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8 .   D i r e c t i o n s  f o r  S u s t a i n a b l e  A g r i c u l t u r a l  D e v e l o pm e n t8 .   D i r e c t i o n s  f o r  S u s t a i n a b l e  A g r i c u l t u r a l  D e v e l o pm e n t8 .   D i r e c t i o n s  f o r  S u s t a i n a b l e  A g r i c u l t u r a l  D e v e l o pm e n t8 .   D i r e c t i o n s  f o r  S u s t a i n a b l e  A g r i c u l t u r a l  D e v e l o pm e n t8 .   D i r e c t i o n s  f o r  S u s t a i n a b l e  A g r i c u l t u r a l  D e v e l o pm e n t

Seiichi Fukui

Laos is a landlocked, sparsely populated country, with 5,090,000 people (1999) living on a

national land area (23,680,000 km2 ) approximately equal to that of Honshu, the main island

in Japan.

Laos' GDP per capita is US$ 280 (1999), and in the World Bank's World Development Re-

port, Laos is classified under the group of countries with the lowest income level. Laos is a

typical  agricultural  country,  with the agricultural  and forestry sector accounting for about

50% of the GDP, and 80% of the working population (Table 8 － 1).

Moreover, in Laos about 75% of the national land area is mountainous or hilly, and trans-

port conditions in those regions are extremely poor. A nationwide road network has not been

completed, and the fact that the lack of an en-tout-cas road network among major cities and

agr icul tura l  communit ies  severely  hinders  d is t r ibut ion,  coupled wi th  the  l imi ted market

scale result ing from the characterist ics of Laos as a thinly populated country with subsis-

tence agriculture mainly for its own consumption, constitutes a bottleneck in agricultural de-

（1）
Share  of

Agricultural

（2）
Growth Rate

Agricultural Sector
(%)

(Value added
as % of  GDP)

(Labor force
as % of  GDP EPA)

1999 1990
Female   Male

1990-99

Cambodia 51 78 69 2.1
Indonesia 20 56 54 2.6
Laos 53 81 76 4.6
Malaysia 14 26 28 1.1
Myanmar 53 78 70 4.9
Philippines 17 31 54 1.5
Thailand 13 65 63 2.7
Viet Nam 26 73 70 4.9

 Source: World bank, World Development Report, 2000/2001.
ADB, Key Indicators of  Developing Asian and Pacific Countries, 2000.

Table 8 － 1　Development Stage of Lao Agriculture: A Comparison with South Asian Countries

i n  t h e  M e k o n g  C o r r i d o ri n  t h e  M e k o n g  C o r r i d o ri n  t h e  M e k o n g  C o r r i d o ri n  t h e  M e k o n g  C o r r i d o ri n  t h e  M e k o n g  C o r r i d o r
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velopment.

Nevertheless,  since the early 1990s, the agricultural sector has grown at a rate of nearly

5% per annum. In particular,  since 1996, relatively speaking, the growth rate has been ex-

ceptionally high, as the Government has focused its efforts on irrigation development.  The

level of 5%, similar to Viet Nam's and Myanmar's, is high for South-East Asia (Table 8 － 1),

and a growth of 4-5% is also expected under a long-term development plan up to 2020.

In general, at the initial stage of economic development, agricultural development plays a

major role. This is particularly true for countries such as Laos where the agricultural sector

accounts for a large share of the GDP. Moreover, in the case of Laos, the possibilities for fu-

ture growth in the industrial sector are uncertain, and in the long term, sustainable agricul-

tural development is essential.  On the other hand, however, given trends toward liberaliza-

t ion and trade expansion in Laos,  such as the implementation of the AFTA-CEPT Scheme

and the vitalization of trade with China, various industries face very difficult circumstances,

in that ,  al though in their  infancy, they must develop further while exposed to competit ion

with neighboring countries. Regarding agriculture in Laos, as will be explained below, tradi-

tional farming methods are appropriate for the current economic environment. Moreover, un-

used cultivable land exists,  and Laos is at  the stage where i t  should engage in agricultural

development through the extensive expansion of cultivation. Accordingly, if agricultural de-

velopment is promoted while permitting rapid liberalization, it  is probably necessary to pur-

sue a top-down approach in shifting to modern high-productivity agriculture through an in-

tensive expansion of cultivation. However,  to enable such reforms, considerable long-term

public aid is required; and taking account of the current financial situation in Laos, a reli-

ance on large amounts of subsidy is considered to be unavoidable. In fact, Laos' Ministry of

Agriculture and Forestry is endeavoring to realize agricultural development, particularly in

the Mekong Corridor, which is thought to have high latent potential, through the moderniza-

tion of agriculture in response to trade liberalization and deregulation.

In this paper, the author considers how agricultural modernization in the Mekong Corridor

can be promoted under t ight financial conditions.  For this purpose, after Section 1 has ex-

plained the current  s tatus of  agriculture in Laos ( trends in agricultural  production,  t radi-

tional farming methods and characteristics of agricultural villages, the current stage of agri-

cultural development),  Section 2 will  summarize the features of the Lao government's agri-

cultural development strategy and medium to long-term development strategy, with the de-

velopment of flat land in the Mekong Corridor as its nucleus. Section 3 examines the global
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competitiveness of agricultural products in Laos, and Section 4 explains current agricultural

policy (in particular, trade and distribution policy). In Section 5, based on the discussion in

the preceding sections, we recommend that, under the present macro-economic circumstances

where there is a fear that government revenue will decrease, a step by step approach would

be more appropriate for the medium-and long-term development of Lao agriculture than an

aggressive development strategy which requires a large amount of government expenditures.

Finally,  some policy recommendations for sustainable agricultural development in Mekong

Corridor are proposed.

8 － 1　Curren t  s t a tus  o f  agr icu l tu re  in  Laos

（1）Trends in agricultural production (Table 8 － 2)

As mentioned at the beginning, in the 1990s the population of Laos grew by 2.6% per

annum, the highest rate among Asian low-income countries after Cambodia. As income

elasticity for demand for food grains, particularly rice, is considered to be positive (NSC

[1999], p.7), it  is estimated that the increase in latent demand associated with economic

growth is fairly high.

The rate of increase in the productivity of rice, by far the most important among food

grains (accounting for about 90% of production volume and area), at 1.1% per annum is

much lower than the rate of  the populat ion growth,  comparing the three-year average

growth rates for the period 1990-1995. Consequently, although Laos was originally a rice

importing country, and from the 1980s onward there was a tendency for imports to de-

crease, the trend reverted to an increase in 1993.

The main form of rice cultivation in Laos is lowland paddy cultivation in the wet sea-

son, relying on rainwater, with little use of chemical fertilizers and agricultural chemi-

cals. However, the area of land under such cultivation decreased at an annual average of

1.01% from 1980-1996. On the other hand, although the area of land under dry-season

paddy cultivation increased at an annual rate of 5.43% during that period, the area ratio

of irrigated land, essential for dry-season cultivation, was the lowest in Asia, at 4.9%.

However, since 1997, as a result of an increase in the ratio of irrigated land (from 5%

in 1997 to 20% in 2000) due to increased investment in irrigation, rice production has

risen rapidly. In 1999, two million tons were produced and self-sufficiency was attained.

(It should be noted that this figure is entirely dependent on government statistics.)

In Laos, where the area of sloping land is relatively large, the proportion of dry-field
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rice cul t ivat ion using swidden agricul ture is  high relat ive to other  countr ies  (32% of

rice-yielding land area in FY 1980). However, the area of dry-field rice cultivation de-

creased by 1.2% per annum from 1980-1999, and in 1999 decreased to 15% of rice-yield-

ing land area, with the area of dry-season paddy rice exceeding that of dry-field rice.

In addition to rice, swidden agriculture is used to grow cash crops such as maize, cas-

sava, vegetables, tobacco, and poppy. The total swidden area in Laos grew by 73% in the

1980s, primarily in the north (UNDP [1994], p.72).

Cash crops normally cultivated in dry fields include maize for fodder,  and industrial

raw as sentence materials for which demand is increasing. Production of vegetables and

the like, including tobacco, peanuts, coffee, and sugar cane for which demand is sharply

increasing in urban area such as Vientiane, has increased in recent years.

Crop/Livestock Harvested Area Production (thousand ton)

(1999)

（Thousand ha）

1976    1980    1996      1980-96      1997    1998     1999     2000   1996/2000

1976     1980     1996      1980-96      1997       1998     1999    2000    1997-2000

Growth Rate (%) Growth Rate (%)

Paddy 718.2 660.9 1053.1 1413.2 1.86 166.0 1774.5 2094.0 2230.0 12.1
Lowland Wet 477.5 455.5 705.0 1075.7 2.68 1303.5 1348.9 1502.0 1635.0 11.0

Season paddy
Lowland Dry 87.0 3.5 11.1 71.5 12.36 113.5 212.1 354.0 465.0 59.7
Season Paddy
Upland Paddy 153.6 202.0 337.0 266.0 －1.47 243.0 213.5 238.0 130.0 －16.4

Maize 40.7 30.4 28.4 76.6 6.53 78.0 109.9 96.1 23.6 －25.5
Cassava 13.1 47.3 80.3 92.5 0.88 94.0 107.9 80.6 51.9 －13.5
Green Bean 1.7 1.0 1.6 1.2 －2.12 1.5 1.7 1.5 1.3 2.0
Soybean 6.8 1.7 3.3 3.2 －0.10 2.3 4.3 5.9 2.6 -5.1
Groundnuts 12.9 3.5 7.9 11.9 2.54 12.0 15.0 13.0 7.0 －12.4
Tobacco 4.3 5.6 16.6 26.0 2.84 28.0 25.6 23.4 39.8 11.2
Cotton 4.4 2.3 4.9 6.8 2.03 7.0 7.5 4.3 4.7 －8.8
Sugarcane 4.7 17.0 24.1 87.1 8.36 95.0 170.2 173.6 173.6 18.9
Coffee 42.3 2.8 4.4 10.0 5.2 12.3 17.0 17.5 17.5 15.0
Vegetable 41.1 28.4 42.6 86.7 4.71 100.0 117.3 236.0 255.2 31.0

Number of  Livestock (Thousand)
                                                                             Growth Rate (%)                       　　　                 Growth Rate(%)

Buffalo 641.4 862.3 1211.70 2.22 1223.8 1092.7 991.8 1006.7 – 0.63
Cattle 325.9 447.0 1186.00 6.29 1227.5 1126.6 944.1 986.6 – 0.70
Pig 764.2 1111.1 1772.00 2.96 1813.0 1432.1 1036.4 1101.0 – 15.3
Goat/Sheep 31.0 48.6 159.00 7.69 165.0 122.1 94.4 100.3 – 15.3
Poultry 4075.9 4620.6 11656.00 5.95 11947.0 12176.4 11214.5 12028.2 0.23

 Source: Ministry of  Agriculture and Forestry, Agricultural Statistics of
Lao PDR 1996, Cabinet Office of  MAF, Vientiane, June 1997

Table 8 － 2　Production of Major Cropsand Livestock (1976-2000)
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As mentioned above, most farmers in Laos are engaged in mixed agriculture,  raising

livestock as well  as growing crops.  Water buffalo are used for ploughing, while catt le

are used for transportation and meat production. Pigs are raised mainly for sale,  while

poultry are mainly for  home consumption.  Large l ivestock such as  water  buffalo and

cattle serve as safety assets in the event of crop failure, and also play an important role

as a  fer t i l izer  source.  Recently,  the number of  l ivestock raised has increased,  and by

1997, large livestock in particular (especially yellow cows) had increased drastically. It

is thought that most of these are exported live to Thailand, but due to obstacles such as

export tariffs, a quota system, and a system of licensing for dealers, many livestock are

exported informally. It is said that such exports amount to 160,000-260,000 animals an-

nually (AICAF, [1991]), and latent export demand is extremely high (Lao PDR [1998]).

The  number  of  smal ler  l ives tock  ra ised  had a lso  increased  fas ter  than  the  human

population until 1997. In particular, poultry and goats increased drastically.

In 1998 and 1999,  the numbers of  cat t le ,  pigs,  and goats  raised decreased sharply.

However, this was considered to be a result of the Asian currency crisis, when the real-

term exchange rate of the baht decreased, and exports to Thailand suddenly increased,

resulting in a steep rise in the export price of cattle. It is forecast that in 2000, in accor-

dance with stable exchange rates, the number of livestock raised will increase slightly.

It  is said that fish consumption accounts for at least 40% of animal protein intake by

the people of Laos, and this figure is leaning towards increase. Natural fishing grounds

are declining due to the effects of development and urbanization, but fish-farm produc-

t ion increased more than tenfold in the 1990s,  and accounts for  40% of the total  f ish

haul (not including fish for home consumption).

(Above from Morimoto [1999])

（2）Current stage of agriculture in Laos and characteristics of agricultural technology and

rural market economy

As explained in the preceding section, at least as far as statistical sources show, agri-

culture in Laos until  around 1996 was characterized by low productivity, and low input

of modern production elements.  Such characteristics can be explained in terms of risk-

avoidance actions by farmers and by resource availability.

Except for a very few areas such as Vientiane, where per capita income is said to ap-

proach US$ 1,000, farmers in the current economic environment-faced with a value sys-
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tem where the costs of input elements are high compared with the price of rice, and a la-

bor market that offers limited employment opportunities-are not inclined to adopt mod-

ern agricultural  technologies with which, by bearing irrigation investment costs them-

selves and using purchased input elements,  they can obtain high returns but with high

risks. Instead, they rely as much as possible on self-supplied input elements, and tend to

prefer  tradit ional  methods of agriculture that  provide stable income, with low returns

but also low risks.

In general, residents of farming villages in low-income countries tend to adopt produc-

tion technologies that avoid risks, and through such means as the sale of agricultural as-

sets and the creation of social safety nets, endeavor to stabilize their income in an uncer-

tain, unstable environment.

For example, traditional lowland farming in the central and southern areas is charac-

teristic of rice cultivation depending on rainwater, the free-range rearing of cattle (water

buffalo and zebu) and the organic management of combining grass resources in forests,

on rough grounds and the like. They rear cattle (Figure 8 － 1) for cultivating the fields

or for avoiding risks of unstable rice cultivation depending on rainwater, feed the cattle

grass grown in forests and on fallow fields during the rainy season and rice straw dur-

ing the dry season, and use cattle waste and rice straw as manure. This can be said to be

an organic agriculture suitable for natural resources and following natural environments

by taking an organic material cycle into account.

When they grow coffee at the Boloven Plateau, they do not adopt the Arabica species

which is  usually higher in price and production but  l ike to adopt the Robusta species

which is inferior to the Arabica species both in price and production. This is because the

Arabica species has a good harvest for the first four or five years but after that its har-

vest falls sharply and, as a result,  farmers are forced to transplant them sooner or later

and they cannot get  any money during this transplanting.  The Robusta species,  on the

other hand, is low in price and production but can have a harvest for a much longer pe-

riod,  which gives farmers a stable income(Figure 8 － 2). I t  is  considered that  farmers

who like stability choose the Robusta species.

In general, the pattern of agricultural development is largely affected by the availabil-

ity of production elements. According to Yamada [1992], the existence of an "S-curve de-

v e l opmen t  p a t t e r n "  h a s  b e en  r e v e a l e d  among  t h e  l a nd  t o  l a bo r  r a t i o  a nd  l a nd

productivity(Figure 8 － 3). In other words, at the first stage, while the extensive expan-









─ 10 ─

sion of cultivated land progresses, and land to labor ratio increases, increased land pro-

ductivity is not observed. In the second stage, the cultivated land reaches its limit of ex-

pansion, the rate of increase in labor force is exceeded in comparison, and the land to la-

bor ratio decreases; but through advances in technology for efficient land use, land pro-

ductivity increases. Moreover, in the third stage, due to an outflow of agricultural labor

force to other sectors resulting from economic growth, the land to labor ratio increases,

and not only land productivity, but also labor productivity increases.

In the case of Laos, out of 2,670,000 ha of cultivable agricultural land and grassland,

only about 1,000,000 ha are in use, and there is considered to be substantial room for de-

veloping new cultivated land. Accordingly, Laos may be said to be at the initial  stage,

where the area of unused cultivable land is large and agricultural productivity can be in-

creased through the extensive expansion of  cult ivated land area.  As described above,

Laos is at  the first  stage of the "S-curve development pattern," and it  may be said that

the conditions for increasing production through internal progressive agricultural mod-

ernization and rapidly increased productivity are not yet in place.

In addition, agricultural development depends on the progress of the market. In Laos,

the markets of mountainous places of the northern part  and other areas,  the basins and

the plateaus are separated from the large markets of the central and southern part of the

country like Vientiane. This is one of the factors that prevent agriculture in Laos from

developing (World Bank 1995, Bourdet 1999).

The World Bank and the Bourdet did not necessarily examine the matter closely and

statistically but, using the time series price date of rice (1996-2001) in the four cities of

Vientiane, Luangphabang, Savannakhet and Champasak, Takamatsu (2002) analyzed the

correlations between prices of the markets by a method of t ime series analysis.  I t  thus

made it clear that the rice market of Luangphabang was not integrated by the markets of

Vien t i ane ,  Savannakhe t  and  Champasak  and  tha t  t he  marke t s  o f  c i t i e s  o the r  than

Luangphabang were highly integrated and not  separated.  This ref lects  the theory pre-

sented in past researches.

It is considered, therefore, that the separation of the market between the northern part

and the central and southern parts is caused by poor communication of market informa-

t ion  due  to  the  topographical  fac tors  of  mounta ins ,  h i l l s ,  bas ins  and pla teaus ,  poor

transportation and communications means arising from delayed infrastructure improve-

ment, and a small market with a small population that is dependent on self-sufficient ag-
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riculture.

8 － 2　Stra teg ic  Charac te r s  o f  Agr icu l tu ra l  Deve lopment  in  Laos

The Lao government has set  a  rather  high goal  for  growth in agricul ture sectors  in the

middle and long term development strategy toward 2010-2020, and in the f if th social  and

economic development plan (2001-2005).

The Lao government, with aid from the ADB, has summarized its basic approach to future

agricultural development strategies in "The Government Strategic Vision, 1999."

Here, while recognizing the dual nature of agricultural development on flat land extending

throughout the Mekong basin and on sloping land in the north of Laos and elsewhere,  we

will  assume the acceleration of market-led agricultural growth in l ine with the progress of

the liberalization of trade with neighboring countries, such as the AFTA-CEPT Scheme.

Because demand for Lao agricultural products is expected to increase in regions neighbor-

ing the Mekong basin such as Thailand, Viet Nam, and China, in the case of agriculture on

flat land in the Mekong basin-based on the recognition that many agricultural products (rice,

maize, peanuts, soy beans, cotton, sugar cane, etc.) are "internationally competitive" (Table 8

－ 5) priority will  be given to agricultural development in this region. After such develop-

ment is  well  established, development on sloping land will  also be implemented, based on

that on flat land.

As the means of agricultural development on flat land, the following may be cited.

1) Increase production capacity while aiming for the diversification of agriculture to en-

compass cash crops, stock raising, fisheries products, etc.

2) Nurture the processing industry for agricultural products through investment of domes-

tic and foreign capital in agribusiness, and increase added value.

3) By promoting market surveys and the collection and communication of market data, and

improving links between producers, distributors, and consumers, increase the efficiency

of the distribution system for agricultural products.

4) Aim to standardize and improve the quality of agricultural products to be regarded in-

ternationally.

5) Expand credit facilities for agricultural communities, at interest rates determined com-

petitively by the market.

6) Expand aid for credit  facili t ies for agricultural community financing and agribusiness

through commercial banks.
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7) Repair ,  expand,  and s t rengthen dry-season i r r igat ion faci l i t ies  through community-

based, participatory irrigation projects.

On the other hand, for agricultural development on sloping land, due to their remote-

ness from markets and low potential for development, the solution of different problems

from those  on f la t  land,  such as  enabl ing migratory  farmers  to  es tabl ish  f ixed res i -

dences,  effective use of resources,  improvement of social  and economic environments,

and conservation of natural resources, is important. All these problems revert to the is-

sue of how to reform the existing system, for which low input production elements = low

production, of migratory cultivation on sloping land. Methods for development on slop-

ing land, in addition to those for flat land, include: 1) land use zoning based on topogra-

phy, soil ,  and socioeconomic standards, 2) work to establish land rights with residents '

participation, 3) community management of natural resources, 4) diversification of agri-

cultural systems and development of agro-forestry, 5) promotion of sustainable land use

through afforestation, measures to prevent soil erosion, forest protection, etc., 6) mobili-

zation of savings in agricultural villages and expansion of micro-credit, and 7) improve-

ment and extension of rural roads to improve access to markets.

The  Lao government  in tends  to  success ive ly  implement  agr icu l tura l  development

strategies such as the above by 2015, the l imit  for AFTA-CEPT Scheme. For this pur-

pose, the following government roles and organizational reforms are important.

1)  The Government wil l  plan the nationwide,  integrated development of  agriculture

and agricultural  communit ies as the basis  for  progress,  and wil l  propose specif ic

projects  based on the plan.  As a paral lel  ini t iat ive,  i t  wil l  provide education and

training for government workers involved in such development and for members of

rural administrative committees, in order to develop human resources.

2) To promote market-led agricultural development, it is necessary to promote deregu-

lat ion and open the market  to foreign part icipants.  For this  purpose,  the Govern-

ment will review the licensing system for agricultural product processing, distribu-

tion, etc. and aim to improve the business environment. It  will  also propose a plan

to reduce trade barriers, in accordance with AFTA-CEPT and WTO guidelines.

3) The agricultural development plan will have a decentralized, bottom-up format ex-

tending from the vil lage level  to county,  prefecture,  and national  levels.  For this

purpose, changes in government organization, such as regional decentralization and

organizational reform of the Ministry for Agriculture and Forestry,  will  be neces-
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sary.

8 － 3　Globa l  compet i t iveness  o f  agr icu l tu re  in  Laos

As described in the preceding Section, a vision for agricultural development strategy has

been outlined on the premise that agriculture on flat lands in the Mekong Corridor is interna-

tionally competitive. But is this really true? Here, the competitiveness of Lao agriculture is

considered on the  bas is  of  a  prac t ica l  survey conducted  in  the  Vient iane  Specia l  Zone,

Savannakhet  Pref . ,  Champasak Pref . ,  and the Bolaven Plateau,  and the information from

JICA experts.

（1） Rice

First  we made three surveys on rice in 1997, 2000 and 2001. In 1997 and 2000, our

study areas included  both types of agro-ecological systems including rainfed  and  irri-

gated.  The study areas in 2002, however,  were irr igated areas where the farmers only

used irrigation water in the dry season. In the former,  the irr igation systems were not

well managed by the farmers, while the farmers in the latter were well trained through a

government pilot project and managed the irrigation systems efficiently. Here, we would

like to explain the global competit iveness mainly based on the survey of Savannakhet

Province made in 2000  because these cases are considered to be  typical examples of

high cost rice farming in lowland area of Laos.

In irrigated areas, double cropping is common. In order to reap two harvests/year, it is

necessary to use variet ies that  grow relat ively fast .  In the regions we surveyed,  many

farmers used improved varieties of RD-strain glutinous rice developed in Thailand. Also,

more than 50% of farmers used tractors for ploughing; chemical fertilizers were used in

the main;  and organic fert i l izers were used in complementary fashion.  The amount of

chemical fertilizer used was about 140-150 kg/ha, which in irrigated areas is a level that

leaves high potential for increased harvests through the increased application of fertil-

izer. In Laos in general, the incidence of crop damage due to diseases and insects is not

high,  and few farmers use agricultural  chemicals ,  but  in the regions surveyed,  nearly

90% of farmers used agricultural  chemicals.  Direct  seeding has not  yet  become wide-

spread,  and r ice  is  t ransplanted from nurser ies .  For  t ransplant ing and harvest ,  many

farmers use hired labor, for which wages are 12,000-15,000 kip/day (about US$ 1.5). Most

farmers use a small threshing machine. The yield level is on average 2.4t/ha/year in the
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wet season, and 2.8 t/ha in the dry season, which is low for irrigated areas.

For rice cultivation in rainfed paddy growing areas,  single cropping, in the wet sea-

son, is common. Many farmers use both the traditional varieties with the nature of the

long maturing period (glutinous rice) and RD varieties with the nature of the short ma-

turing period. It  is thought that the reason for this is to enable the harvest season to be

staggered and the workforce to be used effectively, by introducing varieties with differ-

ent maturing periods. Most ploughing is done by draught animals. The amount of chemi-

cal fertilizer used is 80-90 kg/ha, which is lower than in irrigated areas, but the amount

of manure ferti l izer used is large.  Virtually no agricultural chemicals are used. Trans-

planting, harvesting, and most other work is done with a family workforce, through la-

bor exchange,  and machines are not  used.  Because mechanization has not  progressed,

the amount of labor used is large, and labor per unit area is about 1.5 times that for irri-

gated areas. The yield level is about 2.1 t/ha in an average year.

Table 8 － 4 shows estimated production costs per unit  weight in the areas surveyed.

For  i r r igated areas ,  product ion cost  is  about  US$ 140/ t .  This  resul t  d i f fers  f rom the

ADB/MAF est imate that  production cost  is  much lower than in Thailand.  For rainfed

paddy growing areas, production cost is fairly high, at US$ 170/t. Among the reasons for

higher production cost in Laos than in Thailand are: the agricultural wage is about US$

1.5/person/day, which is not so much lower than the wage in Northeastern Thailand; all

chemical fertilizers, agricultural machinery, etc. are imported from Thailand, and trans-

port costs and distribution margins are high (Table 8 － 5); and while the mechanization

of agricultural work is not progressing due to low usage levels of agricultural chemicals,

labor requirements are high compared with Thailand.

The results of the above surveys coupled with those of the surveys made at  the irri-

gated areas of Savannakhet Province in 1997,  indicate that the rice farming at the low-

land  areas of Laos is inefficient and production cost is high (Tables 8 － 3 and 8 － 4).

This is  mainly because lowland rice farmers usually do not have sufficient knowledge

about i rr igated modern agriculture,  the water  users '  associat ion is  not  well  organized

and the  prices of modern input and hired labor are not lower than in their neighboring

countries as mentioned above.

In  addi t ion to  high product ion costs ,  consider ing that  the  pr ice  of  Lao r ice  in  the

country's domestic market is lower than that of Thai rice, and Lao rice is not as highly

regarded in the market as Thai rice, the global competitiveness of Lao rice is not as high



─ 15 ─

as is claimed by the ADB/MAF(Table 8 － 4) except for such cases as shown in the re-

sults of our survey conducted at Savannakhet in 2001. In this case,  the production cost

of dry season rice is lower than Thai rice(Table 8 － 3) because the water users'  organi-

zation is  organized very well  through the Government pilot  project ,  and the irr igation

system is efficiently managed by the farmers' association (Annex). Therefore, if the Gov-

ernment supports the farmers in effectively managing the irrigation system, the produc-

tion cost can be reduced dramatically. But such cases are not common.

Source: Author's survey
Note 1)The imputed cost of  home made manure is not included.

2)The imputed cost of  family labor is calculated by multiplying the total working days 
of  family labors with hired labor wage.

Cropping year               　　  1996/97               1999/2000                        2000/2001    

Dry Season    Wet Season    Rainfed    Irigated      Dry Season   Wet Season

Yield (t/ha) 3.1 2.0 2.1 2.4 2.8 3.3 1.5

Production 161 191 171 140 70 140
Cost per ton ($/t)

Farmgate price 230 128 100 132
 ($/t)

Tabel 8 － 3　Production  Cost of Lao Rice

Lao PDR Thailand

ADB/MAF (1997)
Glutinous*    Non-glutinous*

1998
Dry Season

1997/98
Wet Season

Yield (t/ha) 2.29 3.39 4.23 2.0

Total Cost ($/ha) 129 267 382 216

Production Cost 56 79 90 108
Per ton ($/t)

Farmgate Price 126 126 183 183
($/t)

Source: ADB/MAF, 1998, Working Paper 1 and 2, Lao PDR Agricultural Strategy Study, Vol.3, and
Office of  Agricultural Economics, Ministry of  Agriculture and Cooperatives, Thailand.

Note: The imputed cost of  home made manure and land rent are not included.

Tabel 8 － 4　Production  Cost of Rice; ADB/MAF and Thailand
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（2） Cash crops

As cash crops, we will  examine the products cited by the ADB/MAF as mentioned in

Section 3.

Regarding peanuts and soy beans,  which are also important as raw materials for ed-

ible oils, native varieties are cultivated. However, as processed materials for edible oils,

etc., they have low oil content, and as seeds for oil, they are of poor quality. If improved

varieties are introduced, they could be profitably used as processed materials,  but be-

cause distributors evaluate products by weight,  native varieties are more advantageous

to farmers,  who are unfavorably disposed to the introduction of other variet ies.  Also,

peanuts and soy beans cannot compete in terms of cost with palm oil produced in Thai-

land and Malaysia.  However,  in the case of soy beans,  native varieties are suitable as

raw materials for tofu and soy milk, due to their good taste. Peanuts, too, have the po-

tent ia l  for  substant ia l  expansion in  product ion for  domest ic  consumption as  a  f resh

product.  Accordingly, even if  export is not possible,  i t  is highly likely that production

for domestic use can be expanded.

Regarding fruits (durians,  pineapples,  etc.) ,  except for bananas and the like, in most

cases native varieties are used, and because Thai products are of overwhelmingly higher

quality, Lao products cannot compete. As the tastes of native varieties are not bad, it  is

probably possible to expand production for domestic consumption.

Regarding sugar,  Thailand is  the world 's  largest  exporter,  and in terms of both pro-

duction efficiency and quality, Laos'  sugar manufacturing industry, which is still  at the

infant stage, cannot compete. It  is probably realistic to import sugar as a manufactured

product,  or encourage an inflow of capital  from the Thai sugar industry.  However,  re-

Location Item Local Price (US$/ton) Ubon, Thailand
(Lao price/Ubon price)

Source: ADB/MAF [1998], p.108, Annex Table 12.

Pakse, 40km to border 16–20–0 249.85 1.25
46–0–0 237.95 1.28

80km South of  Savannakhet 16–20–0 261.75 1.31
46–0–0 261.75 1.41

Border, 35km S.W. of 16–20–0 252.83 1.26
Savannakhet 46–0–0 252.83 1.36
Champassak, Thai Border 16–20–0 249.85 1.25

46–0–0 237.95 1.28

Tabel 8 － 5　Chemical Fertilizer Prices; A comparison with Thailand (June,1998)
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garding sugar cane, because sugar factories in north-east Thailand have an insufficient

supply of raw material ,  i t  is  worth considering an export  of  sugar to Thailand as raw

material.

Regarding vegetables, in recent years demand has increased, mostly in cities, and sup-

ply is also increasing in suburban cultivated areas. In the dry season, weather conditions

are suited to vegetable production, and a large amount of Lao vegetables is shipped to

big-city markets such as Vientiane. Because prices decrease accordingly, the amount of

vegetables from Thailand and Viet Nam entering the market is l imited. Accordingly, i t

may be said that dry-season vegetables are competitive. By contrast,  in the wet season,

because wet-season cult ivation technology is  not  established,  the amount of  Lao veg-

etables available decreases, prices rise,  and large amounts of Thailand and Vietnamese

vegetables enter the market. In this sense, it  may be said that wet-season vegetables are

poorly competitive, but for cucumbers, cultivation areas are already being created with

Japanese aid,  and for  leafy vegetables such as green onions and coriander and f leshy

vegetables such as egg-plant, tomato, and green chili,  some farmers are already produc-

ing harvests and earning high margins using low-tech means such as simple rain-covers

and well water.  Accordingly, if  such means become widespread, the production of wet-

season vegetables is  expected to increase.  Recently,  however,  some vegetable farmers

have started to use many chemical fertilizers, and agricultural chemicals pollution is to

be feared (Mr. Okuda, JICA expert).

Vegetables at  the Boloven Plateau (cabbage, Chinese cabbage, potato,  ginger and so

on) are grown without much care.  But due to wide land,  a good, natural  environment,

good soil  condit ions (Nihon Koei,  1996),  the supply of seeds,  fert i l izers,  agricultural

chemicals  and the  l ike  by Thai  merchants  a t  reasonable  pr ices ,  benef i t s  f rom using

rougher production methods than those of  Thailand,  and the expansion of  production

with a strong aid of low cost (though a little inferior in quality), they had exported a lot

of vegetables to Thailand up until  2000 when the south border of Thailand was closed.

Coffee of the Robusta species at  the Boloven Plateau, though inferior Arabica in price

and  product ion ,  i s  expor ted  to  Europe  due  to  i t s  compet i t iveness  in  the  low-grade

classes, by taking full advantage of the fact that no fertilizers or agricultural chemicals

are used and there are longer periods of harvesting.

 Corns and tea have been produced by tradit ional  methods of agriculture.  Recently,

however, commercial farmers with export competitiveness have appeared in the river ba-
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sin of Vientiane Province and  Oudomxay Province for corn, and the Boloven Plateau for

tea.

We interviewed corn growing farmers along the natural  banks of River Nam Ngum,

Vientiane Province,  who used an improved variety from Viet  Nam. The soil  is  r ich in

these areas and, as a result, productivity is high and production cost is low. We listened

to a large-scaled farmer and found that  he planted corn in f ields of 15.5ha during the

rainy season of 2000 and produced as much as 51t of corns. This farm is comparatively

large and uses chemical ferti l izers and workers.  And so production cost is high, but is

only 461kip/kg excluding home worker cost and land fee. In the case of a small farmer

who cultivates only 0.8ha of field, he would not employ outside workers and would pro-

duce 6.9t/ha, with a low production cost of 192kip/kg. This excludes home labor cost and

land fee. In 2001 the corn market declined to as low as 480kip/kg because the Govern-

ment prohibited the export of corn to secure materials for domestic feed production; but

they could not  export  feeds as planned and,  as  a  result ,  the stocks of  corn increased.

Even at this price smaller farmers are competitive in reproduction. They reportedly have

an inquiry of 700kip/kg from abroad. When we use this price, a large-scaled farmer can

earn an income of 780,000kip/ha and a small farmer can earn an income of 3,500,000kip/

ha, and so profitability is very high. It is considered, therefore, that they can expand ex-

port unless the Government intervenes.

On the basis of their survey conducted in the river basin of Oudomxay where the farm-

e r s  p l a n t e d  a n  imp roved  V i e t n ames e  v a r i e t y  o f  c o r n  i n t r oduced  by  me r chan t s ,

Araki[2002] reports that the production cost of corn is low due to fertile soil conditions

and low input production technology. Araki,  who visited  Yunnan, China,  also reports

that it  is highly possible to expand corn export to China as raw material for the animal

feed industry as long as several problems on marketing and technology can be solved.

 For tea, on the other hand, there is a case of having started to export tea to Europe by

cult ivating tea with high profi tabil i ty at  the Boloven Plateau.  In this  case,  the farmer

improved the technology of tea production imported from Viet  Nam and expanded the

farm size as far as  their family could manage. The production cost is low because their

improved technology enables them to obtain a good profit  without  applying chemical

fertilizers or pesticides. They attracted  European customers by reducing harmful chemi-

cals' effects on production practices and enjoyed a high  farm-gate price.

Tobacco and cotton also have export track records, but for these crops, there is l i t t le
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information with which to examine competi t iveness.  As for  cotton,   judging from the

fact that Lao cotton is reimported from Thailand to which the cotton is exported, it  can

be said that Lao cotton has global competitiveness(Sonoe [2002]). In any case, as demand

for these products as processed materials is expected to increase, it is essential to collect

information and ascertain the possibilities for development.

The production of cash crops through large-scale plantation cult ivation, due to such

issues as insufficient labor force and management problems, is not on track at present.

Except for the commercial production of such crops as vegetables and maize, it relies on

small-scale conventional agricultural methods, characterized by such features as the use

of native varieties, mixed cultivation, non-use of agricultural chemicals, and use of or-

ganic fert i l izers.  Consequently,  for  reasons such as a fai lure to meet  standards,  inad-

equate s ize,  products  with thick r inds and l i t t le  f lesh,  and insufficient  content  of  the

constituents required in processed materials,  the products are held in low regard on the

international market. However, as mentioned above, for domestic consumption, because

the products' flavor is not bad, and they can be produced at a low cost, it would be pos-

sible to increase production as far as an increase in domestic demand allows.

This type of agriculture may be considered to be an effort  by farmers to avoid risks

and standardize income under conditions that offer few opportunities to obtain income

other than farming. Unless opportunities for employment in other industries increase, or

the Government provides low-interest loans, subsidies for the purchase of modern input

elements,  and government-administered irr igation projects ,  i t  may be said that  a shift

from this type of low-risk, low-return agriculture to high-risk, high-return modern tech-

nologies will  not be easy. Accordingly, except for some crops such as coffee,  tea,  and

vegetables,  in the case of  most  cash crops,  efforts  should probably be focused on in-

creasing production in line with increasing domestic demand, rather than increasing ex-

ports.

（3） Livestock

Among livestock, water buffalo and yellow cows are raised by making skillful use of

the organic recycl ing of  natural  resources in the natural  environment  of  Laos.  Water

buffalo are used as  draught  animals  and safety assets ,  while  yel low cows are mainly

used as safety assets. Their fodder is mainly coarse feed such as the by-products of crop

farming, grass from fallow land, and forest undergrowth, and their excreta are used to-
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gether with crop by-products as fert i l izer.  In this way, natural  resources and by-prod-

ucts from other types of agriculture on the same farm are used as fodder,  and the live-

stock are raised mainly through grazing.  Because catt le sheds house few animals,  and

are simple structures made by fencing in part of the homestead, stock-raising costs are

very low.

According to a field survey in Savannakhet,  catt le are raised on an average scale of

two to three animals per household, and in most cases,  cattle raising is combined with

rice farming.

Regarding the s tock-rais ing method,  in  the  wet  season,  dur ing the day,  the  family

takes the cat t le  out  to graze on grassland (forest ,  pasture,  fal low paddy,  etc.) ,  and at

night  brings them back to the homestead.  In the dry season,  during the day the catt le

graze mown grass near the homestead, and at night they are brought back to the home-

stead.

Fodder is coarse feed only. In the wet season, the fodder is mostly wild grass, and in

the dry season, it is mostly rice straw. Concentrated feed is not used.

Vaccinations to prevent epidemics are administered without fail once/year.

Accordingly, the only cash expenditure is for vaccinations, and because the incidental

expenses of family labor and rice straw (by-product) are also low (the elderly and chil-

dren provide sufficient labor, and sufficient rice straw can be obtained), and the simple

cattle sheds can also be constructed by the farmers themselves, production costs are ex-

tremely low.

In Laos,  much unused grassland, forest  land, and wasteland remains,  and there is an

abundance of grass resources. Also, not only in traditional lowland rice areas, but even

in irrigated areas with two harvest seasons/year, cattle raising is not hampered by an in-

sufficient availability of coarse feed. Consequently, cattle may be considered one of the

few agricultural  products with a high potential  for increasing exports,  by uti l izing the

advantages of low costs due to organic use of resources and grazing.

In general ,  for  such reasons as  an inadequate  t ransport  and communicat ions infra-

structure and a small market, it  is thought that the distribution of Lao agricultural prod-

ucts is inefficient. As the inefficiency of distribution is one factor that weakens interna-

t ional  competi t iveness ,  next ,  this  point  wil l  be examined based on an oral  survey in

Savannakhet.

For rice, the domestic market is still  small in scale, and there are few specialist ship-
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cur at the village level,  and the number of animals sold for the domestic market is not

very high. As the sales route for the domestic market (Table 8 － 6), first of all, licensed

brokers and the state-owned provisions corporations visi t  vi l lages to make purchases,

and transport the purchased animals to the single private-sector slaughterhouse licensed

to operate in each county. The businesses able to transport cattle are limited to 25 indi-

vidual brokers and the provisions corporation. Market retailers and wholesalers visit the

slaughterhouses to make purchases. In the case of cattle for export,  the provisions cor-

poration and three private-sector companies, which hold export licenses, purchase cattle

directly from farmers and export them. For both domestic sale and export,  there are no

res t r ic t ions  on the  regional  scope of  t ransact ions ,  regula t ions  regarding t ransact ion

methods, etc. In the case of cattle distribution, among the characteristics of the business

are that owing to the nature of the product, retail margins are high, and because rent ac-

crues to licensed distributors, exporters'  margins are large.

As described above, inefficient distribution due to the small size of the market and the

licensing system is one factor that keeps the net prices paid to farmers low and reduces

the international competitiveness of Lao agricultural products.

Recently,  large scale l ivestock farming has been germinating in Vientiane; but com-

pared with Thailand the size is small.

For pig farming in particular, it is difficult for them to expand in size because it is not

easy for them to raise funds to build pig houses, or buy porkers or seed pigs and to have

to rely on high import feeds due to low domestic feeds being inferior. As a result,  they

cannot compete with Thai pork and smuggling has increased and spoiled the market de-

sp i t e  an  impor t  ban .  Under  the  c i r cums tances ,  f a rmers  have  s topped  r a i s ing  p igs

(Vientiane Times, Feb 15-18, 2002). On the other hand, in the case of large-scaled farm-

ers in the fields of chicken farming and duck farming (collecting eggs), they could earn a

profit even if they sold eggs at lower prices than import eggs. And so they could replace

import eggs(Vientiane Times, Feb.19-21,2002).

8 － 4　Agr icu l tu ra l  t r ade  po l ic ies  and  the  AFTA-CEPT Scheme

The AFTA-CEPT Scheme entails the removal of non-tariff barriers to trade and the reduc-

tion of import tariffs by ASEAN countries in order to expand trade in the ASEAN region.

Init ial ly,  not  al l  products among (a)  instantly inclusive i tems,  (b)  temporari ly excluded

items, and (c) sensitive items were subject to the CEPT Scheme, but at the AFTA Conference
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in April 1996, it was decided that sensitive items would not be exempt, and at the Conference

in September 1999, a liberalization schedule was decided in clearer form.

In the case of Laos, as a late entrant i t  was granted a delay of the CEPT implementation

dead l ine  by  t he  s ix  coun t r i e s  o f  t he  fo rmer  ASEAN (Tha i l and ,  Indones i a ,  Ma lays i a ,

Singapore, the Philippines, and Brunei).  There are 533 instantly inclusive items (for which

tariffs will be reduced to 5% by 2003, and non-tariff barriers will be abolished), 2,820 tempo-

rarily excluded items (instantly inclusive from 2003 until the end of 2007), and 88 sensitive

items (instantly inclusive from January 1, 2008 until the end of 2017), and the liberalization

grace  per iod  for  sens i t ive  i tems i s  long compared wi th  those  granted  to  the  s ix  former

ASEAN countries and Viet Nam. Tariffs for key agricultural products such as rice and live-

stock products have already been set at low rates (Table 8 － 7), and although de facto pro-

Product Current Import Tariff

Livestock(Live) 5–10
Meat 30
Fish 20
Egg 30
Milk 5
Fruits and Vegetables 40
Rice 5
Tobacco 5–10

Source; UNDA/AusAID/Lao PDR,Maximizing 
the Trade, Investment and other 
Ecconomic Benefits of  ASEAN and 
AFTA for the Lao PDR, Vol.1., The 
Agricultural Sector, April, 1998, p.23

Tabel 8 － 7　Import Tariff for the Commodities

Country Number

Brunei 14 0
Cambodia 48 0
Indonesia  4
Lao PDR 88 0
Malaysia 65 8
Myanmar 21 0
Philippines 58 4
Thailand 7 0
Viet Nam 51 0

Sourci; Koichi Fujita [2000],p.11,Note 9),  ASEAN 
Secretariat,"Protokol on the special Arrangement for 
Sensitive and Highly Sensitive Products",Annex 1.

Sensitive             Highly Sensitive

Tabel 8 － 8　The Number of Commodities included in Sensitive List In ASEAN Countries
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tection ratios are not high, the number of sensitive items is the highest among the ASEAN

countries (Table 8 － 8).

Under the AFTA-CEPT Scheme, for items not designated as instantly inclusive by a part-

ner country, it is acknowledged that as a combative measure, export of the relevant items by

the partner country is subject to high tariffs.  For example, in the case of agricultural prod-

ucts exported from Laos to Thailand, unless they are instantly inclusive items, the rate ap-

plied by Thailand is not the tariff imposed on instantly inclusive items, but the MFN (Most

Favored Nation) rate (Table 8 － 9). Consequently, Laos will lose the preferential tariff condi-

tions potentially obtainable from Thailand. For other ASEAN countries also, Laos will cause

a similar loss (ADB/MAF [1998], p.50).

8 － 5　 Direct ion of  Agr icul tura l  Development  Pol icy  in  the  Mekong Corr idor

In this section, we will  discuss the direction of policy formation for sustainable agricul-

tural development in Mekong Corridor.

As was clarified in previous sections,  agriculture in Laos is considered to be at  the first

stage of the "S-curve development pattern," unused cultivable land exists,  and there is con-

siderable room for opening up of new agricultural land.

Also, regarding agricultural technology, low-input, low-productivity farming technologies

that rely on domestic resources are common, and the number of agricultural products which

are recognized as being internationally competitive under current conditions, including jas-

mine rice, corn, cattle, some vegetables, banana, coffee, tea and forestry products, is limited.

In order to carry out agricultural development aimed at expanded exportation by produc-

Item MFN Rate Thai Traff  in
Inclusion List

Lost Margin
of  Preference

Starchy Roots 60 25 35
Potatoes 60 20 40
Tomato 60 25 35
Cucumber 60 25 35
Cabbage 60 25 35
Onioin 60 25 35
Beans 60 25 35
Nuts other than 60 25 35
Coconuts, Cahew
Coffee 40 5 15

Source; Same as Table 6.

Tabel 8 － 9　Preferential Market Entry Opportunities in Thailand being lost by Lao PDR
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ing agricultural products with strong competitiveness in the international market  within 15-

20 years, drastic structural reform of farming ( particularly in the irrigation system and pro-

duction technology) is  essential .  For the purpose of achieving this,  i t  is  necessary to take

radical measures in areas where Southeast Asian countries have no experience so far.  This

involves direct government intervention into irrigation development; financial subsidies for

the purchase of modern input;  a sufficient supply of credit  with farmers through APB; and

establishment of a research and extension system. But we have to say that  such reform is

rather unrealistic if we take into consideration the current situation of public finance in Laos

and the present capacity of public administration.

As the policy direction for agricultural development, the most appropriate strategy is not

an  aggress ive  expor t -or iented  development  approach,  but  s tep-by-s tep  development  ap-

proach. This would entail-in addition to improving the efficiency of current technology lev-

els with a view to the domestic market-increased agricultural production through the exten-

sive expansion of cultivated land area, followed by the introduction of technological innova-

tions and (where possible) the transition to an export orientation at the stage where various

environmental prerequisites (creation of employment opportunities outside the agricultural

sector,  improvement in administrative capabilit ies,  establishment of research and extension

organizations, systemization of financing for farmers, etc.) will have been put in place.

If modern technology is aggressively introduced even though the economic environment is

inadequate, failures are certain to occur.

In concluding this paper, we would like to propose six prerequisite policies for sustainable

agricultural development in the Mekong Corridor under the present situations.

（1） Improvement of Statistical Information

 In  the  format ion  of  concre te  agr icu l tu ra l  deve lopment  s t ra tegy  and  agr icu l tu ra l

policy, information is essential .  However,  looking at the current situation in Laos, the

compilation of reliable basic agricultural statistics, such as production volumes, area of

cultivated land, and market prices,  lags behind that in countries such as Cambodia and

Myanmar. Further, we cannot obtain the information necessary to grasp the farm house-

hold economy, production cost,  market margin, and trade and pricing policies. It  is de-

sirable to carry out the policy-oriented and systematic data collection and to simulta-

neously foster human resources for the collection and analysis of information.
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（2） Reconsideration of Irrigation Development Policy

As mentioned in Section 4, the future Irrigation Management Transfer, especially the

ability to replace the irrigation facilities in the future, is uncertain. Even if the farmers

themselves ,  to  some extent ,  possessed the  t ra ining and exper ience necessary for  the

management  and maintenance of  i r r igat ion faci l i t ies ,  the  farmers  are  s t i l l  not  suff i -

ciently self-reliant. As a result, the sustained use of irrigation facilities in the future re-

mains in doubt (Annex). In addition, more than a few irrigation facilities constructed af-

ter  1997 have shown many problems such as the incapabil i ty to supply enough water

with r ice f ields due to faulty designs and an inefficient  management of  the irr igat ion

system due to a lack of the farmers' cooperation. We cannot help being pessimistic about

farmers themselves to operate, maintain and control the facilities under implementation

of IMT project in such irrigation project areas.

Therefore,  the IMT project  should be reconsidered immediately and Government of

Laos (GOL) should strengthen the support for the farmers,  focusing on such irrigation

project areas where the irrigation system can be effectively managed.

（3） Food Security

One of the most promising measures to secure a stable food supply is that the Govern-

ment  increases the area of irrigated land and endeavors to increase the nationwide pro-

duction of food grains. However, as mentioned in Section 1, under the present circum-

stances,  i t  is  highly possible that  the dry season irr igated area wil l  decrease and r ice

production will  also decrease. And even if self-sufficiency were to be totally achieved,

food security would not be achieved through market mechanism under the promotion of

trade liberalization because the markets in food shortage areas and the markets in food

surplus areas including Thailand and Viet Nam are not integrated. Under such circum-

stances,  the Government is required to always be prepared for sudden reduction of the

staple food  supply in food shortage areas.  To cope with such ant icipated s i tuat ions,

GOL should  s t rengthen the  funct ions  of  S ta te  Enterpr ise  Food and Crop Promot ion

(SEFCP) to correctly forecast the food supply in the local area, and to collect the food

grains and promptly transport them to the food shortage areas.

