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The Trade and Private Sector development vision for 2030 is “a
more diversified economy with creative, productive, and competi-
tive enterprises through creating a conducive environment for en-
terprises”.

In order to achieve this vision, the sector has adopted a strategy
based on three pillars, namely:
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1) enhancing competi-
tiveness of Lao enter-
prises, especially SMEs
in domestic, region-
al, and international
markets;

2) continuous improve-
ment of business en-
abling environment;
and

3) further deepening of
our economic integra-
tion under WTO and
ASEAN framework.

Priorities under Strategic Pil-
lar 1 include implementation of
measures to improve access
to business development ser-
vices, and provision of sector
specific support to remove bot-
tlenecks in value chains of key
products and services.

The strategic pillar 2 focuses on
reducing cost of doing business
through improving trade facil-
itation, simplification of busi-
ness regulations, improving
access to finance and skilled
labor, strengthening public pri-
vate dialogue on business en-
vironment at central and local
level, promoting continuous in-
vestment in infrastructure, and
promoting competition in key
backbone service sectors.

The strategic pillar 3 is aimed
at promoting trade, investment,
and enhancing market access
for Lao products and services
through fulfilling commitments
under Multilateral level (WTO);
regional level (AEC), sub-re-
gional level (GMS, ACMECS
and others), and Bilateral coop-
eration to reduce and eliminate
intra-regional trade barriers by

Vision 2030

A More Diversified Economy
with Creative & Productive Enterprises
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completing the implementation
of unfinished measures under
the AEC Blueprint 2015 and
continuing the implementation
of CLMV’s commitments under
AEC 2025 work plan; and le-
veraging economic integration
as a driver for improving quality
of legal and regulatory environ-
ment for business.

Key Achievements

and results

Between 2010-2014, Laos’
merchandise export has been
growing at average rate of
about 35 percent per year with
both resource and non-re-
source exports growing at
more than 30 percent a year.
Strong import growth that has
accompanied the economic
upturn has been characterised
by steady growth in the import
of consumption goods along-
side a slightly higher rate of ex-
pansion in the import of capital




goods associated with mining
and hydropower, although de-
spite growth in absolute values,
the overall proportion of trade
to GDP has fallen slightly.
Over the five year period, the
rate of growth of services val-
ue-added peaked at 8.65 per
cent in 2008 and since then
has fluctuated between 6 - 8
per cent. Factors driving this
expansion include robust con-
sumer spending which provid-
ed a fillip for wholesale and re-
tail distribution; strong growth
in credit which boosted finan-
cial services; a 12 per cent
increase in tourist arrivals to
3.7 million in 2013 which ben-
efited hotels, restaurants, and
transportation and double-digit
growth in telecommunications
which has been facilitated by
the extension of mobile phone
and internet services.

Over the past few years Lao
PDR has become a better

place to do business for both
domestic and foreign firms.
A number of new regulations
consistent with WTO and ASE-
AN principles were introduced
to improve predictability and
transparency in regulatory en-
vironment.

Despite significant improve-
ment in the business environ-
ment, there are still certain gaps
between policy and implemen-
tation and without reducing this
gap the potential of key eco-
nomic sectors is likely to go un-
realized. Further improvement
in the enabling environment will
require a wide range of sectoral
and cross-sectoral initiatives.
Another key challenge will be
to follow through with fuller im-
plementation of legal reforms
enacted in recent years. This
will be especially challenging
in a post WTO accession envi-
ronment when, evidence from
other post accession countries

MEH!;!%!
e
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shows, reform momentum may
begin to slow. Similarly, as trade
and investment flows become
increasing driven by the natural
resource sectors, substantial
efforts will need to be made to
ensure that growth in the more
labor-intensive non natural re-
source sectors is not hindered.
We believe that we can use ex-
isting comparative advantage
in natural resources to devel-
op other parts of the economy
through the efficient use of rev-
enues to develop skilled labor
and promote export industries
with proven potential.

Under each of the three stra-
tegic pillars of the next sector
five year plan, specific mea-
sures and policy interventions
are proposed. sufficient budget
will be required and we expect
to mobilize about 70 percent of
the financing needs from de-
velopment partners in the form
of official development assis-
tance, and the remaining 30
percent to be financed through
public investment program.
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There has been a gap in reg-
ulatory action for the Lao in-
surance sector since the en-
actment of the Insurance Law
in 2011, and the Insurance
Regulator has had only a lim-
ited role. This means that Lao
PDR is not yet meeting its ob-
ligations for insurance under its
membership of the World Trade
Organization (WTO).

