzerland).
http://www.standardsfacility.org/ASEAN_Subgroup.htm.

World Bank 2009. Lao People’s Democratic Republic: Sanitary and Phytosanitary Measures: Enhancing Trade, Food Safety and Agricultural

Health. The World Bank, Washington D.C.

ADB 2010. Action Plan 2010-2015 for Improved Handling of Sanitary and Phytosanitary (SPS) Arrangements in the Greater Mekong Subregion

(GMS) Trade. ADB Thailand Resident Mission, Bangkok.

World Bank (2010). Lao People’s Democratic Republic: Operational Cost of Trade-Related Sanitary and Phytosanitary Activities, the World

Bank, Washington DC.

91. Protection of nature, wildlife and biodiversity against invasive pests, diseases and alien species is included in the SPS agreement, but not

discussed in this note.



not generally be quantified.” Yetthe ADB estimates
that the benefits of increased SPS capacities in Lao
PDR could amount to US$10 million per year.

8.8.3 Institutional framework for SPS

Four main agencies have responsibilities for SPS:
(i) MAF is responsible for plant and animal health
and the safety of primary and semi-processed
food and non-food products; (ii) the Ministry of
Health has overall responsibility for food safety, in
particular for processed food products; and (iii)
the Ministry of Science and Technology is lead-
agency for setting standards,” including for SPS.
The Department of Planning (DOP) in MAF will
house the SPS Enquiry Point (EP).

MAF has a mandated coordinating role for SPS,
but this function has not been actively pursued.
Some SPS coordination has been carried out
by MolC, because of its role in coordinating the
World Trade Organization (WTO) accession and

Box 9: An effective SPS system

the implementation of the Trade Development
Facility (TDF) projects.

8.8.4 What has been achieved and what is
underway?

With ongoing support from Development
Partners (DPs), Lao PDR is gradually building
an effective basic SPS system. See Box 9 for a
description of what an effective system entails.
Support includes the build-up of: (i) an improved
legal and regulatory system based on international
principles; (ii) regular programmes of active and
passive surveillance; (iii) human and technical
capacity; and (iv) private sector capacity. There is
also increasing funding from the Government and
DPs for making use of the increased human and
technical capacity. It will take sustained efforts over
at least the next five years in each of these areas to
achieve a sustainable and functioning SPS system.

An effective SPS system has at least the following elements and capacities:

1. A legal and regulatory framework in place and implemented that is compliant with WTO

principles

2. A robust number of standards and technical regulations compliant with international principles
in place that can be used for conformity assessment and enforcement

3. The availability of information on food safety and on the pest and disease situation for crops and
livestock in the country that is made available to international bodies and trading partners

4. Capacity to respond to outbreaks

5. Risk-based import handling and inspection systems in place
6. Capacity to engage effectively in market access negotiations with trading partners
7. Capacity in place for conformity testing and diagnostics that meet international requirements

for recognition

8. Systems of quality assurance and risk management adopted that can be applied by the private
sector, such as Good Agricultural Practice (GAP), Good Manufacturing Practice (GMP), Hazard

Analysis and Critical Control Points (HACCP)**

9. Systems of conformity assessment and certification in place

Notes:

a. Service providers for inspection, conformity assessment, diagnostics, and certification need not
be in the country, but there is a need for legal recognition of this work and the Government should
have the basic capacity itself to perform these functions and to provide oversight.

b. Items 2, 7, 8 and 9 combine SPS and TBT issues.

92. This has been well established by a special study of the WTO-based Standards and Trade Development Facility (STDF): Henson, S. et al.
“Guidelines on the Use of Economic Analysis to Inform SPS-Related Decision-Making”, Prepared for a STDF Workshop (2009). The Economic
Analysis conducted by ADB for the preparation of the GMS SPS investment projects for Cambodia, Laos and Viet Nam confirmed this finding.
93. The terminology of the SPS and TBT Agreements distinguishes technical regulations that are mandatory and standards that are voluntary.
In common language the term ‘standards’ is often used to cover both and additional distinction can be made between voluntary standards, such
as for defining quality, and mandatory standards, for example for food safety parameters. Standards can be product and process standards.

94. HACCP is a quality and safety management system.



Just as in other countries, basic SPS capacities
for Lao PDR are largely generic in nature and the
services provided largely public goods, but they
form the necessary basis for emerging targeted SPS
action in areas such as: (i) better mitigating the risks
of trade-related health hazards; (ii) contributing to
solve bottlenecks in market access negotiations;
(iii) improving the investment climate; and, (iv)
participating in regional cooperation efforts.

Protection against trade-related health hazards
includes, among other things, improved
surveillance and inspection methods for plant
and animal health and food safety, response to
outbreaks, and the establishment of post-entry
plant quarantine.

Specific emerging actions in support of trade
promotion are targeted surveillance for plant
pests, pesticides and aflatoxins for maize and rice
exports to China, surveillance of plant pests for
vegetable exports to Thailand, and surveillance of
mycotoxins in coffee export in general. For trade
in animals and animal products there is targeted
surveillance to reduce the burden of foot and mouth
disease and classical swine fever in provinces with
export potential. Trade promotion in the food
safety area is supported by strengthening private
sector capacities in Good Hygiene Practice (GHP)
and Good Manufacturing Practice (GMP) in
restaurants in tourist areas (export of services) and
selected food processing industries. In addition,
surveillance on some food safety parameters for
targeted export products will be supported.

Improvement of the investment climate is
targeted through more transparency, support for
harmonization of implementation of the national
legal and regulatory framework, better services and
the adoption of risk-based inspection methods.

Increased human capacity supported by several DP
Partners enables effective participation in regional
SPS fora. Specific support is provided for bilateral
and regional cooperation efforts in a number of
core SPS areas.

In all these areas activities are underway or planned
and results are expected to be achieved gradually
in the next five years. However, sustained efforts
will be needed to make these results robust. In
the meantime attention is needed to broaden the
agenda for SPS capacity building and SPS trade
facilitation. Several issues deserve consideration
while exploring options for new initiatives.

8.8.5 Issues in SPS capacity building

SPS coordination Countries need to have
coordinating mechanisms for SPS. Although plant
health, animal health and food safety each have
their own focus and international standard-setting
bodies, SPS has many cross-cutting issues, such
as food safety and animal health, and food safety
and the use of agrochemicals, including veterinary
drugs and bio-active substances. Market access
negotiations can cover just one sector or one
institution, but they can also involve more than
one sector and multiple institutions. Under the
WTO SPS Agreement all countries are required to
have an SPS Enquiry Point (EP) that can provide
information about a country’s SPS measures. SPS
capacity building projects that involve multiple
sectors and institutions also require coordination.

SPS coordination and the EP should preferably be
inter-related for policy coordination and making
good use of scarce human resources, while at the
same time primary responsibilities for plant and
animal health and food safety should remain with
the line departments. Thailand and Vietnam offer
good examples of how SPS coordination and EP
can be organized.