（4）Research and Development for Improvement of Farming Technologies

As mentioned above, the step by step approach is the more appropriate development
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strategy for Lao agriculture; and so one suggestion is that they seek a possibility to de-

velop agriculture by finding and improving the existing veteran farmers '  technologies.

For instance, in the case of rice farming, it  is rather to achieve efficiency, stability and

high-valued-added production in traditional rainfed rice cultivation, which can be done

by farmers themselves with their own investment of supplies, than rice growing by mod-

ern irrigation technologies,  which cannot be managed by farmers themselves and most

factors of which have to rely on foreign resources. Such technologies for efficiency and

stabilization include subsidiary irrigations like irrigation ponds and tube wells, develop-

ment of drought resisting varieties and establishment of a seed supply system. And the

measures for higher value added include an extension of technology and seed supply for

the introduction of such high-quality rice as " Hawm Mali," which is becoming short in

Thailand and can be cultivated in the rainfed area of Laos.

Another possible way to  improve technology is to introduce the improved technolo-

gies which have already been adopted in neighboring countries where the ecological and

economic conditions are not so different. The cases of corn and tea shown in the Section

4 are good examples.

In addit ion,  i t  is  difficult  for them to prevent f loods even if  irr igation facil i t ies are

prepared.  In fact ,  many farmers do not l ike agriculture in irr igated areas that  may re-

quire cash expenditure for fertilizers and agricultural chemicals for the rainy season so

that they may avoid risks of floods during the rainy season.

（5）Export Promotion and Import Substitution Policies under AFTA-CEPT Scheme

Under the AFTA-CEPT Scheme, if GOL will carry out any support policy for agricul-

tural sub-sectors that, even if they have growth potential,  are still  weak in competitive-

ness at  the present  s tage,  retal iatory measures by t rade partner  countr ies  may be un-

avoidable. However, in reality, there exist numerous sub-sectors which have growth po-

tentials, such as poultry farming, hog raising, corn production and vegetable production

in Boloven, all of which need policy support.

In  o rde r  to  suppor t  t hese  sub- sec to r s  wi thou t  conf l i c t ing  wi th  the  AFTA-CEPT

Scheme,  the  pol icy measures  other  than non-tar i f f  barr ier  or  quant i ta t ive  res t r ic t ion

must be carried out. Even under the AFTA-CEPT Scheme, the public investment for in-

frastructure such as road,  post-harvest  facil i t ies and the supply of a low-interest  loan

from APB can be increased. For that purpose of increasing public investment and agri-
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cultural credit,  GOL has to obtain some new sources of revenue from the existing sales

taxes (not tariffs) on imported agricultural products, the land tax, and to enhance the ac-

cessibility of the low-interest loan from the Agricultural Promotion Bank (APB) by im-

proving it 's red-tape system.

（6）Improvement of Production Technology and Trade Systems in Livestock Industry

Cattle is one of the  products which have global competitiveness. In order to increase

its export for the improvement of farmers income, many problems are still left to solve; a

lack of knowledge on larger scale livestock farm management, lack of grass feed during

dry season, low meat quality,  poor systems for preventing disease and medical inspec-

t ion,  inefficient  trade system etc.  Therefore,  in order to rapidly expand production as

planned by the Government, GOL needs to  tackle with the following problems.

1）Development of farm management technology

They have unused rich grass resources at  hil ly and highland areas,  so i t  is  suitable

for large scale ruminant l ivestock farming. But this area is  slow in the infrastructure

development and it  might be hard to find farmers who undertake this kind of business.

In the lowland rice growing areas, it  is not so easy to expand the farm size of multiple

sector farming. The farmers will have to solve such problems as family labor allocation

to the crop sector and livestock sector,  security of grass resources during the dry sea-

son, excrement management and so on.

2）Improvement of meat quality

It is difficult for the farmers to improve the quality of meat if they only feed grass to

cattle. To improve meat quality, they need to supply feed crop with cattle. However, the

introduction of feed crop is costly, so they should examine the profitability of improv-

ing meat quality by using feed crop.

3）Improvement of vaccine production system

It is reported that the production of vaccine is enough for demand at the moment but

vaccine for FMD relies on imports and the existing factory is obsolete. So they need to

improve the production system of vaccine.

4）Increase of veterinary staff in terms of not only quantity but quality

The number of  veter inarians with l icenses are  l imited ( less  than 100 persons) .  To

make up for the shortage, they are training VVWU but only half are effective. They ur-

gently need to train veterinarians.
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5）Improvement of quarantine system

Quarantine stations at the border are placed in the customs of Check Post. There is a

shortage in staff  members who have quarantine skil ls  and the fact  is  that  they check

the documents but do not check the animals themselves.

6）Improvement of trade systems

They have an export-l icense system for exporting catt le but this system has caused

smuggling and an inefficiency in domestic marketing. Therefore, the GOL should abol-

ish the system and instead they should establish export customs systems in order to se-

cure a tax collection.

[Notes]

1) World Bank, World Development Report, 2000/2001.
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Annex

Problems and Directions of IMT in the Lao PDR

Makoto Sukegawa

1.  In t roduct ion

The Lao government developed the irrigation system with the aim of raising production in

rice during the dry season to eventually supplement the decrease in production due to dam-

ages caused by floods during the rainy season. Especially after 1996, active investments in

irrigation programs were undertaken.

In 1997, because of the Asian monetary crisis, the Lao economy stagnated, thereby forcing

its government to adopt budget reduction policies. Due to increasing budget deficits, the cost

of  i r r igat ion development  was funded through the print ing of  notes  by the Central  Bank.

This is criticized as being one of the reasons for hyperinflation which exceeded 100% annu-

ally.  The Lao Ministry of Agriculture and Forestry was thus forced to reduce i ts  expendi-

tures for irrigation. For the reason given above, the management and maintenance of irriga-

tion facilities had to be transferred from the Government to the farmers.

The transfer of the responsibility of maintaining irrigation facilities from the Government

to the farmers had already been in place as a pilot project even before. The Irrigation Man-

agement Transfer (IMT) implemented since 2000 does not only transfer the responsibilit ies

concerning the management and the maintenance of  i rr igat ion faci l i t ies .  I t  a lso made the

farmers bear the cost  of  replacing irr igation facil i t ies and actively promoted the indepen-

dence of farmers.

The objectives of this agricultural survey are to assess the progress of IMT, to identify its

problems and to determine its direction. A field survey of two agricultural villages where the

pilot  project  has previously been implemented and where the insti tutionalization of Water

Users' Organizations is relatively successful was conducted.

It was found that in these survey areas, though the farmers were highly capable of paying

the irrigation service fees,  the cost of management and maintenance of irrigation facili t ies

were not collected and the replacement of these facilit ies interfere with the lack of reserve

funds.

In the following chapters, we first give an overview of the development of the Lao irriga-
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tion system. Secondly,  we describe the field study areas and the characterist ics of sample

farmers. Then we examine the feasibility of (Irrigation Management Transfer) IMT using the

cost-benefit  analysis framework (NPV, B/C, IRR) for investments in irrigation. Finally, we

will discuss the policy implications and the future directions of this project.

2．Irr iga t ion  deve lopment  in  Lao  PDR

（1）Irrigation development process

The irrigation history of Laos goes back a hundred years.　It started in the mountains

of  the north where farmers  bui l t  a  t radi t ional  i r r igat ion system using wood,  soi l  and

stone to get water from its source.

In the 1990's, ADB and Netherlands exerted a big influence in the irrigation sector of

Laos when they assisted in establishing laws and development strategies concerning ir-

rigation and water resources.  At present,  the Sustainable Irrigated Agriculture Project

(SIRAP) supported Netherlands is the base of the irrigation policy in Laos.

SIRAP was implemented by the Mekong Committee under  the f inancial  support  of

Netherlands. It targeted 65 irrigation programs in seven provinces of Northern Thailand

and three provinces in Laos.  The Mekong Irr igat ion Program Phase 1 (MIP1),  imple-

mented from 1988 to 1992, was made a pilot project and the experiences from this project

were used to establish programs that will strengthen farmer organizations, train farmers

and develop plans regarding irrigation, irrigation facil i t ies and water supply.  The fea-

ture of SIRAP is to put emphasis on the strengthening of the "software" aspect of devel-

opment, i.e. training of farmer organizations.

In Laos, nine pump irrigation projects in Vientiane Municipality,  Savannakhet prov-

ince, and Khammoune province were chosen as the project sites of SIRAP. Because of the

rapid increase in population, there was a need for these regions to increase their produc-

tion of agricultural products,  especially rice. In Laos, SIRAP focused on the following

points:  ① to entrust the management and maintenance of irrigation facili t ies to farmer

organizat ions,  ② to make the farmer organizat ions bear  the cost  of  maintenance and

management, and ③ to promote crop diversification during the dry season.

Looking at the main activities of SIRAP, we can see some degree of progress in terms

of strengthening farmer organizations.  However for such to be successful ,  continuous

support by the Government is deemed necessary. Due to farming and animal husbandry

promotional activities at these field site levels, an increase in production was achieved.
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The total  irr igated area in Laos is  197,000 hectares in the rainy season and 296,000

hectares in the dry season (Table 1). Furthermore, Table 1 shows the ratio of existing ir-

rigation facilities per region according to type of facility. Table 1 also shows that there

are 19,169 irrigation facilities in the entire country. Also, mainly in the northern and cen-

tral regions of Laos, traditional methods of irrigation are still being implemented. How-

ever, in the southern region, the percentage of use of the pump-type of irrigation is ex-

ceptionally high.

Table 2 and Table 3 show the annual irrigation investments and the existing  irrigated

areas by the Government. Investments dramatically increased in 1996/1997 and the irri-

gation development objectives were correspondingly emphasized. This can be attributed

to the promotion of the use of pump irrigation especially in the southern part  of Laos

through NPIMP implemented in 1996. As a result, more than 7,000 pumps were installed

until the year 2000. Before 1996, the Lao government was responsible for the construc-

tion of the irrigation systems. However,  after 1996, the Government only installed the

pumps and constructed only the main canals while the farmers themselves had to install

the connections from the main canals to their individual farms. Since the farmers have

l imi ted  knowledge  on  the  cons t ruc t ion  of  these  cana ls ,  what  they  had  were  s imply

roughly made di tches which caused a loss  of  a  great  percentage of  the water  supply.

Therefore, compared to pumps, this method reduced the targeted irrigated areas, thereby

proving the inefficiency of this method. Another problem arose when the farmers had to

abandon the construction of canals due to the sudden rise of material costs necessary for

their construction.

（3）Irrigation Management Transfer (IMT)

In the beginning of the 1990's,  the Lao government became aware of the necessity to

transfer management responsibilities of the irrigation facilities to farmers. With the his-

tory of the achievements of farmer communities in building,  management and mainte-

nance of traditional irrigation facilities and the results of SIRAP and FIAT, the Govern-

ment then decided to entrust the management and the maintenance of these irrigation fa-

ci l i t ies  to farmer organizations (WUA/WAG).  IMT, consist ing of  important  policies,

such as the reduction of the Government budget for irrigation and the attempts to sup-

port  farmer independence,  was put  into place during the Laos Irr igation Development

National Conference held in March 2000.
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The objective of IMT was to achieve productive and sustained farming through the en-

trustment  of  the maintenance of  i r r igat ion faci l i t ies  to  farmers .   IMT is  divided into

three phases:

Phase 1. Transfer  of  i r r iga t ion fac i l i t ies  in  three  areas  (Vient ianne Munic ipal i ty ,

Khammoune province,  and Savannakhet  province)  which are  the pi lot  re-

gions of SIRAP.

Phase 2. Transfer of irrigation facilities in the provinces of Vientianne, Bolikhamsay,

Salavanh and Champasack.

Phase 3. Transfer of irrigation facilities in the remaining 11 provinces.

In five years (1999-2003), Phases 1 and 2 target the transfer of all approximated 450 ir-

rigation projects in 46 villages located in seven provinces. Until the year 2003, the plans

for Phase three will be formulated and the implementation of IMT will be completed.

The most important point in IMT is to let  the beneficiary farmers manage i ts  irriga-

tion facilities and pay for its maintenance. After the implementation of IMT, WUA/WUG

will be fully responsible for the management and the maintenance of the irrigation facili-

ties and subsequently pay for its entire cost.  A portion of the collected cost will  be re-

turned to the Government under the Village Development Fund (VDF).  The remainder

will be used for the management and maintenance of the irrigation facilities as ISF.

At present, 524 irrigation projects in seven provinces have already been transferred as

IMT to WUA/WUG. However, there are several problems when IMT was implemented.

For example:

1) In principle, the farmers have to purchase the irrigation facilities which used to be

supplied for free. This makes obtaining the farmers' approval for transfer difficult.

2)  The farmers are dissatisfied with the exist ing irr igation facil i t ies since these are

old and therefore can only irrigate a limited area.

3) Farmer organizations have limited skills in maintaining the irrigation facilities.

3．Out l ine  o f  two  su rveyed  v i l l ages  and  Desc r ip t ion  o f  sample  househo lds

We will give description of two study areas and sample households as follows.
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4．Cost-benefit Analysis of Irrigation Investments

（1）Evaluation Method

 We adapt standard methodologies such as the Net Present Value (NPV), the Benefit-

Cost ratio (B/C ratio) and the Internal Rate of Return (IRR) in assessing investments for

development projects. In computing for the benefit from irrigation investments, we sub-

tract the factor costs from the gross revenues during the dry season. With regard to the

factor costs, we estimate not only of the labor cost, the rental cost of capital and the cost

of seeds and fertilizers, but also the shadow prices of family labor, private capital and of

land owned by the farmer. And, for the cost of the irrigation projects, we use the produc-

tion cost for the irrigation facilities and the irrigation service fee, or ISF.

（2）Cost-Benefit analysis

In evaluat ing the i r r igat ion projects  in  North Non Bouathong vi l lage and Ton Hen

WUA area, we set the following assumptions:

Case 1.  The project term is 30 years, and the discount rate is 14 %.

Case 2.  ISF increases by 8% annually under Case 1.

Case 3.  The project term is 30 years, and the discount rate is set to 18%.

Case 4.  ISF increases by 8% annually under Case 3.

We expla in  Case  1 ,  which is  the  base  assumpt ion.  We suppose  that  the  i r r iga t ion

project will last for 30 years, and the irrigation facility will be built during the first year

of the project and ISF will be then collected from the second year onwards. With regards

to the discount rate, we will use 14%, the short-term interest rate imposed by the Agri-

Table 7．Outline of sample farmers in Ton Hen WUA area
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cultural  Promotion Bank (APB).  APB is  the only agricul tural  f inancial  inst i tut ion of

Laos and many of the farmers in the fieldwork area receive short-term financing from

APB. Regarding Case 3,  we use the discount  rate  of  18%, the mean value of  interest

rates imposed by city banks. For Cases 2 and 4, we set the increase in ISF as 8% annu-

ally,  which is realistic,  because of the rise in electricity cost of electric pumps in Ton

Hen WUA area.

Table 8 shows the results of the cost benefit analysis of the irrigation project in North

Non Bouathong village. We can see that under Cases 1-4, the irrigation project is effec-

tive. Moreover, as clearly seen by the B/C ratio and the IRR, the returns for the irriga-

tion project are exceptionally high even during the implementation of IMT.

We have explained that IMT is a project that transfers the responsibility of managing

and maintaining the  i r r igat ion faci l i t ies  to  the  farmers .  However ,  we must  note  that

through the implementation of IMT, the farmers do not only bear the cost of managing

and maintaining these faci l i t ies ,  but  they also have to shoulder  the cost  of  replacing

them. The repayment cost necessary for replacing the facilities is not included in the ISF

col lected in  North  Non Bouathong vi l lage and reserve funds are  not  even avai lable .

Therefore,  we conducted a sensit ivity analysis of the case when such repayment costs

are included in the ISF.

Here, we assume that the repayment cost is the same as the cost of building the facili-

t ies.  In order to collect  the cost  of construction in ten years,  3,400 kip should be col-

lected annually from each household. Within the 30 years period, the repayment cost will

be put aside from the 21st year. The results are shown in Table 9.

From Table 9 we can see that investment in the irrigation project is effective even if

the repayment cost is collected and in this case, the return is also high.



─ 39 ─

Table 10 shows the results of the cost-benefit analysis of the irrigation project in Ton

Hen WUA area. In all cases, the investment in irrigation project in Ton Hen WUA area is

also effective. From both the B/C ratio and the IRR results, it can be seen that the return

on investments in irrigation is high even after the implementation of IMT.

In contrast to the case of North Non Bouathong village, the ISF collected in Ton Hen

WUA area includes the repayment cost. 223 million kip is the targeted amount to be ac-

cumulated in 12 years. It started in 1996 and as of the year 2000, 36 million kip has been

saved. This amounts to collecting nine million kip for this particular village, or 20,000

kip/household, annually. However, at this rate, only half of the targeted amount of 223

mill ion kip wil l  be col lected after  eight  years .  To be able to col lect  the ful l  amount,

52,000 kip or 2.6 times the present amount of 20,000 kip/household must be included as

repayment cost  in the ISF for the next  eight  years.  In other words,  the ISF collected/

household for the year 2000/01 must be raised from 180,000 kip to 212,000 kip. We there-

fore conducted a sensit ivi ty analysis  when the total  repayment cost  is  included in the

ISF for the remaining eight years.

Table 11 shows the result when 52,000 kip/household is accumulated for the last eight

years of the 30 years project term. From the table, it  was noted that investments in this

region's irrigation project is effective even if this amount is collected.

Table 8．NPV, B/C and IRR of Irrigation
project in Non Bouathong villege

Table 9．Sensit ivity analysis of Irr igation
project in North Non Bouathong village
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5．Conclusion

In this  study,  we conducted an agricultural  survey of North Non Bouathong vil lage and

Ton Hen WUA area,  the two areas where an i r r igat ion project  has  been implemented for

some time. We then looked into the progress of these projects and identified their problems.

Based on the results of the B/C and the IRR analyses, we found that although the returns to

investments in irr igation facil i t ies are high, the reserve funds for replacement are insuffi-

cient.  In other words,  the replacement costs are not fully collected through the ISF. Obvi-

ously, if such trends continue, the maintenance of these facilities cannot be sustained.

IMT is currently on its second phase with 524 irrigation projects in seven provinces and

one municipality already put in place. It must be added that the future of IMT, especially the

abil i ty to replace the irr igat ion faci l i t ies  in the future,  is  uncertain.  In both areas of  this

study, even if the strengthening of farmer organizations under SIRAP and FIAT was under-

taken before the implementation of IMT, and even if the farmers themselves have, to some

extent ,  possessed the t raining and experience necessary for  the  management  and mainte-

nance of irrigation facilities, the farmers are still not sufficiently self-reliant. As a result, the

sustained use of irrigation facilities in the future remains in doubt.

Even if the farmers are capable of paying for the full amount of ISF, it is not collected pri-

marily because of the lack of cooperation within the community, a common trend observed in

Southeast Asian lowland agricultural regions. However, even if the failure to form an organi-

zation arising from this lack of cooperation is relieved, for the farmers who are used to rely-

ing on rain during the rainy season to irr igate their  lowland agricultural  regions,  i t  is  not

Table 10．NPV, B/C and IRR of Irrigation
project in Ton Hen WUA area

Table 11．Sensitivity analysis of Irrigation
project in Ton Hen WUA area
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easy to learn modern irrigation technologies.

For IMT to be successful,  i t  is necessary for the farmers to be self-reliant.  At this point,

however,  their degree of self-reliance is insufficient.  Therefore,  in the third phase, for the

farmers to be able to voluntarily manage these facilit ies without depending on the Govern-

ment, we firstly recommend that the problem of failure to form an organization be properly

addressed. But  unless this kind of organization failure can be overcome in the near future,

Laos government should reconsider the implementation of present IMT.
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Koji Tanaka

9 － 1　Introduction

The agricultural  sector  in the northern mountain region of  the Lao PDR is  being trans-

formed by the influence of the market economy.  This transformation involves introduction

of modern technologies, changes in accessibility to land and natural resources, introduction

of legal institutions for land-property rights and resource management, and development of

market systems for agricultural products.

Considering these changes,  the Lao government has already promulgated "The Govern-

ment Strategic Vision, 1999" in order to define its basic approaches to agricultural develop-

ment in the region.  Taking into account the region's remoteness or isolation from markets,

poor condition of infrastructure and subsistence nature of economic production, the Vision

states  that  demarcat ion of  land-use zoning,  redis t r ibut ion of  land-use r ights ,  community

management of  natural  resources,  diversif icat ion of  agricultural  systems,  development of

agro-forestry,  and reforestation and forest  conservation should be taken into consideration

in planning for the region's agricultural development.

Although such approaches are undoubtedly appropriate for developing agriculture in Laos,

they are too often applied mechanically and in an overly uniform fashion without taking into

account variation in local conditions.  In addition, as each of these approaches is interrelated

to every other approach, they should be implemented in an integrated manner.  To do this, a

conceptual framework is required.  What conceptual framework would be the most appropri-

ate when the present economic, social, cultural and natural conditions of the northern moun-

tain region are taken into account ? Are the approaches set forth in the Vision relevant to ex-

isting local conditions? Are they acceptable to local people? To answer these questions, a se-

ries of field surveys were carried out.

9 － 2　Background

The region's  agriculture and rural  s i tuat ion have long been maintained intact  due to i ts

geographic isolation and complex diversity of landforms and ethnic groups.  However,  the

9 .   9 .   9 .   9 .   9 .   A g r i c u l t u r e  a n d  R u r a l  D e v e l o pm e n t  i n  t h e  N o r t h e r n  M o u n t a i n  R e g i o n :A g r i c u l t u r e  a n d  R u r a l  D e v e l o pm e n t  i n  t h e  N o r t h e r n  M o u n t a i n  R e g i o n :A g r i c u l t u r e  a n d  R u r a l  D e v e l o pm e n t  i n  t h e  N o r t h e r n  M o u n t a i n  R e g i o n :A g r i c u l t u r e  a n d  R u r a l  D e v e l o pm e n t  i n  t h e  N o r t h e r n  M o u n t a i n  R e g i o n :A g r i c u l t u r e  a n d  R u r a l  D e v e l o pm e n t  i n  t h e  N o r t h e r n  M o u n t a i n  R e g i o n :
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situation has been rapidly changing under the expansion of the market economy for the last

two decades.

Agriculture in the region is characterized mainly by rice culture, wet-rice in the basins and

upland-rice on the mountain slopes.  The rice-based agriculture has long been sustained us-

ing the conventional local technologies and following the traditional production systems.  In

the northern mountain region small-scale irrigation systems used to be well managed by lo-

cal people to provide them with comparatively stable production, even though the productiv-

ity of rice cultivation is not high and the area where the irrigation water is available is lim-

ited within river basins.  In contrast, upland-rice culture on slopes is distributed all over the

region and its production has been larger than that obtained from wet-rice cultivation.  How-

ever, upland-rice culture practiced in slash-and-burn systems is confronted with various dif-

ficulties in terms of its sustainability.  Population pressure is one factor, and policy imple-

mentation for stabilizing shifting cultivation is another.  Therefore, how to develop rice cul-

ture in a sustainable manner remains one of the basic issues.

The peoples' livelihood in this region is also characterized by its great dependency on ag-

ricultural and natural resources.  People grow a variety of crops and useful plants and col-

lect various kinds of non-timber forest products to sustain their household economy.  In ad-

dition, based on these activities,  specific local products,  such as crude industrial  materials

and handicrafts, are produced.

Taking such background into account,  the surveys in the northern mountain region were

joint ly  conducted with government  off ic ials  of  the Department  of  Agricul tural  Planning,

MOAF, and NERI in order to understand the sustainable aspects of the people's subsistence

economy in general ,  and to col lect  relevant  information related to the implementat ion of

land-distribution policy in particular,  as the stabilization of shifting cultivation is the most

important issue in relation to agricultural and rural development in the region.

In addition, we tried to define the characteristics of the region and to locate it in the con-

text of agricultural and rural development policies at the national level.  As mentioned ear-

lier, the northern mountain region is characterized by its intact condition.  This characteris-

tic reflects the so-called "backwardness" of the region's agriculture on the one hand, but on

the other i t  may shed a light on a new conceptual framework for agricultural development.

It  may be worth giving attention to such a paradigm shift  when we consider an alternative

model for the development of Lao agriculture and rural societies.
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9 － 3　Policy implementation for stabilizing shifting cultivation

According to " The Government Strategic Vision, 1999," the stabilization (or actually, ban-

ning) of shifting cultivation by year of 2010 is one of the most important targets for the agri-

cultural sector in the region.  However, based on our observations, a more intensive and inte-

grated policy implementation seems to be necessary in order to reach this goal.

（1）Sample surveys

In relat ion to  the s tabi l izat ion of  shif t ing cul t ivat ion,  the Government  has  a l ready

launched the  land-dis t r ibut ion program.   Taking this  in to  account ,  the  surveys  were

mainly carried out in order to get  information on actual  condit ions of program imple-

mentation and its effects on peoples' livelihood.

At the provincial and district levels, the officials in charge at the Agriculture and For-

estry Office and the Land-Distribution Office were interviewed, and at the village level

intensive interviews with the vi l lage chief  and selected vi l lagers  were carr ied out  in

some vil lages in Louang Phrabang, Oudomxai and Louang Namtha Provinces.   Among

them, the following villages from different agro-ecological sub-regions in the northern

mountain region were selected as sample villages for further intensive surveys: PN and

Table 9 － 1　Main economic activities of sample villages in Louang Namtha Province
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PS vil lages located in al luvial  basins,  NT and NG vil lages on mountain foothil ls ,  and

NL, BP and LM vil lages in intermountain highlands in Louang Namtha Province.  The

main economic activities of these sample villages are summarized in Table 9 － 1.

According to the information obtained from the reconnaissance interviews with the

provincial  and distr ict  off icials  and vi l lagers,  the land-distr ibution program has been

generally implemented through the following processes:

1）Official statement of inaugurating the policy implementation in a village:

Local government officials in charge visit  a village and explain to the villagers how

to implement the land-distribution program.  Although discussion among them is men-

tioned as an indispensable step in the implementation manual, the statement by the of-

ficials is automatically accepted without any opposition in most cases, where the meet-

ings were said to have been almost ceremonial ones.

2） Confirmation of village border

Village borders are confirmed through discussions among district officials of the De-

partment of Agriculture and Forestry,  vil lage chief and vil lage elders in consultation

with the chiefs of adjacent villages.

3） Observation and decision of land-use classification

The officials make an on-spot survey of the village territory jointly with the village

chief and the vil lage elders.   Through this observation they finally decide the vil lage

border and demarcate the land-use units,  such as various kinds of forests and agricul-

tural lands.  The survey results are recorded on a map and the size of each unit is cal-

culated on the map.  In our surveys no cases were found in which the size of any land

unit was actually measured.

4） Installment of land-use map

Land-use map drawn on a wooden plate of about one square meter is installed usually

in the entrance of village.

5）Measurement of field plots to be allocated

Villagers have a discussion on processes for distr ibuting f ield plots  and al locating

them to individual households.  Usually, three plots are distributed to a household fol-

lowing the direction from the district office.  These plots are measured in the presence

of the official(s)  of the District  Agricultural  and Forestry Office.   However,  in many

cases, the measurement of the plots was carried out just in convenient locations, such

as those located close to the village site or along the main roads. In some villages,  i t



─ 46 ─

was observed that the lands, which were demarcated for agricultural purposes through

the implementation, are not yet distributed to individual households but st i l l  commu-

nally controlled.

6）Issue of documents and certifications

After  completing plot  measurements and al location,  land-use r ights are transferred

from the District Office to the village.  At this moment, various kinds of documents are

handed over to the vi l lage,  including a cert if icate of  t ransferring forest  management

right from the District to the village, a land-use map of the village, a memorandum of

vi l lage borders ,  cert i f icates  of  land-use r ights  for  f ield plots  al located to individual

householders, and a record of general information regarding the village.  In addition, an

agreement on village boundaries and territories in the form of document is exchanged

with neighboring villages.

Even though the local officials were given the manual for the land-distribution pro-

gram, the level of implementation varies to a great extent from place to place in accor-

dance with their  geographical  and historical  background.   For example,  our intensive

surveys carried out in Louang Namtha reveal that any related operations have not been

implemented yet in PN and PS villages located in alluvial basins.  In contrast, in the vil-

lages located on mountain foothil ls  or in intermountain highlands,  the program imple-

mentation has been almost completed.  The certificates of land-use rights have been is-

sued to some extent, although the allocated lands were not completely measured. In LM

village, for example, which is located in the foothills, most of the villagers have certifi-

cates of land allocation.  However,  according to the vil lagers,  the measurement,  which

was conducted in 2000, was very quickly done in just three days.  As this case shows, it

is  l ikely that  land survey and measurement was conducted actually in a very abbrevi-

ated way and most  of  the f ields plots  located in remote areas were al located without

measurement.  It  is also probable that the policy implementation has been prioritized in

mountain regions where shifting cultivation is dominant rather than those located in ba-

sins where wet-rice cultivation is predominant.

（2）Problems derived from the implementation of land distribution program

Posit ive reaction to the policy implementat ion was rarely observed in the intensive

surveys.  Most of the villagers pointed out the difficulties of sustaining their livelihood
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with allocated field plots. The villagers claimed that there were a variety of negative as-

pects in relation to land distribution.

Due to lack of open decision-making in setting village boundaries, many disputes be-

tween adjacent villages arose.  In case of NG village, which the Black Tai inhabit,  the

villagers said that the people of a different ethnic group living in an up-stream village

often penetrate into the village territory to open slash-and-burn fields, because claiming

their  customary r ights  of  fal lows where they had pract iced shif t ing cult ivat ion in the

past.  A similar type of penetration was observed in LM village, which the Akha people

inhabit.   In this case, the villagers claimed that the Hmong people living in a neighbor-

ing vi l lage penetrated into the terr i tory,  constructed the road and replaced boundary

signs, thus moving step-by-step into the LM-village side. In case of BP village, the vil-

lagers claimed that demarcation of the boundary with a neighboring village was unfair.

Because of the presence of the neighboring village's graveyard forest in the former terri-

tory of BP village, the new boundary between them was officially set through the forest

transferring the graveyard area from the BP village under the agreement of both village

chiefs.  As a result, the neighboring village succeeded in obtaining a larger territory not

only than before but also than that of the BP village today.  Due to this decision, BP vil-

lagers said they have to borrow fields from the neighboring villages.

Another complaint commonly received in the villages located in the mountain foothills

and in  the intermountain highlands is  the ant ic ipat ion of  r ice  shortages.   In  vi l lages

where agricultural lands have been allocated, many of the villagers explained that rice

shortage would be the most  serious problem after  land distr ibut ion because i t  is  very

difficult to produce enough rice within the two or three allocated plots.  According to the

chief of BP village, land size and the number of allocated fields differ in accordance with

the vil lage condit ions.   In case of BP vil lage,  the average land area allocated to indi-

vidual  households is  smaller  than adjacent vil lages.   In the former days,  the vil lagers

could fal low abandoned f ields for  about  ten years ,  but  in  recent  years  only for  three

years in maximum due to land shortage.  As a consequence, villagers are compelled to

borrow lands allocated to the neighbor vil lages,  for example,  such as TW village.   As

TW village obtained a larger territory after the program was implemented, the villagers

were able to rent out their allocated farm lands to BP villagers, but,  on the other hand,

they sti l l  continue slash-and-burn agriculture as usual in remote mountain areas where

the shifting cultivation is officially prohibited.  The chief of BP village strongly claimed
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that such unfairness could not be allowed and that rice shortages would surely arise in

his village.

In some vil lages where land distr ibution has been completed,  the vil lagers reported

that government officials recommended that they grow more commercial crops, such as

fruit trees, in replacement of upland rice in the allocated plots.  However, reclamation of

orchards is too difficult for them, because it  is labor-consuming task, unless they could

obtain a firm basis for producing rice and be provided with enough technical and finan-

cial supports for growing the new crops.  In areas where introduction of wet-rice cultiva-

tion is difficult, the people must continue growing upland rice to meet their food needs.

Unless  more  in tens ive  upland r ice  cul t iva t ion  would  be  successful ly  es tabl i shed,  i t

would be difficult for them to obtain enough rice from the allocated fields.

The villagers' livelihood does not totally depend on agriculture.  Villagers also depend

on natural products such as non-timber forest products to a considerable extent.   In the

case of  the  nor thern mountain  region in  par t icular ,  the  col lect ion of  fores t  products

plays an important  role in supporting the household economy.  According to a survey

conducted by a Japanese student in Louang Namtha, poorer villagers in particular more

strongly depend on the collection of non-timber forest products.  The survey reveals that

one third of their total annual income was derived from the collection of forest products,

such as  mak neng (cardamom, Amomum vi l losum),  bamboo shoots ,  young leaves  of

trees,  medicinal plants and small animals.   In particular,  in the rainy season when rice

shortages become obvious, about 70 % of the total income was obtained from the non-

t imber  forest  products .   Consider ing such s t rong dependency on forest  products ,  the

Government should pay keen attention to the management of forest products in relation

to the implementation of land distribution program.  Since the land-use demarcation af-

fects very closely the rate of both extraction and conservation of the forest products, it

is  expected that  more careful  decis ion making regarding al locat ion of  land-use uni ts

should be taken into account.

In addition, it  is also important to understand the mechanism of existing shifting cul-

tivation systems, because people do not only grow crops in the slash-and-burn fields but

also they very often make use of the fallows to earn additional income under these sys-

tems.  In some areas in the northern mountain region, conventional shifting cultivation

is traditionally combined with production of commercial plants, such as nhan (benzoin,

Styrax tonkinensis) and po sa (paper mulberry, Broussonetia papyrifera), in the fallows.
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In order to get commercial products from these plants,  i t  is necessary for them to keep

enough field plots so that farmers'  abandoned fields can lie fallow for at least seven to

eight years. It would be impossible for them to sustain such systems within such a small

number as two or three allocated plots, because they cannot maintain the required rota-

tion cycle of upland rice and commercial plants.  According to my personal communica-

t ion with a  researcher  who carr ied out  surveys for  long t ime in  Viet  Nam's  northern

mounta ins ,  "desp i te  d raconian  laws  and  inves tment  o f  many mi l l ions  of  do l la rs  in

sedentarization programs since the 1960s there are stil l  millions of households practic-

ing swidden agriculture in Viet Nam's uplands."  And he continues that "in one district

in the northern mountains, the farmers, recognizing that the Government was hostile to

shifting cultivation, began to refer to their swiddens as "mixed gardens" when they re-

ported on their  land use to local  off icials .  The lat ter  duly reported to the ministry in

Hanoi that shifting cultivation had been eradicated in their district.  But of course, in re-

ality, there was no change in the area devoted to swiddens at all."  It is expected that the

same thing will take place in Laos, unless the land distribution program is implemented

with thorough understanding of the reality of village lives.

As the results of our surveys indicate, instead of mechanical and uniform implementa-

tion, more flexible application of the programs would be recommended so that the stabi-

lization of shifting cultivation will be reconsidered or modified by taking the actual vil-

lage conditions into account.

9 － 4　Seek ing  d ive r s i f i ed  f a rming  sys t ems

In addition to reconsidering the land distribution program, it is also inevitable in order to

stabilize shifting cultivation to provide appropriate information and technologies to villag-

ers who are not well equipped with various forms of capital. In this regard, the Government

Strategic Vision has established its general objectives for developing agricultural production

in the northern mountain region, which is defined in the Vision as the region characterized

by sloping land.  In order to develop crop agriculture in this region, the vision sets the fol-

lowing object ives:  (1)  accelerate  the  integrat ion of  the  mountain  region into  the  market

economy, (2) diversify income sources and enhance farm income, and (3) promote environ-

mentally sound and sustainable use of natural  resources.   In part icular,  in order to pursue

the second objective, the following measures are recommended: (i) farming diversification,

(ii) agro-forestry development, (iii) introduction and expansion of non-timber forest products
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production,  and ( iv)  introduction and expansion of  mixed farming systems with l ivestock

raising and inland fishery.  All these improvements and introductions would be appropriate

measures under the present socio-economic conditions in the northern mountain region. How-

ever,  here again is  the anxiety that  they might  be mechanical ly and uniformly applied to

project sites or villages without careful attention to individual village conditions.

In this regard, it is highly recommended that officials in charge of the District Agriculture

and Forestry Office and extension workers should try to collect  relevant information from

experienced and pioneering farmers who are actually practicing a variety of experimentation

in their vil lages and keep close contact with them.  In the course of carrying out our field

surveys, we often came across various types of farming systems tried by such farmers in or-

der  to  es tabl ish an income-generat ing way of  farming through the integrat ion of  diverse

commodities.

For example, in NT village of the Tai Lu people located in the mountain foothill  sub-re-

gion, five Chinese households have introduced freshwater-fish culture into the village, where

they rented lands from the vi l lagers  and constructed a  ser ies  of  ponds connected to each

other through water channels.   They raise various kinds of fish,  such as pa nin,  pa nai,  pa

ket laep and pa kin nya, plus ducks.  According to one of the migrants, they came from the

Hunan province in China four years ago.   The owner of the land intended to convert  i t  to

wet-rice fields, but instead, he decided to rent it out to the Chinese with annual rent of 5000

yuans. A Tai Lu farmer who also practiced freshwater-fish culture in the village told us that

the Chinese were better at raising bigger fishes in a shorter period than the Lao farmers.  He

suspected that they used special medicines to enhance and accelerate the growth of fishes,

although they never wanted to teach him about the method. In PS vil lage where the Black

Tai people l ive, Chinese migrants also practiced the freshwater-fish culture.   According to

the village chief, a couple of them, wife and husband, migrated in 2000 to live on the bank of

a reservoir for irrigating rice fields in the dry season, which is located 3km away from the

vil lage and communally maintained by PS and other three vil lages.  They were al lowed to

sett le there by paying two mill ion kip for the coming three years in exchange for the stay

permit  recognized by the vil lage chiefs.  As these cases show, new technologies related to

fish culture are locally introduced and disseminated in accordance with the spread of Chi-

nese migrants. In addition, it  is also important to note that not a few local farmers, who are

ambitious for income-generating measures,  pay great attention to such innovations and try

to copy and introduce the immigrants technologies.
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The same thing could be observed in farmers' trials for diversifying agricultural commodi-

ties.  For example, in NT village, a local farmer has converted his allocated field plots into

agricultural lands in a diversified land-use pattern by combining a small basin and the sur-

rounding mountain slopes.  He converted the basin into wet-rice fields, opened a fishpond in

a part of wet-rice fields, and finally established mixed gardens on the slopes in which veg-

etables,  rubber,  teak and bamboos have been planted.  Another local farmer in this vil lage

also tried to develop mixed farming with freshwater-fish culture and vegetable and fruit cul-

tivation.  In his case, on the basis of three fishponds constructed about 20 years ago, he de-

veloped mixed gardens on adjacent slopes where banana, pineapple,  mango, guava, fennel,

lemongrass, among other crops are grown.  He rented out one of fishponds to a Chinese mi-

grant  and concentrated on raising fishes in the remaining two fishponds by entrusting the

care of the mixed gardens to his sons.  In NL village, which is located in a valley of the in-

termountain sub-region, vegetable cultivation is attempted in collaboration with a Chinese

migrant in both home gardens and wet-rice fields.  The vil lagers introduced the knowledge

and techniques with the guidance of the Chinese.  In addition to vegetables, they have intro-

duced maize and soybeans as the second crop in wet-rice fields.  They exchanged not only

the know-how of cultivation but also the market information regarding theses products.

In most development programs for improving agricultural production, it  is common prac-

tice to establish a demonstration plot for disseminating new technologies under the full man-

agement or guidance of extension workers of the Government institutions.  This method, of

course ,  could  be  used  for  t ra in ing  loca l  ex tens ion  workers  and farmers  on  the  bas is  of

"Teach by Showing."  However, it  is also the reality in rural areas that local experienced or

pioneering farmers have already taken income-generating actions prior to the implementa-

tion of such institutional efforts.   Taking this into consideration, i t  is recommended to uti-

lize such advanced cases, in which local farmers have already tried to establish market-ori-

ented farming, as an alternative to the establishment of demonstration plots.  In other words,

what  is  urgently requested today is  that  local  s taff  switch their  principle from "Teach by

Showing" to "Learn from Farmers" or "Learn through Observation."

In addition to diversification of farm commodities, intensification of wet-rice cultivation is

also an important  issue to stabil ize agricultural  production in this  region.   In this  regard,

more attention should be paid to the potential of traditional small-scale irrigation systems.

In the northern mountain region, existing vil lage irrigation systems are expected to create

new possibilities to enhance and stabilize rice production.  Also, there still  remains the po-
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tential to extend wet-rice cultivation by installing small-scale irrigation systems in the foot-

hill  sub-regions.  Therefore, the first  priority should be given to more intensive survey for

understanding the local  organization and operating mechanisms of exist ing irr igation sys-

tems so that they can be utilized as an alternative to shifting cultivation.

Summarizing the results  obtained from our field surveys,  the following points would be

raised as our recommendations in relation to improvement of agricultural production:

（1） Utilizing the peculiarity of an area or a village as possibly one way for regional coop-

eration

Every village and area or every ethnic group has a peculiar product which is produced

in accordance with local  natural  condit ions and the people 's  historical  background or

preference.  These products  include t radi t ional  hand-made text i les ,  bamboo or  ra t tan

handicrafts,  local  l iquors and others.  In former days,  every process of production was

carried out within a village, but under today's changing economic and social conditions,

i t  is  necessary to improve such tradit ional  production and marketing systems. For ex-

ample, raw silk could be produced in a village located on a river bank, plant materials

for dyeing could be collected in a village located in the intermountain sub-regions, and

women living in the Black Tai villages could weave fine textiles using these materials, if

they are connected each other within a sort of improved marketing system. As a tool for

explor ing potent ia l  income-generat ing measures ,  an  inventory of  the  local  specia l ty

products is recommended.

（2）Training of local staff as an interface of production information

It is a matter of course that villagers know very well about the neighboring villages.

However,  i t  is  also a fact  that  they often do not know what is  happening in their  sur-

roundings.  There are many cases in which, in spite of the existence of pioneering farm-

ers in a neighboring vil lage,  many in the other vil lages do not  know about this  work.

This is particularly true between different ethnic groups. To improve such poor informa-

tion-circulation, it is recommended that the staff of the local government agencies play a

role as the interface in information exchange. Instead of just following the current trend

in development policy implementation, such as PRA, in the top-down mode, it is recom-

mended that every staff concerned participate more frequently in the village activities,

otherwise, it would be very difficult to gain in-depth local knowledge and to understand
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social organization, both of which greatly influence the development of agricultural pro-

duction.

（3）Utilization of experienced or pioneering farmers

As mentioned above, there are many innovative trials by villagers for developing in-

tensive land-use and farming systems. The Chinese migrants seem to be superior to the

local farmers in terms of positive transformation of existing natural resources and appli-

cation of new technologies.  On the other hand, it is likely that the local pioneers have a

marked tendency to util ize the given resources in rather harmonious ways.  In order to

develop agricultural production in the northern mountain region, it  is recommended that

local government staff learn from both of them in order to combine the two types of pio-

neering activities into an integration that promotes environmentally sound and sustain-

able production systems.

9 － 5　How to  loca te  the  nor the rn  mounta in  r eg ion  in  the  con tex t  o f  na t iona l  deve l -

opmen t  p r og r ams

In terms of productivity and/or technological development the present performance of the

agricultural sector in Laos cannot be compared with that of Thailand and Viet Nam, for ex-

ample.  The agricultural sector in Laos is obviously subordinate to them.  However, in so far

as the northern mountain region is concerned, this apparent disadvantage seems to be worth

reconsidering, because this region's agriculture possesses valuable characteristics when we

take into consideration the current situation of Southeast Asia's agriculture where modern-

ization is advancing in every place.

Rapid introduction of modernized technologies to the agricultural sector, such as introduc-

tion of foreign materials  especially chemical  products,  should be reconsidered,  because i t

will  most probably destroy the rich natural  and cultural  heri tage in the northern mountain

region. To seek an alternative path for development more attention should be paid to exist-

ing nature-oriented farming technologies and agricultural commodities produced with con-

ventional local knowledge under the environmentally-friendly conditions.  In order to differ-

entiate the agricultural production and the products of Laos, under the competitive circum-

stances with neighboring countries, such disadvantage should be turned to advantage.

In our interviews with farmers on agricultural production, they often answered our ques-

t ions by saying that  their  methods of growing crops were st i l l  thammasat (nature or natu-



─ 54 ─

ral),  that they did not apply chemical ferti l izers,  pesticides,  or insecticides, or employ any

machinery.  They offered such negative answers without any clarification or explanation of

how they have maintained the productivity of their  lands and successfully continued their

cultivation activities in spite of such low input and low management levels.  However, they

also mentioned that  if  they could well  afford to purchase input  materials ,  they would buy

and apply them. On the other hand, some of them gave the answers that they did not feel it

necessary, for example,  to apply chemical ferti l izers in ferti le lands with an expression of

their feeling of pride that they followed a thammasat way of cultivation.  Through the inter-

viewing, we gradually came to pay particular attention to their comments about their current

cul t ivat ion techniques .   Somet imes they unconsciously  expressed a  feel ing of  shame by

laughing at themselves for the backwardness of their techniques.  They often used the word

thammasat self-contemptuously.  On the other hand, they sometimes consciously used it with

a feeling of self-respect or pride: "Although we labor under such difficult conditions as you

have seen,  we have continued our subsistence farming by the conventional  methods for  a

long time without any deficit. Why, therefore, should we receive new technologies from out-

side, which require additional expenditures?"  The dualism that was thus observed with re-

gard to the traditional technologies in the northern mountain region is considered to contain

many important implications for the investigation of and prospects for the future develop-

ment of agricultural production in the region.

At present, in order to implement development projects many technical terms are used and

applied by the government agencies,  such as "sustainable development," "environmentally

sound," "participatory approach" and "indigenous knowledge."  But it  seems that no efforts

have been paid  to  in terpre t  these  terms and apply  them in  appropr ia te  ways  in  order  to

transfer these concepts to local people.   I t  is  necessary for us to notice that  the people of

Laos have already used an appropriate  term,  thammasat ,  to  indicate  an environmental ly-

friendly approach, for example.  This type of paradigm change in the field of development

and extension of agricultural technologies is considered to be an important basis on which a

break-through would be made in the policy formation and implementation for developing ag-

riculture specifically in the northern mountain region. Harmonization of the thammasat na-

ture  of  the  region 's  agr icul ture  wi th  var ious  schemes for  promoting the  improvement  of

farming systems is the key issue, so that the northern mountain region will not follow earlier

examples.



─ 55 ─

1 0 .   A g r i c u l t u r a l  P o l i c y  S t r a t e g y  i n  L a o  P DR1 0 .   A g r i c u l t u r a l  P o l i c y  S t r a t e g y  i n  L a o  P DR1 0 .   A g r i c u l t u r a l  P o l i c y  S t r a t e g y  i n  L a o  P DR1 0 .   A g r i c u l t u r a l  P o l i c y  S t r a t e g y  i n  L a o  P DR1 0 .   A g r i c u l t u r a l  P o l i c y  S t r a t e g y  i n  L a o  P DR

Anonh Khamhoung

Kham Phalakone

Since 1975 to the year 2000, that is 25 years after the liberation of the country, the devel-

opment of the socio-economy of the Lao PDR has been improved quite significantly. Agricul-

ture, which is the main sector of the national economy, had shown a remarkable success es-

pecially during 1997-2000 in spite of the negative impact of the financial crisis in this pe-

riod. Of course the share of GDP of this sector has decreased gradually from 61% in 1990 to

approximately 51% in the year  2000;  but  i ts  average growth rate  was about  4-5% a year .

While the national economy grew at an annual rate of 5-7 % between 1995-2000. Nevertheless

the pace of change in the country has been markedly uneven. Along the Mekong corridor,

market forces are now driving the agricultural economy. In the mountainous sloping land ar-

eas, subsistence agriculture and acute rural poverty predominate. Economic growth had also

significant effect in raising urban living standards but i ts  impact in the remote rural  areas

was marginal.  In addition, as being the land locked country, today Lao PDR is increasingly

recognized that "landlocked" can be re-interpreted as "land-linked", changing the emphasis

from "regional exclusion" to "regional inclusion". For this reason it is necessary to assess in

depth the real  major constraints to the agricultural  development in order to create a more

appropriate policies and strategy, and of course taking into account all  relevant policies of

the Government and those of the region as well.

10 － 1　Issues  and  cons t ra in t s  in  ag r i cu l tu re  in  Lao  PDR.

The main issue is  how to transform subsistence agricultural  production into being com-

mercially viable, with a view to address the critical issues of low paddy production/ produc-

tivity and limited diversification. Subsistence farmers do not sell ,  and their abili ty to pur-

chase inputs is thus constrained and they find themselves in the midst of a "low-input,  low

output, low income" vicious cycle.

Apart from the permanent constraints such as the mountainous topography, erratic climate

condit ions and so on,  however there are some constraints  that  can be overcame by proper
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policies, strategies and investment. These include primarily the lack of rural roads, markets

and appropriate policies. The critical challenge is how to remove the constraint and in order

to create a better production environment and at the same time how upgrade the farmers to

enable them to cope with the changing environment. Therefore there is a need to address the

constraints,  classify them, find out the relevant potential  and then outline the policies and

strategies. The constraints and potential are as follows:

10 － 1 － 1　Institutions and Organizations

（1）Creation of better production and market environment

Constraints

The residues of  command economy system st i l l  hamper market  driven agriculture

and rural development.