There are currently 12 licensed
insurance companies in Lao
PDR, with another five licensed
companies that are not yet op-
erating, and another four un-

dergoing the licensing process.
The thriving insurance sector
must be governed by appropri-
ate policies and regulations, to
establish a regulatory environ-
ment that promotes best prac-
tice and transparency.

In 2015, the Ministry of Finance
established the standalone In-
surance Regulator unit within
the Department of Government
Investment Enterprise and In-
surance Management to be
responsible for the regulation
of the insurance sector. The
long-term goal is to create a

regulatory framework that com-
plies with the Insurance Core
Principals (ICPs) developed by

the International Association
of Insurance Suppliers. These
represent best practice in in-
surance regulation, and all 28
ICPs must be achieved.

However, the Insurance Reg-
ulator facility does not have
sufficient staff capacity and re-
sources to undertake its duties,
and not all of the 28 ICPs are
currently achievable or appro-
priate for Lao PDR.

A more realistic immediate
aim for the Insurance Regula-
tor would be to achieve com-
pliance with six ICPs over the
next three years that relate to
effective supervision, internal
controls, market analysis, off-




site and onsite supervision and
preventative and corrective
measures. This will mean that
the basic regulatory functions
of supervising the insurance
market are met, and ensure
that companies are transparent
and provide their customers
with proper protection.

The Insurance Regulator also
has limited ability to collect in-
formation efficiently from insur-
ers to inform publications on
the sector. Another barrier to
sector development is a lack of
analysis of financial and mar-
ket information from insurers.
Another potential issue is the
that the establishment of the
Insurance Regulator within the
Ministry of Finance could give
the appearance of a conflict of
interest with the separate role
of monitoring government in-
vestment in state-owned enter-
prises.

The establishment of an in-
surance industry association
to represent the industry and
support Government initiatives
to develop the sector can raise
public awareness of insurance
and create opportunities to en-
force insurance legislation.

Overcoming the challenges
facing the Lao insurance sector
will require a focused develop-
ment programme, with tech-
nical assistance, over three
years. Action required in the

first year will include demon-
strating the independence of
the Insurance Regulator, be-
ginning with the publication of
reliable and current industry
statistics for the industry, and
evaluations to determine that
operators are financially sound.

Building the capacity of In-
surance Regulator personnel
can be achieved by on-the-job
training with their counterparts
in neighbouring countries. This
will enable staff to learn how
to analyze insurers’ accounts,
perform on-site inspections,
and undertake product approv-
al.
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Other measures for the first
year are enacting and imple-
menting key regulations (on
licensing, product approval,
brokers, agents, solvency, re-
serves, investment and report-
ing), and providing the resourc-
es for Regulator staff to carry
out their jobs in a professional
and confidential manner.

From 2017, the focus of the
development programme will
move to capacity building for
Regulator staff in financial and
risk analysis, implementing the
Regulator’s IT systems and
databases, and continuing the
implementation of necessary
regulations.

Significant investment funding
and technical assistance are
required from development
partners to establish a trans-
parent regulatory environment
with and effective regulatory
framework, improve skills and
capacity in the Regulator’s of-
fice, increase staffing levels,
and provide support tools and
resources, including IT equip-
ment.

The return on this investment
will be a fully funcitional and
expanded insurance sector
that will contribute to the econ-
omy by covering commercial
and personal risk in all sectors
of the community. The most
effective way of achieving this
goal is to work simply, through
the development of a phased
regulatory framework, and by
sharing knowledge with other
ASEAN insurance regulators.
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LAO
And JOB Creation

Lao PDR has seen strong
economic growth over the last
decade, averaging 7.8% per
annum. However, the growing
external appetite for Lao natu-
ral resources that has been the
prime driver of this growth has
not resulted in broad-based job
creation or increased income

Exports

for a significant proportion of
the population.

Manufacturing — especially in
the garment sector — has the
potential to generate jobs for
a large number of unskilled
workers. However, while gar-
ment manufacturing provided

caeg jO haeuih

substantial job creation in the
1990s, market trends since
2007/2008 have resulted in
weaker wage growth and em-
ployment. This is a reflection of
Lao PDR’s decline in compet-
itiveness on the international
stage over the same period.