Lessons learned in SPS capacity building Capacity
building efforts in SPS encounter several difficulties
(see Box 10). Implementation of SPS capacity-
building efforts can be enhanced by: (i) giving
early information about activities and budget
for each department so that they can better plan
ahead; (ii) stronger coordination in joint planning
and decision making; and, (iii) management
support for formulation of TORs and supervision
of consultants.

Public and private roles  Basic responsibility
for developing and maintaining an effective SPS
system lies with the Government, since many of
the basic services are public or quasi-public goods.
However, an effective SPS system implies that the
private sector is making use of the available services,
complying with requirements, sharing some public
efforts, and paying for commercial services such
as certification. Whereas in the plant and animal
health market access depends basically on public
sector capacities and successful market access
negotiations, the first responsibility for compliance
with food safety requirements generally lies with
private enterprises.



Box 10: Experiences from the Trade Development Facility in SPS capacity building

(1) An intrinsic difficulty in SPS capacity building is that Department staff do not have sufficient
understanding of SPS issues and directions to choose, while at the same time having to formulate
policy proposals, consultants’ TORs, and supervise consultants who help to build the SPS system.

(2) The TDF project has budget and activities formulated for SPS (such as work on legal issues and
risk analysis) and does not have a breakdown by department and sector. This makes decision
making dependent on agreement among the departments and complicates planning ahead for
individual departments, and hence, it has contributed to delays when departments have different a
understanding of issues and ways to go forward. Project design more aligned along departmental
lines and stronger coordination might have resolved issues earlier and reduced delays in decisions

making.

(3) The nature of the TDF project requires inter-departmental meetings, which cannot be called easily
because project-facilitating staff depend on the convening power of the DG/DDG level.

(4) Although the SPS and TBT principles are largely the same and there are many cross-cutting issues
(e.g., laboratory infrastructure, conformity assessment and standards setting), so far no need has
been felt in the TDF project implementation for interaction between SPS and TBT activities. The
need for interaction and coordination is likely to be felt when capacities increase and the SPS and

TBT systems are built up.

Presently, private sector capacity for managing
food safety and quality are diverse and generally
limited. There are still hardly any programmes in
which the public and private sector are actively
cooperating. This finds its explanation in both the
lack of Government capacity to provide effective
support and the basic characteristics of the private
sector in Lao PDR.

For the next 3 to 10 years, the emphasis on further
development of an effective SPS system will
increasingly need to focus on enhancing private
sector capacity that can make use of basic public
capacity. This will also require regular consultation
between the public and private sector.

Production, markets and private capacities
As noted in the NES Sector Action Plan on
Agribusiness, traditional agriculture is mainly
smallholder production focused on rice and other
food products with limited specialization. In some
areas, smallholders have become engaged in cash
crops such as coffee, maize, cassava, tea, sugar cane,
cardamom, and fruit and vegetables. Production is
generally scattered, with small volumes of diverse
quality, mostly destined for low-end markets,
which generally do not require high standards of
quality and safety. Small pockets of agriculture
have specialized in niche markets and organics,
often with external support. Food processing is
mainly small-scale and traditional with only a few
companies meeting GMP standards and only three
companies currently HACCP-certified.

In the last 5 to 10 years a corporate large-
scale agriculture sector has emerged through
Government land concessions to private investors,
mainly from neighbouring China, Thailand
and Vietnam, for crops including coffee, sugar
cane, cassava, and rubber. In several cases these
companies have invested in processing and contract
farming, which has increased opportunities for
smallholders to specialize in cash crops. Foreign
investors generally ask for government support
through tax benefits, access to land, and in many
cases they have been granted extra-territorial
rights for import and use of agricultural inputs (i.e.
without government inspection); for technology
they often depend on their mother company
and human and technical facilities in their home
country.

Corporate enterprise investments are not without
SPS problems. Some investors have little or no
previous experience in agriculture and seem to
respond mainly to potential gains from access
to land. Some investments failed because they
encountered plant pest problems, partly because
of a lack of preventative measures. In other cases
private investors allegedly made excessive use of
agrochemicals or did not follow the safe use code
of practice. There are concerns about the safety
of uncontrolled imports of plant propagation
material, which in some cases is said to be infested
with disease and to have caused extensive losses
to contract farmers. The lack of transparency



surrounding these cases makes it difficult to
distinguish facts from rumours. Extraterritoriality
conditions of the land concessions that put imports
of agricultural inputs and production processes
beyond the regular control of competent agencies
do pose SPS risks and may not be compliant with
WTO principles.

Most exporting enterprises depend in a number
of ways on government SPS capacities, which
can affect the profitability of their investments.
For formal market access to China and other
demanding markets they are constrained by
insufficient governmental phytosanitary and food
safety surveillance capacity, and bilateral market
access agreements are pending.”” Because of the
inability to control endemic diseases, the formal
export of animals to neighbouring countries
is difficult and requires expensive quarantine
measures. Food processing and trading enterprises
are generally small and have limited resources to
invest in scaling-up, control of consistency, quality
and safety of products, and adoption of GMP.
This situation is complicated by the fact that most
market segments in Lao PDR and neighbouring
countries provide very weak incentives for
investing in quality and safety. This is in particular
the case for the extensive informal exports that are
destined to low-end markets.

Preventative systems International trends
in food safety management are to adopt
preventative systems such as GAP, GMP and
HACCP throughout supply chains, often with
traceability. The adoption of such systems has to
be driven by commercial incentives for farmers
and entrepreneurs and their willingness to invest.
Although some public support can be given for
the adoption of such systems, government human
and financial resources are constrained and should
be selectively focused at market segments with
quality and safety requirements, such as the export
of maize, rice and cassava to China and fruit and
vegetables for Thai supermarkets. The adoption
of GAP will generally depend on demand and
support from private enterprises. Exporters will
need to follow requirements from importers, and
these requirements can involve the use of foreign
versions of GAP and GMP, or particular quality
management systems.

Diagnostic and testing services Like other
countries Lao PDR needs a basic capacity
in diagnostics and testing for animal health,
plant health and food safety with international
recognition, but it is nowhere near achieving
this capacity. Little has been achieved in setting
up quality management in laboratories.” Lack
of funding for sample collection and testing
programmes is a basic constraint for building
capacity. Pursuing laboratory accreditation is
not useful without a sufficient volume of testing
since learned skills cannot be built up, or erode
rapidly without practice. Often, upgrading
laboratory quality management is narrowly
focused on the ISO/IEC 17025 accreditation paid
by Development Partners. However, accreditation
is a last and relatively expensive step in a process
of introducing quality management, and many
of the earlier steps are not expensive but require
proper organization, administration, discipline
and dedicated management. A basic reason for low
quality standards in laboratories is the low demand
for quality from government services that generate
nearly all demand.