Potential

There is clear understands among GOL and private sector on improvement require-

ments on current regulations and controls for business and trade. Lifting various regu-

lations and controls will expedite market economy.

（2）Institutional strengthening of the Ministry of Agricalture and Forestry (MAF)

Constraints

The lack of adequate organizational  and administrat ive capacity has been a major

stumbling block for implementation of projects and programs.

Potential

MAF staffs are basically well educated and competent.

（3）Strengthening of provincial and district office

Constraints

In March 2000, Lao PDR moved to decentralization systems, establishing province as

strategic unit ,  distr ict  as planning and budgeting unit ,  and vil lages as implementing

unit .  However,  capabili ty of local administration staff  remains low in terms of staff

number and staff competency.

（4）Improvement and revision of agriculture related legislation

Constraints
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The existing public investment in agriculture has a bias toward capital development

and there is a general lack of agriculture related legislation.

Potential

GOL is showing clear commitment to market-friendly economy for agriculture devel-

opment.

10 － 1 － 2　Marketing

（1）Marketing

Constraints

1) Lack of market information and linkage between farmers and market.

2) High cost of transportation to market.

3) Poor access road for purchasing inputs and selling products.

4) Undeveloped market for inputs including seeds, fertilizer and agro-chemicals.

5) Seasonal gluts and shortage of agriculture produce to lack of market signals.

6) Lack of grading and standard four dization system for agriculture produce.

7) Barriers to free market and trade including regulation and control on movement.

8) Produce both domestically and for exports.

9) Undeveloped financial sector to meet the credit needs of agribusiness and farmers.

10) Insufficient understanding of market economy.

Potential

1) Lao government prepared agriculture policy based on the market economy (Vi-

sion 2020).

2) Some agriculture products (livestock, commodity crop, coffee, non-sticky rice)

have competitive advantage in the international market.

3) The private sector involvement in marketing activities has been steady increas-

ing.

4) I t  is  widely observed that  many farmers are becoming market oriented as the

market is infiltrating rural population.

（2）Agro-Processing

Constraints

1) High cost on transportation to market.

2) Low technical level or no knowledge on small scales agro-processing.
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3) Lack of grading and classification system to agriculture produce.

4) Undeveloped financial sector to meet the credit needs of agribusiness and farm-

ers.

5) Poor inspection system of food hygiene.

6) Uncertain regulatory environment for foreign and domestic investment.

Potential

1) There some agro-processing products ( l ivestock, weaving products,  etc) have

competitive advantage in the international market.

2)  The private sector  investment  response in agro-processing has been posi t ive

and increasing.

10 － 1 － 3　Rural Finance

（1）Reform and strengthening of SOCBs

Constraints

1) Existence of non-viable SOCBs.

2) Weak financial management within SOCBs.

3) High no-performing loans.

4) Lack of access to credit by private sector.

5) Lack of mid-and long-term credit for agribusiness and farming sector.

（2）Strengthening of financial sector which contributes to agriculture and rural development

1) Lack of capacity in financial institutions with regard to management, account-

ing, commercial finance, and risk management.

2) Incomplete legal framework regarding transaction among banks, financing con-

tract, and collateral.

3) Poor access to institutionalized finance in rural area.

4) Poor mechanism for deposit mobilization.

（3）Reform and strengthening of APB

1) Poor operational efficiency, portfolio quality, lending policies and procedures,

and inadequate staff capacity.

2) Poor deposit mobilization and interest rate structure on lending.

3) Financial fragile performance including absolutely low repayment rate.
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10 － 1 － 4　 Natural resource development

（1）Development of clear and enforceable land use ownership rights

1) Existing system of land use planning is relatively weak.

（2）Water Resource Management

1) Weakness and malfunction of existing Water Resources Coordination Committee.

2) Serious damage by flooding and soil erosion.

（3）Land Resource Management

1) Reduction of forest cover, soil erosion etc. by unsustainable shifting cultivation.

（4）Natural Resource Research Program

1) Lack of research for developing technical know-how and providing basic data &

information.

（5）Upgrading of meteo-hydrological observatory system

1) Insufficient observatory system.

10 － 1 － 5　Human resource development

（1）Capacity Building of MAF

1) Low capacity in technical and management fields.

2) Low capacity in management planning and statistics.

3) No clear job description for institutions and staff.

4) Limited incentive & low salary.

5) Limited educational level (35.9% university graduate plus 29.6% with high educa-

tion).

6) Potential manpower with 60% under 35 year old.

7) Staff with limited field experience in some institutions.

8) Budget limitation for increasing staff.

9) Practically no carrier development program.

（2）Capacity building of Provincial and District Agriculture and Forestry Institutions

1) Very low capacity in technical and management fields.
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2) Low capacity in management planning and statistics.

3) Low capacity of Subject Matter Specialist (SMS) at Provincial level.

4) No extension workers at district level.

5) No clear job description.

6) Limited incentive & low salary.

7) Limited educational level (9.2% university graduate plus 25.9% with high educa-

tion).

8) Under staffed mist of staff are concentrated in offices.

9) Budget limitation for increasing staff.

10) Budget limitation to mobilize staff.

11) No carrier development program especially staff who are assigned to remote area.

（3）Capacity Building of Local Institutions in Natural Resource Management

1) Limited environmental awareness among provincial authority members.

2) Lack of knowledge in natural resource management.

3) Under utilization or over utilization of natural resources.

4) Limited legal framework for the utilization of natural resource (land, water, forest).

5) Limited coordination between sectors in the establishment of projects and pro-

grams for the exploitation and utilization of natural resources.

6)  Limited part ic ipat ion of  the community and populat ion in the elaborat ion and

implementation of natural resource management projects.

（4）Establishment of integrated extension and training system

1) No clear vision and mission defined for the Agriculture Extension Agency (AEA)

and the Agriculture and Forestry Training Centers.

2) Each technical department through donor assistance projects does there own ex-

tension and farmer training.

3) Training of farmers is done in add hoc basic.

4) Lack of qualified trainers.

5) Lack of progressive training courses.

6) AEA and AFTC premises and facilities are under utilized.

7) Need to reorient the training centers to agriculture and forestry extension centers.

8) There is a need to establish extension and training for farmers in up-land and low
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land areas.

（5）Capacity building of Village authority and farmer organizations

1) Farmers are receiving limited support from the Government and the private sector.

2) In less accessible areas farmers have no support at all.

3) Subsistence agriculture combined with the collect and hunting is practiced in the

majority of up-land areas.

4) Farmers are practicing slash and burn cultivation.

5) Limited knowledge in community leadership and management (including bottom-

up planning).

6) Limited knowledge in agriculture production.

7) Limited knowledge in commodity production.

8) There is high dependency on government.

9) Farmer formal group are weak lack management skills.

10) Lack of technical skills.

11) There is no farmer institution development.

（6）Strengthen the capacity of technical education in agriculture and forestry

1) No clear vision and mission defined for the AFT schools.

2) Objective is to provide in service training for MAF but have to accept additional

student from the ministry of education.

3) Over sized intake of student.

4) Limited teaching capacity.

5) Lack of progressive curriculum (too theoretical).

6) Lack of field practice.

7) Lack of teaching aids.

8) Lack of qualified teachers and trainers.

9) Lack of school facilities and equipment.

10) Graduates have low quality education.

（7）Strengthen the capacity of university education in agriculture and forestry

1) Low quality of university education.

2) Over sized intake of student.
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3) Limited teaching capacity.

4) Inadequate curriculum and syllabus.

5) Lack of field practice.

6) Lack of qualified teachers and trainers.

7) Lack of facilities and equipment.

（8）Develop environment awareness and agriculture knowledge in secondary and pri-

mary formal education

1) Limited environmental awareness among the children especially in up-land areas.

2) In rural areas children are helping their family in agriculture production includ-

ing animal husbandry. Basic knowledge in crops and animal raising could be in-

troduced in the existing primary and secondary schools curriculum and syllabus.

10 － 1 － 6　Crop: Research, Extension and others.

（1）Food Production Program

Constraints

1) The proportion of farmers using improved seeds is still small. (less the 10%).

2) Flood and inundation damage during wet season in low land area.

3) Lack of knowledge of improved technology of farmers due to non-functional ex-

tension service.

4) Insufficient irrigation water management at on-farm level.

5) Insufficient distribution of credit and fertilizer, especially in remote area.

6) Poor access road for purchasing inputs and selling products.

7) Loss of rice and quality deterioration in the post-harvest activities.

8)  Shortage of improved or proper technology for cult ivation of upland rice and

other  food crops .  Lower  product iv i ty  of  upland r ice  in  sh i f t ing  cul t iva t ion

which deteriorate forest environment.

Potential

1) The improved variety of rice was developed in Lao-IRRI project.

2) Further expansion of lowland paddy is possible for another about one million ha.

（2）Commercial Crop Production Program

Constraints
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1) Insufficient quality control of commercial crop production.

2) Lack of grading and classification system to commercial crop production.

3) Non-availability of hybrid seeds.

4) Lack of knowledge of improved technology of farmers due to non-functional ex-

tension service.

5) Insufficient distribution of credit and fertilizer, especially in remote area.

6) Poor access road for purchasing inputs and selling products.

7) Limited market channel and market information.

8) Limited or insufficient post harvest and agro-processing facilities for commer-

cial crops.

9) Limited information on area specific natural conditions.

Potential

1) Natural conditions (soil & climate) of Lao PDR allow to cultivate various com-

mercial  crops under rainfed condit ion.  The private sector investment to agro-

processing and marketing activities has been gradually increasing.

2) It  is possible to further expand the cultivated area of second crops under irri-

gated paddy land.

3) I t  is  widely observed that  many farmers are becoming market oriented as the

market is infiltrating rural population.

（3）Integrated Agriculture Development Program

Constraints

1) Lack of knowledge of technology of farmers for introduction or expansion of in-

tegrated agriculture due to non-functional extension service.

2) Poor distribution of credit and fertilizer, especially in remote area.

3) Poor access road for purchasing inputs and selling products.

4) Limited market channel and market information.

5) Shortage of manpower to maintain field in rural area.

Potential

1) Natural conditions (soil & climate) of Lao PDR allow to cultivate various com-

mercial crops as well as livestock and fishery.

2)  The private sector investment to agro-processing and marketing activit ies has

been gradually increasing.
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3) It  is  widely observed that  many farmers are becoming market oriented as the

market is infiltrating rural population.

10 － 1 － 7　Livestock and Fisheries

（1）Livestock Development

Constraints

1) General lack of adequate handling and feeding techniques of livestock.

2) Frequent loss of livestock animals due to disease.

3) Non-availability of improved breed due to insufficient technology improvement.

4) Extension service is not functioning.

5) Insufficient veterinary education and certificate system.

6) Lack of access to credit for livestock production especially in remote area.

7) Poor access road for purchasing inputs and selling products.

8) Lack of information network on productivity, disease and market.

9) Future shortage of feed is concerned.

Potential

1) Livestock sector accounts for 39% of the agriculture GDP.

2) Livestock exports have started to show a good record.

3)  More and more vi l lagers  are  showing interes ts  in  increasing the  number  of

cattle.

（2）Fishery Development

Constraints

1) Insufficient availability of improved variety of fish fly.

2) Extension service is virtually absent.

3) Technology improvement is insufficient for fly production.

4) Lack of access to credit for fish production especially in remote area.

5) Poor access road for purchasing inputs and selling products.

6) Information on market is not available.

7) Shortage of fish feed.

Potential

1) The returns from fish culture are much higher than paddy cultivation.

2) More and more farmers are showing interests in fish production even in remote

area.
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4) The domestic demand for fish is increasing.

5) Underutilized water body is available.

6) Stress to environment is limited.

（3）Integrated Agriculture Development

As described in " Crop: Research, Extension, and Others" section, integrated agricul-

ture includes crop development and livestock & fishery development.

10 － 1 － 8　Stabilization of shifting cultivation: agro-forestry, (Non-timer forest product (NTFP),

and other livelihood systems

（1）Rural infrastructure & services

1) Health, education, access and other infrastructures constrained.

2) Rapid population growth acerbating poverty & constraining livelihood improve-

ment from productivity gains.

（2）Land use Planning and Management based on Land-suitability and community iden-

t i f i ed  needs  (Relevant  fo r  Sh i f t ing  Cul t iva t ion  a reas  ins ide  and  ou ts ide  Nat iona l

Biodiversity Conservation Areas-NBCAs)

1) Planning systems for Districts currently based on district,  provincial & centrally

determined requirements.

2) Limited provincial/ district capability in participatory planning.

3) Lack of guidelines and land classification system based on land capacity/ suitabil-

ity.

4) Lack of soils information, soils testing & analysis laboratories, services & proce-

dures.

5) Limited provincial capabilities in natural resource planning and management.

（3）Participatory land allocation and land-use planning

(As ta i lored  and re levant  for  sh i f t ing  Cul t iva t ion  areas  both  ins ide  and outs ide

NBCAs)

1) Limited capacity of Provincial and District mechanism for participatory land allo-

cation and land-use planning.

2) Current application of land allocation procedures not linked to future family agri-

cultural land needs for sustainable sedentary farming systems.

3) Reticence on part of families to disclose all land being used in swidden rotations
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to avoid additional taxes.

4) Method for participatory village-level land-use planning not fully developed nor

institutionalized into provincial & district application.

（4）Demand driven district extension response service

1) District extension service poorly trained and equipped.

2)  Part icipatory methods for  involvement  of  vi l lage communit ies  in development

planning not institutionalized into District Services.

3) District staffs lack mobility and motivation due to low level of remuneration.

4) District extension service organization lacks multi-disciplinary capacity.

5) Lack of adapted technologies recommendations and extension aids for sustainable

land-use through soil & water conservation, agro-forestry and other farming sys-

tems.

（5）Adaptive research for sustainable land-use through soil  & water conservation and

agro-forestry systems for sloping land

1) Lack of adapted technologies for sustainable agricultural land-use systems.

2) Lack of adapted technologies for sustainable agro-forestry land-use systems in-

cluding livestock & fisheries.

（6）Adaptive research/  ext .  on sustainable management of  NTFPs for  subsistence and

for income generation needs

1) Current NTFP gathering methods and intensities are depleting NTFP and not sus-

tainable.

2) Lack of developed technology for possible domestication, processing and market

development for NTFPs.

（7）Cottage and other off-farm income development

1) Lack of staff trained in cottage technologies, promotion and marketing methods.

2) Regulatory environment felling and selling trees plated on farms.

3) Lack of programmes to promote nurseries and purchase of farmer produced tree

seedlings.

4) Regulatory environment for  development of  Eco/  Nature Tourism potentials  in
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(NBCAs).

（8）Village level financial service development

1) Families lack access to finance for production inputs and farm development, nec-

essary for  adoption of  agro-forestry systems,  soi l  and water  conservat ion mea-

sures and developing off-farm income generating activities.

2) Villager saving's abilities are marginal due to the lack of village level organiza-

tion capable of mobilizing savings into village savings and credit funds.

3) Access to institutional credit is difficult.

4) Institutional savings and credit services lack-servicing capacity and funds.

（9）Marketing of farm & off-farm products

1) Poor infrastructure

2) Lack of market information in products and prices

3) Lack of processing facilities

4) Many regulations & procedures.

5) Lack of business training

6) Little quality control

7) Lacking credit facilities

10 － 1 － 9　Rural development

（1）Poverty alleviation approach

Constraints

1) Of the 13,000 villages in Lao PDR, over 50% are located in remote areas where

access  roads are  non-exis tent  or  poor  and approach to  the  nearest  market  is

more than 10 km, only 50% of farmers market any of their three most important

c rops ,  and  ove r  80% repor t  t hey  consume  paddy  p roduced  by  themse lves

(LECS2).

2) Rural population in remote villages do not receive adequate social services-com-

munication, transport, education, or public health.

3) Although RDO has been established in each Province, staff capacity in technical

service and planning is still very low.

4) Monitoring of on-going RD activity is not functioning well, particularly for Fo-
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cal Site Development.

（2）Remote area agriculture development approach

Constraints

1)  Poor access to remote area prevents the development of market-oriented agri-

culture.

2) Agriculture is mainly at subsistence level.

3) Most farmers in remote villages have no access to new technology or improved

inputs.

4) Access to formal credit services is also poor in remote villages.

5) Marketing infrastructure is also insufficient.

6)  PAFS & DAFO extension staff  and research outputs are not readily available

due to remoteness.

Potential

1) There are huge potential for the development of commercial crops in remote ar-

eas of Lao PDR.

2) Land and water resources are available in various climatic zones.

3)  Using such resources and cl imatic condit ions,  many commercial  crops/  com-

modities can be produced.

4) Potential products may include variety of fruit crops, industrial crops (such as

cotton,  sugarcane and sericulture) ,  NTFP (such as paper mulberry,  cardamon

and mushroom), livestock and aquaculture.

5) Cottage-type agro-processing industry can also be developed using raw materi-

als to be produced based on area specific conditions.

10 － 1 － 10　Irrigation Management

（1）Small Scale Irrigation Development and Management through supporting of Irriga-

tion Management Transfer (LMT) (Implementation)

1) Deterioration of the facilities, weakness of Water Users' Association (WUA) etc.

2) Insufficient preparation of IMT in terms of governmance, regulation, O&M sys-

tem, marketing etc.

（2）Supporting of Irrigation Management Transfer (IMT)(TA)
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1) Deterioration of the facilities, weakness of WUA etc.

2) Insufficient preparation of IMT in terms of governance, regulation, O&M system,

marketing etc.

（3）Best irrigation use of exploited water resources with promotion of Diversified Agri-

culture

Deterioration of facilities and weakness of WUA etc for food production and promo-

tion of crop diversification.

1) Damage by flooding in specific area.

（4）Groundwater Irrigation Development

1) There is substantial groundwater potential to be considered for irrigation water.

（5）Pump Irrigation Development

1) Deterioration of facilities, poor O&M skills and weakness of WUA in pump irriga-

tion scheme.

（6）Capacity Building

1) Lack of skilled engineer in the country to develop, operate and maintain of irriga-

tion schemes.

10 － 2　AGRICULTURAL DEVELOPMENT STRATEGIES

Recognizing the above mentioned constraints and potentials,  within the framework of the

eight  National  socio-economic development plans and especial ly the six programs under-

taken directly by the Agricultural sector, MAF had created seven policy areas or knowing as

the seven thematic strategic approaches to severed as a general guideline or a foundation in

deriving the formulation of action plans as well as the programs and projects.  The policies

and strategies of the thematic approaches are:

（1）The planning Approach: MAF Planning Decentralization

Policies

1）Area-based integrated agriculture development to better  responds to the "focal

site" rural development strategy.

2）Fully decentralized" bottom up" participatory planning within Lao PDR's govern-
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ment system.

3）Indicative planning based on comparative advantage and rural socio-economic in-

dicators.

4）Integrated area based natural resource management centered on watersheds/ river

basin (at the national and regional levels).

5）Local government management of funds, projects and integrated development re-

sources.

6）Fully decentralized "bottom-up" participatory planning with the Lao PDR's gov-

ernment system.

Strategies

1）The approach includes implementation through (i) flatlands and (ii) sloping land

programs to account for  the different  agro-ecological  concerns,  and uses area-

based planning.

2）Fla t l and  and  s lop ing  l and  p rograms  a re  o f  equa l  impor tance  and  a re  to  be

planned and developed in paral lel  each other  to  al low for  upstream and down

stream linkages and interactions. In the flat land areas, priority focus will be on

maintaining the pace of markets driven-growth assisted by supportive regulatory

systems in parallel with consolidation food security and accelerating the pace of

cash crop diversification and intensified livestock and aquaculture development

for the local market and for export growth.

3）The emphasis in sloping land areas accord high priority to an area-based develop-

ment centered on integrated watersheds/  r iver basins.  The primary goals are to

achieve stabil ization of shift ing cultivation and sedentarization of sloping land

use system.

4）There wil l  be  paral le l  emphases  on support ing infras t ructure  (Road & tracks,

small-scale irrigation and market & service centers),  followed by livestock and

fisheries,  and forestry,  annual  and perennial  improvement,  soil  fert i l i ty/  water

and nutrient management and natural resource management.

5）Provincial  governments continue to plan and implement development in a fully

integrated manner.

6）Farmer demand driven applied research and extension.

7）Rotational cycles of farming system Extension Workers and subject matter Spe-

cialists.
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（2）Human Resources Development

Policies

1）MAF to become a farmer service organization in a market economy.

2）The District and the DAFO most important linking in MAF chain because of in-

teracting point with villages and farmers.

3）Research and extension is  to be adaptive,  problem solving and farmer demand

driven.

4）Technical  support  in applied research,  extension and natural  resource manage-

ment is to be provided by new NAFRI, AEA, at central level.

5）New department of planning and M&E will  provide focus of integrated farming

systems development.

Strategies

1）Re-organize DAFO staff as mobile farming systems Extension Workers.

2）Re-organize PAFS as Subject Matter Specialists to support FSEW.

3）Transfer redundant and excess staff from flat land areas to sloping land areas.

4）NAFRI, AEA, DOP and DME to provide central focus of integrated farming sys-

tems and natural resource management development.

5）Fore a participatory applied research /  extension synergy by strengthening link-

ages among public and private sector the lines of successful transformation mod-

els .

（3）Business Regulatory Adjustment

Policies

1）Commitment to market agricultural  transformation under the "umbrella" of im-

proved regulatory system as tangibly demonstrated by the progress of  agricul-

tural development in the Mekong corridor.

2）Support for short to medium-term regulatory revision to bring supportive regula-

tions.

3）Support for parallelism of business regulatory revision among partners.

Strategies

1）Review and revise over the short  to medium term time horizon existing regula-

tions to make more current with prevailing economic environment.

2）Review and coordinate regulatory reform measures with Lao PDR regional trad-



─ 72 ─

ing partners.

（4）External Trade

Policies

1）Full support for trade liberalization and regional economic integration with mini-

mal controls on export/ import in concert with tangible trade liberalization mea-

sures by regional trading partners.

2）Gradual formalization of informal cross border flows.

Strategies

1）Closely monitor tangible progress of regional trading partners in reducing /  re-

moving import/ export permits and licenses and eliminating effective quantitative

control over imports through licensing.

2）Move toward trade liberalization in concert with parallel moves by regional trad-

ing partners.

3）Operate ,  in  concert  with regional  t rading partners ,  to  move many agricul tural

products and inputs to the AFTA inclusion list.

（5）Flatland Transformation

Policies

Maintain the pace of Mekong corridor market-driven changes; ensure food security

and accelerate the process of cash crop diversification and intensified l ivestock and

aquaculture development for the local market and for export growth.

Strategies

1）Development  ef for ts  centered  around rehabi l i ta t ing  and expanding i r r iga t ion

schemes, strengthened local and community-based management of the irrigation

system,  improved agr icul tural  and farming systems,  increased and intensif ied

cash crop, livestock and fisheries production. Increased investments in improving

post-harvest technology and establishment of value-added small and medium pro-

cessing enterprises.

2）Increased  and  in t ens i f i ed  i r r iga t ed  d ry  season  ag r i cu l tu ra l  deve lopmen t  in

Mekong corridor with participatory, community management of systems.

3）Agricultural and farming systems research, with special consideration to environ-

mentally friendly practices (e.g. IPM and use of organic fertilizers).
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4）Prioritization of adaptive research, trials and demonstrations.

5）Generat ing appropriate  and more integrated technologies  sui table  for  specif ic

flatland environments.

6）Testing and introduction of new plant/ animal species.

7）Technology testing and extension of forage production and pasture systems.

8）Technology testing and extension of improved aquaculture systems.

9）FSEW/ SMS formation and training for bottom-up farmer demand-driven exten-

sion.

10）Gradual formalization of informal trade channels in concert with liberalization of

border trade with regional trading partners.

11）Streamline licensing procedures for agribusiness.

12）Continue to let  market forces operate under the "umbrella" of improved regula-

tory system.

13）Market-determined interest and competitive environment for rural credit mecha-

nism.

14）Establish public sector market information channels.

15）Set product grades and standards.

（6）Sustainable Sloping land development and Environment Management/ Shifting Culti-

vation Stabilization

Policies

1）Shift to an area-based and decentralized on integrated watershed/ river basins.

2）Rural poverty alleviation.

3）Shifting cultivation stabilization.

Strategies

1）Expand and s trengthen the Government  and MAF's  mult i -sectoral  approach to

achieve  sedentar iza t ion  of  s loping  land agr icul tura l  communi t ies  and tenure

through participatory planning.

2）Land use zoning based on biophysical (e.g. slope and land capability) and socio-

economic parameters.

3）Participatory land allocation and land use occupancy entitlement.

4）Promotion of community management of natural resources.

5）Farming systems diversification and agro-forestry development through adaptive
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research, trials and demonstration on farmer's fields.

6）Expansion of community managed irrigation systems.

7）Farmer demand driven extension.

8）Sustainable land use management  with soi l  erosion control ,  afforestat ion,  and

conservation management.

9）Rural savings mobilization and credit extension.

10）Rural f inance development based on market determined interest  rates and open

competi t ion (general ly)  among pr ivate  and publ ic  sector  rural  f inance mecha-

nisms with a few specialized subsidized lending activities (specific cases) to ac-

celerate and cushion the risks of farming systems diversification among the poor-

est social strata.

11）Upgrade the capacity and legal framework of SOCBs in commercial and banking

transaction.

12）Opening community market access through feeder road upgrading and expansion

and market information delivery.

（7）Irrigation

Policies

1）Allocation and provision of water,  on a sustainable basis,  for agro-forestry sys-

tems ( in the s loping lands)  and for  exist ing and new agricul tural  areas ( in the

flatland areas).

2）Diversification of water resources for irrigation and management for sustainable

utilization.

3）Improve water resource productivity and marginal values.

4）Improve maintenance of irrigation systems and strengthen O&M.

5）Maintain watersheds and mitigate environmental degradation.

6）Alleviate rural poverty.

7）Accelerate cash crop production for exports and import substitution.

Strategies

1）Continue to focus investment on most economical viable schemes, consolidate and

expand irrigated areas.

2）Continue to strengthen community participation and initiative in project planning

work and maintenance.
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3）Encourage beneficiary financing in development and in O&M of irrigation sys-

tems.

4）Strengthen farmer driven extension focus on cash crops, marketing and improve

market access.

5）Target irrigation development on reservoir and systems.

6）Transfer  ownership and management of  schemes to beneficiaries through local

WUAs. Empower water user associations at the schemes level to set and collect

irrigation O&M.

7）Irr igat ion Service  Fees  ( ISF)  which are  commensurate  wi th  actual  individual

scheme characteristics, real scheme O&M costs and with beneficiary capacity to

pay based on their gross margins from farming operation.

Remarks:

1）These thematic approaches,  some are directly involved with MAF and some are

par t ly  involved  but  they  a re  necessary  to  be  addressed  such  as  the  Externa l

trade. So a lot of co-ordinations with other concerned ministries are required.

2）Details of action plans, proposed programs and projects in association with area

based agricultural and rural development are presented in the Master Plan Study

on integrated agricultural development in Laos.
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Sect ion  I    Bas ic  Unders tand ing  of  Lao  Economy

11 － 1　 Ini t ia l  Condi t ions  of  Lao PDR for  Economic  Development

（1）Economic Development of Thailand

In formulating strategies for the economic development of Lao PDR, i t  is  important

that we learn from the economic-growth experiences of other countries. It is also impera-

tive,  however,  that we take note that each country has i ts  own economic environments

and its own development course. In other words, there is no unique appropriate strategy

for economic development that can be applicable to all nations, because the initial condi-

t ions for economic development vary from nation to nation.  For instance,  appropriate

strategies for economic development for an economy having a high population density

but  few natural  resources  wi l l  d i f fer  f rom those of  another  economy having a  smal l

workforce but abundant natural resources.

Some Eas t  As ian  economies  have  recent ly  developed;  the  h igh-per forming Asian

economies (HPAEs) consisting of the "Four Tigers (i .e.  Taiwan, Hong Kong, Singapore

and Korea)," Thailand, Malaysia, and China (The East Asian Miracle: Economic Growth

and Public Policy: World Bank). These nations followed very similar strategies for their

economic development. They generated funds for economic development primarily from

overseas direct investment and developed a labor-intensive assembly sector that making

use of a low-wage workforce. Another common feature is that they pursued an export-

oriented strategy, not an import-substitution strategy, for their industrialization.

For reference, I  will  briefly review the experiences of Thailand. Table 11 － 1 shows

changes  in  the  composi t ion  of  expor ts  f rom Thai land f rom 1960 to  1995.  By 1970,

Thailand's exports were almost all primary goods. The statistics for 1980 and 1985 show

significant increases in the processed merchandise of primary goods. That is,  so-called

export-substitute industrialization had been progressing in Thailand. Before 1985 Thai-

land was deemed to become a newly agro-industrializing country (NAIC), in contrast to a

newly industrializing country (NIC). Subsequent to the Plaza Agreement in 1985, how-

ever, the whole situation took a drastic turn. In 1990, Thailand pushed forward industri-

al izat ion dependent upon direct  investment mainly from Japan and recorded sharp in-

creases in the export of industrial products such as textile products and electronic com-

ponents. This growth path can be characterized as export-oriented industrialization that

was a strategy employed by other Asian HPAEs, including China.
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After 1985, however, Thailand's current-account balance of payments consistently had

shown a deficit  and eventually led to the currency crisis of 1997. Though a variety of

factors were intricately connected in that currency crisis,  one of the major reasons was

that Thailand's labor-intensive industrial  products had lost their international competi-

t iveness due to increased real wages during the process of her economic development.

When real wages rise, it is essential to shift from labor-intensive industries to capital-in-

tensive or  knowledge-intensive industr ies .  In Thailand,  however,  the extremely rapid

economic growth resulted in an unsuccessful switchover to new industries, thereby lead-

ing to the crisis.

I have briefly reviewed the developmental course of Thailand, which has been praised

as a successful example at least until the currency crisis. In order to determine whether

Lao PDR will be able to take a similar developmental course, it is necessary to fully con-

sider the initial conditions of Lao PDR. It is frequently pointed out that being landlocked

is one factor that limits Lao's potential for economic development. This is indeed an im-

portant point that needs special attention, particularly when one considers the adjoining

nations, Viet Nam and Cambodia, that are in an economic developmental stage similar to

Lao PDR but have ports. In the long Lao PDR will become a land-linked country, but it

will nonetheless take a long time for Lao PDR to enjoy the benefits of such relationships.

In addition to considering the foregoing, which often is enumerated as one of the initial

conditions for the economic development of Lao PDR, the following constraints to eco-

nomic development of Lao PDR should be given full consideration.
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tries at this stage, as HPAEs have done, it might have a problem of its labor supply be-

ing able to meet the demand for factory workers.  For instance, according to a hearing

investigation made of 509 workers in a garment factory in Vientiane (September 2000),

only 22.8% (116 workers) come from the city of Vientiane, 33.8% from Vientiane Prov-

ince ,  15 .1% from Hoaphan Province ,  9 .0% from Luang Prabang,  5 .3% from Xieng

Khuang, 4.3% from Savannakhet Province, 1.8% from Bolikhamxay Province, and 7.9%

from other provinces. Single workers accounted for 87.4% of the total.  In other words,

the labor supply from urban distr icts  is  not  sufficient ,  and migrant  workers from the

northern part of Lao PDR form the majority of factory workers. However, how long will

it be possible to obtain cheap labor from the northern part of the country?

As has been shown, Lao PDR has a small labor force and a low percentage of urban-

ization. It is postulated that the nation's labor supply will not increase rapidly. The in-

dustrialization of such an economy tends to be caught, in the jargon of an economic de-

velopmental theory, in a Ricardian growth trap.  In other words,  the demand for labor

will rise in parallel with industrialization, which will easily cause a labor shortfall and

result in a hike in real wages. As a result,  the industrialization that is driven by labor-

intensive industries will  necessarily slow as long as capital-intensive industrialization

is not realistically possible. In light of this, it will be necessary for Lao PDR to promote

its industrialization at a moderate speed so as not to cause increases in real wages.

2）Lao PDR is not a low-wage country

The level of wages in Lao PDR is not significantly low when compared to those in

China, Viet Nam, Cambodia, and Myanmar, i.e., potential competitors of Lao PDR. The

ongo i n g  d a i l y  wag e  f o r  manu f a c t u r i n g  i n d u s t r i e s  i n  V i e n t i a n e  Mun i c i p a l i t y ,

Savannakhet Province and Champasack Province is around 16,000 kip, almost equiva-

lent to US$ 1. The monthly minimum salary of unskilled factory workers in Cambodia is

US$ 45, and it is less in Viet Nam. Therefore, it  is hardly possible that Lao PDR has a

comparative advantage of cheap labor.

3）Small-sized Domestic Markets

A country having a small population means a low level of demand for products. This

makes i t  is  not suitable for such a country to enhance import-substitute industrializa-

tion, because scale economy (which implies that the more we produce, the cheaper the

un i t  p roduc t ion  cos t s  become)  canno t  be  a t t a ined .  The  marke t s  o f  Lao  PDR a re

swamped with industrial  products from Thailand and China,  and policy makers might



─ 82 ─

be tempted to adopt import-substi tute industrial ization.  However,  import-substi tution

relying on large-scale enterprises is a strategy that definitely should be avoided.

As long as Lao PDR does not have a sector (especially SMEs) to produce intermediate

goods for import-substitute industries, its import-substitute industrialization will even-

tually expand the scope of the current-account balance-of-payments deficit  and bring

forth tough macroeconomic management.  Based on a short-to-medium-range perspec-

tive,  i t  cannot be expected that SMEs that supply intermediate goods to the assembly

sector will so quickly develop in Lao PDR, except for those that produce certain items

to be discussed later. Another reason why Lao PDR faces difficulties in the process of

import-substitute industrialization is that it  is already scheduled to cut its tariffs under

the AFTA regime.

11 － 2　Appropr ia te  S t ra teg ies  fo r  the  Indus t r ia l i za t ion  of  Lao  PDR

As has been discussed,  there is  a  high possibi l i ty  that  i f  Lao PDR adopts ,  under  these

unique ini t ial  condit ions,  the developmental  s trategies that  were taken by HPAEs such as

Thailand, Lao PDR might easily have to confront an economic crisis similar to that which

Thailand has undergone. Lao PDR needs to advance its industrialization carefully so as not

to get ensnared in such a crisis.

Considering the initial conditions of Lao PDR, we can conclude that appropriate industries

for Lao PDR should be agro-based, or more broadly speaking, staple-based industries. Such

industr ies  wi l l  create  a  demand for  raw mater ia ls  f rom the nat ion 's  domest ic  producers .

Since raw materials are produced in rural areas, staple-based industries will  enable the na-

tion to prevent or at least minimize the inequalities caused by rapid urbanization and the re-

sultant unequal distribution of wealth between rural villages and cities during the process of

economic growth. This means that to produce such goods will give Lao PDR added value to a

greater degree, especially if they are of a quality and competitively priced so as to be suit-

able for export.  That is,  from a short-and mid-term perspective, and learning from the les-

sons of Thailand, the economic-development strategies taken by NAICs prior to 1985 will be

better suited for Lao PDR.

The Lao government should select for development from the staple-based industries those

that are able to compete in international markets. Specifically, especially promising are such

industries as wood processing, agricultural-products processing, hand-weaving, silk reeling,

cotton spinning, feed-products, cement, and processed marble products. To develop these in-
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dustries will  require a longer period of t ime than would be the case with industrialization

that introduces labor-intensive industries through overseas direct  investment.  This type of

development also wil l  involve some diff icult  tasks necessary to connect  companies in the

manufacturing industry with producers of raw materials. As a result,  this type of industrial-

ization might not  be an easy strategy.  I t  is  possible,  however,  that ,  for  the reasons stated

earlier, staples-based industrialization will become a sustainable industry in Lao PDR.

Sect ion  I I    Sec tor  Analys is

11 － 3　The  Garmen t  Indus t ry

The garment industry is a typical labor-intensive industry that depends upon imports for

its intermediate goods. Based upon the principles discussed above, therefore, it is not neces-

sarily an industry suited for Lao PDR. However,  we cannot disregard the fact  that  i t  is  an

outstanding manufacturing industry that creates job opportunities for approximately 17,000

persons. Mr. Onsey makes useful recommendations about this in his report, quoted below.

（1）Environment of investment and Export

From the year 1990, after the promulgation the Law on the promotion and management

of foreign investment in the Lao PDR, local and foreign investments in the field of Tex-

ti le and Garment Industry increased quickly.  Starting from two garment factories with

800 workers in the year 1990, we reached 43 factories in 1993 with 12,000 workers and

export value of US$ 47 millions.  In 1994 the number of factories increased to 54 with

14,500 workers and export value of US$ 57 millions. At the end of the year 1995 we have

63 factories including two small textile factories. The number of workers reached 18,500

and the export value increased to US$ 87. The total invested capital in this erea was es-

timated to be US$ 59 millions.

In November 1995 the Lao PDR was facing GSP problem with European Union (EU)

due to garments exported from the Lao PDR mostly used imported fabrics and did not

comply with article 67 of EU Regulation 2454/93 Annex 15 and Laos had not requested

for Derogation according to ar t icle  76.  By means of  these art icles  al l  garments made

with imported fabrics cannot enjoy GSP status.This caused closure of 14 garment facto-

ries and the lost of employment for 3,500 workers in 1996. Export of this year decreased

by 30% amounting only US$ 62 millions.
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From September 1997 EU granted GSP Derogation to the Lao PDR allowing the use of

imported fabrics from ASEAN, SAARC and Lome Convention countries with limited tar-

iff quota on each category of garments.

In 1998 Norway also granted GSP Derogation to Laos Textile products allowing the

use of fabrics from ASEAN and from all other beneficiary countries of Norway GSP with

quota free. The value added in the country to qualify GSP is 25% of ex-factory price.

The grant of GSP Derogation by EU and Norway waked up some closed factories to re-

open again. The production for export in 1997 increased to US$ 72 millions. In 1998 gar-

ments export increased to 82 millions and in 1999 it reached US$ 104 millions.

Since first January 1999 EU accepted the request of the Lao PDR to use ASEAN Cumu-

lative GSP rules set out by article 72a of EC regulation 2454/93 with quota free. These

measures offer very big opportunity for export of Lao made garments. Unfortunately the

increase of turnover tax from 5% to 10%, the minimum tax from 0.5% to 1% and other

similar tax measures adopted by the Lao government in the year 2000 as well as the risk

to face with quota free competition in the world market in the year 2005 have serious im-

pact on the future of investment. These challenges provoke indecision of three potential

investment projects already granted by FIMC and make the other coming investors to be

more cautious to invest in the Lao PDR.

Up to now there  are  only 52 factor ies  producing for  export  and 25 small  factor ies

manufacturing on CM basis for export factories.  There are two small Textile factories,

three embroidery factories offering general services and five factories embroidering for

the need of their own orders. There are also five silkscreen-printing factories, two carton

boxes factories and two plastic bags factories that supply some accessories to garments

industry. All of these sectors and sub sectors employ around 20,000 workers.

The increase of tax rate by 100%, the unfair interference of the tax authority into vari-

ous expenses of the companies, the slow motion in granting investment license and the

occurrence of  f requent  unexpected obstacles  discouraged investment  of  big projects .

Nowadays only small CM subcontract factories have a tendency to increase.

The Lao government is now considering solving these problems. We expect the year

2001 to bring us better incentive for investment.
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（2）Market access opportunity

The Lao PDR is one of the least developed countries without access to the seaport. The

transit  cost through neighboring country is the highest in the world. With these special

conditions the developed countries in Europe and Asia grant Laos GSP status with quota

free access e.g.: EU grants GSP to the Lao PDR for all agricultural and industrial prod-

ucts with quota free.

For textile and garments, the Lao-EU Bilateral Textile Agreement allows exports from

Laos up to 2% of total imports for Group IB, 8% for Group IIB and 15% for Group III,

IV, V. It is a huge volume for the Lao PDR production. Now we can export only 1/4 of the

volume in Group IB and do not export at all in others Groups.

   Beside the opening of market access, EU grant Laos with GSP according to article 67

of EC regulation 2454/93, grant GSP Derogation according to article 76 and ASEAN Cu-

mulation GSP according to article 72a of the same regulation.

Norway grant  Laos GSP Derogat ion for  a l l  Lao made garments  using fabr ics  f rom

ASEAN and other Norway beneficiary countries with a minimum Local content 25% of

ex-factory price (quota free) Japan grant GSP for Lao made garment using ASEAN fab-

rics for products of HS 61 and 62 with tariff cuts 50% of MFN rates. Switzerland grant

GSP to Lao PDR with the same conditions set out by EU Regulation 2454/93. Russia, Bul-

garia, Hungary and Poland grant GSP to Lao PDR without pre conditions. Canada grants

only MFN for Lao made garments with very low ceiling e.g., 400,000 pieces/year for all

items. USA still makes obstruction of exports from the Lao PDR by using Tariff Barrier

45 to 90% of Customs values.

In summary, up to now export markets for Lao made garments is huge. But these mar-

kets  opportuni ty  may be reduced by the end of  year  2004 when WTO abol ish GATT

Quota and open the way for a free trade competition.

（3）Advantages and Disadvantage of export from the Lao PDR .

Advantages:

1. The Lao PDR can export to EU, EFTA, USA and Asian countries with quota free.

2. The Lao PDR has good politic stability.

3. The Lao PDR is GSP beneficiary from EU, Norway, Switzerland, Japan, Russia, Po-

land, Hungary, Bulgaria with quota free and MFN from Canada except from USA.

4. Electricity is the cheapest in the region.
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5. The good trained workers can produce with continuous good quality products.

6. Imports of raw materials,  accessories,  exports of ready made garments are exempt

from taxes and duty. We have been granted special arrangement for import and ex-

port procedures and facility to get Form A and C.O in a very short time.

Disadvantages :

1. The Lao PDR is landlocked country. The transit through neighboring country is the

most expensive in the world (US$ 1,200/container 20ft).

2. Lack of skil l  labors,  lack of training schools for  sewing workers,  productivi ty is

low comparing with China, Viet Nam and Thailand.

3. Taxes procedures are changing and plenty of loop-holes for the tax official to inter-

fere in business accounting.

4. Promotion of export is not well organized. There are still many obstructions for in-

vestment and production for export. The grant of investment license is still to slow.

5. Financial  support  promoting export  from the banks are not  suitable for exporters

needs, especially the loan for investment, working funds and packing L/C. Export-

ers can hardly make FOB export.

6. There are very little raw materials and accessories in the country, almost all should

be imported.

（4）How to prepare for the year 2005

The year 2005 may be the crisis  year for export  of  garment from all  last  developed

countries. These risks may happen when WTO terminate GATT quota which impose re-

striction of export from the big and strong countries to the world markets and open the

world market to a free trade competition.

If  we do not prepare ourselves enough for this  event and do not make specific case

study of it consequence we may face two aspects of impacts:

1） If we are not well informed about this crisis and do not know how to solve these

problems,  investment in this sector will be stating to decrease.

2） If we do not prepare ourselves to face with it  consequences we may go into more

trouble than we have had with GSP in 1996.

Up to now, since no one knows clearly what will be the real consequences of this new

change we fill that potential investment in this sector start to decrease.
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To prepare ourselves for facing the unknown challenges we have to take the following

measures:

1. Make all effort to decrease the transit cost to international level.

2. Train our workers for upgrading quality and productivity to come close to produc-

tivity of China, Viet Nam and Thailand.

3. Concentrate production for selected products we can compete and have best market

share for longer terms.

4. Macro level has to understand better "world market competition" in it real meaning

and cooperate with export  sector to enhance discipline of workers in work place.

Lao labour law should be amended according to the industrial  level of the region.

(Working time, over time etc.)

5. Moderate tax rate to promote export sector as stipulated in the laws on the promo-

tion and management of foreign investment and make it easy and less loopholes.

6. Consider granting investment license in a very short time.

7. Allocate soft loan support for export sectors such investment capital machines and

equipments, working fund and packing L/C.

8. Promote soft loan investment for production of some accessories in the country by

making adequate Taxes incentive such as: carton boxes, plastic bags, labels,  hang

tags,  knit ted and woven fabrics ,  but tons and some kind of  zippers  that  require a

minimum of capital and technology.

11 － 4　The  Rura l  Hand-Weaving  Indus t ry

（1）The history of hand-weaving

Since ancient t imes, hand-weaving has been an important task for Lao women. Until

recent ly ,  Lao weavers  spun e i ther  cot ton or  reeled s i lk ,  dyed thei r  yarns ,  and wove

mainly for personal use rather than for commercial  gain.  When the country opened i ts

doors in the late 1980s, the evolution of the hand-weaving industry gained momentum.

Weaving workshops have been set up in villages, and their products have come to urban

markets in Lao PDR as well to overseas markets.

The recent history of Lao PDR has been turbulent. A large movement of northern Lao

groups to the Vientiane plain,  mainly from Houa Phan and Xieng Khouang Provinces,

which are known as repositories of hand-weaving, took place during the Viet Nam War
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due to carpet bombing along the Ho Chi Minh route that passed through these provinces.

At the time of the Civil War in 1975, many lowland Lao (approximately 400,000 people)

in the Vientiane plain, who were associated with the previous government, left the coun-

try.  Thereafter  the people from the northern provinces,  who were associated with the

present government, settled down in the Vientiane plain.

The patterns of Lao cloth reflect the cultural, religious, and ritualistic symbols of eth-

nic groups, regions, and even villages. Greater contact among ethnic groups during the

turbulence has, however, blurred the historical and cultural significance of patterns. As

a result,  these patterns have turned out to be merely fashionable designs.

In November 1986, after the Fourth Party Congress, Lao PDR opened its doors under

the rubric of the New Economic Mechanism. This produced two significant impacts on

the hand-weaving industry. First,  overseas Lao PDR who left the country, foreign tour-

ists ,  and Thai  brought about new markets  for  the industry.  Second,  imported factory-

spun yarns enabled weavers to produce high-quality cloth. A weaving renaissance com-

menced in Lao PDR. That is where this story concerning the Lao hand-weaving industry

s tar ts .

In light of the following points, rural hand-weaving can be assumed to have the poten-

tial to become one of the appropriate industries for Lao PDR. Lao's hand-weaving indus-

t ry  ha s  ach i eved  good  expor t  pe r fo rmance  desp i t e  t he  l a ck  o f  spec i a l  p ro t ec t i ve

policies.1） This suggests, albeit in retrospect, that the industry has market competitive-

ness.  Also,  the hand-weaving industry has a strong l inkage effect  in that  i t  involves a

series of processes,  including sericulture,  cotton production, and the manufacturing of

silk and cotton yarns. These should create a significant amount of added value and em-

ployment opportunities in Lao PDR.

（2）Some Limitations

History has provided Lao's hand-weaving industry with the above momentum, but i t

also has the following limitations.

First,  demand is limited to domestic consumers, Thailand who share the same culture,

foreign tourists, and Lao PDR who fled to the United States and elsewhere during the pe-

riod of unrest associated with the revolution. Wider demand needs to be created in the

world market.

1）Thai souvenir shops sell  Lao hand-woven cloths as Thai cloths.
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Second, because of the high dependence on imported raw materials (silk as well as cot-

ton yarn),  exports of Lao cloth do li t t le to improve the trade imbalance. The Lao silk-

worm is the wild variety, and reeling technology still uses indigenous tools. As a result,

good-qual i ty  s i lk  yarn cannot  be produced domest ical ly .  The same is  t rue for  cot ton

yarn.

Third, because Western clothing came back on the Lao market after economic liberal-

ization, the custom of wearing a wrap-around skirt  (sin) has been fading. Although the

demand for sin-type skirts is likely to increase due to the income effect of economic de-

velopment, over the long-term sin clothing is likely to meet the same fate as traditional

Japanese clothing, which has largely disappeared in the daily life of the Japanese people.

（3）Recommended policies

To build up the rural weaving industry, which is one of the promising manufacturing

industr ies  in  Lao PDR, ( i )  wide-ranging foreign demand and the producers  of  woven

cloth need to be linked (wide-ranging market), and (ii) raw materials need to be locally

produced (import substitution).

1）Acquiring wider-ranging markets

It often is difficult for the products of indigenous rural industries, such as hand-wo-

ven cloths, to enter new markets outside rural communities, because traditional cloth's

characterist ics ,  such as pat terns and indigenous yarns,  do not  sui t  the taste of  urban

and foreign consumers. Therefore, rural producers have to modify their products by in-

corporating modern tastes and materials so that  they can acquire wider markets.  I t  is

difficult,  however, for individual producers residing in remote villages away from con-

sumption centers to obtain such information concerning wider markets.  Because most

villages in Lao PDR do not have electricity and weavers typically are not well educated,

the media do not convey market information to producers in villages. In contrast, urban

traders are generally in an advantageous position in obtaining market information.

Therefore, in order for producers in villages to make high-value-added cloth, market

information concerning patterns and so on must be transmitted to those producers.  In

real i ty ,  master  weavers  act  as  channels  of  market  information between retai lers  and

weavers under long-term trading relations (Box A). Though the master weavers play an

important role in the marketing of hand-woven cloth, most of them also find it difficult
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to obtain information about foreign markets.2）

To secure foreign markets, the immediate need is for the products to be suited to the

tastes of consumers in those countries. In regard to this, the following experience of a

master weaver in Savannakhet Province deserves consideration.

The master  weaver P in Savannakhet began to develop products for Japan in 1998.

Only about ten persons work in her workshop. However,  she consigns weaving to ap-

proximately 100 households and the reeling of cotton yarns to about 200 households

(Box B). That is, her workshop creates income opportunities for more than 300 people.