While exports can be an ave-
nue to growth and job creation,
the success of policies aiming
to sustainably increase em-
ployment will depend on the
realities of Lao export competi-
tiveness and global market de-
mand.

While agricultural production
continues to dominate the Lao
labor market, agricultural prod-
ucts account for only a small
share of Lao exports. The most
dynamic export sectors — min-
eral products, base metals, and
wood and pulp — do not gener-
ate enough demand to absorb
the large unskilled segment of
the labor force. Even the gar-
ment sector, which accounts
for a tenth of exports, employs
less than 2% of the labor force
and wages are very low.

Loa PDR is on average more
export-oriented than other
countries, with rates similar to
those of Vietham. However, Lao
products involving significant
labor and with good potential
for export, such as garments,
may lack competitiveness be-
cause wages in this sector are
higher than those in competitor
countries including Cambodia
and Bangladesh. A gap in com-
petitiveness between Lao PDR
and its competitors has been
opening up since 2006.

Fie it a

The Lao labor market rewards
higher education levels with
higher wages, and there is ev-
idence of an increasing supply
of skilled labor to meet cur-
rent demand, However, wage
growth for the best educated
workers are not sufficiently
high to act as an incentive for
others to achieve higher levels
of education, and employers
experience difficulty in retain-
ing unskilled workers.

Lao PDR’s comparatively weak
education outcomes may be
limiting exporters’ capacity to
invest in new production tech-
nology, while more competi-
tive countries tend to diversify
into higher-value products and
adopt new technology, backed
up by a better educated work-
force. Little progress has been
made in closing the gap in com-
petitiveness since 2006.

A feature of the relative fluidity
of the Lao labor market is that it
is costly for less skilled workers
— especially women — to move
to other sectors for better work
opportunities. This is the norm
for countries with a large share
of primary employment.




There are several avenues to
pursue to make Lao firms and
producers more competitive in
external markets, and thereby
create more and better jobs
for the Lao workforce. These
center on creating growth by
facilitating access to technolo-
gy and higher value production,
and enhancing the skills of the
labor force.

One approach would be to
avoid competition in the crowd-
ed, low-value garment sector
by focusing on creating more
attractive ‘niche’ product lines
for high income economies.
One way to do this would be
to upgrade labor and environ-
mental standards, which would
help big brand retailers to meet
their corporate social responsi-
bility objectives.

Meanwhile, improved incentive
structures — featuring better
working conditions and career

development opportunities —
would reduce the high turnover
and exit rates in the garment
sector and the consequent
losses to the Lao economy.

Improvements in output quality
and investment in higher-value
activities require a large pool
of skilled labor. This means the
creation of policies to improve
educational attainment, more
support for basic education,
and reform in teaching curric-
ula and vocational training to
meet the demands of the mar-
ket. The result would be a more
capable labor force with better
entrepreneurial skills that is
better able to reach higher in-
come consumers.

Measures to help producers
access new external markets
could include joining electronic
knowledge platforms, ensuring
that standards and certifica-
tion comply with internation-
al standards, reducing costs
by improving trade logistics,
and supporting marketing as-
sistance and training. These
measures could be boosted
by clarifying minimum wage
regulations, addressing the im-

pediments faced by firms who
want to export their products,
creating incentives for invest-
ment in technology and higher
value production, and making
it easier for firms to access
formal finance through banks
and SME-targeted credit insti-
tutions.

The high labor mobility costs
faced by Lao workers could
be mitigated by labor market
information or matching ser-
vices, cost-share training that
is demand-driven and target-
ed towards specific private
sector needs, and diversifying
production by moving away
from primary production to-
wards industry and services.
These measures would make
the workforce less vulnerable
to sudden changes to the eco-
nomic environment.

By adopting these measures,
Lao PDR can create a more
skilled and secure workforce
making more diversified prod-
ucts, and ensure that produc-
ers are better able to access
higher value external markets.
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Trade policy and prac-
tice can have profound impacts
on the social and economic
status of women. In Lao PDR,
men and women are encoun-
tering different challenges and

opportunities due to recent
trade liberalization designed to
integrate Lao trade more fully
into the world economy.