So far support for expanding and improving
laboratory services has been strongly related
to various SPS support projects with limited
coordination; comprehensive support has been
absent.” Although Lao PDR’s limited size forms
a constraint to investment in laboratories there
is no national strategy and there is a risk that
dysfunctional overlapping capacities might be
created between laboratories under different
ministries and between national and regional
laboratories. What is needed for rationalizing
investment in development of laboratories is a
national strategy.

Private sector demand for laboratory services in
Lao PDR is small; most testing is for regulatory
purposes, not for commercial reasons. There are
only a few exporters in Lao PDR with access to
premium markets that require regular testing for
commercial purposes. Moreover, exporters from
Lao PDR, just as from many other developing
countries, use testing facilities in trade partner
countries, and Lao enterprises have the advantage
that they can also make use of a broad range of
testing facilities in Vietnam and Thailand.

95. This is typically the case for banana plantations which cannot export to China because of a lack of phytosanitary data.

96. For many years UNIDO has provided support to FDQCC for ISO/IEC 17025 accreditation of microbiology parameters, but progress has
been very slow compared to the pace of upgrading in Thailand and Vietnam.

97. The planned support by Merieux for a food laboratory is the only exception.



Modernization of SPS services: Most countries use
Information and Communications Technology
(ICT) for Customs and SPS services. SPS services
in Lao PDR are still paper-based. None of the
SPS agencies has a functioning database system.
Applications for permits, licenses, inspections,
certification and other services have to be done
in person and on paper, and collection of the
permits and certificates also has to be done in
person. The fees, informal payment and quality
of services vary between border posts and officers
in charge, and costs and waiting time can be high.
Because of distance, poor communications and
administrative  decentralization, transparency
and central oversight are limited. It can take a
long time for central authorities to detect fraud,
mistakes and poor performance in implementing
offices and at border posts, and harmonization of
implementation of SPS measures and application
of risk management are difficult to achieve.

As for Customs administration, once basic
capacities have been created a logical next step
in modernization is to introduce ICT as the basis
for administration and operations. Customs
modernization in ASEAN is underway, but ICT
application in and modernization of SPS services
lags behind. The application of ICT in SPS services
has to align with Customs modernization because
of the pursuit of an electronic ASEAN Single
Window by ASEAN and National Single Windows
(NSWs) by the ASEAN countries, which are led
by Customs Organizations. The establishment of
an NSW is complex and takes a long time, and

no donor is currently supporting this in Lao PDR
on a significant scale. It is time to make a start by
introducing ICT systems in SPS services with the
triple purpose of: (i) improving SPS services; (ii)
participation within the broader framework of
development of NSW; and (iii) electronic lodging
of documents for border release.

Trends in Trade The value of imports and exports
of agriculture, food and forestry (AFF) products in
Lao PDR hasincreased at rates of between 10 and 20
per cent per year over the past 10 years. (Table 27)
Important drivers of growth have been improved
connectivity, rapid growth of demand related to
economic growth and urbanization in the GMS,
increased commercial investment and opening up
more land for production. On the export side in
particular, cereals, fruit and vegetables and rubber
have shown impressive growth. Export growth
has been realized despite SPS and TBT safety and
quality constraining the access of some products
to some market segments. On the import side
modern lifestyles and tourism have resulted in
the diversification of consumption and the rapid
growth of non-traditional consumer goods. Most
likely growth generating factors will probably
continue in the years ahead and at a growth rate
of between 10 and 15 per cent, making exports in
2018 an estimated 2.4 to 3.5 times higher than in
2009. At a compound growth rate of 13 per cent,
exports would reach US$1 billion by 2018 and this
might be an ambitious but certainly not impossible
policy target.

Table 27: Imports and Exports of Agriculture, Food and Forestry (AFF) Products

Thousands of US dollars
Imports Exports
2001 2009 2001 2009
All products 646,882 2,609,065 328,916 1,352,647
Total AFF products 60,399 218,920 141,552 332,643
Food & live animals 56,781 214,070 19,580 116,879
Live animals except fish 1,239 25,933 5,406 6,497
Meat & preparations 1,731 2,339 25 NA
Dairy products & eggs 5,780 18,762 82 16
Fish/shellfish/etc. 1,937 3,816 154 217
Cereals/cereal preparation 14,686 40,966 382 55,693
Vegetables and fruit 9,368 21,783 1,640 15,228
Sugar/sugar prep/honey 13,871 24,750 0 1,777




Coftee/tea/cocoa/spices 1,316 22,350 11,871 37,068
Animal feed ex un-milled cereals 2,032 18,740 13 159
Miscellaneous food products 4,822 34,631 6 224
Non-food products 3,618 4,850 121,972 215,764
Oil seeds 3,518 23 NA 5,497
Natural rubber 0 4,714 420 14,439
Wood and wood products NA 63 116,603 193,285
Natural gum/resin/pharm plants etc | NA 51 NA 2,543

Source: for 2001 ADB GMS Action Plan and for 2009 ADB GMS SPS project preparation
Note: Based on mirror export and import data of Lao PDR’s trading partners obtained through World Integrated Trade Solution
(WITS) from Commodity Trade (COMTRADE) database of UNSD.

Trade and SPS risks: The risks of introducing trade-
related health hazards increase significantly with
commercialization, broadened product mix, and
distance over which products are transported. The
demand for SPS services to facilitate exports of a
growing range of products to an increasing number
of markets increases correspondingly. Moreover,
the SPS requirements by most importing countries
and private companies are increasing. A lack of SPS
capacity can also imply that investors are denied
market access for their products. With the present
weak levels of protection, the risks to producers
and exporters and to the employment and income

of large numbers of people from importing
devastating plant pests have greatly increased. An
inability to control such pests can easily result in
trade bans from importing countries. The risk
that the country will become a dumping place for
unsafe imports from neighbouring countries has
increased considerably along with the volume and
diversity of imports of food and agrochemicals.
Therefore, with commercialization the capacity of
SPS services has become a significant factor in risks
for investors and food safety risks for consumers.
Some health risks and weak SPS control capacities
are listed in Box 11.