This is equivalent to the job opportunities created by one garment factory. In addition,

her workshop gives incomes to cotton growers from whom it purchases cotton. It is en-

gaged in indigo dyeing (pha kham) as well. Considering her capacity to generate income

opportunit ies,  the master  weaver P indeed exerts  an extensive economic influence in

this region. Furthermore, her workshop, unlike a garment factory, creates job opportu-

nities in a rural village.

Box A. Marketing for Hand-Woven Cloth

In order to promote the rural  hand-weaving industry,  marketing channels must be

understood. The marketing process in the weaving sector is shown by Figure 11 － 1.

The major economic actors involved in the hand-weaving industry are weavers, mas-

ter weavers, and retailers. The main marketing channel from weavers to retailers has

two stages:  from weavers to master  weavers,  and from master  weavers to retai lers .

The majority of weavers are women living in villages, because hand-weaving is a side

business for farm households.  Master weavers l ive either in weaving-vil lages or on

the outskirts of consumption centers.  The emergence of master weavers is only a re-

cent phenomenon associated with progress in the commercialization of hand-woven

cloth. They either employ weavers at  their workshops or deal with weavers working

at home, or use a combination of the two. Master weavers furnish market information

concerning patterns in the form of a vertical heddle. Retailers,  basically town-based

traders,  have their own shops in urban areas.  For instance, in Talaat Sao and its vi-

cinity there are more than 100 small shops run by families, selling sin clothing. Ob-

serving these activities, one can safely assume that the hand-weaving industry of Lao

PDR is endowed with affluent entrepreneurship even in rural areas.

2）NGOs and various international aid bodies are now supplying funds to Lao PDR for the teaching of weaving tech-
nology to people in isolated areas.  In most instances that I  am aware of,  however,  such aid has failed. This is be-
cause the weavers can only produce cloth having market  competi t iveness through master weavers or traders who
transmit to weavers information concerning product specifications. In this sense, if  the rural hand-weaving indus-
try is to be included in industrial policy, it  is imperative that the function of marketing channels be understood.
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What is the secret of the success of master weaver P that enabled her to expand her

business within several years after establishing her workshop? First,  her workshop has

built a long-standing relationship with Japanese textile traders. It is able to receive in-

formation concerning cloth specifications from them and then to manufacture products

in conformity with the specifications. That is, information concerning demand from Ja-

pan is available.  Second, in connection with the first  point,  her workshop does indigo

dyeing without using chemical  dyes,  which is  popular  in Japan.  Related to this ,  i t  is

necessary to understand that products colored by natural dyes are very popular in Eu-

rope, America, and Japan.

The experience of the master weaver P presents some practicable implications for the

development of the hand-weaving industry in Lao PDR in the future. First,  i t  is essen-

tial to connect Lao producers to overseas consumers. To promote this type of linkage,

the experience of  the hand-weaving industry in northern Thailand wil l  be useful .  In

northern Thailand, many cloth manufacturers (mostly master weavers) have made con-

Box B. Example of a Weaver

We wi l l  in t roduce  an  example  of  a  weaver  who has  a  cont rac t  wi th  the  master

weaver P. Ms. S lives in a village that is 70 km from the workshop of P. She owns two

handlooms (ki)  and has a contract  to undertake jobs from the workshop.  In former

days, Ms. S wove textiles only for her family use and never to sell.

She receives KN4,000 for weaving a cloth (or sin) that is 72 cm wide and 180 cm

long. It is reported that she can weave 3-4 pieces/day, which means she can earn more

than KN10,000/day, equivalent to the wage for agricultural work in this area. The de-

mand for agricultural  hands is  seasonally l imited,  whereas weaving work is  offered

nearly throughout the entire year.  Her earnings correspond roughly to that of a fac-

tory worker.

It is indeed significant that income generation is possible to this degree in a village

without any factories in i ts vicinity.  The number of weavers working for the master

weaver P has increased, thereby pushing up the l iving standard of the vil lage.  As a

matter of fact, the village now has access to electricity.

Factories such as a garment factory have bearings upon urbanization, whereas the

hand-weaving industry contributes to the income of a village. It  is necessary to em-

phasize its function to redress earnings differentials between rural villages and cities,

which will inevitably occur during the process of economic development.
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nections with urban business people (not only from Bangkok but also from abroad) at

exhibitions held by the Government, developing long-term trade relations. On these oc-

casions, the businesspeople provide the master weavers with information about foreign

consumers '  preferences,  such as colors  and pat terns,  and cloth is  then woven in l ine

with demand. In other words, once a channel is established, then, to the extent that the

product remains competitive, market mechanisms will automatically feed back informa-

tion concerning product  specif icat ions to producers through this  channel .  As long as

long-term trade relations can be established, texti le manufacturers can produce prod-

ucts in line with foreign demand without worrying about inventory risk.

Second, in order to produce merchandise that satisfies overseas demand, the revival

of natural dyes is necessary. As chemical dyes have become common in Lao PDR, natu-

ral-dye techniques have begun to  disappear .  This  is  because chemical  dyes produce

strong color ,  which sui ts  Lao tastes .  In addit ion,  chemical  dyes are easier  to handle

than natural  dyes.  However,  natural  dyes are by far more popular in developed coun-

tries. Lao PDR could easily produce something similar to the Thai natural-dye scarves

available on the Japanese market.3）

In the development of the hand-weaving industry in rural areas, it  is necessary, first,

to obtain information concerning overseas demand; second, to develop products based

upon that  demand; and, third,  to restore natural  dyes to meet the needs.  These issues

wil l  be adopted as short- term policy object ives.  Next,  mid-and long-range strategies

will be considered.

2）Domestic supply of raw materials

Lao PDR should be self-sufficient in raw materials needed by the rural hand-weaving

industry.  This  goal  would be achieved through a s l ightly more medium-to-long-term

strategy. Self-sufficiency in silk and cotton yarns would have a major effect not only in

terms of creat ing employment opportunit ies  but  also in decreasing the nation's  t rade

deficit. In addition, such self-sufficiency will have the following additional favorable ef-

fects. Hand-weaving in Lao PDR is primarily undertaken by the lowland Lao PDR, while

the midland and highland Laos have no weaving custom, perhaps because of their pur-

suit  of shift ing cult ivation. If  midlanders and highlanders were to take up sericulture

and cotton cultivation, they would enjoy more income-generating opportunities.  Also,

3）One weaver in Vientiane City that the author met produces naturally dyed cloth on commission for a Thai trader.
This cloth is exported to Japan and European countries as a product of Thailand.
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slash-and-burn agriculture is considered a serious problem in Lao PDR, but the planting

of mulberry trees would help to prevent soil  erosion. In addition, silkworm pupae can

be turned into food as a source of protein, as is done in northern Thailand.

a）Cotton-spinning industry

Lao Cotton, a state enterprise established in 1984 and the sole spinning mill in Lao

PDR, annually produces approximately 85t of cotton yarn. This is mainly for its own

use, and only 20-30% of the cotton yarns is placed on the market in Lao PDR. This

sat isf ies  only a  small  port ion of  the domestic  demand,  mainly that  from the hand-

weaving industry. Thus, Lao PDR has to import a great volume of cotton yarns,  ad-

versely impacting the balance of trade.

Lao Cotton is said to have production capacity of 120t a year. However, it must im-

port factory-woven cloth, which amounts to approximately 90% of the cloth used in

the factory. The underutil ization of i ts  spinning machine is mainly due to the diffi-

culty in procuring raw cotton from Lao farmers, even though Lao PDR annually pro-

duces about 7,000t of cotton, nearly one-half of which is produced in Xayaboury Prov-

ince. However, the raw cotton from that province is mostly exported to Thailand, and

Lao PDR has to depend on cotton yarns imported from that country.  The marketing

channels of cotton must be investigated in order to formulate an appropriate policy
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for establishing the cotton-spinning industry in Lao PDR. As to the marketing chan-

nel of cotton, please see Box C.

Some related problems are: (1) the shortage of cotton-ginning machines; and (2) the

type of cotton grown in Lao PDR, which is mostly the short-filament indigenous type;

the introduction of modern varieties should also be considered.

b）Silk-reeling industry

The conditions regarding this industry are almost same as with the silk-reeling in-

dustry, except that Lao silk is reeled by individual farmers in a very traditional man-

ner, and there is no silk mill in Lao PDR. Japan's assistance in introducing sericulture

and silk reeling in Viet Nam and Thailand should be extremely useful for Lao PDR.

The northern part of Lao PDR, where indigenous silk yarn is produced, is particu-

larly blessed with high potential  in terms of climate and worker skills.  The level of

the exist ing systems of  ser icul ture,  however,  remains indigenous.  The insuff icient

availabil i ty of improved si lkworm eggs,  the high incidence of insect  pests  on si lk-

worms and mulberry trees, insufficient reeling techniques, and the lack of reeling ma-

chines are the major constraints.  In the Hadsayfong district  of Vientiane City there

exists a sericulture experimental center supported by the JICA. It  has rearing rooms

that  have a cooling system, a reeling machine,  and a spinning machine.  The center

sel ls  mulberry  species  and s i lkworm eggs.  However ,  there  no longer  are  any s i lk

framers in the area.

The author visi ted a pi lot  sericulture that  was set  up in 1997 in Vang Vien by a

farmer.  The center  buys si lkworm eggs from the sericulture experimental  center  in

Hadsayfong. Though the farm operates on a small scale, the farmers insisted that silk

reeling pays well. A feasibility study concerning sericulture is much needed.

To establish the process from sericulture and cultivation of raw cotton to spinning

and silk-reeling processes will hinge on boosting the competitiveness of Lao's hand-

weaving industry.  As was stated earlier,  modern varieties of plants should be intro-

duced both for cotton and for sericulture.  I  also would l ike to emphasize,  however,

that indigenous varieties are more than satisfactory for producing globally competi-

tive goods.

For instance, master weavers in Chiang Mai of Thailand produce and export cloth

that has the texture and taste of traditional cotton textiles.  This is because products

made of a natural material  by an indigenous technique are favorably accepted over-
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seas. It is beneficial for Lao weavers to follow this course. There is no need for them

to compete with Thai products or similar products in foreign markets. It is necessary

for Lao weavers to distinctly differentiate their products from other products as Lao

products made of a natural material by an indigenous technique.

Last, I wish to reiterate emphatically the following points. First,  the hand-weaving

industry has high potential for creating job opportunities and especially for generat-

ing income in rural areas. Second, the hand-weaving industry has a high degree of ex-

port competitiveness and is one industry that has a high possibility of procuring ma-

terials (yarns) domestically. As a result, added value will be created more extensively

and more effectively than by any assembly industry. Third, it  will be easier to intro-

duce modern techniques in the hand-weaving industry, because people in that indus-

try already have indigenous skills.

11 － 5　Animal - feed  Indus t ry

Animal feed industry has an important role to play in the implementation of the priority

programs of the Government especially the food production program as well as the commod-

ity production program. The production of animal feed can rely on the supply of domestic

raw materials such as maize, rice and soybean, which need to be grown and purchased in a

systematic way.

Food sufficiency is a right policy of the Government, because it reflects the reality of the

country i.e. the majority of the population are still engaged in agriculture. The establishment

of agro-processing industry means the creation of stable market outlets for domestic agricul-

tural products,  which in turn, will  enhance the agricultural production as a whole. As a re-

sult ,  we can save big amount of foreign currency by producing domestically raw materials,

animal feed as well as other foodstuffs. There is a need to do so, since the country is experi-

encing a huge trade defici t .  Increasing export  to  the world market  is  s t i l l  constrained by

many difficulties and trade barriers; hence local production is strongly encouraged in order

to reduce the reliance on import alone. When local production reaches a certain stage of de-

velopment then excess capacity can be geared for export.

Animal feed mill has a significant role to play in animal rearing. In 1995, the production of

animal feed reached 3,019 metric t and has increased to 18,500 t in the year 2000 with an av-

erage annual  growth rate of  22.09%. Local  production can cater  for  the need of domestic

market to a certain extent.  Import of animal feed reached 9,382 t in 1997 and import in 2000
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is declining, since few more animal feed mills have contributed to the supply such as animal

feed mills in Bokeo and Bolikhamxay Provinces can produce pig feed for their farm at the ca-

pacity of 30 t/month.

Livestock production is strongly encouraged especially pig, poultry, aquatic animals. The

rearing of layers and broilers chickens, pigs, ducks, and fish are for domestic consumption,

whereas in the future more focus shall be given to cattle raising for export.

In the year 2005 the goal is to encourage transit trade and border trade in live animals as

follows: 44,000 cows, 45,000 buffalos,  150,000 young pigs,  5,000t of local fish as well  as

3,000t of animal by-products (horn, hide, bone); hence the target production for animal feed

in 2005 is to reach 35,000t that means an average increase of 11.29% /year. More animal feed

m i l l s  a r e  s c h e d u l e d  t o  b e  s e t  u p  w i t h  a  c a p a c i t y  o f  5 - 1 0 t / d a y  i n  f i v e  p r o v i n c e s

(Luangphrabang, Houaphanh, Khammouane, Savannakhet and Champassak),  and with a ca-

pac i ty  o f  3 -5 t  in  f ive  p rov inces　(Oudomxay ,  Sayaboury ,  Vien t i ane  Munic ipa l i ty  and

Saravanh).

（1）Thangone Animal Feed Mill.

Thangone Animal Feed Mill  was set  up in 1982 and was an integral  part  of  a state-

owned enterprise  cal led National  Livestock and Agro-processing Company under  the

Ministry of Agriculture and Forestry. In 1989, the company was dissolved, the Animal

Feed Mill was put to run on a commercial basis as a separate entity and was privatized

since 1993, Niraxay Company rent the factory from the state. In 1997, it  formed a joint

venture with Gold Coin Company,  a company based in Singapore.  The production re-

sumed in 1998. At that time, raw material such as maize was in short supply and did not

meet quality standard especially with regards to humidity.  Nowadays, maize, rice bran

and rice fragments are mostly purchased domestically.

In this connection, the production of animal feed like any other business operations,

must prove itself to be viable economically in the short and long run. According to the

information provided by the company (annex for detailed figures),  production has been

expanded from year to year, for instance 1999 compared with the second half of 1998 the

production increased by 173%, the year 2000 compared to 1999 the increase was about

8%.

The market  share  of  the  company for  a l l  k inds  of  animal  feeds  in  the  country  has

steadily expanded from 30.8% in 1998 to 62.9% in 1999 and 63.8% in 2000. The reason
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behind the expansion of the market share stems from the setting of lower selling price of

local animal feeds as compared to imported ones. For instance, in the year 2000, domes-

tic broiler feed is sold at 11.4% less than the imported one, domestic layer feed is also

sold at 19.6%.

Even though the production costs during the past three years have increased, the com-

pany has managed to increase its sales price. For example for broiler feed in 2000/1999,

the 10% rise of production costs was offset by the rise in the sales price by 6% whereas,

the 3% rise of layer feed was offset by a 9% rise of the selling price.

The costs of some imported raw materials have also increased such as soybean meal

whereas, yellow maize purchase price decreased by 46%.

（2）Recommendations for future improvements for animal feed industry

With a view to increase the production capacity as well as the quality of the products

in a competi t ive environment,  various state organizations should come up with assis-

tance programs for the benefit of this industry as follows:

・Supporting or facil i tating industries should be created such as:  the existing drying

facilities for maize should be increased twofold to reach at least 150 t/day in order to

cope with the needs in the harvest season.  Humidity standard of raw material must

be observed in order to produce quality product. Soybean oil extracting and packag-

ing factory should also be encouraged.

・Retail outlets for animal feed should be expanded in order to reach a wide range of

producers including those in other provinces. Advertising and other sales promotion

techniques should be used along with the improvement of the product quali ty,  the

ra is ing of  product ivi ty  by in t roducing new technology so as  to  benef i t  f rom the

economies of scale.

・The banking system should continue to support  this industry by extending produc-

tion credit to farmers in order to ensure the supply of raw material and the industry

itself in its extension investment as well as the purchase of raw materials.

11 － 6　Wood  P roce s s ing  Indus t r i e s

In 1999, logging in the country was at the level of 500,000-600,000 m3/year, 25% of which

was for export in a form of raw materials while the remaining 75% was used in wood pro-

cessing factories in the country. Until the year 2000, as large areas of forests have been de-
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stroyed, averaging at  about 300,000 ha annually,  by shift ing cultivation, uncontrolled log-

ging and etc. ,  the Government issued a decree to close the forests .  This means that  every

sector, both central and local government and private must work together to sustainably pro-

tect the richness of forest resources. To ensure the effectiveness of this decree, the Govern-

ment has issued various measures, in which it  has assigned the right to log under given an-

nual quotas to only three state enterprises, which later supply timber to other wood process-

ing factories in the whole country.  In addition,  after logging,  those three state enterprises

must also plant forests to be used as inputs for factories in the future. This is aimed at en-

riching ecological system of our valuable natural resources, reducing environmental destruc-

tion and developing forest resources to achieve the most benefits and sustainability.

At present there are 181 wood processing factories,  including sawmills,  resaw factories,

plywoods and furnitures. The number of workers in this sector is approximately over 11,000

people.  I t  can be seen from the industrial  study in 1999 that state enterprises cover 6% of

the gross production in wood processing sector, joint ventures cover 51% and private enter-

prises cover 33%.

Nowadays the operation of wood processing business has begun to be self-reliant. This can

be seen in the adoption of  t ight  control  and management system. Research has been con-

ducted to apply labor ski l ls  and modern technologies in production and processing to in-

crease standard and quali ty of  products according to preference of domestic and overseas

markets. Raw materials and wastes are being used effectively to achieve high excess values

in the sector.

As shown in the Table 11 － 2, al though the data collect ion may not  be exact ,  i t  can be

seen that income from wood processing export takes up quite a high percentage at the level

of about 20-30% of the total export value. Moreover, if  there is a sound management to re-

duce the loopholes  for  opportunis ts ,  the wood processing business  wil l  gradual ly  be im-

proved, as there is a high demand in the world market which Lao PDR has potential as a raw

material supplier to compete in overseas market.
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Table11 － 2　Export of Timber Products (1996-2000)

The Government has implemented measures to restrict and eventually stop export in a form

of raw materials (log and timber) which does not really provide high value, by focusing on

stages in wood processing to produce half finished and finished products before exporting to

overseas.

Over the past, a research on a situation of the production business of Phoudoi-Leuang Fat

Hong Wood Industry Corporation has been undertaken in Thakhek distr ict ,  Kham Mouane

province, where the company is situated. It  is a joint venture between domestic and foreign

investors (Taiwan). Main products of this corporation was plywood, 80% of which were ex-

ported especially to Taiwan and Hong Kong. In addition, the corporation also produced chip

boards,  sawn wood, and mosaic wood for supply. In 1999, there were 910 workers with an

average salary of 300.000 kip/person/month. The supplies of logs to the factory at that time

were mostly from concession contract to cut trees from reservoir of dams and from logging

companies.  These facil i tated normal production which could create income as much as 45

trillions kip or about US$ 5 millions. However, after the year 2000 onwards, the production

has been reduced due to insufficient supplies of raw materials to the factory. The closed for-

est  policy of the Government has been effective in enforcing increased forest  management

and protection in immediate and long term. Together with that, both government and private

sectors  must  rea l ly  focus  on plant ing indust r ia l  t rees  as  they wi l l  become raw mater ia l

sources to supply factories in the future.

Some measures that need special attention in the future

・Increase management and strictly protect forests especially forests in conservation ar-

eas.  Eliminate and reduce shifting cultivation which affects environmental problems,
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reduces forest resources, affects water streams and ecological system and etc.

・In the part  of the Government,  a focus must be on promoting forest  plantation espe-

cially industrial trees, assigning concession areas to private business and people, and

investing in planting industry for medium and long-term benefits.

・Provide quotas in a clear and fair  manner or offer bids for quotas to log and supply

woods to factories. Set reasonable custom and tax rates to consequently eliminate loop-

holes and opportunism that may exist in wood processing industry.

・Make Lao labor skills compatible to international level, use advance technology in pro-

duction and processing,  reduce and use waste effectively to reduce capital ,  Increase

standard as well as quality of products in order to be able to compete in both domestic

and overseas markets.

11 － 7　Indus t r ia l  Pol ic ies  for  Expor t  Promot ion

The economic structure of the Lao PDR is to rely mainly on agriculture in order to expand

processing industry linked to the service sector from the outset.

The guidelines for the industrial expansion in this country in the coming years is to focus

on the hydro-power supply, the exploration and mining exploitation, the garment industry,

and processing industries.

Since the Government has conducted several separate studies regarding the hydro-power

development and the mining exploration and exploitation, therefore they are not the subject-

matter of the present study.

With regards to the opportunities and strengths of the Lao PDR at the present stage,  we

shall mainly pay attention to the textile and processing industry.

During this five-year plan, the Lao PDR should conduct selective import substitution for

certain products and in certain geographical areas. The reason is that we need to have a na-

tional industry in order to supply the domestic market and to reduce import of those com-

modities, which we can produce by taking into account the country's comparative advantage

or competi t iveness with neighboring countries.  Start ing from the production for domestic

market, we will step by step develop export industry.  We are in the early stage of industrial

development. Therefore, we still need times in order to develop labor skills, the management

capacities and huge investment.  However, as far as foreign direct investment is concerned,

thanks to their readiness in financing, technology, management, and export markets, they are

in a posit ion to invest  in an export  industry at  an early stage by using domestic labor and
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domestic or imported raw materials.

In the years following 2008, many goods in the inclusion list and the temporary exclusion

list will have their tariff reduced to 0％. Hence, if there is need to establish the production of

these goods, competitiveness should be developed with regards to these goods since protec-

tion by tariff will be lifted out.

Regarding the garment industry, from now to the year 2005, we shall focus on establishing

textile industry starting from the spinning and weaving of cotton. This will reduce the need

to import   cotton yarn and wil l  s t imulate the growing of cotton or si lk in this  country by

supplying these emerging industries.

At present, despite the fact that some provinces are producing cotton, most of the produce

is traded cross the border.  If  we improve the road No.11 from Sayaboury to Vientiane mu-

nicipali ty and if  we review the tariff  and tax policies,  the locally produced cotton can be

used to a larger extent to supply the spinning industry. The market outlet for the local cot-

ton will  be further assured, when foreign market is not favorable for us in terms of selling

price because of monopsony. Tariff  and tax policies should encourage the use of domestic

raw materials instead of encouraging import.  If the production of local raw materials is not

adequate in the whole country, the use of tariff and tax incentives or barriers might not be

appropriate, thus the trade policy tool such as quantitative restrictions might help. The pur-

suing of any policy requires that we study the impacts and make a cost-benefit analysis.

Apart from this, the Lao garment industry will face a fierce international competition from

2005 onwards, so the adaptation strategy for them is to turn to companies of world reputa-

tion in order to produce goods of well-known brands so as not to rely only on the present

market access characterized by quota and GSP. Besides, the improvement at company level

such as the financing, the general management, the development of labor skills, the introduc-

t ion of modern technology will  al l  posit ively contribute to raise the labor productivity as

well as the quality of the products.

As for the processing industry,  emphasis shall  be given to the development of industry,

for which domestic raw materials are available such as: wood processing industry, agro-pro-

cessing industry, building materials production industry such as cement and cottage indus-

try.

Wood processing has already been developed in many places, but the Government should

promote small and medium scale industries in order to use wood as much as possible by in-

creasing value added. This might start from the financial support in the establishment of the
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factory and the production operations such as the selection of appropriate machinery,  the

product  designing,  the procurement of  raw materials ,  the development of  labor skil ls ,  the

production operation and the quality control.

Agro-processing industry should partly cater for the domestic demand such as animal feed

mill ,  organic fert i l izer plant ,  sugar mill ,  canned food factory especially the production of

jams, fruits juices, canned fruits and other manufactured food products. However, potential

export products that can be the target of export promotion are organic products through the

use of niche market in the developed countries.

Before we approach the export promotion, i t  is  worth mentioning some key points in the

trade policy that  is  l inked to the industr ial  policy.  The reason why we study two policies

concurrently is that production is closely l inked to the market.  There is no use to mention

the production capacity alone, but we have to consider the marketability of the products as

well or in other words we should start from the market demand before we raise the question

of what and how to produce?

In practice, in order to enhance industrial production, we are focusing on four major trade

strategies as follows:

① Protect and promote domestic production in order to reduce import and to increase "on

the spot" export that is sales to tourists.

② Trade should encourage domestic and foreign direct investment for export.

③ Promote the transit  trade by establishing bonded warehousing facili t ies,  foreign trade

zones or special economic zones, co-ordinate various programs with the communication

and transport sector and related services sectors.

④ Improve the market  intel l igence system both inside and outside the country,  promote

export in a systematic and integrated way, actively initiate trade negotiations so as to

search for market outlets for our products by integrating our economy to the regional

and world trading system.

Export promotion for industrial and handicraft goods.

Trade  promot ion and ass is tance  g iven by the  Sta te  have  expanded in ternat ional

trade.  The Government can use two methods as fol lows:  direct  method and indirect

method. While the direct method focus on the demand side, the indirect method will

concentrate on the supply side. These two methods can be practiced concurrently.  In
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fact, at the micro-economic level these two methods are complementary and supporting

each other.

Direct method: Direct export promotion measures are aimed at enhancing export competi-

tiveness of the company. In this connection, programs might be established and services be

provided for domestic companies so as to make them smoothly overcome various stages of

internationalization.

Different status of companies with regards to export must be identified as follows:

① Non-exporters:  are those companies with no experiences in the export  business and

are not contemplating to export;

② Failed exporters:  are those companies with certain experiences in international mar-

keting but have withdrawn from this business;

③ First-t ime exporters:  are those companies,  which have decided to export in the near

future;

④ Expanding exporters:  are those companies that  plan to penetrate their  products into

one or more new foreign markets; and

⑤ Continuing exporters:  are those companies that  plan no major changes but  want  to

fine-tune their present export operations.

Therefore export stimulation and promotion might be suggested as follows:

① Encouraging non-exporters with strong competitive products to consider first-time ex-

porting.

② Helping first-time exporters through the early, difficult  phases of international mar-

keting.

③ Promoting the ideas of renewed exporting to failed exporters who might succeed in

the next try.

④ Supporting continuing exporters as they attempt to improve their performance.

The present importers and exporters groups or associations can be converted to consor-

tium.

In order to hold regular trade fairs we need to have a permanent exhibition center espe-

cially in the capital  city.  Market research and consulting in export business can be done

by establishing an Export  Promotion Organization or a Trade Information Center.  These

services should be made available in major cities such as in the north, in the center and in

the south of the country.

Prior to the above institutional arrangements, we should improve existing facilities such
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as the Export Promotion Division of the Ministry, The Lao National Chamber of Commerce

and Industry,  The Economic Research Insti tute for Trade and Tourism and the Office of

the Trade Counselor  abroad.  These exist ing organizat ions should be strengthened to be

able to function according to their mission statement.

Indirect Methods or Programs: Indirect programs aim to improve the exporter 's  competi-

t iveness and performance through structural  and process changes.  They include productiv-

ity, research and development, technology and innovation, manpower planning, regional and

sectoral development, and fiscal measures such as tax and investment incentive policies, at

both the industry and firm levels.

Sec t i on  Ⅲ .   Case  S tud i e s

11 － 8　Paksap  suga r  i ndus t r y

（1）Background

Paksap sugar industry is a small and the first industry in Lao PDR, which can process

about 80-100t of sugarcane/day or produce 1,000t of sugar/year.

Vangkanai company (Thailand) has taken over the management of the business from

the state in the end of year 1992, because the industry is very old and machines needed

repair. The company promoted people to plant sugarcane and also brought seedling from

abroad to supply to the farmers.  The factory s tar ted producing sugar  for  sales  in  the

market since 1995. At the beginning, they had technician from Thailand to assist in the

period 2-3 years, after that, Lao technician are able to produce by themselves.

At the same time, the company was preparing condition to construct the second sugar

plant,  which can process 1,500 to 2,000t of sugarcane/day or produce 20,000t of sugar/

year, in Ban Somsavath, Pakngeum District, and Vientiane Municipality. Now, the com-

pany is preparing documents and capital resource for the next construction.
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rapidly from 12% to 28%. Thus, the factory made the contract with farmers about culti-

vation and to extend the quality of sugarcane seedling.

In the implementation, the seedling brought to farmers for plantation, lacked proper

management and it was ruined. Particularly, sugarcane plant plan in year 1999 and year

2000 was too late.  Thus, the reduction of the area of sugarcane planted affected to the

supply of sugarcane to the factory.

From the table  above,  i t  is  observed that  the total  sugarcane product ion from year

1993 to year 1999 was 54,141t, but the factory was able to purchase 25,372t only repre-

senting 45% of the total of sugarcane on average. It  was due to the mismanagement of

seedling as mentioned above.

（3）The second industry construction plan

A company has completed data analysis  and possibil i ty of construction.  Up to now,

the company has received concession in Ban Somsavath, Pakguem District for the plant's

construction. And the company has also received concession for planting sugarcane in

an area of 30.9 ha in Ban Maknao.

For construction of plant 's  building, some companies are being selected to construct

according to procedures.  It  is  expected to start  construction in year 2002 and finish in

year 2003.

Generally, the construction of sugarcane plants should be done in accordance with ex-

pansion of raw material.  It  is meant that after completing the construction, there should

be enough raw materials to at least supply 50% of the factory production. If this condi-

tion cannot be fulfilled, the business will not be efficient.

I t  is  observed that  sugar production is  one of the priori ty industr ies in the Govern-

ment to promote domestic production. It has a potential to reduce imports step by step.

At present ,  i t  is  observed that  the quanti ty of  sugar production eff iciency is  low at

10%, but the demand for domestic market has been increasing very high. Thus, the po-

tential  of sugar industry is high because of the area,  the suitable weather,  and the low

labor cost if compared to neighboring countries.
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Table11 － 5　Expansion plan of sugarcane area (rainy season and dry season)

for the second plant　　　　　　　　　　　　　

The production will start from small to medium and then to large scale in accordance

with the expansion of the market and the quality of investment. There is white sugar and

also brown sugar supply for the demand of domestic market and to the foreign market as

well.

（4）Point of view for the future

For expanding sugar production in both quantity and the quality, followings are sug-

gested:

● The Government should have appropriate role and should provide appropriate envi-

ronment for domestic and foreign investment.

● Agricultural Promotion Bank should have a policy of loan and appropriate interest

rate to the farmers to expand the farm-land for sugarcane plant and to increase the

supply to the factory.

● Improving the quality of sugar can be welcomed in the market, and can build every

condition for making sugar competitive with imported goods.

11 － 9　Lao Agro Indust ry  Co.  LTD

Lao Agro Industry Co. LTD is a joint venture between a Lao private company and foreign

investor ,  the Lampang Food Industry Co.  of  Thailand.  The company was set  up in accor-

dance with foreign investment promotion policy of Lao PDR. By combining internal potential

especially in production and overseas marketing of the main company with investment op-

portunities in Lao PDR especially in agricultural sector, it  was a pioneer in Lao agro indus-

try.

Agriculture in Lao PDR is one of priorities of foreign investment promotion as it is an im-

portant potential of the country that needs to be developed into raw material foundation for

industrial  development.  Certainly,  there are many factors that  affect  agricultural  develop-
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ment but more importantly an urgent problem of Lao PDR is to deal with processing indus-

try and f inding markets .  However ,  as  agricul tural  products  are  non-durable and seasonal

goods,  there is a need to develop technology to preserve quality of the products after har-

vesting and process these products according to the seasons.  On the one hand,  processing

will  become a buffer for agricultural products that cannot be sold all  at  once. On the other

hand, it is a way to preserve the products for long-term consumption that is suitable for sell-

ing the products to areas far away from raw material base or selling the products when they

are out of the season. From knowledge and experience of the Lampang Food plus potential of

raw materials,  low labor cost and preferential right granted to Lao PDR by some developed

countries, especially the EU countries, and the opening up of Lao investment, the Lampang

Food has conducted its business in Lao PDR until present.

Lao PDR expects that there will be many foreign investors coming to the country to invest

in various agricultural sub-sectors. In reality, however, there are very few investments. This

is because investment takes a long time to recover the capital.  It  involves high risk and de-

pends on the weather. It is not a high-risk and high-return investment. In addition, countries

in the regions also consider agriculture as an important foundation for their economies, lead-

ing each country, including developed countries to protect their agriculture and not to open

market to each other.  Moreover,  i t  seems that  many countries have the same products and

use the same strategies to distribute in the same target market. Therefore competition in this

sector is very high. Cooperation and transfer of agricultural technology is still limited espe-

cially in Lao PDR, which receives more cooperation in agricultural development from inter-

nat ional  organizat ions than from bilateral  donors or  direct  investments  from neighboring

countries, even these countries have capability and have already entered an outward invest-

ment stage.

Through the operation in the past,  the company has proved its important role in building

up agro-industr ial  sector  in Lao PDR and transferring production technology to Lao staff

and workers besides creating incomes for them. Most importantly, however, is that the com-

pany has been a buffer for agricultural products or sometimes for forest products.  Products

of the company include canned boiled bamboo shoot, garlic pickles, canned baby corn, palm

fruits in syrup, canned mango in syrup and etc. Most of raw materials for processing are do-

mestic products except for some food seasonings.  Production process is quite simple.  Pro-

cessed foods are reasonably clean. The company operates the whole year with a change of

vegetables and fruits as raw materials for the factory.
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The strength of the company is the ability to organize production and collective buying on

spot by going to the production promotion base, particularly arranging supplies of raw ma-

terials with local community production, organizing communities into voluntary groups and

signing contracts. Another strength is the sound ability to find markets for its products both

at home and overseas as the company has overseas network. Its parent company facili tates

overseas payments for products.

There are many difficulties the company faces, which can be summarized as follows:

（1）Agricultural promotion is a difficult problem that cannot be dealt with by the company

alone. The difficulty stems from habit  of Lao farmers with small  scale,  individual pro-

duction.  Farmers lack experience in working in group and contract  farming,  requiring

quality standards of products, predetermined buying price, and specifying delivery time.

（2）The company has been affected by the Asian financial crisis especially the fluctuation

of exchange rate and depreciation of Kip since 1997. The company has borrowed a part of

its working capital in US dollars from the Lao Bank for Foreign Trade. Some proportions

of the products are sold in Kip. At the beginning of the first few years, production still

did not reach the break-even point due to insufficient supply of raw materials.  This af-

fected financial status of the company especially income which could not cover expenses,

compared with foreign exchange losses and delay in debt servicing resulting in interest

burden accumulated with the capital. If the bank had not given moratorium, the company

would have gone bankrupt long time ago.

（3）The transportation costs from the factory in Ban Kern to Thanaleng port is dispropor-

tionately higher than the cost from Nong Khai to Bangkok port which has a longer dis-

tance.

Taking this reality into account, in order to create favorable condition for survival of this

industry and to attract other investors to invest in this type of business, i t  has been recom-

mended that  governmental  organizations in different  areas are recommended to formulate

policies to facilitate and promote agriculture as follows:

（1）Agricul tural  sector  should expand agr icul tural  promotion network to  "focal  point"
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communities and determine target products that  should be given priority in promotion,

particularly in the provision of seeds, fertilizers, pesticide, technical advice and training.

These act ivi t ies must  be coordinated and go hand in hand with at tempts of  companies

working in the same areas.  To be effective,  a focus should be on one specific product.

There should be production groups organized by agricultural  promotion staff  and con-

tract market should be created with government interference.

（2）There should be specific capital sources with low interest rates, long term borrowing

for agricultural investment. More importantly, there should be moratorium policy for en-

terprises that are running a loss or experiencing financial difficulties.

（3）Technical training on business production management for people in agricultural busi-

ness should be promoted. Industry and research institutions should find ways to reduce

production costs and supply production service in Lao PDR in order to improve the abil-

ity to compete in the long term for the business sector as well as producers in Lao PDR.

11 － 10　The  Po t en t i a l  o f  Se r i cu l t u r e  i n  I ncome  Gene ra t i on  and  Pove r t y  Reduc t i on

in  Lao  PDR

Silk is a high value fiber produced from silkworms. It  is an environmental friendly mate-

rial that requires low energy to produce. Silk is a beautiful fiber compared to other fibers.  It

is unique in its softness, brightness and easiness in dyeing.

（1）Lao Silk Products

The Lao population, especially women, have traditional skills that they inherited from

older  genera t ions .   The weaving,  mot i f  making,  des ign of  mot i f  ( ikat )  and color ing

through dyeing are specific and diverse according to the characteristics of each particu-

lar  e thnic  minori ty ,  whose t radi t ions  and bel iefs  are  dif ferent  f rom neighboring and

other  countr ies  in  the world.   Al l  of  these character is t ics  are  unique to  Lao women,

which can be exploited to become the selling point for generating income for the popula-

tion.

Based on the r ich endowment of natural  resources,  Lao can raise two types of si lk-

worms. One silkworm produces yellow silk (polivoltine species) and the other produces

white silk (bivoltine species). In Japan, China, Viet Nam, Korean and India, the bivoltine
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species is most popular,  since the white silk is softer and lighter than the yellow silk.

Lao yellow silk is unique, as it  is a thicker layer of yarn and has a specific beauty that

appeals to western countries.  Therefore, the Lao PDR has a natural comparative advan-

tage in silk production at the present time.

The unique natural dye can also be a comparative advantage for Lao, since the coun-

t ry  has  a  r ich  endowment  of  th is  natural  resource .   Extract ing them from t ree  bark,

fruits, flowers, and the roots of the trees can produce diverse natural dyes.  In addition,

the method of dyeing and the mixing of colors have their own specific methods based on

community knowledge, and which is different from other countries.

At the present time, there is a tendency of consuming and utilizing goods from nature

that  are  considered environmental ly  f r iendly goods in  foreign countr ies .   Therefore ,

natural ly dyed si lk is  a  good that  is  popular  in Europe,  America and Japan.   Further-

more, silk contains a gene that is from the same family as the skin of human beings, and

is therefore very comfortable to wear and is not allergic for the skin.  Thus, Lao should

take  th is  oppor tuni ty  to  t rade  wi th  fore ign countr ies ,  s ince  they recognize  that  Lao

handicrafts are natural and environmentally friendly goods.  Lao has to take this impor-

tant opportunity to produce silk for export by creating an image in the world that adver-

t ises  Lao s i lk  as  not  only natural  and environmental ly fr iendly,  but  a lso a  cloth that

makes one feel comfortable, elegant and healthy.

Due to the uniqueness of silk production to Lao women, silk has become recognized

worldwide, especially at the World Silk Competition held in 1992 by UNESCO with the

co-operation of the Queen of Thailand.  At the competit ion,  Lao silk was awarded the

second price, especially due to the attractiveness of the Samneua silk shawl.  This award

and occasion can be used as tools for promoting the trade of Lao silk.

At present,  villagers themselves perform almost all  the processes within silk produc-

t ion.   If  labor is  not  counted into the cost ,  al l  revenue can be considered as the total

profit.   Therefore, it  seems that there is no big investment needed for producing silk, as

vil lagers can part ly invest  their  own labor by themselves and the raw material  can be

obtained from the environment.  In addition, villagers have their own community knowl-

edge on silk production, so there is no need for hiring foreign experts for silk develop-

ment, and raw silk can be produced locally.

Wearing the Lao skirt (Lao Sin) or so-called "Porte feuille" has become popular for for-

eign tourists at present.  In Singapore, this type of skirt is sold for US$ 15. In local mar-
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ket ,  this  type of  skir t  is  a lso well  sold.  This  is  another  good opportuni ty for  making

money from developing new style skirt suitable to foreign taste from existing local Lao

skirt  (sin) to sell  for foreign tourists visi t ing Lao PDR.  This is  not the only products

that can be sold there are many others that should be further study.

（2）Silk Markets

1）Markets of Silk Yarns and Low Silk

At present,  there are only 17 countries in the world producing silk.  Silk is not l ike

other goods such as coffee and rubber, which have a lot of competition. The five leading

countr ies  in  s i lk  product ion are:  China,  India ,  Viet  Nam, Thai land,  and Brazi l .  The

amount of silk production of these countries is expected to decrease especially in Japan

and Korea.  The demand for  s i lk in the world is  huge,  especial ly in Japan,  India and

other Asian countries. China has a large silk market share, as it exports more than 70%

of the total world production.  Asia is expected to be not only the main producer,  but

a lso  the  main  consumer  of  s i lk  in  the  fu ture .   Based on the  World  Si lk  Promot ion

Organization's estimation, Asia will produce for about 90% of the world's silk market.

2）Markets of Silk Products

Most of the Lao people living abroad still  wear Lao Sin's on special occasion.  Each

year there are 100 shops in the morning market that  send si lk fabrics abroad through

friends, families and some by post office.  The amount of silk fabrics sent per shop per

year was about US$ 4,000 in 2000.  In addition to this, there are household producers,

small  t raders and vil lagers who send their  fabrics through the post  office and/or sel l

them to tourists, foreigners and Lao people.  The existing markets for Lao PDR include

Singapore, Japan, Canada, England, Thailand, France, America, Europe and other Asian

countries.   The total official amount of exports in 2000 of four shops that were inter-

viewed was about US$ 240,000.  It  can be said that the average amount of exports per

year is at least US$ one million.

Lao si lk handicrafts  can be developed in parallel  with tourism activit ies.  They can

create employment and at the same time facilitate a faster level of income distribution

to all levels of society.

The unit price of silk is 20 times higher than that of cotton.  Lao silk is cheaper than

Thai silk; 1kg of Thai silk is about 1,400 Thai baht, while Lao silk is only 650-750 baht/

kg.
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3）Sericulture as source of income for farmers

Apart from the silk fabrics and reeling yarn within the process of sericulture, several

other  products  can be  marketed such as :  mulberry  plants ,  mulberry  leaves ,  and the

waste of caterpil lars,  which can be processed into a tradit ional medicine.   The pupas

from the caterpillars can be eaten as snacks, and the waste of the cocoon can be used

for making pillows, cookies and flowers.

Sericulture weaving can help improve the foreign currency balance because foreign

currency can be saved by util izing local raw materials available in the community in-

stead. Sericulture is not l ike the assembly and garment industries that import raw ma-

terial from abroad.  It  may also relate to many other activities that create value-added

production processes.  The act ivi t ies  exist ing in the sericul ture process include mul-

berry plantations,  si lkworm rearing, reeling, tradit ional spinning, industrial  spinning,

natural  dyeing,  s i lk handicraft  production,  furni ture decorat ion,  and beauty product ,

mulberry tea leaf,  cookie and tradit ional medicine production.  This thorough process

can have an impact on the daily l ives of a large number of the population since it  re-

quires specialization from the first step to the final products.

Sericulture has created employment for the rural  population,  especially women and

youth, and this decelerates the process of migration into big cities like Vientiane Mu-

nicipality.  In China, sericulture has created about 20 million jobs for the farmers, and

within silk production industries there were 500,000 jobs created.  In India, silk produc-

tion creates 6 million jobs.  In Lao PDR, one Japanese company operates in two villages

in Luangnamtha Province, Ban Pung and Ban Thonchaitai.   The exports to Japan from

this  company create 100 jobs for  women in the vi l lages and the average income per

rearing circle (28 days with 3kg of raw silk produced) is about one million kip.  Accord-

ing to the technician, if  there are enough mulberry leaves, farmers can rear silkworms

up to eight times/year.  With 3kg of raw silk, 18m of material can be made.  The export

price of silk is 70,000-100,000 kip/meter (local price 40,000-45,000 kip/m).  Therefore,

the revenue for the producer is about 1.3-1.8 million kip per rearing cycle.  Compared to

the garment industry, the revenue from silk production is more attractive.  In addition,

weaving is not only considered light work in the home, but it also gives women the op-

portunity to look after their family at the same time.  In Vientiane Municipality, sericul-

ture created about 500 jobs.   In Savannakhet,  the Bounthong Company created about

300 jobs as a small garment industry.  In addition, there are number of projects funded
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by international  organizations that  promote weaving activit ies for generating income

for rural women.

（3）Constraints of sericulture:

Due to the little attention paid to sericulture in the past, the whole process of silk pro-

duction was not well promoted.  In general, only weaving has been promoted, which has

resulted in a shortage of raw silk. In the past,  most of the yarn was imported from Viet

Nam and China.

Research and development of sericulture has not been widely promoted and as a conse-

quence the integration of technology into the sericulture process is poor and thus makes

the productivity of sericulture low. There is only one research institute on silk promo-

tion (Hadsayfong Silk Promotion Station) under the Vientiane Municipality, which cannot

play a macro role in the promotion of silk production.  In addition, investment in sericul-

ture is still limited.

Comprehensive production organizat ion and marketing with mutual ly beneficial  in-

vestment is not widely implemented between rural areas and cities (among intermediar-

ies, master weavers and weavers).

Micro credit is not sustainable or accessible to the rural population at large.

1） Conclusion

Sericulture in Lao PDR has a comparative advantage that is unique, and one that has

the abil i ty to generate income for the rural  population,  especially women and female

youth, with the aim to reduce poverty.  According to studies conducted in many coun-

tries, it  is noted that if the income of women is improved then women will be empow-

ered in making decision within the family.  Furthermore, the improvement in the income

of women will also improve the nutritional and educational level of their children.

Recommendations:

a) Upgrade the existing sericulture station to a macro level to be able to promote seri-

culture for the whole country.

b) Conduct studies on silk marketing externally and locally.

c) Create image and launch campaign about wearing silk dress is environment friendly

for people locally and internally.

d) Organize links between master weavers in the cities and weavers in the rural com-
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munity. Undertake a study of silk producers at the village level.

e) Conduct research on sustainable micro-credit delivery methods.

f) Promote the integration of indigenous villagers'  knowledge and modern techniques

into the sericulture process: mulberry cultivation techniques, spinning and reeling

techniques, long lasting natural dyes, techniques of making silk soft, etc.

g) Propose to the Government of Japan to continue to support the existing sericulture

stat ion and expand the stat ion in other areas as appropriate,  as well  as providing

assistance in the conduct of research on Lao sericulture with a view to continue silk

promotion in the near future.

The assistance of the Government of Japan in sericulture promotion will  therefore not

only bring revenue to the country, but also directly generate income for the rural popula-

tion and thus contribute to the goal of poverty alleviation in the Lao PDR.

11 － 11　The  expe r i ences  o f  Tha i  s e r i cu l tu re

（1）Introduction

The present  s i tuat ion of  Lao sericulture can be described as fol lows:  Although Lao

farmers have been practicing sericulture for  thousands of years,  s i lk is  produced in a

very primitive manner at the village level. It is still  commonly observed that sericulture

farmers rear indigenous silkworms, reel silk yarns and weave by themselves mainly for

their home consumption. Although the technical standards of sericulture as well as silk

reeling remain conventional and, as a result  of this,  the quality as well as productivity

of silk yarns is poor, these problems have not been considered serious because the prod-

ucts are rarely marketed.

As was pointed out  before,  however,  the evolution of the hand-weaving industry of

Lao PDR gained momentum when the country opened its doors in the late 1980s. Weav-

ing workshops have been set up in the villages, and their products come on to urban as

well as overseas markets. Despite these dynamic developments in the hand-weaving sec-

tor, the sectors of sericulture as well as silk reeling have stayed at a primitive technical

stage.  This makes Lao PDR rely on the imports of silk yarns from Viet Nam (previously

from Thailand, Japan and China).  As far as hand-woven fabrics are exported to a great

dea l ,  impor t  subs t i tu t ion  of  s i lk  yarns  would  have  a  subs tant ia l  impact  on  the  Lao

economy.



─ 117 ─

Lao PDR can enjoy much favorable natural  environments for sericulture when com-

pared to Thailand. If Lao PDR can increase the domestic production of silk yarns, i t  is

expected to contribute to the improvement of her trade balance. Since sericulture is la-

bor-intensive, it  will  provide an opportunity of income generation with farmers even in

remote areas. In addition, it  will decrease slash and burn agriculture by increasing mul-

berry fields.

According to interviews with some sericulture farmers in Thailand, sericulture is not

as profi table as paddy or  sugarcane.  However,  paddy and sugarcane can be harvested

once a year,  while sericulture can be harvested around eight t imes a year.  Sericulture

provides, therefore, a means of income smoothing. Paddy and sugarcane cultivation that

require muscle power is suitable for male, while sericulture requires light work that can

be done by female.  Sericulture is ,  thus,  considered to play an important role from the

viewpoint of effective allocation of gender-wise farm labor.

The development of sericulture, needless to say, depends on the improvement of seri-

culture technology. However, the transfer of sericulture technology should be supported

by the organization that  takes care of sericulture farmers in the area of marketing the

silk products so that sericulture can be economically viable.

In this chapter we would l ike to find out the appropriate strategy in order to ensure

the prosperity of the sericulture industry in Lao PDR by taking the experiences of Thai

sericulture into account.

In  the  four  provinces  of  the  Nor th  Eas t  of  Thai land (Khon Kaen,  Mahasarakham,

Khorat and Buriram), the Development of Silk Production in the North East Project (com-

monly called Devsilk) was carried out by EU during the period from 1995 to 2000. Since

the end of the project, a NGO (the Network) has been coordinating sericulture businesses

of the member farmers by taking over the activities of Devsilk. From the experiences in

Thailand, we can get useful insights for the development of the sericulture industry in

Lao PDR.

（2）Sericulture Projects(JICA and Devsilk)

In the North East of Thailand polivoltine has been originally reared. Compared with

bivoltine which is reared in Japan, Korea and China, polivoltine suffer from low produc-

t iv i ty ,  bu t  a l so  unsui tab le  for  the  warp  due  to  i t s  weak  tens i le  s t rength .  Thus ,  the

polivoltine yarns are only usable as the weft.  Therefore,  Thailand had to import warps
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from Japan and China.  In the lat ter  half  of  1960s Thailand tr ied to produce warps at

home to substitute imports. It was the technical cooperation project by JICA that played

an important role at that time.