Box 11: Important health risks for crops, livestock and consumers and weak SPS control capacities

Imports

« Introduction of potentially harmful plant pests and diseases through plant propagation material
o Lack of capacity to contain transboundary animal diseases
» Weak response capacities to outbreaks and infestations

o Import and illegal use of unsafe agrochemicals

o Import and illegal use of veterinary drugs and growth enhancers
« Unsafe and excessive use of agrochemicals and veterinary drugs
« Inability to control import and sale of sub-grade consumer goods

Exports

« Insufficient capacity to provide information about the plant and animal pest and disease situation

requested by trading partners

« Limited capacity to conduct conformity assessment about safety and quality of exported products
« Limited capacity to conduct negotiations with trading partners about risk-mitigation measures
« Insufficient capacity among producers and exporters to adopt preventative measures such as GAP,

GHP and GMP

« Limited access to various export market segments because of insufficient public and private safety

and quality management capacity



8.9 Priority areas for capacity building 2013 -
2020

For Government

1) Increase operational funding and number of
professional staff to levels necessary to make
adequate use of capacities being created under
present on-going projects

Without significantly increased public funding for
operational costs to a level of between US$0.6 and
US$1 million per year in the next five years, no
further sustainable capacity building efforts will
be achievable. In several areas of SPS management
the number of staft falls short of minimum
requirements. In order to rationalize increased
funding, budget preparation planning should be
improved and based on output-based work plans.*®

2) Strengthen SPS coordination by establishing an
SPS unit in DOP

The unit should have at least two full-time staff
members responsible for SPS coordination and
the Enquiry Point, supported on a part-time basis
by staft with other responsibilities. It should work
closely with staft responsible for trade policy and
coordination and with staff in the SPS line agencies.
For the purpose of convening inter-departmental
SPS meetings the head of the SPS unit should have
a mandate to submit invitation letters directly for
signature to the DOP DDG responsible for SPS
coordination. Clear TORs for SPS coordination
are needed.

For ongoing projects by development partners

3) Provide ongoing support for improvement
and implementation of a legal and regulatory
framework harmonized with WTO principles and
systems of ASEAN/GMS countries

In the years ahead there will be an ongoing need to
further improve the legal and regulatory framework
in parallel with increased technical capacity and
increased volume and diversification of trade.
Many of the regulatory improvements can be
conducted by technical specialists. However, there
is continual need for legal support that ensures
that regulations: (i) comply with international
principles; (ii) contribute to good governance;
and (iii) that the body of SPS legislation follows
consistent principles. An outline of minimum SPS
legislation is provided in Box 12.

4) Provide sustained support for solving gaps in
basic SPS capacity

In manyareas thereisa continued need for technical
support for: (i) developing human and technical
capacity; (ii) designing proper work plans; and (iii)
drafting standard operating procedures (SOP).

Expand the SPS agenda

5) Prepare a national strategy for laboratory
development

The strategy will identify national and regional
capacities, alignment and possibly consolidation of
the capacities of laboratories with responsibilities
for SPS, propose organization, management,

Box 12: Minimum legal framework to be implemented by 2018

The SPS legal framework for Lao PDR should comprise laws and related regulations for the three
key SPS sectors that are compliant with key WTO principles, and that incorporate SPS Agreement
principles such as risk analysis. This framework will govern the following areas:

Laws and related regulations for the three key SPS sectors: (1) animal health; (2) plant health; and (3)
food safety (with a supporting administrative/implementing institutional framework for inspections,
monitoring and surveillance, mechanisms for emergency responses and generally for control of food
safety hazards, pests and animal diseases); and related legislation on: (4) agrochemicals; (5) veterinary
drugs; (6) feed; (7) import and export; (8) standards and technical regulations (commensurate to the
country’s level of development); (9) diagnostic and conformity testing; and (10) certification.

Note: legislation will mainly be organized by sector

98. The earlier mentioned ADB GMS SPS project for Lao PDR will provide support to assess levels of funding and staff needed and budget

preparation methods.



funding modalities and funding needs, and make
recommendations. The strategy will guide further
development of laboratory infrastructure and help
to avoid dysfunctional overlap. Much work has
already been done an can be built upon. To be
meaningful a strategy needs high-level government
endorsement.

6) Support quality management in SPS laboratories

Introduce basic quality management systems in
main laboratories with responsibilities for SPS,”
including calibration of administrative systems
and SOP, and management. For a few parameters
with sufficient testing volume and international
trade relevance support will be given for ISO/IEC
17025 accreditation.

7) Expand SPS support for export promotion to new
product-market combinations

Based on the experiences of export promotion
schemes for maize and rice to China, this will apply
safety and quality controls throughout the supply
chain (including on-farm surveillance, GMP and
good post-harvest handling), and the adoption
of support schemes for other product-market
combinations, for example cassava to China and
fruit and vegetables to China and Thailand. Priority
will be given to product market combinations
with good export potential and bottlenecks in SPS
management capacity in the Government and the
private sector.

Modernize SPS services with ICT introduction

8) Assess directions, modalities and priorities for
ICT-based systems in SPS services

An action plan is needed for the introduction of
ICT in SPS services to ensure that improvements:
(i) follow international good practice; (ii) are fully
compatible with the broader agenda of cooperative
border management; and (iii) are aligned with the
process of developing an NSW. It should identify
a modular process of stepwise improvements and
indicate necessary sequencing.

9) Design and implement a modular investment
programme for ICT in SPS services

Special attention will be given to: (i) improved
quality of services, including web-based

services; (ii) proper database management; (iii)
improved transparency; (iv) harmonization of
implementation with Customs within the country;
(v) harmonization with SPS services of main
trading partners; (vi) reduced transaction costs
for traders; (vii) reduction of fraud; and (viii)
necessary adjustment in the organization and
management of each of the SPS services to manage
IT-based services.

Civil society

10) Support the development of private sector and
consumer organizations, and their engagement in
the development agenda for SPS

This will be done through: (i) public-private
cooperation in areas of common interest; (ii)
provision of training and awareness workshops;
and (iii) regular consultation with SPS services.

8.10 Technical barriers to trade

When the DTIS I report was written in 2006
there was no policy document for guidance on
TBT capacity building. Since Lao PDR had very
limited capacity in TBT the preparation of a
TBT Action Plan as a basis for capacity building
was proposed. The TDF has followed through by
supporting a “Capacity Assessment and Action
Plan in TBT” (hereafter called “the Assessment”)
which was delivered in July 2011."° Although it
provides an assessment and recommendations
it is not considered sufficient to serve as a
comprehensive action plan for capacity building in
the next 5 to 10 years. Further work is underway
to prepare a strategic plan for the Department of
Standardization and Metrology (DSM) and TBT.

This section describes the institutional framework
and gaps in capacity against the country’s trade
challenges, raises policy issues and proposes
priority actions for DTIS II.

8.10.1 Institutional framework for TBT

The DSM under the Ministry of Science and
Technology (MoST) is the lead agency for TBT.""!
The Department and Ministry are newly formed
and they succeed the Department of Intellectual
Property, Standardization and  Metrology
(DISM) and National Science and Technology

99. These include the Food and Drug Quality Control Center (FDQCC) laboratory (for which support from Merieux is expected), the National
Center Laboratory for Epidemiology (NCLE), the Plant Protection Center (PPC) laboratories, laboratories under the Department of Livestock

and Fisheries and laboratories at sub-national level.

100. It contains seven recommendations for external support with a budget of about US$ 1.5 million.
101. Prime Minister Decree on the establishment and activities of the Ministry of Science and Technology #309/PM of 28 September 2011 and
the Ministry Regulation on the establishment and activities of the Department of Standardization and Metrology #0836/MST of 21 December

2011.