The technical cooperation was made by JICA for a period from 1969 to 1978 mainly in

the northeastern area of Thailand. The objective was to help Thailand in their producing

silk yarns for the warp at home in accordance with their third socio-economic develop-

ment plan worked out for 1972-1976.

Superior i ty  of  bivol t ine over  pol ivol t ine can only be real ized with modern rear ing

methods and modern s i lk  reel ing factor ies  having mult i -ends reel ing machines .  This

made it difficult for Thai farmers to introduce bivoltine and, thus, the diffusion of mod-

ern silk production witnessed only limited effects. As a result, there arose dual structure

of traditional sericulture of producing wefts and modern sericulture of putting emphasis

on warp production. This dualism with different technological backgrounds is  a major

character is t ic  of  Thai  ser icul ture .  I t  i s  Devsi lk  that  contr ibuted to  br idging the gap.

Dev s i l k  empha s i z ed  t h e  i n t r oduc t i on  o f  hyb r i d  s i l kwo rm  p roduced  by  c r o s s i ng

pol ivo l t ine  wi th  b ivo l t ine .  Hybr id  s i lkworm i s  more  produc t ive  when  compared  to

pol ivo l t ine  bu t  l ess  to  b ivo l t ine ,  and  less  vu lnerab le  to  d i seases  when  compare  to

bivoltine. Thus, hybrid stands in between polivoltine and bivoltine.

It should be noted that the JICA's sericulture project indirectly had great influences on

the sericul ture of  the northeastern area of  Thailand in such a way as development of

productive mulberry trees and improvement of infectious disease prevention technology.

It  may be safe for us to point out that without efforts by JICA Devsilk might not have

succeeded in their project.

（3）Co-existence of traditional and modern sericulture

Co-existence of tradit ional  and modern sericulture is  a  major characterist ic  of  Thai

sericulture. We will review technological aspects of sericulture in the areas of silkworm,

rearing houses and reeling technology.

1） Silkworm

Though s i lkworms have  many races ,  a  main  s i lkworm race  for  ser icul ture  i s  the

Bombyx mori (silkworm). In Southeast Asia polivoltine that yields yellow cocoon. The

character is t ic  of  this  race is  different  from that  of  bivol t ine white  cocoon,  which is

popular in Japan, Korea and China. Sericulture farmers make polivoltine eggs at home
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by mating moths. The problem of recessive inheritance due to intermarriage, however,

has become serious. As shown in Table 11 － 6, polivoltine has only 250-300m length of

yarn with layer ratio 12-14% and raw silk ratio 23-24%. Each figure of this race is far

inferior to that of bivoltine. If they can avoid intermarriage, even polivoltine can yield

300-400m length of yarn but  i t  is  diff icult  for  farmers to achieve this  goal  by them-

selves. For this purpose they need such public organizations as sericulture centers.

Hybrid has higher resistance to diseases and harmful insects than bivoltine and is su-

perior to polivoltine in productivity.  Bivoltine is reared in East Asia and high in pro-

ductivity. But it  needs more intensive care than hybrid and is highly vulnerable to dis-

eases and harmful insects in the natural  environments of Southeast  Asia.  Eggs of hy-

brid and bivol t ine must  be produced by ski l led s taff  in  control led environments .  At

least a refrigerator is required. This makes it difficult for individual farmers to prepare

the eggs by themselves. In Thailand private silk reeling factories or government agen-

cies Department of Agricultural Extension (DOAE) produce and distribute those eggs to

individual  farmers.  In addit ion,  a series of production system such as rearing houses

and modern silk mills was required to be made. Because of these requirements of mod-

ern inputs bivoltine has not been diffused in Thailand despite the sericulture promoting

policy of Thai government.

Production data by polivoltine, hybrid and bivoltine is not available in most of Thai

provinces because the data do not separate hybrid from polivoltine.  According to the

data of 1992 (Provincial Agricultural Extension Office) in Khon Kaen Province, there

are  1 ,531 v i l lages  which  rear  pol ivol t ine  and the  number  of  ser icul ture  farmers  i s

52,828, but there are only 56 villages which rear hybrid and the number of sericulture

farmers is only 638. Bivoltine has the highest ratio in Korat Province of Northeastern

Thailand but they account only for 14.8% of all sericulture farmers in 1990 and the ra-

tio has been decreasing and recorded 3.4% in 1992. This is mainly because of the rise of

real wages in the process of economic development and consequent increase of import

of silk for warps from China and later from Viet Nam.
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Table 11 － 6　 Comparison of silkworm races

Note 1) Hybrid silkworm denotes polivoltine crossed with bivoltine.

It is hybrid that Devsilk tried to promote instead of bivoltine. As we can judge from

the fact that the diffusion of hybrid has been going smoothly, hybrid is more appropri-

ate technology for Thailand than bivoltine.

2）Rearing Methods

Under ideal conditions silkworm complete cocoon formation in 24-28 days from the

day of hatching. After hatching, si lkworms pass through five stages or instars before

cocoon formation.  The s i lkworms are  referred to  as  young for  the  f i rs t  ins tars ,  and

adult from the third to the fifth instar. Reaching the fifth instar, matured silkworms are

transferred on to the mountage or cocoon frame.

Traditionally, they do not construct rearing houses in Thailand. Silkworms are reared

in woven-bamboo trays cal led "kradongs" covered by cloths so as to keep f l ies from

damaging the si lkworms. In the mounting process,  f lat  bamboo trays ( jhor)  are used.

Sericulture farmers who rear polivoltine adopt this method even now. This method has

some problems in productivity and quality of yarns. When they put cloths on kradong,

the temperature and humidity inside go up.  In addit ion,  the excreta of  si lkworms re-

main in the kradong and so sanitary conditions become worse.  As a result ,  si lkworms

get vulnerable to deseases.

As an alternative to kradongs, rearing shelves (wooden frames with plastic nets) are

recommended for use. Also as an alternative to jhor, wave-like plastic nets and revolv-

ing mounting frames are recommended for use.  But they are not  so popular ,  because

plastic nets are difficult to clean and revolving mounting frames need much space. Note

that employing the above new methods requires rearing houses.

In Lao PDR kradongs and jhor are commonly used. Sometimes, they do not put cloths

on kradongs and so during the season of flies (December and January) we can often ob-

serve that most of pupae are damaged by flies. Silkworms which are damaged by para-

site flies yield only low grade silk. Silk rearers seem not to be conscious about the qual-

i ty of yarns since the yarns are used for fabrics for their  home consumption.  That is
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why such conventional methods still exist. But when we think about improvement of in-

come generation, namely, marketability of the products, it  is inevitable for them to im-

prove their technology. We would like to point out that mosquito nettings alone can im-

prove the productivity of traditional polivoltine silkworms.

3）Rearing House

Nearly half  of  s i lk rearers  in the North-East  had no rearing houses before Devsilk

started (Table 11 － 7). Kradongs and jhors without rearing houses are good enough to

rear  nat ive variet ies  of  s i lkworms (polivolt ine) .  However,  hybrid and bivolt ine si lk-

worms that require higher levels of cleanliness and hygiene cannot be reared in these

condi t ions .  I t  i s  imperat ive for  ser icul ture  farmers  to  bui ld  rear ing houses  separate

from their  dwell ing places (hereafter ,  modern rearing house) so as to have sufficient

space and to use the cleaning chemicals effectively.

The modern rear ing house,  however ,  requires  large funds,  approximately  30,000-

40,000 baht. Vientiane Municipality provides funds for the construction of modern rear-

ing house that costs US$ 200. Due to financial constraints,  only a few have been con-

structed so far. Even though it is ideal to rear silkworms in rearing houses, it is imprac-

tical for all the silk rearers to have their own modern rearing houses.

Sericulture in Sang Thong District (Vientiane Municipality: surveyed in Jan. 2002)

Many refugees from Xiengkhuang and Houaphan Province live in Sang Thong Dis-

t r ic t .  They have experiences  of  rear ing s i lkworms before  their  movement .  In  2000

th ree  s i l kworm- rea r ing  houses  we re  bu i l t  by  t he  fund  o f  Se r i cu l t u r e  Cen te r  o f

Hadxayphone. The construction cost per house was US$ 200 (cement, block and mos-

quito nets) and the center funded the money. The silk rearers have to return US$ 400

in five years (namely, interest rate 20% pa at simple interest).

Accord ing  to  an  in te rv iew wi th  a  fa rmer ,  she  has  th ree  ra i  o f  mulber ry  f ie lds .

Though the trees are high yielding Buriram 60, they do not yield enough leaves since

they were planted a year ago.  Indigenous mulberry trees yield only 2t of leaves/ha.

Hybrid mulberry trees (Briram 60),  on the other hand,  can yield 15t/ha.  If  they use

chemical fertilizers, the trees can yield 20t. Even if the mulberry trees are hybrid, they

have to wait  for three years until  they grow to produce enough leaves.  So if  farmers

borrow money from a bank to start sericulture business, interest burden will be heavy.

This is one of the factors that prevent silk rearers from adopting modern methods. In
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order to expand sericulture, therefore, some form of subsidy is required. If trees grow,

they can rear two boxes of silkworms for three rai mulberry fields.

In case of hybrid, one box can yield 20 kg of cocoon and it can reel 3kg of raw silk.

The raw si lk  is  sold at  130-150,000 kip/kg and so one cycle  of  rear ing (about  one

month) makes a sale of 780-900,000 kip (9450 kip = US$ 1). Cash expenditure is almost

nil and so almost all the sales are profit.  When we consider that the wage of a worker

at a factory is about US$ 30 a month, this amount is attractive. This farmer, however,

does not sell raw silk but sells fabrics. She can make 6m of cloth with 90 cm wide with

1kg of raw silk.  The farmer can sell it  at 150-200,000 kip/2m. With two rai mulberry

fields, therefore, she can make cloth that is equivalent to 1,350-1,800,000 kip.

It  is said that Sang Thong District has about 500 households that want to rear silk-

worms but due to shortage of funds to construct rearing houses the diffusion of seri-

culture has been stopped.

In Thailand, a low-cost rearing house is recommended. Its frames are made from trees

instead of concrete posts,  roofs are thatched with grasses instead of corrugated metal,

and the walls are made from mosquito nettings with only two layers of concrete blocks.

In some cases concrete blocks are not used. With a concrete floor, the low-cost rearing

house can be constructed as little as 5,000 baht. It has to be noted that for the materials

for the low-cost rearing house are locally available with little charges.

However,  as is  shown in Table 11 － 7, nearly a half  of  sericulture farmers did not

have rearing houses in 1992. In addit ion,  most of rearing houses are semi-permanent

constructed using the space under the house rather than permanent ones. The floor can

be earth or concrete.  The house is  surrounded by mosquito nets.  This type of rearing

rooms is capable to rear the bivoltine. Only a small portion of sericulture farmers had

permanent rearing houses. It is usually constructed separately from the residence area.
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Table 11 － 7　 The percentage of households by rearing house types (1992)

　　
Source) Provincial Agricultural Extension Office

4）Reeling Methods

Yarn quality, that is an important determinant of price, largely depends on the reel-

ing methods.

Before discussing the reeling methods three categories of yarn needs to be mentioned.

Silk yarns are normally divided into three categories;  mai leup (mai sam), mai neung

(mai noi) and mai leng.4） Mai leup is an outer part of cocoon and accounts for approxi-

mately 10% of the total yarn weight. This type of yarn is rough, bigger in size and has

a number of knots. Currently, however, there is good demand for mai leup to make cloth

with a  hand-made appearance in  the oversea markets .  Mai  neung is  the best  qual i ty

yarn accounting for approximately 85% of the total. Mai leng is the yarn closest to the

larvae in the center of the cocoon. Farm gate prices are 500-550 baht/kg for mai leup

and mai leng and 700-800 baht/kg for mai neung.

Tradi t ional ly  Thai  farmers  did not  separate  the yarn categories  by mixed-reel ing,

even though the mixed reel ing method produces low-qual i ty yarn.  However,  as  they

started to put their products on the market, they came to be conscious about yarn qual-

ity. At present, in Thailand they mostly engage in separate reeling. In Lao PDR, on the

other hand, mixed-reeling is still predominating.

A commonly observed reeling method in Thailand is hand reeling, and it  can be di-

vided into two systems. The first is direct hand reeling with cocoon being cooked in a

pot.  With this method, one can reel  approximately 100 to 200g of si lk yarn/day.  The

yarn reeled in this method is uneven, that is,  size deviation is large. The second is the

use of modified hand-powered wooden reel called "Ug". With this method, one can reel

approximately 500-700g of silkyarn (mai neung).5） Mai leup and mai leng need to be

reeled with a direct hand reeling method. A power reeling machine though not popular,

can reel approximately 1,000g/day. Multi-ends reeling machine installed in modern reel-

4) In Lao PDR they are called mai khi, mai nyot and mai khi again respectively.
5）When mai leup mai leng are included, it  amounts to approximately 1,000g.
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ing factories can produce approximately 2,500g/end.

As it  will be discussed later, there are some village-owned reeling factories in Thai-

land. They install a medium-size six-end reeling machine (some are five and four end).

Incidental ly,  t radi t ional  hand-reel ing machine cannot  control  s ize deviat ion but  this

small-scale reeling machine can make better quality of yarn by decreasing size devia-

t ion because reelers  can adjust  the number of  cocoons with both hands.  I t  should be

noted that polivoltine cocoon cannot be reeled with large-scale as well as medium-size

reeling machines.

Throwing a yarn determines the strength of silk yarn. It should be done for warps for

330-350 times but for wefts can do only for 30-40 times. Though throwing can be done

with ei ther  hand or  a  yarn-twist ing machine ( thread plying machine) ,  however hand

throwing (kaen mai) has a limit of 30-40 times/m.

Bivoltine silk yarn can be thrown many times and such yarn can be used as a warp.

Hybrid yarn can be thrown by machine,  though producing low-quali ty yarns fetching

lower prices. Polivoltine yarn, on the other hand, cannot be thrown by machine.

Thus,  without a large-scale of si lk mill ,  one cannot make good quali ty of warps.  I t

follows that Lao PDR should pursue import substitution of weft yarn for the time being.

5）Sericulture technology

As we have observed so far,  Thailand has different level of sericulture technologies

from very indigenous one to modern one.  One of the reasons for co-existence is because

the  Tha i  gove rnmen t  a imed  a t  mak ing  wa rps  a t  home  by  i n t r oduc ing  b ivo l t i ne .

Bivol t ine  is  vulnerable  to  d iseases  and harmful  insects  and so  independent  rear ing

houses are indispensable for  bivolt ine.  In addit ion,  one cannot get  high standards of

si lk yarn without reeling machines at  a large-scale si lk mill .  With tradit ional reeling

technology or reeling machines at a small-scale factory one can get only the same qual-

ity of bivoltine yarn as hybrid yarn. Introduction of bivoltine yarn, therefore, should be

accompanied by the introduction of large-scale silk factories. On this occasion, modern

reel ing factories  contract  the ser icul ture farmers,  and i t  is  the reel ing factories  that

supply eggs.
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Table11 － 8　 Sericulture technologies

On the other hand, it is said that technology improvement in the conventional sericul-

ture has been lef t  untouched.  In this  way dual  s tructure of  conventional  and modern

sericulture has been formed in Thailand.

It  is  the Devsilk project emphasizing the importance of hybrid that bridged the gap

between conventional sericulture and modern one.

（4）Devsilk project

1） Introduction

The Development  of  S i lk  Product ion  in  the  Nor th  Eas t  pro jec t  suppor ted  by  EU

started in 1996 and ended in 2000. The project tried to promote the transition from tra-

ditional to a more modern sericulture.  The project set  up 45 farmers groups of nearly

8,000 farmer members in 206 villages during the four years 1996-2000 through out Khon

Kaen, Mahasarakham, Buriram, Korat Provinces.  Total budget was approximately 420

million baht.

The project can be summarized into the following three features. Firstly, the project

was not a combination of modern sericulture technology of bivoltine and modern reel-

ing factories but a combination of hybrid and conventional reeling technology or small-

scale reeling factories as a vil lage factory. In other words,  i t  pursued intermediate or

appropriate technology. It was a reflection to the past projects that could not achieve a
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full-fledged introduction of modern sericulture.  Secondly, the project adopted a com-

prehensive approach starting from production technology to formation of organizations

for marketing of products. This is a sharp contrast to ODA projects of Japan, which are

incl ined to put  emphasis  on introduct ion of  product ion technology.  And thirdly,  the

Network, a NGO, was formed to support the group activities of mainly marketing after

the Devsilk project was over.

2）Changes during Devsilk Project 6）

Table11 － 9  Distribution of households according to the varieties reared (%)

　　Note) The totals are above 100%, as 40% of the farmers rear more than one variety.

Let us confirm the changes during the project from the Report of Devsilk. We can see

from the Table 11 － 9 that  pol ivol t ine rearers  have decreased in number and hybrid

rearers  have increased remarkably instead.  According to the f igures of  2000,  hybrid

r ea r i ng  f a rmer s  a ccoun t  f o r  93%,  f a r  exceed ing  t hose  f a rmer s  who  r ea r  ma in ly

polivoltine (2%) and those who rear mainly bivoltine (5%).

The average farmland of sericulture farmers is 25-30 rai and two rai (about 8% of the

farmland) are used for mulberry (Table 11 － 10). Polivoltine rearers have 1.8 rai of mul-

berry but  hybrid rearers have 2.2 rai  and bivolt ine rearers 3.6 rai  respectively.  Mul-

berry consumption increases by the order of polivoltine, hybrid and bivoltine that cor-

respond to the size of mulberry fields. Bivoltine rearers are generally large-scale farm-

ers  who can al locate  suff ic ient  farmland for  mulberry.  They can get  more mulberry

leaves in the rainy season than the dry season and so they are inclined to rear bivoltine

in the rainy season and hybrid or polivoltine in the dry season. But when we consider

that the damages by diseases or harmful insects become serious in the rainy season, it

is technically desirable to rear bivoltine in the dry season. It  should be noted that the

output of mulberry limits the diffusion of technology.

6）The information here comes from BDPA (Paris),  Development of Silk Production in the North East, Production and

Income of Sericulture Farmers, Final Report, 2000.
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Table11 － 12　Cocoon Production by the three types of reares

The source of silkworm eggs varies according to the type of worms reared (Table 11

－ 13).  Pol ivol t ine eggs are  produced by the farmers  themselves  or  their  neighbors .

They keep parents  moths for  eggs.  Bivol t ine eggs are mainly supplied by the large-

scale silk reeling factories, such as Jul Mai Thai, Jim Thomson, Thip Mai Thai, Udon Sg

Rung and so forth.

A notable change in the sources of hybrid silkworms is a sharp increase in the share

of  YSW (young s i lkworm rear ing house) .  This  is  a  group-operated rear ing house in

which a team of villagers takes care of eggs up to the second instar.

When the si lkworms are young ( the f i rs t  two instars  that  last  7-10 days) ,  they are

highly vulnerable to diseases.  Therefore,  i t  is  ideal if  they are taken care of in YSW.

Eggs are supplied by DOAE free of charge. After being taken care of up to the second

instar, young silkworms are delivered to group members. With this method, silk reares

can reduce the time spent rearing young silkworm by themselves. In addition, the sys-

tem makes distributing silkworms to individual group members easier when compared

to the case in which farmer gets eggs from DOAE directly.  The construction of YSW

rearing house is  f inancial ly supported by DOAE. At present  every group of  Devsi lk

project has its own village-rearing house.
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Table11 － 13　Source of moths or egg sheet   (%)

　Note) Data of 1995-1996 and 1996-1997 are not available.

Financial restriction prevents each sericulture farmer from owning rearing houses. If

they can rear young worms up to the second instar at the joint rearing houses, sericul-

ture farmers can avoid their  r isks associated with diseases in rearing hybrid without

having modern rearing houses. Though rearing without rearing houses is not ideal, this

sort of rearing method is eventually appropriate as the second best when there is a bud-

get constraint. This method is also recommended in Lao PDR.

3）Products

The  products  s i lk  rearers  se l l  a re  cocoon,  yarn  and  fabr ics .  Dis t r ibu t ion  of  s i lk

rearers according to the types of products is  shown in Table 11 － 14. Those who sell

cocoon account for less than half  of sericulture farmers and most of the farmers reel

yarns and then sell  them. That is to say that they add value to their products.  In addi-

t ion, farmers who make yarns account for 73% but those who sell  fabrics account for

only 27%. The remaining 46% of the yarns are consumed at home. They still  have tra-

ditional styles.

When we see from the viewpoint of income (Table 11 － 15), those who rely on selling

cocoon as their main income resources account for only 20% of the farmers and 66% of

the farmers get income by selling yarns. Those who rely on selling fabrics as their main

income sources account for only 14%. But when we see from the viewpoint of income

from product sales, the table shows that fabrics that have high added value account for

44% of the total income  (home consumption is estimated as imputed value), then come

yarns and low value-added cocoons account for 16%.
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Table11 － 14　Distribution of HHs by the products (2000)

From the viewpoint of income generation, therefore, we can say that weaving fabrics

using yarns produced by themselves is most desirable. As we have pointed out before,

the hand-woven fabrics in Lao PDR are very competi t ive in the overseas markets .  I t

may be safe for us to say that linkage between sericulture and fabrics in Lao PDR can

be easily realized.

Table11 － 15　Proportion of HHs by main products  (2000)

4）Expenditure and Income

Let us see the cost-benefit structure per box (sheet) for those farmers who rear mainly

polivoltine, hybrid and bivoltine (Table 11 － 16). From this table, we can confirm the

facts that we have mentioned so far.

The cost-benefit structure between polivoltine and bivoltine rearers is in striking con-

trast.  Hybrid rearers are between them.

The mulberry production cost  of bivolt ine rearers is  three t imes as much as that  of

polivoltine rearers. But bivoltine farmers sell mulberry leaves and so their net mulberry

consumption is about twice as much as that of polivoltine farmers. The total production

cost of bivoltine farmers is three times as much as that of polivoltine farmers. It means

that bivoltine rearing farmers have to shoulder risks associated with yield fluctuations.

This lets a large-scale farmers incline to rear bivoltine varieties.
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their cocoons, which are mainly used at the silk mill of the village.

Net  cash income per  box of  hybrid is  approximately two t imes larger  than that  of

polivoltine, and that of bivoltine is two times larger than that of hybrid. Judging from

this point alone, promoting bivoltine seems to be most desirable.  As we have already

pointed out,  however,  bivolt ine rearing requires high-level  rearing environments and

skil ls  and in addit ion needs a lot  of  working capital  and mulberry leaves.  And more

than anything else, large scales of silk mills are indispensable. When we consider these

condit ional  restr ict ions,  we can say that  the promoting hybrid is  the second best  for

Lao PDR as is so in Thailand.

（5）Approach of Devsilk

So far we have introduced the outcomes of the Devsilk project .  We can say that  the

project has achieved great goals although it was only a four-year project. We would like

to mention some points for references when we work out a strategy for a rise of sericul-

ture, hand-woven fabrics and silk mills in Lao PDR.

1）Close teamwork with governmental agencies

The Devsilk project was not carried out independently. DOAE (the Department of Ag-

ricultural Extension) is in charge of sericulture farmers'  training and hybrid eggs sup-

ply that are indispensable for promoting hybrid.7） Also we cannot forget the fact that

district level staff members take part in the project actively.

The DOAE is supportive in the areas of the supply of hybrid eggs, mulberry planting

materials  and materials  for  construct ing rearing houses.  In addit ion,  the DOAE pro-

vides training for farmers free of charge. The training included, ① group development

and networking,  ② technical  t ra ining for  s i lkworm rear ing,  ③ technical  t ra ining on

post-cocoon processing, and ④ marketing training. Without these government efforts,

the Devsilk project would not have achieved its goals.

2）Farmers'  group

As was discussed above,  the Devsilk project  has stressed the importance of farmer

group. The group formation has been the foundation of all the project's work. 45 farmer

groups were set up, covering 206 villages and with 8,000 members.

Before the Devsilk project was implemented, DOAE had tried to develop sericulture

farmers'  groups in the region. But the attempts failed to bring about increases in seri-

7）They cannot get supply of materials for building rearing houses without receiving DOAEﾕs training programs.
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culture production.  This was mainly because i t  was unable to provide farmer groups

with regular and reliable supplies of silkworm eggs, and partly because supplies mul-

berry leaves at farm level was inadequate.

In the early phases the Devsilk project emphasized group formation, but on a small

number of the principal vil lages.8） Then, the project  extended the group to adjoining

vi l lages  se lected by the  farmers .  The groups have es tabl ished internal  management

structures and working procedures, and have accumulated revolving funds.

The group development at the village level had been carried out by the DOAE's per-

manent f ield staff .  The concerned local extension agents (kaset tambons) and district

level institution development staff are directly involved.

3）The Devsilk project heightened the possibility of potential group activities by carry-

ing out a package of sericulture technology including a silk marketing system for farm-

ers. This package was very helpful for a series of activities of not only group formation

but  a lso technical  t ra ining,  supply of  such ser icul ture  mater ia ls  as  hybrid  eggs and

marketing of products.

（6）The Network

After the termination of the Devsilk project, a network organization was set up by the

members of  the project .  The development of  group networking is  a  f inal  s tage of  the

group development process that aimed to encourage the groups to organize themselves

as a coordinated network. The networking activit ies took place during Feb. 2000. The

aims of the network are to support sericulture activities of the group members particu-

larly in the fields of quality control and marketing as well as input supplies.

The network is an independent organization governed by a committee of representa-

tives from the farmers groups. The network office is in Khon Kaen, with a full-time staff

of four people who are paid by the network.

The network will  not take any commission from the farmers group but take 3% com-

mission from the buyers.  A survey of August 2001 shows that  there was a stage when

the officers of the network were not paid but as of January 2002, the project of the net-

work is going smoothly as they could increase contracts with large buyers.

8）Average number of villages/group was 2.0 (2999) in Sep. 1997, 3.5 (5736) in Sep. 1998, 4.1 (6469) in Sep. 1999 and

4.6 (7989) in March 2000. Numbers in parentheses indicate total number of members.
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Conclusions:

We would like to point out some important factors for a strategy of promoting sericul-

ture in Lao PDR from our experiences in Thai sericulture.

1）At first  we should aim at promoting hybrid not bivoltine. This means import substi-

tut ion of  weft  yarns.  Import  subst i tut ion of  warps wil l  be the next  s tep when hybrid

has been diffused enough to cover domestic demand for weft yarns.

2）Introduction of high yielding mulberry is a precondition for promoting hybrid. Seri-

culture Center of Hadsayhone supplies hybrid eggs but the absolute quanti ty is  short

and some hybrid rearers rely on imports from Thailand. In order to supply high yield-

ing mulberry and hybrid eggs fully,  i t  is  necessary for sericulture centers to be more

expanded.

3）It is ideal that sericulture farmers have their own modern rearing houses, but due to

limited budgets they cannot go ahead by using such a method. So i t  is  desirable that

the silkworms are reared at the modern rearing house up to the second instar. After the

third instar sericulture farmers rear them at their low-cost rearing houses. If they can-

not build low-cost rearing houses due to short fund, rearing houses with mosquito nets

alone are effective for the time being. In Thailand farmers are trying to upgrade rearing

houses and so the same thing may be expected in Lao PDR.

4）It is  necessary for them to specify an area.  When we consider joint modern rearing

houses, efficient supply of eggs from sericulture center, technical training and market-

ing of products, scale of economy is required. Therefore, a cluster of sericulture farmers

is required.

5）It is desirable that sericulture farmers sell  fabrics not yarns in order to gain higher

value-added. That is to say that the area should be an area not only for sericulture but

also for hand-woven fabrics. Thus, the areas where hand weaving is prosperous should

be selected as targets for promoting hybrid silkworms.

6）An organization for technical training is indispensable. In Lao PDR technical staff for

sericul ture is  almost  non-existent .  I t  is  necessary to have a department  in charge of

sericulture in the governmental  agencies and a sericulture department in universit ies.

JICA experts who have supported Thai sericulture in the 1960s and 1970s are now ac-

tively working as senior volunteers.  It  is also necessary for them to make good use of

their human capital.
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A Supplement :  A  Case  S tudy  of  a  Devs i lk  g roup

Devsilk has 45 groups. They are not the same kind but have different characters.  We

would like to introduce one of them here.

Ban  Non  Ngam (Mahasa r akham P rov ince )

This  vi l lage has  thei r  own reel ing factory.  This  may be sa id  to  be  a  goal  that  the

Devsilk project has aimed at. In 1983, 33 sericulture farmers formed a group by invest-

ing 20 baht/farmer. The fund has been loaned to members at interest rate of 3% pa as a

revolving fund. In 1992, four members received training at the Department of Agricul-

tura l  Extens ion (DOAE) f ree  of  charge  and the  four  members  made modern  rear ing

houses by the support of DOAE. Then it became a core village of the Devsilk project and

hybrid was actively introduced.  Before the Project  they mainly reared polivolt ine and

the output per  box was only 12kg. But when hybrid was introduced, the output became

25-28kg.

The group has a group rule.  I t  was made by the group members through discussion

under the guidance of the Devsilk project.  The content of the rules varies by group. For

reference, we will introduce it.

1) At the end of the year, each member shall provide the group with 100g of raw silk.

The profit made by weaving fabrics from the raw silk shall enter the group fund.

2)  A member shal l  withdraw from the group when she sel ls  to  the third party s i lk-

worms that she buys from the village rearing house.

3) A member shall pay for silkworms even if she does not receive them after she has

placed an order.

4) A member shall have minimum 40 jhors.

5) A member shall not lend jhors to others (for prevention of diseases).

6) A member shall have minimum two rai mulberry.

7) A member shall pay 100 baht if one of the members has some unhappy event.

8) A member shall withdraw from the group if she is absent from the monthly meeting

three times successively.

Ban Non Ngam as a core village let neighboring five villages join the group.The group

had 203 members in 2000, and at  the t ime of our survey (Jan.  20002) i t  increased the

members up to 249.  The group has 183 rearing houses as a whole and 167 houses out of

them (permanent  ones:  84 and low-cost  ones:  83)  were constructed by the support  of
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DOAE. The group also has a group fund by which 17 rearing houses were constructed.

After the Devsilk project  was over,  the group constructed a cooperative si lk reeling

factory. The factory has five multi-end (five ends) reeling machines. Two of them were

provided by DOAE and two of them by Devsilk, free of charge respectively. One of them

was purchased at 60,000 baht by the group. 49,500 baht were financed by the Govern-

ment with no interest and the remaining 10,500 baht were paid by the group fund.

This  vi l lage has a  vi l lage-rearing house,  that  is ,  YSW. Eggs supplied by DOAE of

Buriram Province free of charge are reared at the village YSW up to the second instar.

Then they sell them to members at 100 baht/box (150 baht for non-members). The mem-

bers (cocoon suppliers) are divided into three, and each sub-group supplies cocoon to the

village reeling factory at ten days intervals. As a result,  the village silk reeling factory

can get cocoons all the time and they can operate the factory for 27 days a month.

Six to seven persons work for the village rearing house and 100 baht are paid to them

a day. Sericulture farmers rear silkworms eight times a year. It takes a week for them to

rear the eggs up to the second instar.  And so the rearing house provides them with em-

ployment opportunities of 1,008 man/day (7 days × 6 persons × 8 times × 3 times) or

168 working days/person a year.  Eight persons are engaged in reeling mai leup and re-

winding at the silk mill.  100 baht are paid to each person a day. Mai leup and mai leng

are reeled by a traditional hand-reeling method. 48 persons are engaged in the work and

they are paid at piece rate wage (330 baht/mai leup 1kg and 250 baht/mai leng 1kg).
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1 2 .  O v e r v i e w  o f  F o r e i g n  D i r e c t  I n v e s t m e n t  i n  t h e  L a o  P DR1 2 .  O v e r v i e w  o f  F o r e i g n  D i r e c t  I n v e s t m e n t  i n  t h e  L a o  P DR1 2 .  O v e r v i e w  o f  F o r e i g n  D i r e c t  I n v e s t m e n t  i n  t h e  L a o  P DR1 2 .  O v e r v i e w  o f  F o r e i g n  D i r e c t  I n v e s t m e n t  i n  t h e  L a o  P DR1 2 .  O v e r v i e w  o f  F o r e i g n  D i r e c t  I n v e s t m e n t  i n  t h e  L a o  P DR

Viravanh Khamtanh

Since mid-1997, the economic environment in Asia has changed radically. This change has

significant implications for FDI in the Lao PDR. Producers in many Asian countries also face

significant pressers to restructure and retrench their  operations.  Under International Mon-

etary Fund (IMF) policies, capital costs are high in many Asian countries and capital avail-

ability is severely constrained. These factors have significantly reduced the outflow of FDI

from these countries and increased the urgency of the need for foreign investors for balance

of payment purposes and to support their currencies.

In response, the Governments of many Asian countries have increased their efforts to pro-

mote inward foreign investment by reducing restrict ions on FDI and increasing the incen-

tives offered to foreign investors.

The events in Asia over the past three years have had and will continue to have a dispro-

portionately negative impact on FDI in Lao PDR. Thailand and Korea are major investors in

Lao PDR (Table 12 － 1). Firstly, many potential investors based in these two countries are

under severe f inancial  pressure to manage their  domestic operat ions so that  they can sur-

vive. Secondly, for most MNEs, Laos is not a primary investment-site target. Thirdly, two at-

tractive features of Laos for foreign investors are i ts  central location in the region and its

membership in ASEAN and AFTA, which gives their  products  easy access to a market  of

more than 200 million consumers. With the economies of these countries in turmoil,  the at-

tractiveness of Laos as an investment site has diminished.
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（1） Incentives offered

To attract foreign investment, the Government of the Lao PDR offers a wide and gen-

erous range of incentives.  Foreign investors may either invest with 100% equity in all

sectors of the economy, except the mining and hydropower sectors, or in joint ventures

with Lao or foreign partners. Foreign investors are subject to a 20 % tax on profits. Ac-

celerated depreciation and tax loss carry forwards up to three years are permitted. They

are also subject to a 10 % dividends tax. Similarly, foreign investors and expatriate per-

sonnel pay only 10 % income tax.  For large projects and those that  have a significant

impact on the economic and social development of the country, tax holidays can be nego-

tiated on a case-by-case basis.  All  capital  equipment means of production, spare parts

and other materials used in the operation of investment projects pay only a 1% duty on

import. Raw materials and intermediate components imported for the purpose of process-

ing that re-exported are exempt from import duties and taxes.

（2）Difficulties facing foreign investors

・Four years after the Foreign Investment Law was promulgated, there still  is no imple-

menting decree. At this state, FIMC is coordinating with the relevant ministries to fi-

nalize the draft of the decree.

・In some cases, there are contradictions among the laws or there has been inconsistent

implementation of the new laws on several dimensions.

・Foreign investors not only face problems in obtaining the licenses and permits neces-

sary to operate.

Table 12 － 5　Share of Foreign Capital and Lao Capital
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1 3 .   C om p a r a t i v e  S t u d y  o f  L a o s '  F o r e i g n  D i r e c t  I n v e s t m e n t1 3 .   C om p a r a t i v e  S t u d y  o f  L a o s '  F o r e i g n  D i r e c t  I n v e s t m e n t1 3 .   C om p a r a t i v e  S t u d y  o f  L a o s '  F o r e i g n  D i r e c t  I n v e s t m e n t1 3 .   C om p a r a t i v e  S t u d y  o f  L a o s '  F o r e i g n  D i r e c t  I n v e s t m e n t1 3 .   C om p a r a t i v e  S t u d y  o f  L a o s '  F o r e i g n  D i r e c t  I n v e s t m e n t
E n v i r o nm e n t  a m o n g  A S EANE n v i r o nm e n t  a m o n g  A S EANE n v i r o nm e n t  a m o n g  A S EANE n v i r o nm e n t  a m o n g  A S EANE n v i r o nm e n t  a m o n g  A S EAN

–FD I  I m p e d i m e n t s  i n  t h e  L a o  P e o p l e ' s  D em o c r a t i c  R e p u b l i cF D I  I m p e d i m e n t s  i n  t h e  L a o  P e o p l e ' s  D em o c r a t i c  R e p u b l i cF D I  I m p e d i m e n t s  i n  t h e  L a o  P e o p l e ' s  D em o c r a t i c  R e p u b l i cF D I  I m p e d i m e n t s  i n  t h e  L a o  P e o p l e ' s  D em o c r a t i c  R e p u b l i cF D I  I m p e d i m e n t s  i n  t h e  L a o  P e o p l e ' s  D em o c r a t i c  R e p u b l i c–

Souknilanh Keola

Motoyoshi Suzuki

13 － 1　Int roduc t ion

In Southeast Asia, especially among ASEAN, economic development strategies by positive

introduction of Foreign Direct Investment (FDI) have so far been promoted, and they worked

as one of the driving forces for rapid economic growth there until the Asian financial crisis

in latter half of the 1990's. For the 1980's and 1990's when the hollowing out of the manufac-

turing industries in the advanced countries, countries of ASEAN, having abundant cheap la-

bor and relatively stable political situations, were the main destinations of production bases

transferred from the advanced countries.  I t  may be said that the countries of ASEAN have

cooperated with each other in sound competit ions so as to introduce many FDI's and make

the most of them for their economic development.

The condition for the introduction of much more FDI's is  that they must be attractive to

foreign investors,  while being at tract ive includes not  merely high investment return rat io

that may be evaluated in quantitative manners,  but also every and each effect that may not

be evaluated in quantitative manners,  such as easy handling in investment,  convenient l iv-

ing environment, social and political risks and so forth. With regard to FDI determining fac-

tors, various methods have so far led to diverse conclusions, while as factors recognized gen-

erally, listed are domestic market scale, various investment costs, various indexes of macro

economy, easy export,  preferential treatment given to investors, social risks, political risks,

and so forth. As investment environmental indexes in each country, there are many indexes 1)

that  respective international  organs and enterprises make public,  and posi t ive approaches

and cooperation to these international organs, and information disclosure to international so-

cieties will improve the images of countries, therefore, these are considered to be preferable

methods to invite foreign direct investments at low costs.

The purpose of the present  paper is  to evaluate and compare FDI environments only by

means that  can be compared quanti tat ively such as market scale,  macro economy indexes,

preferential treatments, investment costs and the similar, and in consideration of factors for
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FDI declining tendency in the latter half of the 1990's, thereby finding out attractive points

of Laos in ASEAN as investment, and the measures to improve them.

While, as all the activities in market economy have both expenses and advantages, so FDI

invitation activities have both expenses and advantages, to which attention should be paid.

In some cases, costs for FDI invitation may go over its advantages, leading to adverse effects

to domestic economy. In the case where preferential treatment on taxation is offered greatly

to foreign enterprise capitals for FDI invitation, the contribution ratio to the Government fi-

nance will not be so high. And if foreign enterprises are treated more preferably than domes-

t ic enterprises,  foreign enterprises wil l  become advantageous in competi t ions,  which may

lead to be a problem in view of fairness. Namely, in inviting FDI, it is necessary to handle it

as one of driving forces for the whole economy, to analyze both aspects of its costs and ad-

vantages in comprehensive manners,  and to sufficiently examine its effects upon the entire

domestic economy, which must be noted.

13 － 2　FDI  Accep tance  Ach ievemen t s  Compar i son  among  ASEAN Coun t r i e s

Since 1986 when the new economic mechanism was made public, foreign investments came

to go into Laos which was behind other ASEAN countries in view of acceptance of FDI, and

as shown in Table 13 － 1, its acceptance total at the peak in 1996 increased up to the level

over 15 times higher than that in 1990. The rapid increase in net FDI may be one of the rea-

son why Laos could sustain i ts  economic growth at  higher level  in the former half  of  the

1990's in comparison with the former years. However, the acceptance achievement of this in-

creased FDI went behind that of Cambodia at the similar level in the latter half of the 1990's,

and further in 1998, declined a bit over one third of that of Cambodia.

Its population size as one of indexes representing domestic market scale is the third lowest

fol lowing Brunei  and Singapore  among ASEAN, and i t s  GDP appears  the  lowest  among

ASEAN, so such Laos has negative factors to FDI, while the rapid decline from 1996 may de-

lay its economic growth and affect badly upon its whole economy. The share of direct invest-

ment from Thailand to the whole is high, and the lingering economy in Thailand from 1996

may be one of the causes,  however,  i ts  decline ration appears highest  among ASEAN, and

further, i ts net FDI is far below its long term loans at present,  as a consequence, it  may be

known that Laos has many problems as an FDI acceptance country.

And from the fact that its acceptance achievements appear rather lower than its registered

capital ,  i t  is  supposed that there are some obstacles toward investment.  Now examinations
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which prevents foreign capitals aiming at  import substitution in Laos from advancing, and

the geographical  restrict ion without ocean causes trade costs with foreign countries going

higher.  I ts  exchange rates that had been stable since the policy changes in 1986 started to

decline in 1996, and then has been stable at the level of one-tenth of that in 1995 from 1999.

Along with rapidly declined exchange rates,  extremely high inflation was to be seen in the

latter half of the 1990's.

The small population and geographical restrictions of Laos are semi permanent, therefore,

they are not  considered as direct  main causes for the FDI decline in the lat ter  half  of  the

1990's.  On the contrary, the decline of the exchange rates and high inflation that continued

unt i l  1998 made macro economy management  extremely di f f icul t .  In  these  manners ,  the

macro economy environment of Laos saw confusions from 1996 to 1998, which may be over-

lapped with the declining tendency of FDI for these recent years.  As mentioned above,  in

consideration of the fact  that  most of FDI's  f lowing into Laos are Thai capitals,  the with-

drawal of Thai investors from capitals and the decrease of new investment projects are con-

sidered to the one of the main causes.  However,  as shown in Table 13 － 2, that the macro

economy environment of Laos is not so preferable in comparison with those of other ASEAN

countries is an undeniable fact. Leaving off excessive dependence upon specified economies

and stabilizing macro economy are the subjects for making Laos an attractive investment.

It is considered that one factor of the cases why Lao macroeconomy is weak is that domes-

tic productions are immature, so many consumption materials must be imported, and at the

Table 13 － 2　Major macro economy indexes among ASEAN
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shorter distance,  however,  at  present there are restrictions in the number of transportation

means and service quality, which are the subjects whose solutions must be made at once.

The important factor for FDI as well as roads, railroads and ports is labor quality, in other

words, the education level of the country embodied into labor forces. The education level of

Laos was at the lowest level among Southeast Asian countries in both quality and quantity

in its colonial period owing to colonial policies, while through the education oriented policies

by the new political structure, this problem is being improved gradually, nevertheless, from

various restrictions including the condition where many tribes with different languages and

customs spread out over a wide range of mountainous regions and so forth, the literacy rate

is low, and the percentage of middle class school attendance is the lowest among ASEAN ex-

cept Cambodia where civil wars continued until the middle of the 1990's. Education might be

a specific remedy for Laos with extremely scarce labor forces in comparison with Viet Nam

and Thailand to solve such an inferior educational condition. It must be done with less capi-

tal  and labor to increase the educational standard of the population around five mill ion in

comparison with the case to increase that for the population of around 50 million. It is no ex-

aggeration to say that to what level the educational standard can be increased in future will

decide the relative competitiveness of Laos in ASEAN as one of the world's highly growing

bases.

Table 13 － 3　Preparation conditions of hardware infrastructure of ASEAN
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13 － 5　Investment Application Procedures

What foreign investors must do first after completion of preliminary investigation is to ac-

quire investment permission. For this purpose, foreign investors must apply for investment

to competent  organ,  while the swiftness and transparency in this  applicat ion procedure is

considered to decide FDI acceptance achievements in the country concerned. In the case of a

country that has a large domestic market scale or is already enjoying a high reputation as an

investment objective, there is no problem in swiftness of application procedure, while in the

case as ASEAN countries where various conditions are similar,  the swiftness in application

procedure may affect upon flow-in FDI's.

As shown in Table 13 － 4, in each country of ASEAN, prompt responses are promised to

application for investment permission in laws. However,  the fact  is  that there is  condition

that days are counted from the date of official acceptance of application documents and so

forth, and even if application documents are accepted, their time limit may not be observed,

therefore, it  is pity that it  is difficult to compare the swiftness at which countries carry out

application procedures. But, when limited to the case in Laos, according to our investigations

conducted from August to September, 2000, the time required for application procedures for

investment application appeared to be eight months on average, and further, as for business

license and taxation certificate that must be obtained before actual start of business, it takes

over one full year in most cases. Most of advancing enterprises assert that answer time limit

should be arranged to application procedures, therefore, in order to avoid bad images to for-

Table 13 － 4 　Preparation conditions of software infrastructure of ASEAN
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eign investors, it  is necessary to give answer to investors in swift manners even in the case

the answer is no permission.

And the fact that time limit specified in laws is not observed gives to investors an impres-

sion that laws are not thought much of in this country,  leading to adverse influence to the

trust of the country itself ,  which is a grave problem. To avoid this,  i t  is  necessary to offi-

cially accept only ones with sufficient information for examination, by introducing official

acceptance date system as conducted in other countries, and to make swift answers along the

provisions of laws. Of course, these measures would not solve the problem completely, ac-

cordingly, it  is desired a system that enables swift measures while protecting national inter-

ests. "Express lane" that only Philippines offers may be effective for swift acceptance of FDI

with small influence upon social economy.

13 － 6　Incentive to be given to FDI

The preferential treatment items that ASEAN countries give to FDI projects at present are

shown below. And their summaries are shown in Table 13 － 6.

Laos

(1) Import taxes for raw materials and intermediate materials necessary for production

of products to be exported are exempted.

(2) Export taxes for finished products are exempted.

(3) Profit taxes and import taxes for FDI may be reduced or exempted according to scale

and profitability to society and economy, which is examined per individual case.

(4) Raw materials 1% import tax.

Table 13 － 5　Time required for FDI permission application in ASEAN countries



─ 154 ─

Cambodia

(1) Corporate tax ratio for other than natural resource development is 9%.

(2) Corporate taxes may be exempted for eight years at longest.

(3) Losses are carried forward for five years.

(4) No taxation on dividends.

(5) Import taxes of machine materials and raw materials are exempted provided 80% of

products to be exported or FDI within Special Promotion Zone.

(6) Export taxes are exempted.

Viet Nam

(1) With respect to FDI corresponding to any of export of 50% of products, over 500 em-

ployees, use of modern technologies, research and development, agricultural, forestry

and fishery business, and sufficient use of domestic products, profit tax ratio is 20%

for ten years,  100% for the first  one year,  and 50% is exempted for following two

years.

(2) Further preferential profit tax ratios 15% and 10% are given to FDI that satisfies se-

verer recommendation standards.

(3) Miscellaneous.

Thai land

(1) Non nationalization, prohibition of exclusive dale of FDI products by national compa-

nies, price deregulation, non permission of non tax import by national companies are

guaranteed.

(2) Products may be exported.

(3) Import prohibition of competing products.

(4) Measures necessary for recommended projects.

(5) Import taxes for import machines and raw materials are exempted.

(6) Exemption of corporate taxes for 3-8 years and loss carrying forward permission up

to five years.

(7) In  Specia l  Investment  Zone,  af ter  normal  Tax Hol iday,  fur ther  50% of  corporate

taxes are exempted.

(8) In Special  Investment  Zone,  amount  equivalent  to  twice of  water  supply,  e lectr ic

power, and transportation expenses for ten years are exempted from the initial sales.
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(9) In Special Investment Zone, 25% of facility investment expenses are exempted from

profits.

(10) Import FDI

① Import taxes for raw materials are exempted.

② Import taxes for re-exports are exempted.

③ Export taxes for all are exempted.

④ Amount equivalent to 5% of incomes increased by exports in previous year may be

exempted from taxable income.

Malaysia

(1) As for corporate taxes to pioneer FDI, only 30% of profits are imposed.

With respect to FDI in high-tech field, corporate taxation exemption for 5-10 years is

under consideration.  Corporate tax of FDI in Sabah, Serawak state,  East  Malaysia,

"East Coast" is imposed on 15% of income.

(2) Investment Tax Allowance.

(3) Import taxes and sales taxes for machines not produced at field are exempted. Import

taxes for machines to be used for direct  production, environment preservation, and

recycling are exempted.

(4) Import taxes of raw materials necessary for production for export are exempted.

Exemption of import taxes on raw materials that cannot be produced at field is to be

under consideration.

(5) Exemption of import taxes on raw materials and ingredients of finished goods with-

out import taxes is to be under consideration.

(6) Incentive measures are prepared according to FDI configuration or location.

Myanmar

(1) Tax exemption of corporate income for three years and expansion are to be exam-

ined.

(2) Reduction and exemption of profit  tax ratio in the case when internal reservation is

re-invested within one year.

(3) Research and development expenses in Myanmar are tax exempted.

(4) Losses may be carried forward for three continuous years from the year of their oc-

currence.
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(5) Import taxes for machine and parts necessary for production are exempted.

(6) Taxes for raw materials to be imported within three years from start  of production

are reduced or exempted.

(7) Exemption of commercial taxes to exporting type projects is to be examined.

Indonesia

(1) Machine import taxes of all  FDI's are exempted, and raw material  import taxes are

exempted for two years.

(2) For all  FDI's,  research and development expenses, training expenses, and waste dis-

posal expenses are recognized as costs.

(3) As for  FDI in  preferent ia l  f ie ld  and region,  losses  are  carr ied forward for  8－10

years.

(4) As for FDI in Northeast  Indonesia,  land and building taxes are exempted for eight

years.

(5) As for FDI that is recognized as pioneer and meets special conditions and is invested

in Java and Bali ,  corporate taxes are exempted for ten years at  longest ,  and others

for 12 years at longest.

(6) Incentive measures are given to FDI in bonded area in various taxation means.

Philippines

(1) With regard to FDI that  corresponds to Preferred act ivi ty of  Investment Priori t ies

Plan (IPP), and also corresponds to pioneer project,  corporate income taxes are ex-

empted from the year starting production for six years, while four years for others.

With regard to Less Developed Areas (LDA), corporate income taxes are exempted

for six years.

(2) With regard to  FDI wherein  capi ta l  labor  ra t io  c lears  a  cer ta in  s tandard,  amount

equivalent to 50% of direct personnel expenses is exempted from taxable income for

five years. As for FDI of LDA, twice of that may be exempted.

(3) Import taxes for breeding animals and plants are exempted for ten years from start

of business.

(4) Simplification of custom duty procedures to import of machines, parts, and raw mate-

rials, and export of finished goods.

(5) Machines to be re-exported may be used at home for ten years.
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(6) Additional reduction to infrastructure preparation related projects.

(7) Miscellaneous.

Singapore

(1) With regard to pioneer FDI, corporate income taxes are exempted for ten years.

(2) Taxable income to amount equivalent to 50% of facili ty investment expenses is ex-

empted.

(3) Income equivalent twice of research and development expenses is reduced.

(4) As for loss occurring by sale of stocks in foreign countries, up to amount equivalent

to investment capital may be reduced from other taxable incomes.

(5) Various facilities and services are provided in Free Trade Zone.

(6) Miscellaneous.

"Individual  negotiat ion" in Table 13 － 6 shows that  there is  necessi ty to conduct  indi-

vidual negotiation with the Government for obtaining incentive measures. It  shows whether

incentive measure is  given to FDI to "Export  type",  "Import  substi tut ional  type",  "FDI of

specific field" and "Specific region" or not. In the case of Laos, individual negotiation with

provision is required, except that custom duty is not imposed on import of goods to be re-ex-

ported. It is known that other ASEAN countries than Laos offer incentive measures uncondi-

tionally by Tax Holiday, FDI of specified field, advance regions and so forth. In this case, in-

dividual negotiation is required for the period of Tax Holiday and its expansion.

As mentioned above,  respect ive countr ies  have prepared rather  detai led incentive mea-

Table 13 － 6  Incentive measures to FDI in ASEAN countries
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sures along their own domestic conditions, the Government policies and the similar for for-

eign investors, and these incentive measures are roughly divided into two kinds, namely, the

ones wherein incent ive measures  are  automatical ly  determined,  and others  wherein indi-

vidual negotiations are required. In the case of Laos, there are a few kinds of incentive mea-

sures,  and most of them require individual negotiation,  which are conspicuous differences

from the incentive measures in other ASEAN countries.  If  each individual negotiat ion re-

quires time span of several months, then this may increase direct investment costs in Laos,

as  a  resul t ,  i t  may lose i ts  a t t ract ion as  an investment  target .  In  order  to  invi te  FDI and

make the most of them for economic development, it is indispensable to specify in detail the

system concerning FDI, especially i ts  granting qualification conditions for incentive mea-

sures,  and arranged things so that  direct  investment  in Laos can be made as  smoothly as

possible.

Incent ive  measures 2) to  FDI  may be  c lass i f ied  according to  the i r  charac ter is t ics ,  and

UNCTAD classifies incentives granted to foreign direct investments. This is useful when to

establish far detailed incentive measure system.

13 － 7　Inves tmen t  Cos t s

Labor costs ,  electr ic  power costs ,  water  supply expenses,  and fuel  expenses in ASEAN

countries are shown in Table 13 － 7. These data cannot be compared as they are since there

are differences in areas in a single country, and in the case of electric power and water sup-

ply charges, their calculation methods are extremely complicated and differ with countries.

Accordingly, these numeric values are only standards, not absolute ones, which please note.

However, in Table 13 － 7, except Malaysia, Indonesia, Philippines and Singapore at rela-

tively high level, in Indochina Peninsula countries where personal costs are still at low level,

especially in Laos, Cambodia,  and Viet Nam, it  is  known that the lowest wages per day of

Laos appears at the lowest level, while there is hardly difference in average monthly wages.

And Laos, where there are many foreign workers working at low wages in road constructions

and construction fields, is hard to be said an attractive investment target for labor-intensive

type foreign enterprises.







─ 161 ─

13 － 9　Conclusion

We have heretofore examined the macro economy environment, social and economic infra-

s t ructure  preparat ion condi t ions,  appl icat ion procedures ,  incent ive measures ,  investment

costs and so forth as factors to determine attractive points of Laos as a foreign direct invest-

ment objective, and the results thereof are summarized as below.

Among ASEAN countries,  the macro economy of Laos is  relat ively unstable,  therefore,

configuring a stable macro economy environment first  must be precondition to recover for-

eign investors'  trust in Laos. And so as to secure its long term stable economic growth, it is

necessary to leave off  excessive dependence upon specified economies and to configure a

structure strong against external shock.

With regard to social and economic infrastructure, the preparation conditions thereof in

Laos are rather undeveloped in comparison with other ASEAN countries,  and its originally

small domestic markets are separated. It  is urgently required to integrate its domestic mar-

kets by preparation of road network and improvement of literacy ratio, and to increase pro-

ductivity of its small labor force by enhancing its educational standard.

With respect to application procedures, since the actual conditions in other countries are

not so clear, comparison saw difficulties, however the fact that the time limit from applica-

tion to answer specified in laws is not observed may become obstacle before investors want-

ing investment in Laos, and nonconformity to laws itself may lose trust in Laos, and as a re-

Table 13 － 9　Rankings by various organs
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sult may invite a bad image as an investment objective, which must be considered seriously.

It is necessary to officially accept only ones can be examined swiftly, by introducing official

acceptance date system as conducted in other  countr ies ,  and to shif t  to  a  system wherein

laws are observed well.

The incentive measures that  Laos has prepared for  FDI projects  seem to lack detai ls  in

comparison with those by other  ASEAN countr ies ,  and fur ther ,  individual  negot ia t ion is

made the precondition for individual incentive measure, therefore, i t  is an actual condition

that  only large scale investment projects wherein "memorandum" is  prepared can take the

advantage of incentive measures.  However,  with this actual situation, initial  advantages of

incentive measures may not be attained, accordingly, in consideration of cost phases of re-

spective incentive measures,  i t  is  necessary to minimize wasteful costs,  and to establish a

system with clear standard how much incentive measure may be obtained with FDI following

to what standard, and to shift to a more transparent system.

In the phase of investment costs, in order to avoid wrong action owing to wrong recogni-

tion, it is necessary to recognize that direct investment costs in Laos are not so low in com-

parison with other ASEAN countries, which are frequently pointed out.

In conclusion, for the purpose of succeeding in invitation activities, indispensable are im-

provements of environment as an investment objective, establishment of investment promot-

ing offices in major investing countries, and positive public relation activities including ad-

vertisement by means of internet whose operation costs are extremely low.

――――――――――

Foo t n o t e s

1) There are indexes to evaluate investment and business environment as below:

   1. The Heritage Foundation's Index of Economic Freedom

(http://index.heritage.org/)

2. Transparency International 's Corruption Perception Index

(http://www.transparency.org/documents/cpi/2001/cpi2001.html#cpi)

3. Institutional Investor's Country Credit Ratings

(http://www.iimagazine.com/)

4. Euromoney's Country Risk Rankings

(http://www.euromoney.com/)
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5. IMD's World Competitiveness Yearbook

(http://www.imd.ch/wcy/ranking/ranking.html)

6. Global Competitiveness Report

(http://www.weforum.org/)

Economic Creativity Index

1. The PRS Group's International Country Risk Guide

(http://www.prsgroup.com/icrg/icrg.html)

2. A.T. Kearney's FDI Confidence Index

(http://www.atkearney.com/pdf/eng/GBPC_FDIfeb2001_S.pdf)

3. A.T. Kearney's Globalization Index

(http://www.atkearney.com/main.taf?site=1&a=5&b=4&c=1&d=17)

4. The World Bank's World Business Environment Survey (WBES)

(http://www1. worldbank.org/beext/resources/assess-wbessurvey-alt.htm)

5. Standard and Poor's Sovereign Ratings List

( h t t p : / / www . s t a n d a r d p o o r . c om /R a t i n g sA c t i o n s / R a t i n g s L i s t s / S o v e r e i g n s /

SovereignsRatingsList.html)

6. Moody's Sovereign Ratings List

(http://www.moodys.com/moodys/cust/RatingAction/rList.asp?busLineId=7&mode=rl)

7. UNDP's Human Development Index

(http://www.undp.org/hdr2001/)

8. The Fraser Institute's Index of Economic Freedom

(http://www.fraserinstitute.ca/publications/books/efw_2001/)

9. The Environmental Sustainability Index (ESI)

(http://www.ciesin.org/indicators/ESI/pilot_esi.html)

 10. Lao  Cam  Vn114  Thai74  Ma52  In86  Ph  Sg65

 11. The Tuck School of Business' (Dartmouth College) Emerging Market Access Index

(http://www.dartmouth.edu/tuck/fac_research/centers/caee_emai.html)

 12. Freedom House's Country Ratings

(http://www.freedomhouse.org/ratings/index.htm)

 13. Transition Report

(http://www.ebrd.com/english/region/tranrep/INDEX.HTM)
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2) The classification of incentive given to FDI by UNCTAD is shown below:

Fiscal incentive measures

   1. Profit type

Example: Reduction of profit tax ratio, Tax Holiday, initial loss carrying forward, etc.

   2. Investment capital type

Example: Accelerating depreciation, investment or re-investment incentive, etc.

   3. Labor type

Example: Lowering of social security expense standard, reduction of income tax ratio

according to the number of employees and skill levels, etc.

   4. Sales type

Example: Reduction of profit tax ratio by total sales, etc.

   5. Added value type

Example: Reduction of profit tax ratio according to rate of field production in product

value

   6. Other expense type

Example: Reduction of profit tax ratio by marketing and advertisement expenses, etc.

   7. Import type

Example: Reduction of import tax ratio of raw materials necessary for production, etc.

   8. Export type

Example: Exemption of export taxes, reduction of profit taxes by export, etc.

Financial incentive measures

   1. Aid money

Example: Provision of direct aid money to new FDI as necessary expenses, etc.

   2. Credit

Example: Borrowing and guarantee for loans, etc.

   3. Capital

Example: Capital charge to new FDI project by government as investor, etc.

   4. Insurance

Example:  Introduction of insurances covering various business r isks (sudden fall  of

exchange rates) and political risks, and setting of special insurance rate, etc.
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Other incentive measures

   1. Infrastructure preparation

Example:  Provision of land,  buildings,  plants,  communication facil i t ies,  t ransporta-

tion, electric power, water supply and so forth at lower prices than market prices

   2. Assistance services

Example: Assistance for capital procurement, assistance for preliminary investigation,

provision of information,  advice on marketing technologies,  assistance for training,

and other services

   3. Marketing assistance

Example: Preferential order receiving of public projects, regulations on new advance,

provision of exclusive right, etc.

   4. Priority access to foreign currencies

Example:  Special  exchange rates,  priori ty exchange rates by debt-to-equity conver-

sion, guarantee of foreign currency supply, etc.
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Khamsing Palatkhamone
Souknilanh Keola

（1）Investment Approval License

On average for the 50 foreign companies surveyed, it took eight months for FIMC to is-

sue an investment approval license. When a foreign company determines to invest in the

Lao PDR, it has to wait for eight months from the day of application to get a license. Be-

sides that,  only having a license is not enough to start  operations. After getting the li-

cense,  a  company must  go to the Ministry of  Finance,  the Ministry of  Commerce and

Tourism, etc.  to complete tax and other business-related procedures.  These procedures

took an average of 2.7 months for the 50 companies.  Industry sectors for which FIMC

spent  more than the average per iod of  e ight  months to  issue investment  approval  l i -

censes were hydropower (24 months), mining (13.5 months), wood (11.3 months) and edu-

cat ion (10.4 months) .  Sectors  given l icenses in the shortest  periods are garment  (3.8

months), service (5 months) and agriculture (6.5 months) (Table 14 － 1).

By company, the longest period was 30 months for one of the wood company. Mining,

industry and handicraft,  hotel and tourism, and hydropower companies all took the sec-

ond longest period of 24 months to get licenses. 11 companies (22%) reported that it took

more than a year to get licenses, while 23 companies (46%) answered it took more than

half a year.  Article 26 of the 1994 "Amended Lao PDR Foreign Investment Promotion

Law" requires that the applicant be notified whether an applied investment has been ap-

proved or not  within 60 days from the application date.  Under the current  regulation,

this period is 45 days for an investment project of up to a million dollars,  and 60 days

for a bigger project. Bigger projects must be approved by the Prime Minister before noti-

fying the applicant.

Furthermore, it takes nearly three months after the issuance of an investment approval

license until FIMC gives tax and other licenses. This means another 90 days or so. Since

"time is money" in business, the longer it takes to issue an investment approval license,

the worse the applicant’s business opportunity would be. FIMC must recognize this fact.

: I n t e r v i e w  S u r v e y: I n t e r v i e w  S u r v e y: I n t e r v i e w  S u r v e y: I n t e r v i e w  S u r v e y: I n t e r v i e w  S u r v e y
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（5）Determinants of FDI

Following are the survey results concerning FDI determinants. To a question whether

it is important "Q13-1 To gain benefit from cheap labour costs", 34.9% of the companies

surveyed answered "A (Very important)" and 20.9% answered "B (Important)", together

representing a little more than 50%. However, nearly the same percentage of the compa-

nies surveyed chose either "C (Not so important)" (25.6%) or "D (Not important at all)"

(18.6%). Classified roughly, sectors that think cheap labour costs are important are agri-

culture (100% of the companies in this sector selected either "A" or "B"), hotel and tour-

ism (66%), industry and handicraft (60%), trading (75%) and wood (66%). In Thailand,

the wage of  agricul ture workers is  140 baht ,  which is  three t imes higher than that  in

Laos.  Therefore,  cheap agricultural  labour force in Laos has been attracting investors.

Unexpectedly, a majority of the garment companies do not find cheap labour costs in the

country attractive. Since low wages mean low-quality labour force, the Lao labour force

is not so attractive as that in Thailand and Viet Nam, taking productivity wages into ac-

count. 80% of the banking and insurance companies do not regard cheap labour costs as

important (Table 14 － 5,  Figure 14 － 1).

Q13-2 asked whether "To get better access to natural resources" was an important in-

vestment determinant or not.  30.8% of the companies surveyed answered "A (Very im-

portant)" and 7.7% answered "B (Important)".  More companies chose either "C (Not so

important)" (15.4%) or "D (Not important at all)" (46.2%). In Laos, investments that uti-

l ize natural  resources are pract iced by such sectors  as  hydropower dam construct ion,

mining, hotel and tourism, handicraft and export.

Q13-3 asked if "To get better access to electricity" was an important factor in invest-

ment decisions. 43.2% of the companies surveyed chose "A (Very important)" and 21.6%

chose "B (Important)",  representing 64.8% in total.  This far exceeds the companies an-

swering "C (Not so important)" (16.2%) or "D (Not important at all)" (18.92%). This re-

sult shows that rich and cheap electricity in Laos has a positive effect on investment de-

cisions.

"Q13-4 To get better access to water" and "Q13-5 To get better access to land" have

the same level of positive effects on investment decisions. 31.6% of the companies sur-

veyed answered "A (Very important)" and 18.4% answered "B (Important)".  For inves-

tors, Laos is a country of rich and cheap electricity, water and land. Half of the compa-

nies considered the richness of these natural resources in determining to invest. In fact,
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nearly all  the foreign investors have been attracted to the nation's rich water resources

and electricity, vast land, and clean air, sand and soil.

Few companies determined to invest in Laos "Q13-6 To get better access to raw mate-

rials  or  the l ikes".  Companies that  answered "A (Very important)" or "B (Important)"

represent 8.1%, respectively.  67.6% answered "D (Not important at  all)",  while 16.2%

answered "C (Not so important)",  together representing 83.8%. This result  shows that

foreign companies coming to Laos do not expect to use domestic raw materials. It means

basic industries in Laos are still immature.

"Q13-7 To get better access to local Lao market" asked the importance of accessing the

local market. While about half of the companies surveyed (47.7%) regard accessing the

local market as the most important challenge, 43.2% do not think it  is an important de-

terminant.  Sectors that  recognized the importance of accessing the local  market  when

making investment decisions are banking and insurance, import-substitution industry &

handicraft ,  service and import .  The demand trends in the local  market have not influ-

enced at all the investment decisions by the garment companies exporting to Europe and

by the wood sector exporting to Thailand and Japan.

44.7% of the companies surveyed (companies that chose either "A (Very important)" or

"B (Important)") determined to invest in Laos "Q13-8 To get better access to neighboring

countries '  markets".  This indicates that Laos might be able to accept more land-linked

investments.

Only 9.1% of the companies surveyed decided to invest in Laos "Q13-9 To gain benefit

from Lao export quotas". All of them are garment exporters. Of the five garment compa-

nies, however, only two answered "A". One company chose "C", and one company "D". In

investing in Laos, these companies have been aware that they could not keep on if they

relied solely on GSP.

Asked if the respondent decided to invest in Laos "Q13-10 To enjoy incentives given

by Lao government",  "A" and "B" were chosen by 17.9% of the respondents ,  respec-

tively. However, more than half of the companies surveyed (56.4%) said the factor was

not important at all.  Including 7.7% that answered "Not so important", 64.1% are found

to have been unaffected by the factor in determining to invest in Laos. This result shows

that before launching investments, investors do not find the incentives provided by Laos

attractive.

Other determinants reported are as follows.
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wil l ingness  to  invest ,  due to  the  r igid  foreign exchange regula t ions  in  China.  There

should be some measures to provide fund to these investors.

To the question about the diff icult ies in "Q17-2 Remittance of the profi t  to foreign

countries", 72.7% ("C (Not so serious)" (18.2%) plus "D (Not serious at all)" (54.5%)") re-

sponded that remittance was not difficult. This is a positive factor of the Lao investment

environment for foreign investors. However, 27.3% answered either "A (Very serious)"

or "B (Serious)". These companies point out problems that occur at banks when they ex-

change Kips for foreign currencies.

To the question about the influence of "Q17-3 Macro economic instability" in Laos on

business,  60% chose "A (Very serious)" and 17.1% chose "B (Serious)",  representing

77.1% in total. Especially, import-specialized trading firms and the companies importing

raw materials  have suffered negative impacts  of  the foreign exchange rates decl ining

due to the Asian monetary crisis and other conditions. To give an example, as a result of

the declined exchange rates companies need more domestic currency to pay for imported

products, which decreases their revenues. Companies raising investment funds from for-

eign banks also have to pay back more money due to the decline. Hotels mainly targeting

Thai tourists are forced to halve their accommodation fees, because declining baht have

shrunk the  consuming power  of  the  tour i s t s .  In  genera l ,  s teep  inf la t ion  has  caused

higher  raw mater ia l  costs ,  expanding corporate  costs .  In  the  banking sector ,  a  large

amount of Kip accounts were drawn out from every foreign bank due to inflation, while

dollar  accounts increased at  some banks.  The macro economic instabil i ty has had the

most serious effect on the national wage level. While the Kip fell 11.4 times from 720 kip

in 1993 to 8,200 kip in January 2001, the wage level has not improved enough to compen-

sate for it .  As a result ,  the people's consuming power has declined. The shrinking con-

suming power in neighboring Thailand has decreased the export from Laos to Thailand.

The importance of stabilizing not only the macro economy in Laos but also the regional

economy should be recognized.

Asked about "Q17-4 Difficulty in recruiting necessary numbers of employees", 26.3%

of the companies surveyed answered "A (Very serious)", and 23.7% "B (Serious)". This

means 50% of the companies have difficulties in recruiting unskilled workers. The other

50% do not find it  difficult.  Workers from rural villages leave their jobs in sowing and

harvesting seasons,  keeping their  jobs for relatively short  periods.  Companies seem to

attr ibute their  leaves to the fact  that  they are not  accustomed to modern labour prac-
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tices.  However,  as long as there is  no significant difference in wage between familiar

farm work and jobs at garment factories, i t  would be difficult  to prevent these workers

from leaving jobs.

To the question about "Q17-5 Difficulty in recruiting skilled employees", nearly half of

the companies surveyed (43.2%) answered "A (Very serious)".  Including 21.3% of the

companies that answered "B (Serious)", 64.8% find it difficult to recruit skilled employ-

ees.  I t  is  very diff icul t  to  recrui t  English-speaking secretar ies  and managers .  Educa-

tional investment is required to turn employees into competent workers.  This is one of

the biggest problems of Laos as an investing environment.

"Q17-6　Infrastructure" asked about the problems in infrastructure that confront for-

eign companies operating in Laos. The most serious problem in physical infrastructure

is the nation's road conditions. It prevents the smooth operations of 70.2% of the compa-

nies (sum of "A (Very serious)" (40.5%) and "B (Serious)" (21.6%)). Transporting prod-

ucts to rural  areas is  hindered by road condit ions,  especial ly in rainy seasons.  I t  also

prevents the commuting of workers.  In rainy seasons,  load regulations are enforced to

prevent road damage,  so a truck can carry only as half  a  load as in dry seasons.  This

pushes up corporate costs. In regards to power conditions, 25.7% chose "C (Not so seri-

ous)" and 31.4% chose "D (Not serious at all)". This means 57.1% of the companies are

satisfied with power conditions. Currently electricity costs are relatively low, but are in-

creasing by 5% monthly. Blackouts often occur, though few of them last long. Prior to

scheduled blackouts, EDL is supposed to notify companies directly by phone. However,

sometimes notified blackouts do not occur as planned; meanwhile,  the notified compa-

nies turn off  their  machinery and wait  in vain.  In other t imes,  planned blackouts start

without warning. Since sudden turnoffs and turn-ons might break some machines, EDL

is required to manage the system carefully not to cause damage to companies. Regarding

water supply, 12.8% answered "C (Not serious)" and 43.6% answered "D (Not serious at

al l)" ,  showing that  56.4% of the companies surveyed are sat isf ied with water  supply.

Companies that chose "A (Very serious)" or "B (Serious)" complained about the foreigner

fee and frequent outages. No complaints were heard about water quality. As to telephone

connections, 48.6% of the companies either answered "A (Very serious)" or "B (Serious)".

This percentage is less than 51.4% including "C (Not so serious)" and "D (Not serious at

a l l )" .  Telephone connect ions  have dramat ical ly  improved in  the  pas t  ten  years .  The

Government’s efforts in this field deserve appreciation. However,  international phone
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rates are too expensive compared to international standards.  The number of fixed tele-

phone lines is insufficient. There are complaints that cellular phones are unavailable in

many areas.

Asked about "Q17-7 Legal systems problems", many companies said there were prob-

lems.  Nearly  half  of  the companies  surveyed (47.5%) chose "A (Very ser ious)" ,  and

27.5% chose "B (Serious)". Including A and B, 75% think there are legal systems prob-

lems. The problems pointed out are: ① regulations and standards are not clearly stated;

② laws are applied on a case-by-case basis; ③ negotiable; ④ few people know what laws

state, because they are not easily accessible. As a result,  governmental employees tend

to interpret them arbitrarily; ⑤ laws are not enforceable enough; and ⑥ since the judi-

cial system and laws are immature, one cannot launch new businesses. For example, one

cannot start a lease business, because bringing bad debts before the court is not easy.

To the quest ion about  "Q17-8 Diff icul ty in get t ing foreign currency to pay for  im-

ports", 50% of the companies surveyed chose "D (Not serious at all)". Including the com-

panies answering "C (Not so serious)", 71.9% do not feel difficulties in getting foreign

currencies. It is pointed out that the declining foreign exchange rates are more of a prob-

lem.

The biggest problem confronting foreign companies is that of tax. Asked about "Q17-9

Tax problems", nearly 60% of the companies (59.5%) answered "A (Very serious)". Fol-

lowing are major tax problems.

1） Even if there is no profit, a 1% minimum tax for total sales is imposed.

2）In relation to ① , if the amount of a 1% minimum tax exceeds a 20% profit tax, one

should pay the minimum tax.   In this  case,  the incentive of the profi t  tax does not

have any effect.

 ＞ ＜

no profit  → 1% minimum tax

35% profit  tax

Domestic companies

 20% profit tax

Incentive for foreign companies
1% minimum  tax
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3）Multiple taxation

The Government  imposes mult iple  taxat ion for  tabacco industry.   But  i t  i s  con-

ducted legally.  Quadruple taxation was introduced by the tax reform in March 1999.

① Tobacco company pays a 1 % import duty for tobacco leaves.  1% import duty is

an incentive provided by the Government under Foreign Investment Promotion

Law.

② The Government imposes a 50% luxury tax for production cost.

Article 6:  Processed shredded smoking tobacco 50 %, No 0001/MOF, dated 04/01/

1999 Notice of the Minister of the Ministry of Finance regarding Implementation

of the Executive Decree Modifying the Tax Law.

③ The Government imposes a 300,000 kip special excise tax for one big box (50 car-

tons, 890,000 kip on average)

　　　　　　　　300,000 kip=600 kip/small box × 10 boxes × 50 cartons

　　　　 (Notification of the Minister of Finance   No 1440/MOF dated 30/10/98)

④ The Government imposes a  10% business turnover tax for  sel l ing tobacco as a

finished product.

Article 2, No 0001/MOF, dated 04/01/1999 Notice of the Minister of the Ministry

of Finance regarding Implementation of the Executive Decree Modifying the Tax

Law

⑤ Finally, a company must pay the larger tax, a 20% profit tax amount or 1% mini-

mum tax amount

4）Effective protection tariff and its dilemma

Since both the garment tariff and woven fabric tariff are 10%, there is no taxational

advantage in producing garments in Laos. The effective protection rate for fabrics is

negative.

The tariff  on t issue paper is 35% in Thailand and 10% in Laos. Thailand protects

domestic products. As a result, Lao tissue paper competes with the products imported

from Thailand and smuggled products. Exporting tissue paper to Thailand is difficult

due to the nation's high tariff. In Laos, the import tariff on pulp, the material for tis-

sue paper, is 10%, which is equal to the tariff on paper. Thus, domestic paper produc-

tion is not protected. The effective protection rate for paper is negative.

 The import  tar iff  on nails  was 10%. Though raising this  tariff  was requested,  i t

has fallen to 5%. The import tariff on the material for nails has dropped from 5% to
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1%. Nail sales is subject to a 5% turnover tax, which is added to the price. The effec-

tive protection rate for nails is positive.

Tariff Rate

5）At one bank, a 10% "expense tax" is imposed on instant coffee, tea and water con-

sumed by the employees.

6）The income tax exemption point is too low (30,000 kip).  Even the minimum wage

level of 96,000 kip exceeds this point.

7）To gain a 1% capital tariff, which is one of the investment incentives, one must ap-

ply to the national government instead of provincial governments. Foreign companies

located in rural areas have to go to Vientiane, spending much time and cost.

As to "Q17-10 Competition with smuggling", most of the import substitution com-

panies compete with smuggled products, whereas export promotion companies do not

have such a  problem. Importers  are  forced to  compete  with smuggled products  as

well.  There is a dilemma here; imposing high tariffs on final products to protect im-

port substitution companies encourages smuggling, but dropping the tariffs increases

the competition between smuggled products and legally imported goods.

Asked about "Q17-11 Laborious import and export procedure", 41% of the compa-

nies surveyed answered "A (Very serious)",  and 12.8% chose "B (Serious)".  Import

substitution companies, importers and hotels that require international top brands all

point  out  the laboriousness of  import  procedures.  Since import  permits  require the

signature of the director, his absence inevitably delays the procedures. The establish-

ment of a proxy system will easily solve this problem.

To import  automobiles ,  for  example,  one is  required to submit  the fol lowing 22

forms. Such complicated import procedures result in ① fees that flow into governmen-

 Income tax exemption(30,000kip) Minimum wage (96,000kip)

Income tax will not be exempted
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the forms using manual typewriters each time they import something. It is more effi-

cient for companies to pay submission fees for import/export forms than to purchase

designated forms. It would help the Governmental side as well.

The first problem that foreign companies operating in Laos are faced with is a sud-

den issuance of notifications and decrees. Asked about "Q17-13 Sudden notifications

and decrees  issued by Lao government" ,  a  majori ty  of  the companies  (52.6%) an-

swered "A (Very serious)". Including the companies answering "B (serious)" (21.1%),

73.7% suffer with such decrees. The issuance of decrees affects corporate operations

because ① many of  them are  issued suddenly,  ② the Government  does not  consul t

companies in advance, ③ the Government does not thoroughly consider their  influ-

ences on companies, and ④ since decrees are issued after the enforcement of laws, the

former have a stronger legal effect.  Even though foreign companies have studied the

Lao laws before entering into the nationﾕs market,  they get confused by decrees is-

sued afterwards. This makes the nationﾕs laws nominal. Improvement measures to be

taken are ① holding a public hearing before issuance to hear corporate opinions, ②

holding explanation meetings for companies,  ③ suspending issuance if  i t  will  obvi-

ously have negative impacts,  and ④ issuing an official gazette so that everyone has

access to current decrees.

Foreign companies also heavily complain about "Q17-14 Inconsistent policy". A ma-

jori ty of the companies surveyed (62.6%) answered "A (Very serious)",  and 12.8%

chose "B (serious)". In total, 64.3% think that the governmental policies are inconsis-

tent. Major complaints presented are: ① FIMCﾕs views and those of other governmen-

tal agencies are inconsistent with each other. For example, even if a foreign company

has gotten an import  approval for materials on a 1% tariff  basis from FIMC before

entering into the nationﾕs market, after the company starts operations the Ministry of

Finance sometimes does not approve the 1% tariff; and ② some companies complain

loudly that if they had known the tax laws would be amended by decrees, they would

not have invested. Changing policies itself is not bad, but it is important to re-change

them if new policies turn out to have negative effects.  Strengthening the authorities

of FIMC is also required.
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Other difficulties in investment include: ① the Lao government is bureaucratic; ②

import procedures are not only complicated,  but take too much time; ③ though do-

mestic demand is high, import quotas prevent the expansion of sales.

（7）Problems in Selling Products or Services

Other problems in operating in Laos are:

1）When exporting texti le products to Japan,  i t  is  diff icult  to meet high standards re-

quired by Japanese buyers. They require such facilit ies as medical care rooms, needle

detectors, etc.

2）At two or three at midnight, the police come to hotels to inspect their guests. This in-

terferes with hotel operations.

3）In the Thai garment sector, a starting salary is 130 baht in every company. This pre-

vents  workers from moving from one company to another to get  higher wages.  Laos

should introduce a similar system.

4）Problems of bribing and sponging. Tax officers visiting companies sometimes try to

sponge dinner and gifts.

5）The Government should actively promote the development of export markets. There is

no information as to what kinds of products of which origin to export. Local chambers

of commerce and industry do not  make any contributions but  collect ing membership

fees.

6）Wood companies insist on the necessity to allot raw materials by priority and stably.

Their operating ratios are very low, because they cannot obtain enough wood for pro-

duction.

（8）International Transportation Problem

1）Transportation System between Laos and Thailand

In Laos,  there are  ten t rade points  performing foreign t rade along the borders .  In

Strengthening FIMC Authority

FIMC

1% import duty

Ministry of Finance

rejected it
v s
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Vientiane,  there is  a custom office in Thanaleng. Every trade between Vientiane and

Thai land or  third  countr ies  must  go through this  off ice .  Assuming that  one exports

products  f rom Laos  to  a  th i rd  country  v ia  Thai land,  le t  us  consider  t ranspor ta t ion

problems in export (Figure 14 － 3).

  The exporter should submit a document called "D3 form", together with invoices,

packing l is ts ,  etc.  to the Ministry of Commerce (In case of garment products,  to the

Ministry of Industry and Handicraft)  to obtain the export approval.  Truck freight has

to ① pass the inspection by the Economic Police (Department of Inspection, Ministry of

Commerce) and ② be sealed by the Department of Customs. These procedures are com-

mitted to forwarders.  There are about ten of them in Laos,  including T.L. Enterprise

(TLE), Lao Freight Forwarder (LFF) and Societe Mixte Transport (SMT). T.L. Enter-

prise was founded in 1991 as a joint venture with Thai capital  (51%) and Lao capital

(49%). Before that,  surprisingly, there had been no forwarder based on Lao capital in

the country. It  is hard to understand why the Thai capital represents a majority.  Stil l ,

i t  is a good thing that there are now more than ten forwarders 100% consisting of Lao

capital.

When one exports products from Laos to Thailand or a third country, one has to have

one of the above forwarders bring trucks to the custom office in Thanaleng. T.L. Enter-

prise has obtained a 15year l icense by a bid to use and manage the Thanaleng ware-

house. The custom office is located in a corner of the warehouse. In Laos, every owner

of  pr ivate  t ranspor ta t ion t rucks  should  jo in  an organizat ion ca l led  "Associa t ion of

Truck" to do transportation businesses.  There are 11 "Associations of Truck" nation-

wide (No. 1-11). Seven of them (No. 1, 3, 4, 6, 7, 8 and 11) are in Vientiane. The numbers

show operating areas; No. 2 represents Savannakhet, No. 5 Luang Prabang, and No. 10

Borikhamxay.

The significance of these associations lies in the Government's need to ensure tax in-

comes.  Collecting taxes from corporations such as T.L.  Enterprise,  Lao Freight  For-

warder and SMT is relat ively easy,  but  tax collection rat ios for small  businesses are

naturally lower. To solve this problem, the Ministry of Communication, Transportation,

Post and Construction gives an authority to manage private trucks to the "Associations

of Truck". In return, the Associations pay a certain amount of license fee. Association

members pay an annual membership fee of 25,000 kip. Each time freight is carried to

Thanaleng, the Associations issue a transportation certificate for 200 baht/truck. In ad-
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dition, truck owners pay a road tax of 50,000 kip to the Ministry of Communication,

Transportat ion,  Post  and Construct ion.  In this  way,  the Government organizes busi-

nesses with low tax collection ratios and makes the organizations collect taxes in the

form of license fees on behalf of the Government, thus ensuring the national revenue.

Having completed customs procedures on the Lao side, a truck crosses the Thailand-

Laos Mithaphab Bridge. The toll is 2,100 baht for a six-wheel truck and 2,440 baht for a

ten-wheel truck. After customs procedures in Nong Khai, Thailand are finished, all the

freight must be unloaded from a left-hand Lao truck and loaded into a right-hand Thai

truck,  because in Thailand the former type of trucks are regarded as dangerous.  The

freight is unsealed, and resealed after reloading. Since the custom office in Nong Khai

has no roof, freight can be damaged by rain while reloading. Besides, unsealed freight

might be stolen or exchanged or something might get into it.

Five companies  have l icenses to  provide t ransi t  cargo service from Nong Khai  to

Bangkok:  T.L.  Enterprise,  Ubol  Sahatham, ETO, Regional  Container  Line,  and Thai

Railway. Left-hand Lao trucks are not allowed to drive in Thailand, so T.L. Enterprise

has  to  own t rucks  on both  s ides  of  the  border .  In  o ther  words ,  i t  cannot  t ranspor t

freight from Laos to Port Klong Toey, Bangkok, Thailand without reloading. Other Lao

forwarders commit their freight to these five companies.

Trucks that carry freight from Laos to Nong Khai are not allowed to carry freight on

their way back to Laos. Similarly,  Thai trucks that carry freight to Laos cannot carry

freight from Laos on their way back. If this problem is solved, the oversupply of trucks

might occur.

If  one is  al lowed to bring containers into Laos,  there wil l  be no need to reload in

Nong Khai,  saving t ime and minimizing the danger of product damage. Currently the

Thai Government does not allow the use of containers. Once it is allowed, competition

between Thai  forwarders  and thei r  Lao counterpar ts  wi l l  cer ta in ly  heat  up.  In  that

case,  there is  no guarantee that  foreign companies operating in Laos wil l  prefer  Lao

forwarders.
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2）Transit Fee via Thailand

As described above,  to export  products  from Laos to a third country via Thailand,

freight must be unloaded from Lao trucks and reloaded into Thai trucks in Nong Khai.

Table 14 － 8 shows the transportation costs of transporting wood from Nong Khai to

Bangkok.

（9）Investment Incentives That You Need Most at the Moment

　Following are the incentives that foreign companies currently need.

1）The import  tariff  on machinery is  1% in Laos.  In Thailand, however,  imported ma-

chinery is exempted from import tariffs.

2）Abolition of the 1% minimum tax.

3）Establishment of a tariff barrier to protect import substitution companies.

Many companies think that there is no need for special incentives. Investors calculate

and take risks in doing businesses.  What they need is a fair  business environment and

judicial system.

（3）Recommendations

1）To real ize  a  one-s top service ,  an  in tegra ted  fore ign inves tment  promot ion off ice

should be established within FIMC. I t  wil l  save companies from the labour of  going

around agencies and redundant procedures.

2）A counseling center for companies should be established.

3）Governmental accountability. Although the Investment Law clearly states that a deci-

s ion about  an approval  of  an investment  of  up to  a  mil l ion dol lars  should be  made

within 45 days, companies sometimes have to wait  for more than a year.  The Govern-

Table 14 － 8　Details of the costs of exporting between Nong Khai and Bangkok (January 1991)
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ment should explain to companies what the problem is.

4）When a foreign company pulls out of the country, FIMC should interview the corpo-

rate people before they leave to understand what made the company to do so. Does i t

leave because of bad road conditions, frequent blackouts,  or unreliable administrative

services? By correcting problems that corporate people point out,  the nation's invest-

ment environment will improve.

5）To increase foreign currency reserves, the Government ought to require that compa-

nies obtaining their revenues in dollars pay taxes in dollars.

6）It takes eight months for FIMC to issue an investment approval license. Besides that,

only having a license is not enough to start operations. After getting the license, a for-

eign company must go to the Ministry of Finance, the Ministry of Commerce and Tour-

ism, etc. to complete tax and other business-related procedures. These procedures took

an average of 2.7 months for the 50 companies surveyed.

7） It should be recognized once again that a success in attracting one foreign company

creates jobs for 145 people, who will pay income taxes.

8）The stabilization of the macro economy such as restricting inflation and stabilizing

the foreign exchange rates is especially important for companies importing raw materi-

als. The Government should make every effort to stabilize the macro economy.

9）Foreign companies need human resources that understand English well,  have knowl-

edge of management, economics and law and can operate computers.

10）As to infrastructure, roads are especially important.

11）Laws are not well-equipped. Even more problematic is a sudden issuance of decrees.

12）Foreign companies complain most about the tax system in which the 1% minimum tax

is  imposed even there is  no profi t .  Companies committ ing an audit  to external  bodies

should be exempted from the 1% minimum tax. This might promote the dissemination of

the accounting system at the same time.

13）Incentives provided by the Investment Promotion Law, such as the 20% profi t  tax,

will only be effective if they are more attractive than those of neighboring countries and

should be designed to take this into consideration.

14）Under the current tariff system, the tariff on a final product and the tariff on the ma-

terials to make the product are the same percentage. This system must be amended.

15）Import/export procedures should be simplified as soon as possible.

16）The authorities of FIMC should be enhanced.
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17）As to the international transportation problems between Laos and Thailand, ① heating

up of the competition between Lao forwarders and their Thai counterparts,  and ② road

conditions in Laos should be noted.
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1 5 .   I s s u e s  o f  S t a t e - Ow n e d  E n t e r p r i s e s  i n  t h e  L a o  P e o p l e ' s1 5 .   I s s u e s  o f  S t a t e - Ow n e d  E n t e r p r i s e s  i n  t h e  L a o  P e o p l e ' s1 5 .   I s s u e s  o f  S t a t e - Ow n e d  E n t e r p r i s e s  i n  t h e  L a o  P e o p l e ' s1 5 .   I s s u e s  o f  S t a t e - Ow n e d  E n t e r p r i s e s  i n  t h e  L a o  P e o p l e ' s1 5 .   I s s u e s  o f  S t a t e - Ow n e d  E n t e r p r i s e s  i n  t h e  L a o  P e o p l e ' s

Motoyoshi Suzuki

15 － 1　Bas ic  In fo rma t ion  abou t  S ta t e -Owned  En te rp r i se  Refo rm

（1）Current Condition of Privatization of State-Owned Enterprises

In 1988, immediately after the transfer to market economy, there were 640 State-owned

enterprises (SOE) in Laos, 30% of which were relatively large enterprises controlled by

the central  government and the remaining 70% medium to small  enterprises controlled

by provincial state governments.  Privatization started in 1989 and over 500 SOEs have

been privatized in the eight years from 1989 to 1997. The number does not include 32 en-

terprises that  survived as strategic SOEs and 59 enterprises that  wil l  be ei ther  priva-

tized or abolished as non-strategic SOEs. Laos is privatizing fast in comparison to other

countries in transition to a market economy. According to the IMF, 103 enterprises out

of about 190 central state-owned enterprises have been privatized. In this report,  I  will

survey current privatizing conditions of these 103 enterprises with IMF reports cited in

some areas. ( attached tables showing the transfer)

1）Form of Privatization

Generally speaking, privatizing methods include ① lease, ② transfer of management,

③ total sales of assets and ④ joint venture. In Laos, 53 companies were leased; 35 com-

panies were sold ( including transfer  of  management);  and 15 companies formed joint

ventures. The majority of privatizing was done by lease. The state government leased in

most  cases because they did not  want to transfer  state-owned assets  and also because

real estate sales were legally prohibited. However, lease had its own problems: (a) Lease

would not at tract  new investment because i t  is  transfer of "management," not "owner-

ship": (b) Actual SOE management is not potentially monitored by the state government:

(c) Upon lease renewal, a lessee must repeat the privatizing procedure. For example, the

state government did not renew the lease of Lao Tobacco Co., which had been a first sub-

stantial lease to a Thai business. The state government refused the lease renewal on the

ground that the lessee had not made capital investment. Thus, the state government be-

came doubtful about the lease method and, since 1994, switched to other methods such

D em o c r a t i c  R e p u b l i c :D em o c r a t i c  R e p u b l i c :D em o c r a t i c  R e p u b l i c :D em o c r a t i c  R e p u b l i c :D em o c r a t i c  R e p u b l i c :
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as sales of assets and joint venture.

2）Sales Value:

The sales value aggregate between 1989 and 1997 was US$ 127 million, 60% of which

or US$ 75 million were contributed by joint ventures.   Most joint ventures were formed

with foreign capital .  If  foreign investment is  added in the f igure,  foreign capital  ac-

quired 86% of the value aggregate. Domestic investment exceeded the majority in num-

ber, but it  occupied only two-fifths the value of foreign capital as their value per pack

was small. Sales increased both in number and in value since 1991 and reached its first

peak in 1993 when Lao Brewery Co., merged with Thai capital. (Lao Brewery Co. occu-

p i ed  50%  o f  t h e  v a l u e  a gg r ega t e  f o r  t h i s  y e a r )   The  mos t  s i gn i f i c an t  c a s e  o f

privatization took place in this period. Lao Telecom merged with Thai capital in 1996,

bringing the second peak in value. (The value of Lao Telecom occupied 95% of the ag-

gregate for the year)  However, the privatizing has slowed down since 1994 because the

state government sold a considerable number of most prospective SOE to foreign inves-

tors between 1991 and 1993.

3）Employment:

The exact number of SOE employees privatized by 1997 is not available due to lack of

data, but a rough figure is 5,869 companies who bought SOEs carried over 90% of the

employees, so there was little effect on employment. (437 employees were laid-off.)  To

our surprise, foreign capital that merged with efficiently managed large enterprises car-

ried over the majority of the workforces, resulting in less firing cases than the domestic

buyout.  Laos privatized faster  than other countries in transfer thanks to employment

that did not become a radical social problem. However, many SOEs under state govern-

men t  c o n t r o l  w e r e  wo r r i e d  a b o u t  t h e i r  t r e a tmen t  a n d  s t a t u s  g u a r a n t e e  a f t e r

privat izat ion and remained negative about  privat izing unti l  the foreign capital 's  em-

ployment  pol icy became clear .  For  this  reason,  the  s ta te  government  was s lower  in

privatizing SOEs when compared to provincial governments' privatizing of their SOEs.

4）Financial Effects:

Since 1989, privatization has not influenced state revenue much except in 1992, 1995

and 1996. The state government appropriated the revenue of 4.6 billion kip both in 1992

and 1993 and 47.9 billion kip in 1996 by transfer of assets, but in other years, the rev-

enue remained between one bi l l ion and seven bi l l ion kip.  Sales of  the Government 's

share of Lao Brewery Co., in 1993 and of Lao Telecom in 1996 to foreign capital to es-
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tablish joint ventures provided revenue for the state government.  Particularly remark-

able contribution was made in 1996 with 26% of the total inflow of US$ 17.6 billion in

foreign capital. Annual revenue had remained between US$ 3 billion and US$ 5 billion

since 1991, but cumulative lease effects resulted in the appropriation of US$ 9.6 billion

in the 1998 budget and US$ 11.4 billion in the 1999 budget. Lease fees occupied 9% of

non-tax revenue in 1996, which increased to 13% in 1998. At first, most companies had

less than ten year lease terms, but since 1993, cases with over ten year leases have in-

creased in number.

5）Issues Pointed Out by IMF

In speed, Laos succeeded in rapidly privatizing SOEs, but Laos was faced with some

problems from the start of privatization. The problems included frequent application of

lease, a weak accounting system and lack of clear rank criteria and transparency. These

problems remain to this day. With the lease contract coming near completion, the state

government faces the choice of lease renewal,  sales to lessees or going back to state-

ownership, but the Government has not developed a basic policy about this yet.

（2）The Current Number of SOEs

Since 1998, Cabinet Office has the final authority on SOE reform planning. However,

management and supervision of existing SOEs remains under the jurisdiction of National

Property Bureau of Ministry of Finance to further contribute to state finance. MOF cur-

rently recognizes a total  of  130 SOEs as shown below. The number includes 71 SOEs

owned by the state government and 59 SOEs owned by provincial governments. MOF in-

cludes government owned SOEs on lease, but they only include lease by the state gov-

ernment, as there is no information available about provincial leases.

SOEs that are 100% owned by the state government are under the jurisdiction of eight

Table15 － 1
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ministries,  two unions (Women and Youth) and the Central Bank. MCPTC (Ministry of

Telecommunication, Posts, Transport and Construction, also called as Ministry of Public

Enterprise)  controls ten SOE and Ministry of Commerce and Tourism (MCT) controls

seven SOE. These two ministries control almost half of all SOE. By sector, SOE include

various utility service providers such as electricity and water services (eight SOE), con-

struction works (four SOE), trading companies (four SOE) and banks (four SOE.)

Among 54 SOEs that are 100% owned by provincial governments (including five com-

panies owned by Vientiane municipalities,) a significant number of public works organi-

zat ions occupy about  40% of  the total ,  including 21 road and i rr igat ion construct ion

SOEs. According to MOF, they have not determined the facts about provincial SOEs due

to their  lack of control.  Unless MOF has a clear and evident ground for refusal,  every

prefecture  may establ ish SOEs and individual ly  supply f inance f rom abroad,  for  ex-

ample. SOEs with less than 51% provincial control are not required to report to MOF if

they do not  receive dividends.  With a  fur ther  decentral izat ion of  power in  progress ,

there is  a large possibil i ty of establishing new provincial  SOEs: the state government

needs to coordinate the management and monitoring system.

There are currently eight joint  ventures including three joint  ventures owned by the

state government and five joint ventures owned by provincial governments. The former

includes Lao Brewery Co. (Government 49%: Thai capital 51%), Lao Softdrink Co. (Gov-

ernment 30%: Thai capital  60%: Domestic investors 10%) and Lao Telecom. (Govern-

ment 51%: Thai capital  49%)  The latter includes Lane Xang Hotel (Vientiane munici-

pa l i t i e s  30%:  Domes t ic  inves to rs  70%) ,  Phousy  Hote l  (Luangprabang  Prov .  30%) ,

Phouvao Hotel (Luangprabang Prov. 30%), Souvannaphome Hotel (Luangprabang Prov.

23.31%), Perfume Factory (Xayaboury Prov. 51％).

The state government has bought back Lao Brewery capital by the request of the Thai

shareholder and now the state government owns a 100% share.

As for SOE contribution to state finance, the FY1999 budget revenue appropriated a

total  of 35.7 bill ion kip of which breakdown includes a dividend of 22 bill ion kip and

lease fee of 13.7 billion kip. They occupy about 20% to 30% of the total non-tax income

(Its  assumed contribution to total  revenue is  2% to 3%.)  The total  sum has increased

since 1996, but the non-tax income share remains the same. The value of deficit supply

of losing SOEs remains unknown although it  can be assumed that it  may be included in

the account of "Capital and on-lending" in Table 15 － 2 below.
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Abbreviation

ME : Ministry of Education

MPH : Ministry of Public Health

MFA : Ministry of Foreign Affairs

MLSW : Ministry of Labor and Social Welfare

MCPTC : Ministry of Communication, Post, Transportation and Construction

MCT : Ministry of Commerce and Tourism

MOF : Ministry of Finance

MIH : Ministry of Industry and Handicrafts

C.L.W.U. : Central Lao Women Union

L.Y.U. : Lao Youth Union

BOL : Bank of the Lao PDR
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15 － 2　Main Legal System Concerning State-Owned Enterprises

Currently, there exists no special law in Laos that comprehensively provides for the activi-

ties of state-owned enterprises. However, the state government promulgated several decrees

to SOEs and applied various economy related laws accordingly not only to private companies

and joint ventures but also to SOEs since 1990. Major SOE related laws and regulations are

sorted out in the following table.