Administration (NSTA). Roles and responsibilities
for TBT are shared with many line agencies, but
insufficiently defined, and effective coordination
mechanisms hardly exist.

8.10.2 Achievements

External support over the past 5 to 10 years,
mainly provided by UNIDO, has been small and
focused on aspects of standardization, metrology
and upgrading FDA’s capacity. The USAID LUNA
project contributes legal texts for compliance with
WTO requirements and related training, and TDF
has worked on capacity diagnostics and a strategic
plan for the DSM. Various donors have supported
TBT training under the ASEAN framework.

The Assessment notes serious shortages in staff and
funding for all TBT areas under the mandate of
the former DISM. Although legal texts have been
added and upgraded, there s still no consistent legal
framework for TBT that meets general principles
of good legislation. With UNIDO and Vietnamese
support a National Metrology Institute (NMI)
was established in 2005. A significant part of the
staff from the former NSTA has been allocated to
NMI, but it lacks the financial resources to become
effective.

8.10.3 Issues in TBT capacity-building

TBT capacity needs: There is a general
understanding that increased TBT capacity is
needed for successful exports and to protect
the safety of consumers. And it is also clear that
TBT measures will increasingly need to comply
with the principles and recommendations of the
WTO, the TBT Agreement, ASEAN and other
international organizations. However, this generic
understanding does not automatically lead to a
good priority agenda for capacity building in the
vast TBT area. There is a need for a comprehensive
generic TBT framework, compliant with
international principles, which can gradually be
further developed when needs arise and resources
are available. This will include a legal framework
and a blueprint for the institutional set up.

There is also a need for gap analysis of TBT
capacity based on empirical assessments. To date
hardly any empirical assessments have been made
of the impact of gaps in TBT capacity on trade
performance and the protection of consumers and
enterprises, which can be used for priority setting
in TBT capacity building. There is a need for
assessments at the level of enterprises, products,
product-market combinations, locations and

Box 13: What the Government’s basic role in TBT should include:

o In the area of standardization: To support the development and growth of a market-driven system
based on a system of harmonized, voluntary consensus standards for products, processes and

services.

« In the area of metrology: To realize, maintain and disseminate the national measurement units that
are traceable to the International System (SI) of units.

o In the area of legal metrology: To develop and implement a weights and measures programme
that can ensure uniformity of measurement and support quantity measurements within the legal

framework of the country.

o In the area of conformity assessment: To ensure that conformity assessment bodies are competent,
impartial and work with integrity and that they are accredited in accordance with international

standards and best practices.

« In the area of mutual recognition: To enter into mutual recognition agreements in areas of metrology;,
accreditation, standardization, and accreditation (MAS-Q) with trading partners and international

accreditation bodies.

o In the area of technical regulations: To use international standards as a template for developing
technical regulations and to ensure that technical regulations promote trade by removing unnecessary
barriers to trade without compromising public health and the safety of the citizens of their country.

o In the area of infrastructure development: To ensure that adequate technical and financial resources
are available for the implementation of a sound and internationally compliant MAS-Q system.

SOURCE: USAID, http://pdf.usaid.gov/pdf_docs/PNADP635.pdf



sectors to find specific present and near future
bottlenecks for trade performance and safety
protection. A capacity-building agenda that is
only based on implementing TBT principles and
the recommendations of international agencies
is likely to too pay much attention to various
low-priority areas while priority areas may be
insufficiently servedlIt is also important to point
out that compliance with WTO principles is
an obligation, but recommendations can be
implemented selectively if they are in the national
interest. More attention is needed to assess the
national interest.

TBT institutions: Each country needs lead
institutionsandgenericlegislationforimplementing
TBT measures. DSM has the generic responsibility
for policy making for standardization, metrology
and conformity assessment. There are major gaps
in human resources and operational budget in
both DSM divisions and NMI. However, it seems
that overall metrology has a disproportionate
share in staffing of TBT. Given DSM’ limited
human, technical and financial resources, it will
take at least five to ten years before Lao PDR can
realize a system that effectively performs basic
TBT functions. The priorities and sequence of
capacity-building efforts should be chosen within
this context. A comprehensive and consistent
system of legislation, together with a strategic plan
to develop DSM and its basic functions, are the
main priorities for capacity building. The work
should be modular and focus on core issues first.
Gradually, the institutional and legal framework
can be expanded.

TBT responsibilities: In most countries the policy
lead for standardization and maintaining and
operating a quality management infrastructure
lies to a significant extent with the line agencies
with the technical expertise and primary policy
responsibility for their sectors. For example, the
role of the standards institution in such cases is
to provide generic legislation and expertise on
standardization, oversight, perhaps some process
management, and the repository function for
standards. There is also a need for internal and
external cooperation and focal points for TBT
measures (for example, to coordinate technical
committees). Under the WTO agreement, Lao PDR
needs to effectively operate a TBT Enquiry Point to
provide information on technical regulations and
conformity assessment.

In quality management the role of the central TBT
institutions is in many countries mainly focused
on the overall (generic) legal and institutional
infrastructure, cross-cutting issues and providing
expertise. Preferably, institutional responsibilities
for specific certification (for example, in the area of
construction materials) should be separated from
generic TBT functions.

The division of responsibilities for TBT in Lao
PDR between DSM and the line agencies needs
to be further clarified, and building TBT capacity
should target gaps in capacity in both DSM and line
agencies. Equally important for a well-functioning
TBT system is the active involvement of private
sector entities in agenda asetting and policy
preparation. National and regional capacities
Lao PDR and private enterprises have, because
of proximity and economic integration, access to
qualified TBT services in neighbouring Thailand
and Vietnam, such as calibration, conformity
assessment, testing and certification. Although
this may not be the preferred long-term solution,
for the short and medium term this offers some
solutions, which need to be taken into account
when prioritizing capacity building in TBT. Since
commercial demand for many TBT services is
very low and cost-recovery limited, in the next
five to ten years the cost to the Lao economy
could be significantly higher if domestic capacity
for the delivery of these services are pursued.
Moreover, the quality of services from neighboring
countries is likely to be better. The country should
be selective about what capacities it builds and
when. For example, Lao PDR should not pursue
an Accreditation Body (AB) in the foreseeable
future because of the high cost and low associated
demand. If accreditation services are needed,
foreign accreditors can be employed. However,
Lao PDR should have focal points in DSM and
legal recognition of accreditation, certification and
calibration provided by competent international
bodies.

TBT regulatory services: Most demand for TBT
services will be regulatory demand. Regulatory
demand should be justified on the basis of
contribution to TBT policy aims, and should not
have a primary aim to generate fee income for
inspection and testing services.