I would like to explain the main points of three Decrees listed above. I would also like to

explain the respective summaries of Business Law (enterprise system), Enterprise Account-

ing Law (Accounting system) and Tax Law (taxation system.)

（1）Decree

1）Decree No. 19

Decree No. 19, promulgated in 1988, comprises fifteen articles in four parts: ① General

Rules, ② Managing Committee and Executive Director, ③ Investment and Dividend, ④

Implementation Method. This Decree is still effective as the exclusive legal ground that

comprehensively  provides  management  and supervis ion of  SOEs.  The basic  idea  of

SOEs is put together in three articles comprising the General Rules in Part  One. That

is ,  Art icle  1 provides to the effect  that  SOEs (enterprises of  which over  50% of the

shares is owned by the state government) shall be vested with business autonomy, and

that they shall manage business to secure profits according to the policy of the manag-

ing committee, and that SOEs shall pay dividends prescribed either by the state govern-

Table 15 － 9　List of SOE Related Economic Laws and Decrees
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ment or major shareholders. Article 2 gives authority to the managing committee to is-

sue share certificates and to negotiate equity to employees. Article 3 provides that the

Ministry of Finance shall  represent the State Government against SOEs that are 100%

owned by the state government in the execution of (a) installation and dismissal of the

managing committee, (b) appointment and dismissal of members of the managing com-

mittee, (c) setting of goals of SOEs, (d) appointment and dismissal of SOE presidents,

(e) sale of companies or their major assets.

After the mention of independence of SOE management in Part One, Part Two provides

for the function of the managing committee (Article 4), the structure and appointment of

members of  the managing committee (Article 5) ,  appointment and the authori ty of  an

SOE president and vice presidents (Article 6). Part Three provides the purpose of invest-

ment and assets of SOEs (Article 7), investment decision-making methods and power of

the managing committee (Articles 8 and 9),  distribution of after tax profits (dividends,

officers' bonus, internal reserves, etc.) (Article 10). Part Four provides the jurisdiction of

the Ministry of Finance and cooperation of ministries concerned (Articles 11 and 13) and

the responsibility of Ministry of Finance as supervisor (Article 12). However, the scope

of decision making power of Ministry of Finance,  managing committee and executive

manager  (pres ident)  i s  not  s t ipula ted,  meaning that  there  is  a  fa i lure  to  c lar i fy  who

makes the management decisions and in what way. Thus,  we find that  some SOEs are

actually managed under the control of the state government despite the guarantee of in-

dependence by the Decree.

2）Decree No. 17

Decree No. 17, promulgated in 1990, prescribes the agreement in eleven articles de-

cided by the ministry council regarding privatization in response to the privatizing pro-

gram that started in 1989. The said Decree divides SOEs into those that need or do not

need to remain state-owned. The order provides to the effect that SOE that do not need

to remain state-owned shall  be privatized in forms of lease,  sale of total  assets,  joint

venture  and t ransfer  of  management .  Economy,  social ,  defense and secur i ty  re la ted

state-owned enterprises shall remain state-owned.

Upon privatizing SOEs: Decree No.17 would:

(a) In t roduce  corpora te  account ing  sys tems,  es t imate  asse ts  and ca lcula te  cos ts ,

debts and dividends of enterprises.
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(b) Install a committee to study privatizing feasibilities.

(c) Conclude a contract on matters regarding obligations of sellers and buyers, forms

of privatization, payment dues and business plans.

I t  specif ies  three points  as  the standard in studying privat izing feasibi l i t ies:  ① the

possibility to avoid loss of state assets, ② the possibility of keeping the business, ③ the

possibili ty of creating more employment opportunities.  It  provides that the bid method

shall  be adopted in the privatizing process.  As for the bid,  an Implementation By-law

was provided in May and October 1990, following this decree.

Lastly, i t  provides that the state government shall  supervise privatized SOEs and ap-

propriate accrued income in the revenue of the state budget.

Among these articles, the privatizing standard is crucial. However, our observation of

the privatizing condition finds cases that did not stick to the three criteria.  The bid in-

vi ted only low offers  and the s ta te  government  los t  prof i ts  as  a  resul t ,  which led to

many direct negotiations being sought with feasible partners.  The weak binding power

of the Decree has caused a considerable gap between the prescription and the reality.

3）Decree No. 7:

The state government prescribed dividends of SOEs in Decree No. 19 of 1988. How-

ever,  the state government promulgated the Decree to review dividends and capital  of

SOEs according to Enterprise Law in 1996 due to the facts that the degree of SOE con-

tribution to the state f inance st i l l  remained small  and that  some SOE faced under- or

over-capitalization. Details of the Decree are described below.

(a) SOEs that are 100% owned by the state government and joint venture SOEs shall

develop profit distribution plans upon consideration of internal reserves (Basically, the

Enterprise Law prescription of keeping internal reserves between five and 10% of prof-

i ts  shal l  apply accordingly.)  payment  of  borrowing,  reserves for  business expansion

and directors'  bonuses.

(b) After the managing committee, prescribed in Business Law, approves the above-

mentioned dividend plans,  SOEs shall  apply the dividend plan to the Ministry of Fi-

nance. The Ministry of Finance shall study contents and approve the plan. In case when

Ministry of Finance gives an opinion about enterprise investment regarding a strategic

SOE, the said SOE shall  develop another enterprise development plan and apply i t  to

the State Planning Committee for the approval of the Diet.

(c) SOEs that are 100% owned by the state government and joint venture SOEs shall
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accumulate capital  according to the company size to enhance management efficiency

and recover capital that is used for non-business purposes or in unauthorized areas.

(d) SOEs shall pay dividends to the state after adding depreciation to develop market

economy policy and to cultivate and strengthen SOEs.

The major point of this decree is (d) dividend payment. In the past, the state govern-

ment required SOEs to pay to the state the equivalent value of depreciation expense re-

gardless of profits or losses. With this decree, however, SOEs shall pay dividends based

on profits after depreciation.

（2）Business Law

The Business Law, which was enacted in 1994,  comprises 97 art icles in four parts:

Part  One,  General  Rules,  Part  Two, Corporate Person and Enterprise Requisi tes ,  Part

Three, Business Management System and Part Four, Final Provisions. This law falls un-

der the Commercial Code of Japan, but Lao Business Law does not have provisions about

commercial acts, bills or checks. They place major importance on prescription of corpo-

rate law. However, this law is one of the important fundamental laws prescribing the ju-

dicial personality of the businesses including SOEs and their management system forms.

I would like to describe the provisions in Parts One, Two and Three that are particularly

pertinent to SOEs.

1）Business Classification (Part One: General Rule)

Art ic le  4  c lass i f ies  the  business  forms in  Laos into  four  kinds:  pr ivate  enterpr ise ,

state-owned enterprise, union-owned enterprise, joint venture (a joint venture of a SOE

with either a domestic or foreign business partner and a joint venture of a private com-

pany with either a domestic or foreign business partner). Article 5 provides that all busi-

ness forms are equal under the law. Article 8 provides that the minimum registered capi-

tal including SOE shall be over one million kip (US$ 111.00, US$ 1 = 9,000 kip in conver-

sion).  As the law does not specify the payment due date or the capital amount, we ob-

serve cases of which registered capital does not equal the paid-in capital

2）Specific Business Areas (Part Two: Business Requisites)

Article 13 lists specific and important business areas regarding the national defense,

economy and society of Laos and prescribes to the effect that they shall  be controlled

by the state. In concrete, they include eleven industries of fuel, electricity, water, tele-

communications, timber, mineral resources, food, medicine, chemistry, alcohol and to-
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bacco.  The provision prescribes that  the s tate  government shal l  regularly decide the

business areas to control. The strategic SOEs, a list of which was published by the Gov-

ernment in 1995, covered these industries.

3）Business System of SOE (Part 3: Business Management System)

Chapter 4 of Part  Three prescribes SOE related provisions. Articles 77 to 86 define

SOE and prescribe power of Ministry of Finance, appointment and function of the man-

aging council members and appointment and duty of executive directors. Details of re-

spective articles are described below:

A. An SOE is a business system established with the exclusive ownership of or with a

minimum of 51% ownership by the s tate .  A 100% state-owned enterprise is  cal led a

regular SOE. A company in which state ownership is over 51% but less than 100% is

called a joint  SOE. A company in which state ownership is  less than 51% is called a

joint venture. (Articles 77-78)

B. An SOE is responsible for its debt. An SOE may increase capital through supply of

finance by borrowing from domestic or foreign financial institutions or by issuing com-

pany bonds. (After obtaining the approval of the Government.)  (Article 79)

C.  The Minis t ry  of  Finance has  the fol lowing powers  as  the representat ive of  the

owner, the state government:

・To establish and propose dismissal of the SOE:

・To decide the SOE goal:

・To appoint and to dismiss the chairman, vice-chairman and other members and ex-

ecutive directors of the managing council:

・To decide the bonus of the managing council members:

・To propose the transfer of SOE business or the sale of assets:

D.  The managing counci l  comprising a  minimum of three and maximum of eleven

members shall manage the SOE. Among them:

・The Minister of Finance shall appoint a chairman with the approval of authorities

concerned.

・The Minister  of  Finance shall  appoint  a  vice-chairman with the approval  of  au-

thorities concerned.

・The Ministry of Finance shall  appoint other council  members from the employee

representatives or persons with business experience. The term of the members of the

managing council is three years with the option of reappointment (Article 82).
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E. The managing council has the following powers: (Article 83)

・Choice of business strategy

・Assessment of business activities

・Proposal of appointment and dismissal of executive directors

・Decision of salaries of the company president and vice-president based on the pro-

vision prescribed by Ministry of Finance

・Decision of capital structure

・Decision of debt to capital ratio

・Decision of productivity goal

・Sales of company bonds to employees or general public

・Appointment of a person in charge of accounting based on the president's proposal

・Proposal for appointment of auditors

・Proposal of changes in SOE capital and bylaws

F. The executive council shall convene a general meeting every three months. A spe-

cial meeting may be convened at any time by the request of the chairman of the manag-

ing council or by the proposal of half the members of the managing council. (Article 84)

G. The Ministry of Finance shall  appoint or dismiss the president of the SOE based

on the proposal of the managing council .  The managing council  shall  appoint a vice-

president based on the proposal of the president. (Article 85)

H. The president has the following powers. (Article 86)

・The president shall  follow the strategic goal and plans adopted by the managing

council and shall be responsible for the management of the company.

・The president shall decide matters within the scope of business that the managing

council decided.

・The president  shal l  submit  a  management plan,  asset  inventory,  business report

and a  special  report  a t  the  request  of  the  managing counci l  before  the general

meeting of the managing council.

I.  An SOE's capital account comprises capital,  surplus and net profit of the term. An

SOE's after tax profit of each term shall be distributed in the order of surplus in bylaw,

payment of principal of domestic and foreign borrowing, reserve for expansion of pro-

duction, other surplus excluding social welfare fund and dividends to the state. (Article

87)

As seen in E and H in the above,  the provisions st ipulate powers of  the managing
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council and the president regarding management decision making: that is that the man-

aging council, the highest decision making authority, shall supervise the president, who

is the chief executive in charge of day-to-day operation. On the other hand, as seen in D

and G, the provisions prescribe that the chairman, vice-chairman and all other members

of the managing council and the president of the SOE shall be appointed and dismissed

by the Minister of Finance, and the Ministry of Finance shall control all personnel mat-

ters as owner of SOE. Regarding internal reserve described in I,  Article 24, Chapter 1,

Part Three prescribes to the effect that general enterprises shall put aside 5 to 10% of

after tax profit. This article applies accordingly to SOEs.

（3）Corporate Accounting Law

1）Features of Corporate Accounting in Laos:

Accounting laws and regulations of Laos comprise the "Enterprise Accounting Law"

and i ts  sub provisions including the "Enterprise Accounting Law Implementation Or-

der" (Decree) and "General Accounting Plan."  They apply to all  enterprises active in

Laos including SOEs. The "Enterprise Accounting Law" was enacted in 1990 with the

purpose to coordinate infrastructure in transition to market economy and to establish a

proper state accounting system. Laos is the only country among Asian nations with the

law named as enterprise accounting law, and is unique in that sense. The Japanese cor-

porate accounting system comprises three kinds of accounting: they are ① accounting

with the purpose to protect shareholders and creditors based on the Commercial Code;

② account ing with the purpose to  protect  general  investors  based on the Stock Ex-

change Law; and ③ accounting with the purpose to collect tax based on the Corporation

Tax Law. In Laos, however, the Business Law, which falls under the Japanese Commer-

cial Code, does not have accounting provisions. There exists no stock exchange law, ei-

ther,  because Laos has no stock exchange.  Therefore,  the reali ty of the corporate ac-

counting law of Laos is tax accounting.

The Enterprise Accounting Law comprises a total of 28 articles: Chapter 1 : General

Rule, Chapter 2 : Accounting system, Chapter 3 : Reporting Forms, Chapter 4 : Rules of

Profit Valuation and Calculation, Chapter 5 :  Vouchers, Auditing, Evidence in Assess-

ing Open Principles of Corporate Contents, Chapter 6 :  Penal Regulations, Chapter 7 :

Final Rules. Accounting in Laos is deeply influenced by French accounting. The stan-

dard accounting system of Laos takes after  the French system. For example,  account
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items in the debit of the balance sheet are set out from fixed-first order, not from cur-

rent-first order. Credit is stated with the capital accounts first, not from liabilities. The

profit and loss account includes net profit of the term after proceeds and expenses only:

they are not classified into profit  and loss in stages of gross profit  and loss, operating

profit and loss or standing profit and loss.

Businesses in Laos, including SOEs, adopt the accrual concept and double entry book-

keeping. However, their actual accounting practices fall  far short of International Ac-

counting Standards (IAS). In Laos, the majority of businesses are at too early a stage to

adopt IAS into their  account booking.  Some state-owned commercial  banks compose

IAS based financial statements, but all other SOEs adopt the Laos accounting method of

composing profit  and loss statements and balance sheets.  I t  does not seem likely that

the system will change at any time in the near future. Thus, many businesses owned by

foreign capital prepare two kinds of financial statements, one based on IAS for the par-

ent company and the other based on the Laos accounting method for domestic use, espe-

cially for tax authority purposes. In the next section, I will  discuss the features of ac-

counting laws and regulations of Laos.

2）Accounting System:

The accounting laws and regulations of Laos prescribe the following three kinds of

accounting systems according to the size of the business.

a）A small  sized business with less than five employees shall  use basic accounting

that  comprises only a profi t  and loss account.  The profi t  and loss account is  divided

into proceeds and expenses, which are stated in the form of detailed operating and non-

operating categories.

b）A general business is requested to implement standard accounting. It  comprises a

balance sheet with attached statement of borrowings,  profi t  and loss account,  perfor-

mance index,  s tatement of  source and applicat ion of  funds and stat is t ical / tax report .

The balance sheet publicly states assets in the order of fixed assets,  operating assets,

non-operating assets and liquid assets, and debt in the order of shareholder's assets and

borrowings, operating debt, non-operating debt and liquid debt.

c）A large sized company may use enlarged accounting. It attaches cost statements by

depar tment  and by product  or  by service  to  the  s tandard f inancial  s ta tement  that  is

used by a general business. This accounting system is approved by the Ministry of Fi-
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nance.

3）Basic Principle of Accounting

Article 8 of Enterprise Accounting Law prescribes ten basic principles of the account-

ing system of Laos. They are:

① Accounting shall be conducted in the language and currency of Laos.

② All the businesses except small sized businesses shall use double entry booking.

③ It shall be based on the voucher in the fixed order with the reference number and

the date.

④ It shall be written in the order accrued.

⑤ A business shall  have a book of original entry(journal) to prepare profit  and loss

statements, balance sheets, statements of source and application of funds and sta-

tistical/tax reports.

⑥ Reliable accounting shall be conducted to conserve assets by preventing errors and

mistakes, wrongdoings or embezzlement.

⑦ Accounting records shall secure the truth about and value of assets and debts.

⑧ All the account booking shall  verify the origin,  correctness and the subject with

evidential documents.

⑨ An accounting book shall record transactions that take place in one business year

to be adjusted at  the end of  the closing date without  any delet ion,  crossing out

mark or insertion.

⑩ Accounting documents shall be kept for ten years.

The basic principles include categories promoting correct tax payment to the state as

seen in tax reports in  ④  It shows that the accounting of Laos is of a pro tax nature. In

addition to basic principles of accounting, provisions include that:

The fiscal year shall be the twelve months to December 31. (Article 10)

A balance sheet shall be prepared based on the original cost. (Article 13)

Assets shall  be revalued when the business is reduced in scale or goes into liquida-

tion. (Article 15)

When the acquisition cost of assets is less than the current value on the closing date, it

shall be appropriated with the acquisition cost, and when it exceeds the current value, it

shall be assessed with the current value to write off the differential. (Article 17)

5）Accounting Audit
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The Commercial  Code and Enterprise  Accounting Law Implementat ion Order  pre-

scribe accounting audit  of general businesses.  In case of SOE, however,  both the Na-

tional Audit Office (NAO) of the Cabinet Office and the Accounting Professional Orga-

nization Body (APOB), the lower organ of Ministry of Finance, conduct audit. The NAO,

which is  posit ioned higher in the office hierarchy than the APOB, was established in

1998 and audits  SOEs,  government organizat ions and organizat ions that  receive aid.

(NAO is  equivalent  to Board of  Audit  of  Japan)  They audit  33 SOEs that  are 100%

owned by the state government to examine whether they prepare f inancial  statements

correctly and report to the prime minister in case of unfair practices or window-dress-

ing.  The NAO faces a large problem of SOE asset  revaluation and they are currently

studying the merits and demerits.

（4）Tax Law

1）Taxation System and Tax Rate

Tax Law, enacted in 1995, classifies corporate tax including tax on SOEs into ① turn-

over tax, ② excise tax, ③ profit tax, ④ minimum tax and ⑤ service and commission fee.

① and ② are indirect taxes and ③④ and ⑤ are direct taxes. These taxes are collected

through the Taxation Bureau, Tariff Bureau and National Property Bureau of the Minis-

try of Finance. Respective taxes are prescribed by the Decree. The following is the cur-

rent tax condition, which is reviewed regularly.

a）Turnover tax:

Turnover tax is imposed on import and on the sale of imported or domestic prod-

ucts .  Decree prescribes two tax rates of  5% and 10% corresponding to the invoice

value.

b）Excise tax:

Excise tax is  an addit ional tax of uniform rate imposed on import  and on sale of

specific goods such as luxury goods and strategic substances: in concrete, petroleum

(5-23%), alcohol (50-60%), tobacco (50%) and cosmetics (29%).

c）Profit tax:

Profit  tax is imposed on 35% of profit  before tax to Lao corporation according to

Taxation Law, and 20% of profit before tax to foreign corporations according to For-

eign Investment Control Law. General administrative expenses, depreciation expenses

(declining-balance method and straight-line method), unexpected expenses regarding
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inventory and accounts  receivable and r isk reserve may be deducted from taxable

profit.

d）Minimum tax:

Minimum tax is of a uniform rate, imposed on corporations using enlarged account-

ing systems or standard accounting systems. The minimum tax rate is 1.5% of the to-

tal income of one fiscal year.

e）Service commission fee:

Tax Law prescribes to the effect that commission fee shall be paid upon tax regis-

tration, acquiring of business license, visa and broadcast license. Decree provides the

rate.

2）Tax Deduction Items and Tax Incentives

SOEs are  t rea ted  in  the  same way as  o ther  corpora t ions  regarding tax  deduct ion

items, and with no tax incentives.

a）Tax deduction items

・Deprecia t ion  i s  appl icable  in  both  decl in ing-balance  method and s t ra ight - l ine

method. However, real estate shall not be deemed as an asset subject for depreciation.

Initial expenditure may be depreciated in two years.

b）Tax incentives

・A 20% profit  tax is  imposed on foreign corporations whereas one of 35% is im-

posed on Lao corporations at a flat rate, regardless of the size or difference in kind of

a business.

・When foreign corporations examine equipment in Laos, only a 1% machine import

tariff is imposed on them, replacement parts and other means of production. They are

exempt from tax on turnover.

15 － 3　Managemen t  o f  Ma in  F ive  S t a t e -Owned  En te rp r i s e s

The SOE questionnaire by CPC/NERI is scheduled to cover approximately 50 enterprises

including privatized enterprises by the end of the year.  This report  covers interviews with

five major enterprises as given in the table below, based on the classifications and types of

SOE defined by NERI.

Two interviews have been conducted on each of the enterprises. The first hearing was con-

ducted on the corporate profile, profit or loss conditions, financial position, and managerial

tasks while the second emphasized on the details and processions of privatization, manage-
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rial board and discretion, mechanism of price determination, management policies.  The fi-

nancial statements (income statement and balance sheet) of the four enterprises except Lao

Aviation were submitted at the time of visit. Since the financial statements (5 quarters each)

of the three enterprises,  Lao Brewery, Lao Tobacco and Lao State Fuel were created based

upon Lao accounting and did not correspond to Japanese accounting, the account titles have

been rearranged. The financial statement submitted by Pharmaceutical No.2 was created in

accordance with the international accounting standards (refer to the appendix for these in-

come statements. Because Lao Aviation is currently under a financial audit by the National

Audit Office of the Prime Ministers Office, the income statement was not yet available, and

therefore,  the relevant  f igures  were obtained through the interview.  The summary of  the

managerial situations of each enterprise is as given below.

（1）Lao Brewery Co. Ltd.

1）Corporate Profile

The predecessor  of  Lao Brewery was es tabl ished in  1973 as  a  jo int  enterpr ise  of

French and domestic capital  and was nationalized in 1975. The current manufacturing

system was established under license from Kloster Bier of Germany. Since then, the en-

terprise was the only 100% government owned SOE manufacturing and sel l ing beer ,

"Beer Lao". It was privatized in 1993 through a joint venture with Thai capital.  As the

Thai partner,  I tal-Thai  (construction) and Loxley ( trading) on a equal  basis  acquired

51% of the shares and the Lao government held the remaining 49%. Ever since,  Lao

Brewery had been operating as one of the representative privatized enterprises in Laos.

Table 15 － 10　State-Owned Enterprises Covered by this Report
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However, it  was re-nationalized on the completion of the repurchase of the 51% shares

held by Thailand by the Lao government in September (details below). Under the Lao

business Law, the ownership of the enterprise currently belongs to the MOF.

The factory is located approximately 30 minutes by car from the center of Vientiane

city. With a total of 450 employees and as a single business establishment, the annual

production of beer is 50 million  l(manufacturing capability 60 thousand, as of 2000).

The transition of production over the past four years is as follows: 1997 - 28.6 million

k  l → 1998 - 33.2 million kl l → 1990 - 33.4 million k  l → 2000 - 50.8 million k  l. Produc-

t ion decreased in 1999 due to poor business condit ions.  However,  capital  investment

helped a recovery in 2000, and there was a 52% increase over the previous year.  The

market  share s i tuat ion is  c lose to  a  monopolis t ic  condit ion,  in  that  the organizat ion

holds 99% of the share. This did not change either before or after privatization. A con-

sulting contract is in effect with Germany and France for beer manufacturing technolo-

gies.  The production line is highly advanced and does not differ from the factories of

advanced nations. However, the production of beer is still only 5%. Other than beer, the

enterprise manufactures drinking water (in plastic bottles).

2）Details and procession of privatization

The business condition prior to privatization was favorable but a joint  venture was

put into effect with Thailand as a symbolic example to externally indicate the policy of

transition to a market economy. The two Thai companies were not in the beer business.

There were chosen as partners, however, because a higher acquisition price was offered

than that of other companies.  Other beer manufacturers also made approaches but of-

fered a lower price than that of the Thai companies. Eventually, price negotiations were

made by the Government  (Foreign Investment  Management  Cabinet ;  FIMC -  current

CPC) and without bidding, the two Thai companies were chosen.

No negotiations were held between Thailand and Lao Brewery and a notice was di-

rectly sent from the Government. Management from Lao Brewery did not participate in

the determination process of privatization. Primarily, a beer manufacturer should have

been chosen as the partner for  the joint  venture.  However,  the Government only had

"privatization" in mind and did not have enough information about the partner. There-

fore, after two years a plan was devised to search for a strategic partner including beer

companies.  However,  since the company experienced a constant increase in both rev-

enue and profit, this plan petered out.
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3）Managerial board and discretion

A managerial board was established after the joint venture and consists of six mem-

bers from Thailand and five from Laos.  The breakdown of the members from Laos is

Ministry of Industry and Crafts 1, MOF 1, MOC 1, and two members from Lao Brewery

(President and Vice president). The Ministry of Industry and Crafts, the competent au-

thority, is the chairman. The members from Thailand are chosen by the shareholders of

the two companies, Ital-Thai and Loxley. The members from Laos are appointed by the

MOF.

Since the two Thai companies hold 51% of the share, management should be held by

both parties, but actually Laos was completely in charge of the management. However,

since is  was writ ten in the contract  with Thailand that  foreign investors should hold

over 75% of the shares within two years, the Lao government did not request for a ma-

jority. On the other hand, appointed to be in charge of management, Lao Brewery was

able to determine various important matters freely, and therefore, desired that the Lao

share would remain at 49%. In fact,  determinations of capital investment and procure-

ment were made by Lao Brewery without consent from the MOF.

4）Profit and loss conditions

With the increase in sales of beer, since privatization in 1993, revenue has increased

at a considerable rate. In concrete terms, the figures were as follows: 1997= 27.9 billion

kip (approximately ￥3.7 million, 75kip/yen)→ 1998 = 58.0 billion kip (￥7.74 million)→

1999 = 151.5 billion kip (￥20.2 million)→ 2000 = 256.3 billion kip (￥34.17 million).

Sales of 2000 proved to be nine times greater than in 1997. The major factors for the in-

crease in revenue were the increase in quantity and the rise in unit price. Sales quantity

has increased six times from 1993. This is due to the business efforts to expand the re-

tail  of beer throughout Laos.  There are no restrictions for the retail  of l iquor in Laos

and anyone approved by the company may sell  our products.  Currently, there are over

3,000 retailers.  The increase in consumption is closely linked to this expansion in the

distribution network, and eventually with the increase in sales.  Furthermore, there are

two sales routes, one using wholesalers and another bypassing wholesalers.

For profit  and loss,  since most of the material  for beer manufacturing is  dependent

upon import (ex. Germany - hops, malt; Thailand - bottles, cases), dollar debts are influ-

enced by the fluctuation of exchange rates. However, Lao Brewery is achieving an in-

crease every quarter  with the reduction of f ixed costs  charges due to the increase in
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production and the increase in shipment prices corresponding to the exchange rate fluc-

tuations.  In concrete terms, the transit ion of the profits after tax after 1997 is as fol-

lows: 1996 = 12.0 billion kip (￥160 million )→ 1998 = 23.5 billion kip (￥313 million)→

1999 = 65.6 billion kip (￥875 million)→ 2000 = 107.7 billion kip (￥1,437 million). The

rate of increase is very high. Basically, the company is able to determine the prices in-

dependent of the Government,  for example, when the price of Kip declined due to the

Asian currency crisis, we raised the price four times to surmount the critical condition

(however, the price raise was made based on the CPI and reported to the MOF and Min-

istry of Industry and Crafts ). Furthermore, corresponding to the increase in production,

the number of employees has almost doubled from 264 in 1993 to 452. Cost reduction

has been achieved by the shelving the raise in employment costs.

The shipment price of beer is currently 3,700 kip/bottle. 55% is tax and the rest is the

cost  and margin.  The breakdown of tax (2,035 kip/  bott le)  is  commodity tax (cost ×

5%), additional commodity tax (900kip/1), sales tax (wholesale price × 10%), profit tax

(200 kip /bottle). The shipment price is, in general, the same nation wide. However, the

minimum price of 4,500 kip is only determined for the retail price. The sales margin is,

at most, 500kip, which is 4,500 kip -{3,700 kip (shipment price) - max. 10% distribution

margin}. Furthermore, the retail price of Beer Lao is almost half of imported beer (cus-

toms tax 200%). (Import customs duties for beer is 400% in Thailand and 200% in Viet

Nam)  After joining the AFTA, the company is confident in being able to be competitive

provided the tax rates are uniform. On the other hand, for the drinking water business,

water is procured from domestic ground water and is not influenced by exchange rate

fluctuations. However, due to higher competition, the margin is lower than beer.

5）Financial position

The amount of total assets in the balance sheet of December 2000 was 187 billion kip

(￥2,493 mill ion),  almost  f ive t imes that  of  December 1997.  The net  worth rat io has

reached 90% and cash is increasing (end of 2000 = 83.6 billion kip (￥1.1 billion)). The

financial conditions are favorable.

Plants and equipment,  capacity of supply of factories have been increasing step by

step corresponding to the increase in demand. Such procurement has all  been done by

funds on hand and not by external loans.  The current production capacity is  60 thou-

sand l ,  which nearly meets  the demand.  Faci l i t ies  are  planned to  be extended within

the  current  s i te  by 2005 to  increase  the  capaci ty  by 30% (80 thousand l ) .  (1  l ine ,  a
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20% increase, will be newly established by the end of this year)  If a shortage of funds

should arise due to exchange rate fluctuations,  a short  term banking loan may be uti-

lized.

Furthermore,  cash is  reserved in Kip and not in dollars.  Concerning cash flow, the

terms of trade are 80% cash, and 20% credit sales of one week to one month, while the

terms of payment are 100% accounts payable within one-two months. Therefore, there

is no demand for working capital funds and there is an ample supply of cash.

Dividends is determined by the managerial board within the range of 30-70% of the

af ter  tax prof i t  in  accordance with the performance and capi ta l  investment  plans of

each year.  The after tax profit  for 1999 and 2000 was 70%. This is proportionally di-

vided between the Lao government 49% and Thai capital 51%, and the remaining 30%

is reserved as inner reserves. The dividends of 2000 was 75.4 billion kip (￥1,006mil-

lion) of which the Lao government keeps 36.9 billion kip (￥493 million) and Thailand

38.5 billion kip (￥513 million) respectively. From privatization to the year 2000, the ac-

cumulated dividends paid to Thailand is unknown. However, the total of 1999 (23.4 bil-

lion kip) and 2000 (38.5 kip) adds up to 61.9 billion kip. Therefore, it is undeniable that

at least 70 billion kip (￥933 million ) has been channeled to Thailand. The non-tax re-

ceipts within the estimated government revenue of Laos for 1999 was 183.8 billion kip.

If  the dividends of 23.4 bil l ion kip which were channeled to Thailand had been pos-

sessed by the national treasury, the non-tax receipts would have increased by 13%.

6）The new privatization scheme

As mentioned before, the Lao government has completed the redemption of the 51%

shares held by Thailand in September. Thailand has expressed the intention of selling

their  shares at  the beginning of  the year  and the Lao government  has deal t  with the

price negotiat ions as the priori ty negotiator.  The price of redemption was 24 mill ion

dollars, which was almost double the ten million dollars acquisition book cost for Thai-

land in 1993. The reasons for Thai investors agreeing on this price were that: (1) after

the Asian currency crisis, the business performance was favorable and it was necessary

to reimburse their loans with the funds recovered, (2) Lao beer has expanded its busi-

ness within the past  seven years and the current asset value is  considered to be at  i ts

highest  level .  The Kip that  Lao Brewery is  currently keeping in reserve will  be con-

verted into foreign currency by the appointed date of  redemption.  However,  this  re-

demption was decided as a governmental policy and Lao Brewery was not notified as to



─ 222 ─

the basis of the assessment of 24 million dollars or as to from where this amount would

be supplied.

When the Government completes the redemption, Lao Brewery will be re-nationalized.

However, there are plans for a joint venture with a new partner. At present, a beer com-

pany in Singapore is in the process of negotiation. The share is estimated to be 50% for

the Lao government, 40% for the foreign partner and 10% for domestic investors.  Do-

mestic investors will  include employees of the company, to enhance the consciousness

of participating in corporate management through holding shares.  Partners and shares

will be determined by a Special Committee established within the CPC - Foreign Invest-

ment Management Cabinet. The Chairman of the managerial board of Lao Brewery will

also participate in this committee.

The Special Committee will review the following two points: First, how to isolate the

shares  to  domest ic  investors  (10% of  the shares) .  Since there  is  no s tock market  in

Laos,  investors  cannot  general ly  purchase s tocks and the s tock-sharing plan for  the

employee's has not yet been prepared. Secondly, the increase in capital  in case of re-

p r iva t i za t i on .  The  r eg i s t e r ed  cap i t a l  o f  Laos  Brewery  i s  US$  3  mi l l i on  p r io r  t o

privatization, US$  2 million in 1993 after privatization (breakdown: Thailand US$ 10.2

million, Laos US$  9.8 million). Since the US$  10.2 million of Thailand will be redeemed

by US$ 24 million, it is necessary to increase the capital to US$  33.8 million. The MOF

is conducting a review to reevaluate the trade rights to be appropriated in the capital

assets of the new joint  venture and to include the valuation profit  into the capital .  If

this should be actuated, Lao Beer will  become the first case for the implementation of

the reevaluation of capital assets, which is one of the major assignments for the whole

SOE. In either case, Lao Brewery is gaining interest internally and externally. It is im-

por tant  to  d isc lose  the  new pr iva t iza t ion  p lan  as  much as  poss ib le  and to  improve

transparency.

（A couple of negative considerations have been given by international financial orga-

nizations concerning the buy-back of corporate shares.  Firstly,  though on a temporary

basis, the Government gaining control over management contravenes the conditionality

(promotion of privatization for nationalize enterprises) of the IMF structural adjustment

loans as of  1993.  Secondly,  the buy-back was f inanced by national  commercial  bank

loan. However, the amount exceeded the credit l imit of a commercial bank determined

by the central  bank. I t  has been said that  the negotiat ions with the Singapore capital
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have reached a deadlock over the issue of controlling interest in the joint venture. The

Government is anxious to take control over the company, which is the largest SOE con-

tributor to government revenue. However, for the long term development of Lao Brew-

ery, we believe it  desirable to promptly privatize the company through a joint venture

with a suitable partner in conformity with the rules.)

（2）Lao Tobacco Company

1）Corporate profile

Lao Tobacco is a tobacco manufacturing firm with a single site in Vientiane and is a

100% government owned SOE that  produces a brand of  cigaret tes  named "555." The

firm has been in operation since 1950. As the Government's test  case of privatization,

the paper covering division was leased to Thailand, Thephavong in 1989. Since Thai-

land did not undergo the modernization that the Lao government had expected, the Lao

government proposed a change to a joint venture on the arrival of the renewal term in

1995. However,  Thailand did not  accept this  proposal .  The lease contract  was termi-

nated and the company was again nationalized.  After re-nationalization,  though man-

agement had changed from Thailand to the Lao government (Ministry of Industry and

Crafts) the production system, including equipment and employees, were the same as at

the time the company was privatized (623 employees as of December 2000).

The most recent volume of production in Laos is 220 thousand packs of which Laos

Tobacco produces 95 thousand packs.  Lao Tobacco has  the largest  market  share ,  a t

around 40%. Dokmaiden Tobacco (Chinese capital) in Savanaket has the second largest

share. The leaves are cut in China and imported to Laos. The production of cigarettes is

around 40 thousand packs and the market share is around 20%. The remaining 95 thou-

sand packs (40% of the market share) are imported tobacco.  However ,  i l legal  imports ,

that is to say smuggling, has been increasing recently. Prior to 1998, the market share

of Lao Tobacco was over 50%, but after the Chinese capital entered the market and im-

port tobacco increased, the share is declining. Sales of Lao tobacco is limited to the do-

mestic market and no exports are made (tobacco leaves had been exported to Thailand

three years ago).  The shipping price for one soft  pack is  3,020 kip,  and for one hard

pack,  3,550 kip.  Prices of imported tobacco are in the region of 2,000-3,000 kip and

smuggled tobacco around 1,300 kip. On the other hand, the retail  prices are soft pack-

4,000 kip and hard packs, 6,000 kip in Vientiane and the price of our rival Dokmaiden is
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5,000 kip.

2）Details and processes of privatization

All the processes of privatization such as the selection of the leaseholder,  negotia-

tions on the terms of lease and the contract were carried out on the decision of the Gov-

ernment. Lao Tobacco was to do as instructed. The reason for selecting Thephavong as

the leaseholder was because it  was one of the businesses that was purchasing tobacco

leaves from Lao Tobacco and there was interchange of engineering personnel .  There

was no bidding because  no other  company made an offer .  The reason for  choosing

"lease" instead of a joint venture was because the Government had not yet accumulated

any know-how on joint ventures and wanted to show actual results of privatization as

soon as possible. We were the first to be privatized in the form of lease.

During the negotiations with Thephavong, the Lao government proposed the renewal

of manufacturing facili t ies and the culturing of tobacco leaves in Laos, especially the

renewal of obsolete facili t ies.  However,  after the lease contract,  Thephavong only re-

newed one machine. The Lao government considered this a breach of contract. However,

the renewal of facil i t ies was not  mentioned in the contract  clause,  but  writ ten in the

scheme that Thephavong had presented. The Lao government had learned the lesson of

not specifying the renewal of facilities in the contract clause. In the beginning, the Lao

government had a 15 year contract in mind, but Thephavong desired a shorter term of

five years. This is not irrelevant to the fact that Thephavong agreed on leasing the pa-

per covering division alone. The production process of tobacco can be classified into,

leaf culture, drying and paper covering. Costs are required for the collection and pur-

chasing for leaf culture and the risk is high in making advanced payments to farmers.

Higher profits were expected from the paper covering division on the short term. Fur-

thermore, after the lease contract, separate accounting was made for the leaf culturing/

drying division and the paper covering division.

The strategies of Thephavong was to make as much profit as it could from Laos over

the short term of five years. Paper covering of tobacco in the original sense is not con-

sidered manufacturing but is closer to commerce. Namely, the objective was to do com-

merce  in  Laos  and gain  prof i t  wi th  the  minimum amount  of  inves tment ,  which  re-

sembles the views of Dokmaiden, which produces tobacco in Savanaket under Chinese

capi ta l .  On the  o ther  hand,  the  v iew of  the  Lao government  was  to  expor t  tobacco

leaves and cigarettes to earn foreign currency. As a result  of the difference in views,
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the Lao government decided to re-nationalize Lao Tobacco in 1996 though there was a

proposal for the continuation of the lease contract from Thephavong in 1995.

3）Managerial board and discretion

The managerial  board consists of the following members:  Ministry of Industry and

Crafts 3, MOF 1, Central Bank 1, Prime Ministers Office 1. The chairman is a public of-

ficial from the Ministry of Industry and Crafts and the president is also from the same

ministry. Important matters such as the production of tobacco and management will be

determined at the board. When there are different opinions among the board members,

the general rule is to proceed by majority decision. However, capital investments such

as the purchase of new machines have been shelved by the negative votes of the MOF

and the  Centra l  Bank.  Pr ior  to  1989,  manager ia l  mat ters  had been proposed by the

President of Lao Tobacco and the Ministry of Industry and Crafts would give its con-

sent. During the period when the paper covering division was leased, the leaf culturing/

drying div is ion  was  opera t ing  under  the  Government  but  the  quant i ty  and pr ice  of

leaves were determined by negotiations with Thephavong. The capital  investment for

drying machines was determined by the Ministry of Industry and Crafts.  According to

the President ,  comparing the three ages of  before privat izat ion,  during privat izat ion

and re-nationalization, management is easiest for the company at the present time. The

leadership in terms of decision making used to be in the hands of the Ministry of Indus-

t ry  and Craf ts .  However ,  i t  i s  current ly  in  the  hands  of  the  manager ia l  board .  The

managerial board is responsible if the company should suffer a loss.

4）Profit and loss conditions

The sales volume is increasing with every quarter after re-nationalization. The recent

transitions are as follows: 1997 = 13.6 billion kip (￥181 million, 75kip/yen)→ 1998 =

28.4 billion kip (￥378 million)→ 1999 = 49.4 billion kip (￥658 million)→ 2000 = 72.1

billion kip (￥960 million). As for profit and loss, tobacco leaves, the major material, is

procured domestically and there is little risk of foreign exchange fluctuations. The bal-

ance of the after tax profit and loss has been maintained in the black (1997 = 1.2 billion

kip (￥16 million)→ 1998 = 3.1 billion kip (￥42 million)→ 1999 = 3.7 billion kip (￥50

million)→ 2000 = 3.6 billion kip (￥4.8 million). However, according to the income state-

ment with the Laos accounting system, the amount of cost deducted from the income is

in the red, and the final profit and loss will be in black where the adjustment accounts

(corresponding to "variance in cost" in accounting in Japan) due to the fluctuation in
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stock etc. will  be deducted. This adjustment cost is made under the instructions of the

MOF. Furthermore, since 95% of the after tax profit and loss is paid to the Government

as dividends, internal reserves are scarce (for 2000, internal reserves were 200 million

kip (￥2 million), and dividends 3.4 billion kip (￥46 million)).  Furthermore, deprecia-

tion was practiced in the past,  but partially denied by the MOF as hidden profits.  Cur-

rently the total annual cash flow of depreciation costs and final profits are split in half

between the company and the Government.

The price of goods are determined according to the fluctuation of prices for raw mate-

rials.  However,  costs and margins other than tax may be determined by the company.

The price for one hard pack of cigarettes (FOB 3,550 kip) consists of the cost 1,328 kip

(component ratio 37%; variable cost 1,035 + fixed cost 293)+ tax 1,641 kip (46%; com-

modity tax 518 + special commodity tax 800 + income tax 323)+ profit 581 kip (16%).

The tax burden is very high. The special commodity tax, currently 800 kip, is especially

high. It was at 600 kip before the previous revision.

5）Financial position

The amount of total assets in the balance sheet for the year 2000 was 44.1 billion kip

(￥588 million), of which 70% were inventory assets (raw materials including tobacco

leaves). After 1997, there was a rapid increase in stock of raw materials and the funds

were raised through short term loans. (1997 raw material: 3.0 billion kip → 2000 = 30.4

billion kip, 1997 short term loans: 3.0 billion kip → 2000: 22.7 billion kip). The condition

of operating fund loans is  an one year term with an interest  rate of 29% (declined to

22% this year).  Consequently,  the net worth ratio has declined (1997: 53.4% → 2000:

26.3%) and the financial position has taken a turn for the worse.

Currently,  there are no equipment fund loans made.  As for  long term funds,  loans

were previously made when purchasing machinery.  However ,  the  payment  has  been

completed. Some of the manufacturing machinery has been used since 1960. Therefore,

there are plans for long term fund borrowings as equipment funds. However, a 5% in-

ternal reserve of after tax profit and loss is not sufficient to reimburse the loans.

6）Future management tasks

In 1996, Lao Tobacco was considered a non-strategic state-owned enterprise, but has

not been privatized because of i ts  contribution to the national revenue. It  is  unknown

how much lease fees were paid to the Government during the lease period from 1989 to

1995, but according to the company, the fees were lower than the total  amount of tax
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and dividends currently paid. From the point of view of government finances, the con-

tribution is greater now. However, nationalizing a company which manufactures luxury

and non-essent ia l  goods  is  por t raying a  negat ive  image to  the  World  Bank and the

Uni ted  Na t ions ,  which  i s  emphas iz ing  a id  fo r  hea l th  and  the  env i ronment .  Ea r ly

privatization is desired.

The  Government  i s  now search ing  for  a  jo in t  ven ture  par tner .  Ente rpr i ses  f rom

France and Laos are showing interest and there is a possibility of the three parties join-

ing together. Foreign affiliates are not certain about becoming engaged in culturing to-

bacco leaves because of the risk and the low profit margin. However, this is one of the

significant bases of Laos.  There are 30 grades for tobacco leaves and that  of Laos is

close to the international  standard.  To gain a partner with technical  competence may

lead to producing tobacco leaves with higher grades and to expand exports as well as to

supply tobacco leaves to Dokmaiden. In consideration of health, it  is also necessary to

deal with tobacco with low nicotine and tar content.

One of the biggest  problems the company is  confronting is  how to raise equipment

funds. Currently, the majority of the profit  is proportioned to the Government as divi-

dends and there is little self-sponsored funds. In order to borrow funds, because of the

lack in security, a government guarantee will be required. Operating funds are now bor-

rowed under the guarantee of  the Ministry of  Industry and Crafts .  However,  Lao to-

bacco is responsible for final payments. The bank will not make long term loans, which

makes procurement difficult .  For the privatization of the company, irrespective of the

partner or supply, the major problem for the competitiveness of the company is the ob-

solete equipment. It is necessary to renew the equipment with the aid of a partner.

(During the second hearing held in December 2001, there was the news that Lao To-

bacco has formed a joint venture with a French company. The capital  proportions are

Lao government,  47%, foreign capital ,  34%, and domestic investors,  19%. The presi-

dent was decided by the foreign capital and the vice-president by Laos. Composition of

the 9 member BOD: Lao government, 4, France, 3, and investors, 2.)

（3）Pharmaceutical Factory No.2

1）Corporate profile

Pharmaceutical Factory No.2 was established in 1973 as the second of the three state-

owned pharmaceut ical  factor ies  authorized by the Minis t ry  of  Heal th .  At  f i rs t ,  as  a
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state-owned enterprise, there was Pharmaceutical Factory No.1 in the local area and Fac-

tory No.2 in Vientiane.  Factory No.1 was closed in 1989 and the si te conveyed from

Takeda Pharmaceuticals of Japan in Vientiane was established as Factory No.3. There-

fore, Factory No.2 and No.3 are currently under operation as nationalized pharmaceuti-

cal manufacturers. The business composition is 90% new medicine and 10% traditional

medicine using local herbs.  In either case,  there is no export  and all  the products are

domestically consumed. The types of new medicines were 160 in 1990 and this has now

reached 400.

The present president came into office in 1986. He has a French Ph.D in Pharmacy

and was an inspector of the Pharmaceutical Supervision Division within the Ministry of

Health.

The market share of our company is 30% on a total amount basis, 40% on a quantita-

tive basis,  which is the largest in the industry. The major pharmaceutical manufactur-

ers  in  Laos  are  the  two nat ional ized manufacturers  in  Vient iane  (Factory No.2 and

No.3), the public owned CBF (Viet Nam capital 80%, local government capital 20%) in

Pakse，a fore ign capi ta l  KPN (Vietnamese company 70%, Local  company 30%) and

Chong Nang Company (Chinese capital 100%). The customs duties for pharmaceuticals

is  5%, which is  promoting the import  of  low priced pharmaceuticals  from India,  the

Philippines and other nations.  Competit ion is relatively high. From 1987 to 1990, the

production of Factory No.3 exceeded that of Factory No.2. however, from 1992 the situa-

tion has been reversed. The current pharmaceutical production of Factory No.2 is 400

types where as it is 100 types for Factory No.3 and the products are in competitive con-

ditions. However, since both companies are independent firms, there is no role sharing

or production adjustments. The sales of Factory No.3 is a quarter of Factory No.2 . Fac-

tory No.3 has 100 employees, which is approximately half of that of Factory No.2 (200).

2）Managerial board and discretion

The Managerial board established in 1998 consists of seven members, the breakdown

is the Minister of Health (Chairman), MOF Chief of the National Property Bureau, MOH

Chief of Pharmaceuticals,  chief of Medical Treatment,  Chairman of the Central Bank,

employee representative,  and the President.  Mr. Sananh, the president,  was appointed

Director as the former Director and 60% of the employees transferred to Factory No.3 at

the t ime of the establishment of Factory No.3.  The president was an inspector of the

Pharmaceutical bureau in the MOH before being assigned as Director. Prior to 1998, the
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management authority was held by the Director. However, the authority has transferred

to the Managerial  board after 1998, which determines all  the matters concerning pro-

duction and the price of pharmaceuticals.

When the opinions among the members are not uniform, the opinion of the majority

will be taken. However, since the Chairman, and vice chairman are all from public offi-

cials  and have no experience in management,  most  of  the managerial  plans proposed

from the company are being approved. Furthermore, President Sananh also had no ex-

perience in management and studied French management after taking up office.

3）Profit and loss conditions

The transition of the past three years is as follows: 1998 = 5.7 billion kip (￥76 mil-

lion)→ 1999 = 11.1billion kip (￥148 million)→ 2000 = 10.9 billion kip(￥14.5 million). A

great profit  increase was achieved in 1999, due to the ceasing of the imports of Thai-

land pharmaceuticals to Laos and the demand shifting to Factory No.2. From the point

of view of profit and loss, the sales composition went into the red because the raw ma-

terials of new medicines all depend on import on a 100% dollar basis and the Kip depre-

ciated significantly in 1997 with the Asian currency crisis .  However,  from 1998, the

weight of production has been shifted to domestic herbs,  which are not influenced by

exchange rate fluctuations and the performance of the company is recovering. Factory

No.2 has achieved an increase in profit  for 2000 (265 mill ion kip,  ￥4 mill ion).  New

medicines will  earn profits if  the Kip should remain within a 10% exchange rate fluc-

tuation. A larger fluctuation will  promote unstable balance. Currently, the loss of new

medicines is being compensated by the high margin of herbal medicines, and is barely

securing a profit.

The  pr ice  of  pharmaceut ica ls  may be  determined wi thout  the  in tervent ion  of  the

MOH. However, Factory No.2 as a public establishment does not set the prices as high

as private firms. Factory No.2 is expected to gain profit  while maintaining low prices.

On the other hand, there are no benefits as a state-owned enterprise and the status of

bidding is the same as private firms. Furthermore,  export  which is allowed to private

firms is not approved. There are no regulations in the Commercial Law, but the MOH

stresses a focus on domestic sales.

35% of the after  tax profi t  is  paid as dividends to the Government.  10% of the re-

maining 65% is paid to the national treasury. The remainder is reserved for employees'

welfare and reimbursement of loans. A five year straight line method of depreciation is
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taken. However, since the claims to hospitals have been charged-off in 1999 the amount

has increased. Namely, research and development funds are also financed from these in-

ner reserves. There are eight research workers among the 200 employees at present. For

herbal medicines, there is a shortage in sales personnel rather than in R&D.

4）Financial position

The total  assets in the balance sheet of 2000 was 6.2 bil l ion kip (￥83 million).  As

stocks have piled up after 1998, the amount of assets have increased (inventory assets

compose 76%). The level of inner reserves is low and the net worth ratio is declining

(1978 = 19.4% → 2000 = 9.1%). The financial position would seem to be worsening. As

for funding, the increase in operation funds due to the increase in stocks are financed

by the  accounts  payable ,  which add up to  seven t imes  that  of  accounts  receivable .

Therefore, it is not yet depending on loans.

5）Future management tasks

As for the future,  the president does not intend for i t  to remain totally government

owned. By dividing the company into two sections,  the herbal medicine section, with

the rather poor earning capacity,  and the new medicine section. The new medicine sec-

t ion wil l  be  pr ivat ized with  a  jo int  venture  wi th  foreign capi ta l .  Consequent ly ,  the

herbal medicines purchasable at a relatively low price will be kept nationalized for the

general public and the new medicines which require a large amount of research and de-

velopment costs will be provided through a joint venture. However, if the share of for-

eign capital in the joint venture should be large, it  will be profit pursuing and may not

be  ab le  to  provide  safe  and  low cos t  pharmaceut ica ls .  Therefore ,  the  Government

should hold at least 51% of the shares. The remaining 49% will be left for foreign capi-

tal and for the stock-sharing plan for the employees.

Factory No.2 is currently operating under a system where it is possible to produce vi-

tamins and cosmetics other than new medicines and herbal medicines. It  has been pro-

posing a new operation since before the Asian financial crisis. However, since the busi-

ness license only specifies medicine for medical treatment, a new business operation is

not possible. Furthermore, Factory No.2 is under investigation to produce treatment in-

struments such as instil lators on its own and not dependent on imports.  However, this

requires a license and the approval of the MOH is pending.
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(As for  the managerial  policies ,  taking social i ty and public  responsibi l i ty into ac-

count and as long as maintaining the low price policy a low profit can only be expected

and the possibil i ty of a joint  venture with foreign capital  is  very small .  Furthermore,

the vision to keep the profitable herbal medicine section with the Government and to

make a joint venture with the new medicine section with low commercial profitability

may be considered a backward movement for the promotion of privatization. In the fu-

ture,  if  Factory No.2 should proceed in privatization,  the low pricing policy must be

eased and a  fa i r  pr ic ing pol icy to  manufactur ing costs  must  be  taken.  On the  other

hand, the social and public responsibility should be covered by government policy and

an implementation of a system to realize such social  /public responsibil i t ies through

fiscal burden will be required. If internal reserves should accumulate through indepen-

dent management and the securement of fair profit ,  i t  may be possible to make a joint

venture with foreign capital.)

（4）Lao State Fuel Company

1）Corporate profile

Lao State Fuel is a 100% state-owned enterprise established in 1988 for the sales of

petroleum (gasoline/heavy oil) and is controlled under the Ministry of Commerce (be-

longed to the Fuel  Division Prior to 1988).  All  the petroleum being sold is  imported

from abroad (Thailand) and the enterprise is actually playing the part of a distributor.

As for the scale of business, there are ten branches throughout the nation and approxi-

mately 300 affiliated gasoline stands, with 445 employees. The share of sales in petro-

leum is  47%, the largest  in  Laos.  The two r ival  foreign f i rms are  Cal tex and Shel l ,

which come in second and third place respectively. There are also some local petroleum

companies in Laos, but each of them is small in scale. As for Japanese petroleum com-

panies, we have dealings with Idemitsu.

As a nationalized firm, we are expected by the Government to provide the people of

Laos with low price petroleum regardless of the market base. Therefore, our balance is

extremely unstable.  The major factors for the instabil i ty are ① the fluctuation of the

petroleum purchased from Thailand,  ② the f luctuations in foreign exchange rates ③

price controls by the Government. Namely, when the price of petroleum is increased glo-

bal ly and foreign exchange rates  should make an unpredictable f luctuat ion,  i t  is  not

possible to secure stable profit when the prices are controlled. Under such restrictions,
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the key to stabilize the balance is to eliminate the price control by the Government.

2）Process for the determination of the price of petroleum

The Government's adjustment process of price determination for petroleum is as fol-

lows:

1st stage: The increase in price necessary to cover the deficit  will  be applied to the

Ministry of Commerce

2nd stage: An interview will be held by the Ministry of Commerce

3rd stage: A survey will be made by the MOC, MOF (Bureau of Customs, Bureau of

Tax) and professionals in the Prime Minister's Office

4th stage: Establishment of a committee,  determination of the price raise,  consulta-

tion with the Minister of Commerce

5th stage: The Minister of Commerce will  sound out the rate of price raise with the

Prime Minister's Office

6th stage: Discussions will be held within the Prime Minister's Office

7th stage: Price raise will be determined by the Minister of the Prime Minister 's Of-

fice or in consultation with some other Minister.

The notice of determination will be made from the Prime Minister's Office to the Min-

istry of Commerce and then to Lao State Fuel. This will take around one month from the

time of application. From the latter half of 1999, a price adjustment within 5% was en-

abled  by the  Minis t ry  of  Commerce  on i t s  own,  wi thout  the  approval  of  the  Pr ime

Minister's Office, and the term has been shortened to one week. Ever since, the Ministry

of Commerce has over-used this system. For example, when aiming at an overall price

increase of  20%, i t  spl i t  the increase by four t imes and raised the price by 5% each

week, which engendered distrust among the people.

The Government  i s  not  negat ive  towards  pr ice  a l tera t ions .  However ,  i t  takes  too

much time in decision making. There were times when the price raise was approved af-

ter the price of oil started to decline. Furthermore, in general, the petroleum in Laos is

1baht/� cheaper than that of Thailand. However, for one week in the beginning of 2001,

the pr ice was reversed (Laos 15 baht ,  Thai land 14 baht) .  The pr ice of  petroleum in

Thai land is  extremely f lexible  and f luctuates  within two to  three days.  However ,  i t

takes over  one month in Laos.  Such lag in pr ice determinat ion may resul t  in  i l legal

trade of petroleum and a more prompt determination is awaited.
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3）Determination mechanism of the price of oil

The price of petroleum consists of:  CIF (Import costs from Thailand, influenced by

foreign exchange rate fluctuation)+Import tariffs + Commodity tax + Additional com-

modity tax + Sales tax + Costs + Profit.  Conventionally, tax was determined by the ra-

tio to price. However, this has become altered to a per liter rate from September 2000.

The Kip price per liter for this year is as given below:

①　CIF 1,963 (US$  0.2066/l x 9,500 kip/dollar)

②　Import tariff 86

③　Other tax 444 (Commodity tax, Special Commodity tax, Sales tax)

④　Cost110 (transportation cost included)

⑤ 　Profit90

①～⑤ Total 2,693

The sales price is mainly based on the fluctuation in the Nong Khai region of Thai-

land adjacent to Vientiane. When the price in Thailand is 15 baht/  l ,  the price in Laos

will be determined 1 baht/  l lower. When the exchange rate is 195 kip/baht, the price in

Thailand will be 2,925 kip/  l,  and 2,730 kip/  l in Laos. The difference between the sales

prices and the price of petroleum will  be the sales margin, which is 2,730 kip - 2,693

kip = 37 kip. The current wholesale price and sales price (kip/  l) for gasoline and heavy

oil in Vientiane is as follows:

　　　　　　　　　　　Gasoline　　Heavy Oil
Wholesale price 2,928 2,595
Sales price 2,968 2,635
Margin 40 40

When the price in Laos becomes two baht/  l  higher than that of Thailand, Thai dis-

tributors will sell their tanks full (1,200  l) of petroleum in Laos, and when the price in

Laos becomes two baht/  l lower than that of Thailand, Thai distributors come to Laos to

purchase cheaper petroleum which leads to a shortage in Laos. When the difference in

price is within 1baht l/, illegal trades do not occur.

For the process of price determination, Lao State Fuel applies to the Ministry of Com-

merce for a price based on actual costs. The minister will examine the costs. The larg-

est adjustment expense items are depreciation and foreign exchange deficit .  Lao State

Fuel  is  not  notif ied on the degree of  adjustment to which the Ministry wil l  approve.

When the costs increase without a price increase, profit  and tax will  be the factors of

adjustment. For example, if the price of Thai petroleum should rise from 3,000kip/  l  to
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3,500kip/  l, the CIF will rise from 2,000kip/  l to 2,500kip/  l. In this case, tax of 444kip/  l

will be reduced and profit of 90kip will diminish. For taxation, the additional commod-

ity tax payment may be reduced for adjustment which makes this tax adjustment a sort

of indirect aid.

4）Profit and loss conditions

On an after tax profit and loss basis, a surplus was secured from fiscal 1992 to 1994.

However, it turned to a loss in fiscal 1997 to 1998 and recovered after 1999. This is due

to the fact  that  the import  of  petroleum was made on a dollar  basis  and sales within

Laos was made by Kip.  Therefore,  the f luctuat ions in the Kip and foreign exchange

rates of dollars were directly reflected upon the profit  and loss.  Especially in 1997 to

1998, the Kip heavily declined for the Asian economic crisis and a considerable amount

of loss was booked (1997: △ 2.6 billion kip = △￥35 million, 1998: △ 8.3billion kip = △

￥110 million). 1/3 each of the deficit has been carried-over for three years. The price of

the Kip to the dollar stabilized in 1999 and the rate of profit has increased accordingly.

As mentioned above, the fluctuation in performance is due to the slow price determina-

tion by the Government. If the price were to be determined to the actual condition of the

market and not by the Government, i t  might be possible to continuously book positive

figures.

5）Financial position

The total amount of assets for 2000 was 125.7 billion kip (￥1,675 million) and due to

the cheap Kip to the dollar since 1997, the value of assets have been increasing. 95% of

total assets are circulating assets of which half is cash in Kip. On the other hand, since

a defici t  was booked for 1997 and 1998, the capital  account has been drained and in

1998 Lao State Fuel has fell into a condition of excess liabilities. The situation was the

same for 1999. In 2000, the capital account turned to a surplus, but because of the net

loss carried over, the financial position is not in good shape.

For  funding,  80% are  accounts  receivables ,  recovered within  30 to  40 days  (20%

cash),  accounts payables are paid after 40 to 50 days which generate operating funds

which is supplied by borrowings from the foreign exchange bank (BCEL). The condi-

tions of BCEL are, one year term, interest rates 10% and the credit line US$  600 million

/year (the average monthly operating funds are around US$  2.5 to US$  3 million).

Long term funds are raised by the Government and there are no self  borrowings of

Lao State Fuel. The company is in short of investment funds for the maintenance of the
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distribution system including gasoline stands and tank lorries.  Though Lao State Fuel

is not paying any dividends, the influence of the exchange rate fluctuation is very large

and the profit level is low. Internal reserves are scarce and there is no room to pay the

loans for long term funds.  The company is  reserving price fluctuation funds to cover

the loss due to exchange rate fluctuations.

6）Future management tasks

Lao State Fuel is obliged to provide a stable supply of petroleum at a low price.  In

this sense it  is different from private firms which can shut down their gasoline stands

if they cannot secure their profits due to a price decline. However, under the current re-

strictive conditions, the company is not able to gain stable profit nor is it able to make

any capital investments. Therefore, the following are proposed to the Government in or-

der to continue to exist as a nationalized enterprise.

1）The establishment of a Special Committee on Price Examination.

If  the Government is  going to keep control  of  the prices of  petroleum, a Special

Committee on Price Examination will have to be established to keep track of the fluc-

tuations in the CIF, to collect adequate taxes, to make an assessment on costs and to

make prompt determination of prices. There has been a committee consisting of three

members from the Domestic Commercial  Bureau of the Ministry of Commerce,  The

Tax Bureau and the Bureau of Customs of the MOF (Lao State Fuel, Caltex, and Shell

have participated as observers). The problem is that the committee is held on request

from the company and the participants dispatched from the member organization dif-

fer  each t ime and there  is  no consis tency.  Therefore ,  i t  i s  essent ia l  to  es tabl ish a

standing committee with fixed members consisting of professionals from the minis-

tries and from the Laos Petroleum Gas Association (president of Lao State Fuel).

2）Hedging foreign exchange rate fluctuations

It is desired to have a stable foreign exchange rate and with the support of the Cen-

tral Bank to establish a special foreign exchange rate for the sales of petroleum. Es-

pecially for the purchase of petroleum in dollars, Kip will be converted. However, for-

eign exchange rate f luctuations may lead to t ight funding. Therefore,  the bank will

fix the foreign exchange rates for a term of half a year or make a compensation for

the exchange rate deficit through a special fund. Furthermore, a fund with the charac-

teristics of a price fluctuation reserve will be established in the company with the ap-

proval of the Government. In addition, though the authorities of price determination
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remain in the hands of the Ministry of Commerce, a 5% fluctuation in exchange rates

will be determined within the company (the 5% rule seems to have been actuated.)

3）The establishment of a managerial board

In spite of the regulations in the Commercial Law, Lao State Fuel has no managerial

board. The reasons are, "decision making can be done with relevant organizations as

has tradit ionally been the case," "issues may occur when the opinion differs to the

competent Ministers," "no appropriate personnel," "the existence does not make any

change."  However,  if  there is  no managerial  board,  the managerial  schemes which

have been laid down wil l  not  be guaranteed and may hinder  the real izat ion of  the

scheme. When the schemes are not realized, the company may be considered an illegal

dealer. Therefore, the establishment of a managerial board is an urgent issue.

（5）Lao Aviation

1）Corporate profile

Lao Aviation was established in 1976 and is the only airl ine that operates domestic

and international fights in Laos. Business conditions have turned down since 1990. The

Government,  seeking to sell  100% of the Government shares in the company, made a

sale contract with the Delchang Company in Laos. However, this contract has been can-

celled because this company was not able to prepare the paid up capital. In 1992, a joint

venture was started by sell ing 60% of the shares to CTAS (Hong Kong Chinese) and

leaving 40% to the Lao government. The company, still suffering from a deficit, was as-

signed to Yunnan Aviation (Chinese SOE, equity ratio - Yunnan 60%, Laos 40%), which

was not sufficient to alter the conditions. The Lao government bought back the shares

of Yunnan in 1998 and a 100% SOE was reestablished.

The company has ten serviceable aircrafts (French turbo ATR2-2, Y7-3, Y12-5), and

435 employees. There are six domestic routes and six international routes. The interna-

t ional  routes consist  of  two routes to Thailand (Bangkok,  Chiangmai) ,  two routes to

Cambodia (Phnom-penh, Siem Reap), two routes to Viet Nam (Hanoi, Ho Chi Minh City)

with a total of 36 flights of which the flights to Bangkok, Thailand consist of 14 flights.

This is 40% of the total flights. For the international and domestic flights for Vientiane

-  Luangprabang ,  Pakse ,  where  fo re ign  passengers  f requen t ly  board ,  the  two  ATR

aircrafts that have been purchased in 1995 and 2000 are being used. However,  for the

other domestic fl ights,  the Russian conventional aircrafts are mainly being used. The
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aircrafts other than the ATR are obsolete and require much time for maintenance. From

the point of securing safety, it is desirable that the aircrafts be renewed.

Domestic flights are monopolized by Lao Aviation. However, for international flights

depar t ing and arr iving a t  Vient iane Internat ional  Airpor t ,  the  share  is  around 50%.

There are 68 flights of four airlines which fly into Vientiane International Airport,  of

which 36 are operated by Lao Aviation, 16 by Viet Nam Airlines (Hanoi, Ho Chi Minh

Ci ty ) ,  14  by  Tha i  I n t e rna t i ona l  Av i a t i on  (Bangkok ) ,  and  two  by  Ch ina  Yunnan

Aviation(Kunming). 80% of the income of Lao Aviation is earned by the operation de-

partment (domestic 50%, international 30%), and the remaining 20% is earned by the

terminal charges to the three foreign airlines

2）Procession and issues of privatization

The f low of  funds during the processes  of  pr ivat izat ion from 1990 to  1998 is  ex-

tremely complex.  In short ,  the partners of the joint  venture have withdrawn from the

joint venture without clearing the huge amount of loans from banks for the purchase of

aircrafts and all the deficit was left for Laos. Namely, one TU154 during Delchang, one

B-200 during CTAS were both purchased on loans and the defici t  was taken over by

Yunnan Aviation. Yunnan Aviation was planning to bring three Boeing aircrafts from

China, but this was restricted by Chinese foreign currency policies. As a result, Yunnan

gave up on the joint venture in 1998 and assigned 60% of the shares to the Lao govern-

ment. Therefore, this made Lao Aviation a government owned enterprise again.

For the eight year privatization period, the profit of Lao Aviation kept on declining.

The three major reasons for the stagnation in performance are as follows:  First of all ,

the contract between the Lao government and the partners were indefinite and insuffi-

cient. For example, during the Yunnan Aviation period, though the making of overseas

investments in foreign currencies was prohibited by the Chinese government, Laos ex-

pected that China would make contributions of funds after the contract was signed, and

this was a big misunderstanding. Furthermore,  China was only notified about the two

tier fare system under which the people of Laos pay less than that of foreigners after

the contract, which led to China losing interest in the deal. Furthermore, the prohibition

of resale of  stocks was not  stated in the contract ,  which caused the assignment from

one company to another. Secondly, Laos considered it a joint venture on the same basis

as a state-owned enterprise, but actually Lao Aviation has become a Foreign enterprise

and there is  l i t t le  understanding and knowledge about  local  condit ions.  Management
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was quite different from that of enterprises belonging to Laos. The president during the

Yunnan period was from Yunnan Aviation and the vice-president beyond was from Lao

Aviation. However, there was friction between the president and the other executives.

Thirdly, since Laos was in urgent need of sales funds, it did not make thorough investi-

gation of the capability of the partner.  For example, the Government did not check on

the career of Delchang, nor did i t  discern whether Delchang had the management and

fund raising know how before making the 20 year contract.

3）Managerial board and discretion

For the re-nationalization of Lao Aviation, management has been altered from China

to Lao. The managerial board has been established and accounting and financial books

have started on a zero base. The managerial board consists of the following seven mem-

bers: Deputy Minister of Transportation, Deputy Minister of Finance, Deputy Minister

of the Prime Minister 's office, Chief of the Private Aviation Bureau of the Ministry of

Transportation, Chief of the Defense Bureau, Chairman of the labor union and the presi-

dent. Substantially, management is done by President Pothong. It is no exaggeration to

say that  the future of the company depends on his decisions.  (President Pothong: as-

signed as president in 1998, former director of the Communication Design and Research

Institution, a civil design think-tank.)  Lao Aviation insists that it is not responsible for

the huge loan remaining from the period of privatization and is not complying with the

bank's requests for the payment of the capital,  interests or arrears .  Therefore, for the

settlement of debts, the investigation of the financial statements by the National Audit

of  the Prime Minister 's  Office that  should end by September is  awaited.  Unti l  then,

there is no way to confirm the balance sheet nor the capital stock of the company and

the financial results of the company are expected to be clarified after October.

4）Profit and loss conditions

For 1997, the last year of privatization, Lao Aviation recorded a deficit of 434 million

kip (￥58 million, 75 kip/yen). However, it booked a profit of 737 million kip (￥10 mil-

lion) as the final profit or loss in 1998 which was the first profit since 1993. However,

due to the slump in domestic demand, which accounts for 60% of the operation income,

Lao Aviation turned to a deficit again in 1999 (after tax deficit for 1999, 1.1 million kip

(￥1.5 million). Though the income for 2000 showed a 36% increase from the previous

year which was 104.5 billion kip (￥1.394 billion), costs have also increased to 108.8 bil-

lion kip, which was a 55% increase. Consequently, a total loss of 1.3 billion kip (￥18



─ 239 ─

million) had to be booked.

The reason for  the  def ic i t  in  domest ic  opera t ions  i s  because  of  the  two t ie r  fare

mechanism that sets a much higher fare for foreigners.  For example, a one-way ticket

for a foreigner from Vientiane to Luangprabang is set at US$  55 while it is US$  15.50

for a person from Laos, which means a discount of 70%. The average price for the two

is currently US$  22, which is far from being profitable. For other domestic operations,

since there are hardly any foreign passengers,  the defici t  is  greater.  I t  is  essential  to

implement a price raise.  However,  from the Government 's  polit ical  point of view, the

Government can only approve of a 20% increase in the fare each year. This is the most

critical point.  The international operations, which cover 40% of the operation income,

are securing a profit .  Therefore, if the fare for the Lao citizens is raised to the market

base, the after tax deficit  could most probably be avoided. Furthermore, the cash flow

shows a surplus when looking at  the pre-depreciat ion profi t  or  loss by returning the

amount depreciated (straight line method, 10.6 billion kip (￥142 million) for 1999, 9.5

billion kip (￥126 million) for 2000).

5）Management improvement plans

Prospect ive ly ,  the  percentage  increase  in  income over  the  previous  year  i s  18%,

1222.9 billion kip (￥1.639 million), costs will be 122 billion kip (￥1.626 million), result-

ing in a profit of 900 million kip (￥1.2 million). Segmenting the figures in domestic and

international operations,  the domestic operations corresponding to 60% of the income

books a 4.9 billion kip (￥6.5 million) deficit and the international operations (fares and

charges) will book a surplus of 5.8 million kip (￥7.7 million). There is no change in the

structure where the surplus of the international operation covers the deficit  of the do-

mestic operation.

Lao Aviation is making an analysis on the balance and the breakeven point for each

local route in order to explain to the Government the necessity of the price raise for Lao

citizens for domestic flights. A case study has been made on the remuneration price for

the flight between Vientiane and Luangprabang with a capacity of 140 persons (70 per-

sons × 2 aircraf ts)  and an average of  92 passengers  (boarding rat io 65%) where the

breakdown is Lao citizens, 72 persons (78%), and foreigners, 20 persons (22%). The in-

come for one round trip would be 14,582 thousand kip (￥194 thousand), the loss would

9,639 thousand kip (￥129 thousand) and a deficit  would be unavoidable.  Even if  the

boarding ratio were 100%, and if the passengers should all be Lao, there would still be
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a deficit of 2,031 thousand kip (￥27 thousand). Provided the boarding ratio and the ra-

t io of Lao and foreigners be the same, the breakeven point would be US$ 30.6 which

means a 40% raise of the current fare (average US$ 22) would be required. Therefore,

Lao Aviation is  requesting approval of the Government to implement a price raise of

20% each year until 2003.

On the other hand, on estimating the balance by type of aircraft, it  has been clarified

that there is  a difference in total  cost  according to type of aircraft ,  provided that  the

fares are the same. Lao Aviation is planning to improve management according to the

above data.  At the time of re-nationalization in 1998, one ATR (capacity 70/aircraft) ,

three Y7 type (50/aircraft), six Y12 type (17/aircraft) have been succeeded. one ATR has

been purchased (US$ 14.4 million) at a later time and one of the Y12 type has gone out

of use. The ATR is used for five routes to Luangprabang, Udon Say, Savanaket, Pakse,

Xiengkok, Y7 type is used for a total of seven routes including the above five. Y12 is

used for eight routes. For example for Vientiane to Xiengkok, the cost /hour of opera-

tion for the ATR will be US$ 1,424, for Y7 US$ 1,689, and for Y12 US$ 679. From these

figures, it is apparent that the operation cost for Y7 is high. Therefore, it should be di-

verted from a passenger aircraft to a cargo aircraft and the increase of the ATR aircraft

should be considered. Since the Y12 is able to land in small airports, it should be main-

tained as is. Furthermore, the ATR acquired from France in 2000 seems to be being paid

off in installments.

6）Managerial policies

a）Settlement of debts

It is prospected that the 2001 balance will achieve a surplus. However, the burden

of debts made during the period of privatization before 1998 is not incorporated in

the figures. Lao Aviation has borrowed a total of US$ 5 million from BOL and BCEL.

Table 15 － 11　Conditions of Bank Loans
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The capital sum and the interest accrued given in the table below remain unpaid.

Lao Aviation has paid US$ 6,000 each to both of the banks as interest payments in

1999. However, it has made no payment since then. The payment schedule is now un-

der review and at  present,  the plan is to pay back the loans within seven years.  On

the premise of a straight line repayment, a cash flow of an additional 8.3 billion kip (

￥110 million) will  be required. Therefore, the early realization of the improvement

schemes mentioned in 5) is  awaited.  Furthermore,  taking the future possibil i t ies of

privatization into account, it  is not advisable to keep a huge amount of debt remain-

ing on the balance sheet.  As a consequence, under government control,  a new estab-

lishment to take over the debt and notes payable obligations should be made to sepa-

rate the debts from Lao Aviation.

b）A business tie-up with Air France

Current ly,  Lao Aviat ion is  in  negotiat ion for  a  business t ie-up with Air  France.

This requires an US$ 8 million investment for the installment of one Boeing aircraft

and to purchase the necessary spare parts. Air France will take care of the training of

the crew and has no idea of  sharing the cost  of  investment.  Therefore,  in order to

raise funds, Lao Aviation is looking forward to selling 5% of their shares to a local

private firm (Lao Toyota). However, the present state is that Lao Aviation is waiting

for the Government's decision on capital investments and fund raising.

(There is information that the consulting firm of Air France has decided on the ex-

ecution of a transaction analysis for the management methods of Lao Aviation.)
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15 － 4　Evaluation for Marketability of Main Five State-Owned Enterprises

In the previous section, corporate info, business status, and management issues of the five

enterprises that  are objects  of  the survey were discussed.  In this  section,  marketabil i ty is

evaluated by comparing financial  data concerning the last  f ive quarters.  In evaluation, the

following six viewpoints are focused upon.

① Growth potential of market (consideration should be paid to growth potential which is

seen in past sales performance, whether the business is local based or nationwide, and

whether it  has the potential to enter the international market)

② Profitability (including the degree of monopoly in the market)

③ Status of productivity improvement

④ Financial integrity

⑤ Independence of management

⑥ The degree of consideration to social i ty in management ( introducing status of poli t i-

cally administered price)

The rating is given on five scales, being relative with 3 as average.

（1）Growth Potential of Market

The sales performance of the last five years is given in Table 15 － 14. Though readers

have to be very cautious when evaluating the growth potential from nominal sales per-

formance since Lao experienced soaring inflation from 1998 to 2000, the sales perfor-

mance of Lao Brewery, Lao Aviation, and Lao State Fuel grew more than the nominal

GDP growth (8.3 times), which demonstrates that the market expansion is robust.

The said f ive companies  have high growth potent ia l  in  the future  market .  In  other

words,  i t  is  considered that privatization is possible enough. The difference in growth

potential arises from which market the enterprise will enter,  the local market,  domestic

Table 15 － 13　Sales Growth compared with GDP Growth
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market ,  or  in ternat ional  market .  Though the  current  s ta te  is  that  the  market  is  com-

pletely or almost completely monopolized, it  is expected that it  will gradually shift to a

competitive market in the future and it is heading for the integration of the domestic and

international economy.

Companies that have the possibility of export are: ① Lao Brewery, which has some ex-

port performance, ② Lao Tobacco, which is going to have capital injected by France, and

③ Lao State Fuel, which has the potential to perform border export, taking advantage of

its location. The basic stance of Pharmaceutical Factory No2 will be to aim for domestic

market.  To improve the quality of Chinese medicine and to ensure profitability will  be

i ts  basic  s t ra tegy.  Chemical  medicine,  whose raw mater ia l  i s  a lmost  complete ly  im-

ported, seems difficult to become profitable. Moreover R&D system is still weak for de-

veloping new drugs. The management vitality of Lao Aviation, which has various mana-

gerial constraints, is weak. For Lao Aviation, erasing its chronic deficits, securing a safe

flight service and changing the price system to a cost cover base, which means a charge

on fl ight  distance,  would be priori t ized.  When financial  status is  improved,  i t  wil l  be

possible to attract foreign money and set up opportunities of tie-up or JV.
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nance, and competitive price, which is due to tariffs, are being provided.

Contrary to this, Lao State Fuel, Pharmaceutical Factory No2, and Lao Aviation have

hitherto set  low prices out  of  social  considerat ion,  which is  capable of  distort ing the

market. However, this policy has made it difficult to secure enough profit margin to con-

tinue operation. In particular,  the marginal profit  of gross profit  from Pharmaceuticals

appears to be insufficient.

On the other hand, Lao Aviation is monopolizing the domestic air travel market but its

profitability is low. This is because a discount price is set for Laotians and the demand

for flight transportation of freight/passengers is not yet sufficiently mature. It  is also a

burden in terms of profitability that major costs such as equipment maintenance cost, re-

pair cost,  and fuel cost,  have to be paid in foreign currency, though income is assumed

to be paid in dollars.  Lao Aviation's starting point to restructure the company is to im-

prove at the least the pricing system so that it can cover costs on each route.

The profi tabil i ty of  Pharmaceutical  Factory No2,  which handles the production and

distribution of medicine, is also low. Generally,  the pharmaceutical industry is a busi-

ness where research and development is a key to success, which means that if a company

has no value-added-products, it  cannot afford to inject capital into R&D and as a result

can never be competitive. In the case of Pharmaceutical Factory No2, capital turnover is

low in spite of over aged assets, which holds down sales performance and gross profit. It

is speculated that the reason for this is that there are many types of constraints: expen-

sive medicine contents  (chemicals)  have to be imported and drug prices are kept  low

(sometimes provided free of charge) as social obligation.

From the viewpoint of income and expenditure,  Lao State Fuel,  a  wholesaler of oil /

gasoline, holds two risks, both of which fluctuate depending on the market: oil price on

the international oil  market and exchange rate.  To hedge these risks,  what is most im-

portant is to build a flexible pricing mechanism so that the fluctuation of market price

of purchasing cost can be promptly synchronized with sales price by using markup. It is

also important to discuss whether policy price, which is lower than market price, is re-

ally needed. The lag between market price and policy price is capable of inhibiting effi-

cient and transparent economic activities because of the occurrence of arbitrage transac-

tions. The future profitability of Lao State Fuel is dependent on how it will compete with

Shel l  and Caltex,  foreign private  capi tal ,  or  i l l ic i t  t rading and on how i t  wil l  ensure

profi t  margin,  in addit ion to maintaining market  share.  For this  purpose,  integri ty of
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management and the maintaining of consumer confidence will be key.

（3）Financial Traits

Equity,  the asset of a corporation minus its l iabili ty,  is a basic index to measure the

value of an enterprise.  The equity of the above mentioned five enterprises reveals that

the cumulat ive internal  equity is  insuff icient  for  the three enterprises other  than Lao

Brewery and Lao Tobacco. Lao Tobacco has been showing a downward trend in its eq-

uity rate in recent years.

Lao Brewery,  whose equity is  t radi t ional ly big,  is  highly profi table.  In addit ion to

this ,  i t  re tains undistr ibuted profi t  each quarter ,  and therefore i t  can be evaluated to

have a strong financial position. As Lao Brewery has repurchased the previously Thai-

owned stock, which used to be its joint venture, it is now a 100% state-owned company.

It is considered that a new private partner which will be useful for Lao Brewery should

be needed if future growth and a steady contribution to government revenue is expected.

In the case of Lao Tobacco, it is worried that equity ratio is declining as net asset in-

creases,  though its profitabili ty is stable,  e.g.  i t  is  ensuring a constant profit  rate.  The

reason is considered that distributed income such as dividend, etc. increased after it  be-

came a 100% state-owned company, which happened when the lease contract with Thai

Table 15 － 15　Financial Stability
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capital  terminated.  This trend is  not  preferable for  an enterprise to maintain i ts  busi-

ness.

Although Lao Aviation appears to have sufficient equity, the reality is that i ts finan-

cial status is not strong: its periodic loss is compensated with government subsidy. Pay-

ment of dollar debt, which is charged on the past purchase of aircraft,  becomes a heavy

burden because of fluctuations in exchange rates. Indeed, there is a possibility of net de-

ficiency though it is uncertain because the actual state of equity/debt and the cumulative

past loss are not sufficiently disclosed. Urgent restructuring to improve profitability, in-

cluding enhancement of capital or revision of price, should be called for.  There is also

concern about whether or not maintenance and safety policies meet international stan-

dards and this  is  a serious issue in terms of international  credit .  I t  has been said that

even customers who take international flights to Bangkok tend to choose Thai Airways.

In the case of Lao State Fuel and Pharmaceutical Factory No2, in addition to the fact

that their profit margin is slight because the product price is kept low out of social and

public consideration, it  seems that surplus cash flow of each quarter is absorbed by the

Government, which is a shareholder. Consequently, financial accumulation is not neces-

sarily on course. Under such circumstances, neither expansion of business in the future

nor equipment investment or R&D, which are indispensable for the enhancement of com-

petence,  is  impossible (banks never provide financing when cash flow to cover repay-

ment in the future is not ensured).  It  should be acknowledged that accumulation of eq-

uity is indispensable to have international price competence when imported goods begin

an influx in the future.
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（4）Improvement of Productivity (impossible to accurately evaluate before data is available)

1. Lao Brewery: Sales Quantity (litter or bottles)

2. Lao State Fuel: Sales Quantity (litter)

3. Phamaceutical Factory No. 2: Total Sales Volume of Drags (Packages), If it is diffi-

cult to count, list the volume of top three drags.

4. Lao Tobacco: Sales Quantity (Cases)

5. Lao Aviation: Number of Flight Passengers

Though it is difficult to accurately evaluate productivity due to statistical constraints,

i t  is  considered that value-added productivity or physical productivity per employee is

being improved as sales increase. However, given that there is almost no equipment in-

vestment, it  is doubtful as to whether competence is maintained in the phase of produc-

tion efficiency or product quality. Competence of the equipment-based industry, where

the ratio of sales performance to personnel expense is relatively low (Lao Tobacco, Lao

Aviation, Pharmaceutical Factory) is an issue of concern. Since productivity is a source

of competence for corporations, the administration skill of executives is called into ques-

t ion.  Given that  equipment investment and funds for streamlining are needed for con-

stant enhancement of management efficacy, the fact that intervention into management

by the Government (consideration for publicity, etc.) has become a heavy drag on finan-

cial accumulation should be rectified. Under the present circumstances, viability is not

secured.

Table 15 － 16　Productivity (Sales Quantity / Employee)
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When asset efficiency is seen in terms of turnover of total capital employed, the effi-

ciency of Lao State Fuel is far and away the best. Increasing sales by using light assets

is a trait of the oil sales industry. The turnover of inventory, which is less than a month,

is good and the burden of operating funds is l ight.  The turnover of assets is  becoming

faster and faster in the case of Lao Brewery as well. It is conceivable that not only sales

but also the operating rate of equipment is growing. Contrary to this, the worst asset ef-

ficiency is suffered by Lao Aviation. In Lao Aviation, which is,  in a sense, part of the

equipment  industry,  expensive equipment  cost  has not  yet  contr ibuted suff icient ly to

sales. It  may be attributable to the tariff setting system and the low ratio of passengers

to seats. The first step to reorganize management is to introduce a pricing system which

enables capital cost such as depreciation and interest to be adequately covered. It is also

required to reduce the differences between routes,  which is brought by the route-basis

system, by revising prices.

The inventory month demonstrates that  the inventory of the Pharmaceutical  Factory

and Lao Tobacco, corresponding to four months' inventory, has been increasing in recent

quarters. The reason is found in the business trait of purchasing a large amount of mate-

rial at  one time. However,  the upward trend is a warning. There is a doubt that the in-

ventory may have become dead stock.

1） Sales to Total Assets (Times)

2） Inventories to Monthly Sales (Months)

Table 15 － 17　Other Financial Ratio for Evaluating Assets Efficiency
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（5）Independence of Management

As for operational judgment and decision-making on a day-to-day business, a consid-

erable scope of authority would seem to be transferred. From the interview, executives

of each company were ascertained to have, at the least, management knowledge/adminis-

trat ive abi l i ty .  Although in the Board of  Directors ,  which corresponds to the general

meeting of shareholders, annual budget,  management, income and expense plan, and so

on seem to be discussed,  in  the  decis ion-making on very important  subjects  such as

product pricing/service and distribution of profit (distributed income), government inter-

venes in the decision-making process part ly as social  obligation and part ly to expand

revenue. It is irrefutable that such an intervention distorts the market mechanism, inhib-

its  the company from accumulating equity,  and damages the company's strength/conti-

nuity. Even if experienced and excellent managers are secured, there is a possibility that

too much intervention by the Government would damage the expansibil i ty of the com-

pany and the momentum of enhancing competence. In sectors where marketability is ex-

pected, it is desirable that intervention in management by the Government be suppressed

as much as possible  so that  managerial  judgment  of  managers  who have professional

knowledge or excellent administrative abil i ty be given priority.  As for contribution to

national revenue, instead of short-term contributions such as maximizing current divi-

dend,  a  f ramework or  concept ,  where  internal  accumulat ion of  enterpr ises  is  recom-

mended and the amount of payable tax or proper dividend is  expanded on a long-term

basis by enhancing future competence or profitability, should be established.

( In  the  workshop co-hos ted  by  NERI and J ICA held  on  December .  21 ,  2001,  Ms.

Manivone of the MOF stated that  the Ordinance,  (Ministerial  Ordinance No.7),  which

stipulates dividend policy to promote internal accumulation of equity, was under discus-

sion so that SOEs could continue to operate)

（6）Consideration for Publicity and Society

It was heard from several managers that paying consideration and performing obliga-

tion for the public and society is one of their purposes to operate their company. In a so-

ciety where an efficient market is not developed, it  is natural that there are many opin-

ions on how to settle the pricing mechanism to smoothly support social and business ac-

tivities. In a country where the economy is shifting, it  may be allowed to distort market

price within a certain scope if it is for social consideration. However, it should be kept in
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mind that too much regulation and distorted price easily becomes a hotbed of arbitrage

trading or rent and that there is a danger that efficient and fair economic activities are

damaged. It is considered that the scope of social consideration should be narrowed and

effort  should be made to make the price comply with market price in conjunction with

the  development  of  socie ty  and the  growth of  the  market .  Even when the  se t t ing of

policy price is  inevitable for social  and polit ical  consideration, the procedure must be

transparent  and sufficiently rat ional .  I t  should be also kept  in mind that ,  i f  consider-

ation is too much, as a result, it is capable of undermining not only the independence of

management of SOEs but also the continuity of corporations because it exacerbates prof-

itability and financial strength.

（7）Comprehensive Evaluation and Transition Strategy

Concerning the five corporations that are objects of comparison evaluation of market-

ability, evaluation from above mentioned six viewpoints is presented on a scale of one to

five in Table 15 － 18. Though potential  growth of the market is admitted with all  five

corporations, they are found to be divided into two groups depending on independence

of management and the degree of consideration for society and publicity: Lao Brewery

and Lao Tobacco are allowed to conduct independent management, which seems to have

a large influence on their  profitabil i ty and strong financial  status.  Contrary to this,  in

the other three corporations,  independence of management is  impaired,  which has ad-

verse effects on profitability and financial status: deliberate pricing control over prod-

ucts  and services is  implemented by the Government because their  products  are basi-

cally indispensable to people's lives.

Since it  is accepted that there is potential for market growth in each of the said five

companies, corporation growth should be discussed under proper strategy in the transi-

tional period with an aim to completely or partly (under joint management with predomi-

nant capital overseas and so on) privatize when a market economy is established. Table

below shows the tentative transition strategies of each company.





─ 255 ─

B. Lao Tobacco Company

From when i t  is  privat ized by JV with French enterprise,  a  president  wil l  be dis-

patched by foreign capital, and it is required to accept the independence of the private

company and its management discretion as much as possible so that the president can

exercise his/her skill ,  including modernized marketing or production control, in order

that expansion of business or resulting capital accumulation can proceed smoothly.

C. Pharmaceutical Factory No.2

Given the current profitability,  i t  is difficult  to expect an expansion of a new drug

department, which would require a lot of R&D outlay, but it is required to discuss the

possibility of privatization by making use of JV with foreign capital. For this purpose,

improving profi tabi l i ty by means of  introduction of  proper price which covers cost

will be needed. In addition to this, the Government should quickly permit the applica-

tion from the Pharmaceutical Factory to enter new businesses including the production

of medical instruments, etc. Taking the opportunity afforded by this, discussion to re-

organ ize  the  drug  pharmaceut ica l  bus iness  o r  to  segrega te  compet ing  companies

should be started: the state-owned Factory No3, is always in competit ion with No.2.

Improving drug price is  also needed to promote accumulation of internal capital  for

the days when R&D investment or equipment investment is required in the future.

D. Lao State Fuel Company

It is required to revise the oil price deciding process and decision mechanism, which

is the key to the said company. Specifically, as the company proposes, it  is desirable

not only to promptly decide price by installing a permanent Price Discussing Ad Hoc

Committee of experts but also to establish a reserve for price fluctuation to cover cost

which is incurred by fluctuation of foreign exchange rates. It is urgent to select mem-

bers  and s tar t  the ad hoc committee because the said company has no management

council based on business laws.

E. Lao Aviation

To update old equipment for flight safety, disposing of a huge amount of debt that

was left when it  was privatized, it  is indispensable not only to reduce the fare differ-

ence between Laotians and foreigners for covering the cost but also to revise the flight
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plan by route and model.  As for pricing, improvement will  be needed so that i t  com-

plies with proper price which is calculated based on cost, depending on flight distance.

When start ing to consider a new JV and privatization in the future,  debt assumption

by the Government would be a worthwhile discussion, since the huge debt left  from

the privatization time is a heavy burden for Lao Aviation.

15 － 5　Cha l l enges  and  Fu tu re  P r iva t i za t i on  S t r a t egy  o f  S t a t e -Owned  En te rp r i s e s

（1）Common Challenges and Improving Policies in the Management of State-Owned Enter-

prises of Lao

1）Lack of Idea of Equity Accumulation in the Management of SOEs

Equity accumulation in the management of enterprise, which is indispensable finan-

cial endorsement for replacement investment, R&D investment, and future business de-

velopment, is a source of overseas integrity or competitive edge. Without this accumu-

lation, a business could lose continuity/growth due to aging/inefficiency of equipment

or maturation of business. This internal reserve, so-called net cash flow, generally con-

sists  of  annual  net  profi t  (profi t  minus tax and distr ibuted income such as dividend)

and depreciat ion cost .  This  fund is  ut i l ized as  repayment  reserve for  borrowing for

equipment,  new investment fund, increased operation fund, and so on. It  must be said

that  equity accumulation is  too l i t t le ,  when seeing the f inancial  data of SOEs in Lao

PDR. Put another way, the Government, the owner of Lao PDR, has absorbed much of

cash flow of SOEs as government revenue in the name of dividend. Under such circum-

stances, it is impossible to invest in equipment that is necessary to continue/expand the

business.  Banks hesitates to finance those enterprises whose equity is insufficient be-

cause their financial status is regarded as being weak, which leads to a disastrous situ-

ation where they reach a f inancial  impasse.  Before long they will  demand subsidy to

cover loss and end up being a heavy f inancial  burden.  Both SOE executives and the

Government,  the owner,  have to accept the significance of this cash flow. The owner,

who has control over the enterprise, has to refrain from absorbing net cash flow, which

is a fruit of the business. Instead, the owner should encourage putting this in reserve as

internal fund. Furthermore, as for how the money is used, he/she has to abide by the de-

cisions of experienced competent managers as much as possible and place top priority

on the future growth of the enterprise. The Government should not be eager to increase

revenue from a short-term viewpoint,  but has to ensure that the prevailing thinking is
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that  growth and development of  enterprises wil l  lead to a  new stage where they can

contribute to public finance by contributing more to tax revenues in the long term.

2）Deterioration of Balance Structure by Setting of Policy Price

As for air fares (tariffs), gasoline price, and medicinal drug price, policy price is be-

ing sett led l ike electricity pricing, out of social  and public consideration,  which may

distort the market mechanism in a sense. It is acceptable to have such policy in a coun-

try which has an economy that is in transition as long as the target is limited to public

services. However, to put it  financially, those who are in charge of these policies have

to know that such an administered price is undermining the profit base, which has to be

sound.  I t  i s  considered that  the  necessi ty  of  adminis tered pr ice  and the appropria te

price level,  including impact to financial  status,  should be discussed in a more trans-

parent  manner  that  would sat isfy the people.  Since in  the pr icing process ,  in  which

regulations and administration intervene, financial inefficiency occurs easily, an effort

has to be made to make such administered price comply as closely as possible with mar-

ket price to meet the growth of the market economy. Each price of service/product is re-

quired to cover gross cost  including raw material  cost  and management cost  from the

standpoint of management and administration, and especially when imported raw mate-

rial  and commodity of international  market  is  t reated,  efforts  have to be made to in-

crease equity,  to enhance the co-movement of products/service price (introduction of

quick pricing process) for there are market risks such as fluctuation risk of foreign ex-

change or risk synchronized with fluctuation of market price. Otherwise, occurrence of

huge risk is liable to increase the financial burden of the Government.

3）Necessity of Development of International Accounting Standards and Introduction of

Third Party Organization

In business management, accurate and continuous financial statements are indispens-

able .  They are  needed to  see  prof i t  and loss  on  occurrence-bas is ,  to  reserve  funds

against depreciation, to add up inventory assets,  to treat foreign exchange fluctuation,

to  reserve funds needed for  in ternal  equi ty  accumulat ion in  order  to  take measures

against risks, and to accurately create balance sheets and profit and loss statements. In

addition to these activit ies,  in order to check whether or not disposit ion of economic

transactions and book entr ies are implemented properly,  an external  audit ing system

should be eventually introduced into enterprises bigger than a certain scale and whose

social  impact  is  big.  This  is  expected to be internal ly useful  for  the s treamlining of
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business management, to externally increase credit and enhance the possibility of busi-

ness growth including expansion of opportunities of JV, etc.

4）Necessity of Training Business Managers

Lastly, the necessity of training of business manager should be suggested. Since top

management  are  required to  have abundant  exper ience,  knowledge and profess ional

judgment, special consideration should be paid in selecting a suitable person in SOE as

well. Training of future managers is also an important issue and if it is implemented by

start ing a JV with foreign capital  that  has excellent skil ls  and high management con-

cepts,  i t  would be significant.  It  is important to know that special fields and purposes

differ between bureaucrats and business managers.  Opportunity expansion to enhance

human resource development  is  desi red to  foster  entrepreneurs  and those who have

management ability.

（2）Experience/lesson of Privatization Seen in the Said Five Companies

Failure of lease form: profit  during lease term was absorbed as dividend and internal

retained earnings were not reserved to update equipment. New skills related to produc-

t ion or know-how of business techniques were not  t ransferred from the lease partner.

Since privatization was bad and slow, they failed to confirm the short-term business con-

cept of the lease partner (Lao Tobacco).

JV structure with government 's  minority share:  when an enterprise,  which is  a joint

venture of a company, has excellent business ability and business concepts for long-term

growth of the enterprise,  good performance is sometimes attained by transferring busi-

ness independence and admitting discretion as much as possible. If a dividend policy is

agreed beforehand, co-existence and co-prosperity is expected.

JV structure with government 's  majori ty share:  if  social  and public consideration is

needed, government has to take a majority share to gain control of the business. What is

important is that even if profitability becomes low due to distortion of the market price

system by introducing administered price, to increase internal reserve of the enterprise

steadily is  the minimum condit ion to maintain viable management practices.  Effort  to

gradually comply with the market mechanism is also important.  Prerequisite of success

would be to select a competent manager with abundant experience and management abil-

ity and to suppress government intervention as much as possible.
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（3）Conditions of Successful Privatization

The purpose of privatization of state-owned enterprises is to increase sound and com-

petent players in market-oriented economic reform, and thereby to expand the economy

and create  employment .  In  addi t ion to  this ,  i t  i s  necessary to  weed out  unprof i table

state-owned enterprises in the process and to reduce financial burden on the Government

by restructuring. Needless to say, i t  would be sometimes required to maintain govern-

ment control of a business from the viewpoint of social policy. Based on clues obtained

from the present survey, the required conditions for successful privatization are:

・the business has to be assessed as having the potential for market growth (neither a

failure of the market nor public service sector);

・to enhance the market value of SOEs (value of net asset, equity accumulation);

・to ensure viability;

・for this purpose,  to perform systematic equipment update,  strategic investment,  or

R&D investment with the purpose to proceed with the streamlining of management

and to enhance the vitality of enterprise;

・to reserve proper internal undistributed profit,  to keep the integrity of enterprise fi-

nance which is  s t rong against  r isk ,  and to  enhance credi t  f rom shareholders  and

banks;

・to select excellent managers, to ensure independence of management, and to strategi-

cally enhance efficacy of management and profitability;

・to establish JVs or tie-ups with excellent foreign partners and to absorb production

skills and the cutting edge capability and know-how of management;

・to foster private business and to improve infrastructure (improving of law/account

system, financial system to financially support growth of businesses, training of en-

trepreneurs, etc.)

In order to grow state-owned companies as independent enterprise bodies under the

equal-footing competi t ive market  condit ion with private enterprises,  i t  is  desirable to

regulate it  under the company act as well as private enterprises in the current business

laws which are  subject ,  to  some extent ,  to  adminis t ra t ive  discre t ion.  This  judgment

seems to depend on a policy of privatization of state-owned enterprises (reference: "Cur-

rent  State of  Economy Related Law System in Laos and Focus of  Cooperat ion" Yuka

Kaneko, Assistant Professor, Hiroshima University, Nov., 2000).
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