The adoption of mandatory quality standards for
export is unlikely to contribute to exports unless



it is explicitly required by trading partners.'®

In general, mandatory certification will most
likely result in increased costs for exporters and,
therefore, does not serve trade policy priorities.
Moreover, to date there have been virtually no
domestic qualified conformity assessment services
to give credibility to certification.

Standardization: The standardization and
establishment of a quality management framework
should focus on selective adoption of international
standards and give priority to harmonization
with ASEAN and main trading partners. Main
guidance should be threefold: (i) compliance with
international principles; (ii) contribution to the
country’s policy priorities; and (iii) capacity to
implement the standards. Private sector entities
have important roles to play in standardization for
their areas.

8.10.4 Priority areas for TBT capacity building
2013 - 2020

For the Government

1) Increase operational funding and the number
of professional staff to the level necessary to
make adequate use of capacity being created
(under on-going and new projects).

Without significantly increased public funding for
operational costs and trained staff in the next five
years, no sustainable capacity building efforts will
be achievable. In order to rationalize increased
funding, budget preparation needs to be improved
and be based on output-based work plans.
Estimates for needed resources will be included in
the strategic plan.

For the Government and Development partners
A. Institutional Development

2) Establish a TBT Enquiry Point based on
good international practices and tailored to
the requirements of the Lao economy and its
trading partners'®

A TBT Enquiry Point (EP) is a requirement
of WTO accession. The work can follow the
description provided in the Assessment. A staff
of two will be necessary for this task.

3) Conduct empirical assessment of obstacles
to trade and gaps in the protection of safety of
consumers caused by gaps in TBT capacity

Empirical information is needed to establish
selective priorities for capacity building based
on the country’s national interest. To date, needs
assessment for TBT capacity building depends
narrowly on generic notions of TBT principles
and the recommendations of WTO and other
international organizations.

4) Design and adopt a strategic plan for the
development of DSM and TBT functions

There is a need to clarify the scope of work and
mandates of DSM and line ministries for TBT. This
will include:

a. Defining the institutional structure of DSM
and the scope of TBT work of the units under it
and cooperative relations with other ministries
that have responsibility for TBT

b. Describing the role of private sector and civil
society entities in TBT

c. Designing a programme for the necessary
parallel process of upgrading TBT legislation

d. Preparing a list (rolling plan) of prioritized
TBT activities for the next five years based on
empirical assessment of obstacles to trade and
gaps in the protection of safety of consumers
caused by gaps in TBT capacity

e. Assessing the human, technical and operational
budget resources needed to effectively
implement DSM’s (and where relevant other
ministries’) scope of work

f. Preparing a log frame (or result-based
framework) to justify TBT activities

g. Consultative and awareness-raising activities
with all stakeholders aimed at creating
ownership and decision making

5) Upgrading of the legal and regulatory
framework for TBT

The present legal framework has many gaps
and inconsistencies, which will require revision
through updated generic and sector-specific TBT
legislation.

102. In case of an acute risk of a ban on certain exports, or specific requirements under a market access agreement, mandatory export certification

requirements can be justifiable.

103. For reference, see WTO guidance on establishing a SPS Notification Authority and Enquiry Point
http://www.wto.org/english/tratop_e/sps_e/sps_handbook_cbt_e/c1s2p1_e.htm.



Generic legislation would: identify all relevant
institutional actors; ensure greater consistency
within the broader TBT framework; and
ensure compliance with the TBT Agreement
and harmonization with ASEAN standards. In
establishing institutional mandates within TBT,
generic legislation would define the functions and
responsibilities of DSM, line ministries and any
other bodies such as technical committees, in areas
such as standardization, conformity assessment,
inspection and certification. This work should
therefore be closely related to the design of the
action plan for development of DSM and TBT
functions.

Sector-specific legislation would also be developed
to assist line ministries with legislation in the
priority areas of conformity assessment, inspection
and certification, embedded in the broader legal
framework governing the various sectors.

Legislative assistance would further entail the
adoption of the WTO TBT agreement ‘Code of
Good Practice for the Preparation, Adoption
and Application of Standards, the ASEAN Policy
Guideline on Standards and Conformance, and
the ASEAN Good Regulatory Practice (GRP)
Guide, and the provision of technical assistance to
facilitate implementation of these codes.

Awareness-raising and training will be carried
out for Government staff and private entities on
various aspects of upgrading the legal system.

Line ministries and private sector entities need
to be fully involved in preparing legislation and
training.

B. Implementing the Strategic Plan

6) Training for Government staff in certifying

units and laboratories in international
principles of conformity assessment and
certification

Training would include:

a. ISO 65: “General requirements for bodies
operating product certification systems”

b. ISO/IEC 17021: “Conformity Assessment—
requirements for bodies providing audit and
certification of management systems”

¢.ISO 19011:2002: “Guidelines for quality and/or
environmental management systems auditing”

d. ISO ISO/IEC 17007:2009: “Conformity
assessment — Guidance for drafting normative
documents suitable for use for conformity”

7) Prepare a national strategy for laboratory
development'*

The strategy will identify national and sub-national
capacity, the alignment and possible consolidation
of the capacity of laboratories with responsibilities
for TBT, organization, management and funding
modalities, and funding needs, and make
recommendations. The strategy will guide further
development of laboratory infrastructure and help
to avoid dysfunctional overlap. Much work has
already been done for the SPS area to build upon. To
be meaningful a laboratory development strategy
needs high-level government endorsement.

8) Support quality management in TBT

laboratories'®

Introduce basic quality management systems in
main laboratories with responsibilities for TBT,
including calibration, administrative systems,
SOP and management. For a few parameters with
sufficient testing volume and international trade
relevance support will be given for ISO/IEC 17025
accreditation.

9) Support the development of private sector and
consumer organizations, and their engagement
in the development agenda for TBT'"

This will be done through: (i) public-private
cooperation in areas of common interest; (ii)
provision of training and awareness workshops;
and (iii) regular consultation with TBT services.

10) Selectively implement other elements of the
strategic plan

There will be a need for training and investment
to effectively implement the strategic plan. This
includes metrology in particular.

104. The strategy could be prepared jointly with a strategy for SPS laboratories.
105. The support could partly be conducted jointly with support for SPS laboratories.

106. Support for SPS and TBT can be partly combined.






9.1 Introduction

There is a growing understanding of the
importance of the business environment for
economic growth and poverty reduction. Much
less understood is how to manage the reform
process, which is challenging in any country.
The list of possible reforms is long and figuring
out priorities and sequencing can be difficult.
Reforms can be politically contentious. Business
environment reforms can be institutionally
challenging because their implementation requires
coordination among diverse institutions as well as
fundamental institutional changes.'”” This chapter
presents key business environment constraints and
recommends specific prioritized actions to remove
them.

9.2 Key business environment constraints

Over the past few years Lao PDR has become a
better place to do business for both domestic and
foreign firms. This includes implementation of
the Enterprise Law in 2006, which among other
things introduced the concept that doing business
is a right rather than the privilege of Lao citizens
as defined in the Constitution. It also changed the
previous “permit regime” to a “registration regime”.
To make it easier for entrepreneurs to set up their
businesses, the Law introduced the concept of the
‘negative list, under which any lawful person can
conduct business activities outside the so-called
“negative list of conditional activities” without
asking for permission. In order to align with the
Enterprise Law, the Government also replaced two
separate Investment Promotion Laws with one
unified Investment Promotion Law in 2010, which
among others also introduces uniform regulations
for business entry and investment incentives for
both domestic and foreign investors. The recently
revised General Tax Law (2011) also introduced
a number of significant growth-friendly policy
changes, including the introduction of a new
corporate profit tax rate of 24 per cent and the
abolition of minimum tax, facilitating graduation
of growing small- and medium-sized enterprises

107. World Bank, IFC, Reforming the Investment Climate, 2006.

(SMEs) from a presumptive tax system to
accounting-based systems.

Important improvements were also made to the
manufacturing and trading licensing regime. A
number of regulations were introduced to improve
predictability and transparency in international
trade (see Chapter 8 on trade facilitation). A sectoral
operating license is not required to engage in
international trade, and the manufacturing sector
only requires one operating license as opposed to
the two sectoral licenses required by other sectoral
agencies (establishment and operating licenses).
In addition, continued effort has been made to
facilitate free movement of goods domestically by
removing unnecessary internal checkpoints.

Despite significant improvement in the business
environment, there are still certain gaps between
policy and implementation and without reducing
this gap the potential of key economic sectors is
likely to go unrealized. Further improvement
in the enabling environment will require a wide
range of sectoral and cross-sectoral initiatives.
Sector-specific reforms will be discussed in each
of the sectoral analyses and this section will focus
on cross cutting issues of the enabling business
environment, relying on the results of the World
Bank Investment Climate Assessment (ICA
2011),'"® and the Enterprise Survey 2009 carried
out with support from GIZ.

Partly because of Lao PDR’s geographical location,
the stage of development of its market foundations,
the bias of methodology and others reasons, the
country performs poorly in most international
benchmarking exercises, including the Doing
Business Indicators, Index of Economic Freedom
and Logistics Performance Index. Overall these
reports suggest that gaps between Lao PDR and its
peers in the region are still significant. However,
they do not provide information about priority
reform areas or what the binding constraints for
businesses are at the current stage of economic

108. This Assessment summarizes the results of a nationally representative enterprise survey conducted in late 2009 and draws on extensive
interviews with policymakers and practitioners and using survey instruments that allow comparison between the performance of Lao

enterprises and those in 100+ other countries.



development. The findings of these reports need
to be interpreted carefully alongside analysis of the
country’s specific situation.

The World Bank’s Investment Climate Assessment
2010 (ICA) identified taxation, access to finance
and an inadequately educated workforce as the
three top constraints to growth by most firms
in Lao PDR (Figure 17). A significantly greater
number of firms view these areas as problematic
compared with in other countries in East Asia and
other low-income countries. Thirty-six per cent
of firms - three times the number compared with

other countries in East Asia — view tax rates as a
major constraint. The share of firms reporting lack
of access to finance as a major obstacle (21 per
cent) and poor skills (16 per cent) is also much
higher than the regional average and average of
low-income countries.

Similarly, the enterprise survey conducted by
GIZ in 2009 also identified access to finance,
lack of skilled labour (management and technical
personnel), high taxes and duties as major business
constraints.'”

Figure 17: Top business environment constraints for firms (percentage of firms)

Source: World Bank Enterprise
40
e survey (2009).
30 =
25 ]
20 -~ s 7 .
15 ~ 2 J !
10 - !
5 = w ""_-t-_\—-_..‘__‘-_-_ === Lao PDR
e —
0 T — EAP
73 [ = L] — o 2] o 2]
£ 8 2 £ % B E E E 2 LIC
= 5 = = = ] 3 g b g
% E0= 8 2 2 =R = g
s < B 8 2 = g 3 oz =
2 3 = 8 g g o 5 2
» 1 Q =) =1 g <
3 < é S s ,.8 < »
S 5 £ B 2 5 g
< 2 ) E < =]
& b= = 3
< 8 =1 =
eS| s =)
< o =]
g ]
= =3
O

The ICA (2011) also revealed that in manufacturing, infrastructure became less of a concern compared with
the 2005 survey. In the comparable subset of manufacturing firms, 15 per cent identified electricity as the
main obstacle in 2009 compared to 32 per cent in 2005. The share of firms concerned about lack of skills
increased the most from 7 per cent in 2005 to 23 per cent in 2009.

Figure 18: Concerns among firm managers, 2005 and 2009
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109. The GIZ Enterprise survey covered more than 700 enterprises operating in seven provinces.



At the same time fewer than 5 per cent of firms
identify corruption as a problem (but a very high
number of firms - about 40 per cent - report having
to make informal payments), or view the quality
of courts, tax administration, business licenses
and permits, and customs and trade regulations as
major issues. In all cases, firms in Lao PDR are less
likely to view these areas as problematic compared
to in other countries in East Asia. While these
constraints are not reported as the main obstacles
by a large number of firms, they may present major
constraints to growth for certain groups of firms
(constraints vary by firm size and sector).

9.2.1 Taxation

Tax rates and tax administration were cited by
enterprises (especially small enterprises) as one
of the most severe obstacles for firms in Lao PDR
(Figure 19).

tax rates, and abolishment of minimum tax will
facilitate the graduation of growing SMEs from
the presumptive tax system to accounting-based
systems. This will eventually provide opportunities
for SMEs with growth potential to improve their
financial management skills, their access to bank
credit and public procurement, and assist them
to engage in formal import and export activities.
In addition, the abolishment of the minimum tax
will enable loss-making businesses, especially new
start-up companies to carry forward their losses
for tax deduction in the following years. This
should encourage the creation of new businesses.

Business taxpayers in Lao PDR can be broadly
classified into three main groups: 1) micro
businesses, which are under a simple regime
(ticket holders); SMEs with a turnover of below

Figure 19: Complaints about tax rates and tax administration (percentage of firms)
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B Tax rates

B Tax administration

The legal framework for taxing businesses is
provided in the General Tax Law, VAT Law,
Enterprise Accounting Law,and Law on Investment
Promotion and related decrees and instructions.
This framework is undergoing a major change
through the recently promulgated new Unified
Investment Promotion Law, Implementation of
VAT Law, and revision of the Tax Law.

Overall the new legal framework has introduced
a number of significant growth-friendly policy
changes, which are expected to improve business
competitivenessandreducebusinesstaxcompliance
costs. For example, a uniform investment incentive
regime for both domestic and foreign investors is
introduced in the new Investment Promotion Law.
A new corporate profit tax rate of 24 per cent in
the new Tax Law is comparable to the regional

400 million Kip, which are under a presumptive
tax regime; and taxpayers based on an accounting
system (mostly with an annual turnover of more
than 200 million Kip),'® who pay taxes based
on accounting and financial reports. According
to Tax Department statistics, in 2008 there were
about 80,000 registered taxpayers. About 40,000
are ticket holders paying taxes under the simple
tax regime, about 32,000 taxpayers pay taxes under
the lump sum regime, and only about 8,000 pay
taxes according to the normal accounting regime.
However, with the implementation of VAT law,
which started in 2010, the number of businesses
that keep accounting systems according to the
Enterprise Accounting Law is expected to reduce
because businesses with annual turnover of less
than 400 million Kip that are not registered as VAT
taxpayers will not have an incentive to maintain an

110. Under VAT law this threshold is raised from 200 million Kip to 400 million kip.




accounting regime for tax purposes.

The Enterprise Survey (2009) also revealed that
SME:s in services and the retail trade complain
more about tax rates and tax administration than
larger enterprises in the manufacturing sector.
SMEs have to meet with tax officials at least
five times a year compared about three times
a year for large enterprises. This indicates that
most businesses are unhappy about the existing
presumptive tax regime, the nature of which is not
expected to change much as result of the revision
of the Tax Law. Currently close to 50,000 taxpayers
are registered to pay tax under the presumptive
regime. While there are widespread complaints
about arbitrary assessments, there is an evident
unwillingness on the part of businesses to move
away from this arrangement, even though they
have the accounting capacity and indeed apparent
legal obligation to do so.

The current taxation system faces challenges in:
(i) converting those who remain outside the tax
system entirely (the informal sector) to members of
the formal sector; and (ii) in inducing those within
the formal sector (taxpayers) to adopt improved
accounting practices that would allow them to be
taxed on other than a presumptive basis.

Going forward it will be important to address
some of the challenges mentioned by: establishing
a dedicated SME Tax Unit at the district level
to facilitate tax registration and dissemination
of information; developing simple accounting
toolkits to encourage SMEs to gradually move
to a standard accounting-based tax regime; and
increasing a public outreach programme about
the features and benefits of VAT among SMEs. It is

understood that the Tax department is a preparing
project aimed at improving the SME taxation
regime in collaboration with the International
Finance Corporation (IFC) and World Bank.

9.2.2 Access to finance

The Enterprise Survey (2009) revealed that while 92
per cent of firms surveyed have access to banking
services through bank accounts, only 19 per cent
of firms have bank loans. Furthermore, only 3 per
cent of firms used external sources to finance their
investment. These numbers are very low compared
to other countries (Figure 20).

While the Enterprise Survey was conducted in
four major cities, the situation in non-urban and
remote areas could be much worse, because most
banks still have insufficient branch networks and
can serve only the population that resides in the
primary municipalities along the Mekong River.
With the establishment of the new private banks
(both domestic and foreign), the number and type
of banking channels have increased, although
they are primarily still located in Vientiane and
three other major urban centres. Bank branches
and other channels to serve the rural areas where
more than half of the population resides are
scarce and usually limited to provincial capitals.
New approaches and technologies such as mobile
banking will be required to provide financial access
to people in remote areas. Currently, the Central
Bank is planning to develop legislation on mobile
banking, which is a good low-cost alternative for
the poor in remote areas.

The low level of firms with bank loans could be
explained by a number of factors including: a lack

Figure 20: Proportion of firms with bank credits and bank accounts and citing access to finance as a

major constraint.
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of investment opportunities; poor or non-existent
accounting practices by firms; complicated loan
approval procedures; high collateral requirements;
high lending risks perceived by lenders; and a
lack of appropriate loan products (in terms of
size, terms of maturity, interest rates). However, a
high level of informal lending,'"" high collateral
requirements in the form of land and building,
and a lack of medium- (2 to 3 year) and long-term
(3 to 5 year) bank loans for investment purposes
suggest that an underdeveloped banking sector
and high-risk lending environment are among the
most prominent reasons.'?

Some encouraging developments are taking
place. After the consolidation of numerous state-
owned banks, the private-owned banking sector
is expanding under market liberalization. The
number of banks in Lao PDR increased from 12
in 2006 (including branches of foreign banks) to
25 in 2011. As a result, the ratio of credit to GDP
increased almost four times from 7 per cent in
2006 to 25 per cent in 2010 (Figure 21). Year-
on-year credit growth in 2008 and 2009 reached
70 per cent. It was estimated that credit growth
decelerated to about 50 per cent and 30 per cent in
2010 and 2011, respectively.'””> Although starting
from a low base, this rapid expansion of credit has
been concentrated in a few selected industries and
poses risks for the financial system. Even though
the reported value of non-performing loans
(NPLs) remain low, experience shows that NPL
numbers do not always fully reflect the risks in
credit portfolios, especially in a fast credit-growth

Figure 21: Domestic credit growth since 2008

environment. The rapid expansion is placing strain
on the Central BanK’s ability to adequately supervise
banks. Capitalization of some commercial banks
remains below the prudential limits and limited
reporting on the financial condition of banks raises
questions on the sustainability of the current credit
boom.

One of the key challenges in the banking sector
is to ensure a balance between policies aiming
to improve access to financial services through
liberalization and enhancing the sector’s soundness
and stability, which means that the supervisory and
regulatory regime will need to be strengthened to
cope with an increasing number of players. More
strategically, a number of key issues need to be
considered while expanding the country’s regional
and international economic integration:

1) Does reform of the state-owned banks need to
be linked to the entry of private domestic/foreign
service providers?

2) What role should state-owned commercial
banks play in the future of the banking sector?

3) In what form(s) should liberalization take place
(branches, subsidiaries, cross-border banking,
foreign acquisition/strategic partnerships of/
with state banks)?

4) Should improved prudential regulation and su-
pervisory capacity be a pre-condition of financial
sector liberalization?

5) Is external assistance needed to support success-
ful liberalization?
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111. Anecdotal evidence suggests that more than 50 per cent of SMEs in retailed sector are participating in informal lending markets.
112. Data from WB Enterprise Survey showed that about 97 per cent of firms financed their investment with retained earnings.

113. Lao Economic Monitor, World Bank, November, 2011



In the medium term improving access to finance
will require further improvement in the following
areas:

1) Strengthen and accelerate ongoing programmes
aiming  to  develop/improve  financial
infrastructure that enable effective operation
of financial institutions, including payment
systems, credit information bureaus and
collateral registries (movable and non-movable
assets).

2) Further improve laws and regulations related to
secured lending, including revision of the out-
dated Contract Law (see 9.3.4), implementation
of the secured Transaction Law, and overall im-
provement in contract enforcement.

3) In the medium term, set up a specialized risk-
sharing faci