Lao PDR has actively liberal-
ized its trade and investment
regime, largely influenced by
bilateral and regional trade

A

In Lao PDR, 2016

o N

agreements. While this has re-
sulted in strong growth in the
cross-border flow of goods,
services and investment, much
of this growth has been driven
by growing demand for Lao
PDR’s natural resources.

Exporting natural resources
has brought significant benefits
to the Lao economy through
economic growth, increased
fiscal revenue and improved in-
frastructure. However, an over
reliance on the natural resourc-

es sector as the primary source
of economic growth brings with
it serious risks to sustainable
long-term development. In ad-
dition, this sector does not gen-
erate the broad-based employ-
ment and income creation that
will benefit a significant propor-
tion of the population.

Existing trends in investment
tend not to result in opportu-
nities for women to increase
their income and improve their
standard of living. The kind of



investment that would make
positive changes to women’s
lives would require a better
skilled labor force and a more
favorable investment climate.

The Lao labor market, although
changing, remains highly in-
formal and centered on agri-
culture. The main activity of
more than 70% of households
(including 40% of urban house-
holds) is based on agriculture,
fishing or forestry, and most of
this work is based on family-run
smallholdings. It is important,
therefore, to create alternative
and more lucrative opportuni-
ties to earn income, in sectors
such as handicraft production
and agro-processing.

Despite the continuing reliance
on agriculture, Lao PDR is un-
dergoing a transition to an in-
dustrial economy. The rapidly
growing industrial and service
sectors, featuring activities in-
cluding garment production,
hospitality and banking, are

increasingly attracting young
people.

The service sector current-
ly employs around 18% and
15.5% of the male and female
labor force, respectively, while
manufacturing employs 5.5%
of the male labor force and
6.2% of the female labor force.
However, while women form
the majority of the manufac-
turing workforce, they tend to
occupy lower level jobs. Fur-
thermore, a large proportion of
new manufacturing jobs are for
unskilled labor, which are the
lowest paid and most insecure.
Access to training for the skills
required for supervisory and
managerial jobs is limited for
all, and women face the further
obstacle of traditional gender
norms and the expectation that
they will be home makers and
raise children.

There is an increasing gap
between men and women’s
earnings across different ed-
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ucation levels. In 2007/08,
women earned between 14%
and 15% less than men while
performing identical work, al-
though they had the same level
of education. This gap widened
to between 18% and 19% in
2012/13. The gender gap is
largest at the low end of educa-
tion achievement.

While there is a growing need
for skilled manufacturing work-
ers, only about half of voca-
tional students and focusing
on that area. Only some 8% of
female students are enrolled in
an industrial vocational course,
while 73% of students in ser-
vice-oriented vocational train-
ing re women.

While more Lao women are
owning and managing firms,
these are much more likely to
be small enterprises. Women
are included in the ownership
structure of 55.3% of small
firms, but this figure decreases
to around 20% of medium-sized



and large firms. Women tend to
own or manage retail business-
es, while they are owners of
only about a third of manufac-
turing firms, and only about a
quarter of manufacturers have
women in top managerial posi-
tions.

These figures suggest that
female entrepreneurs face a
range of problems accessing
to the support and resources

to expand their businesses,
business networks, credit, and
management skills. Anecdotal
evidence also suggests that
women are constrained by
gender norms, with the result
that they are unable to devote
the necessary time to growing
their businesses.

Because firms owned and
managed by women tend to be
small, and because they do not
have equal access to the busi-
ness networks, contacts, infor-
mation and skills, they are less
likely to participate in the export
market.

There are many ways to begin
to address this inequality.

More  gender-disaggregated
data is needed to identify the
situation of women in terms of
their access to credit, invest-
ment and training, and Ministry
of Industry and Commerce staff
must have the capacity to an-
alyze the data and translate it
into action to promote gender
equality in trade.



There needs to be better
awareness among business
owners and managers and
policy makers of the way trade
liberalization is negatively im-
pacting on women, of the con-
straints women face in trade,
and of emerging challenges
and opportunities in the sector.
Business owners and associa-
tions also need to be aware of
the social constraints faced by
women striving for higher man-
agerial positions, and the need
for strategies including ma-
ternity leave, flexible working
arrangements and opportuni-
ties for training and education.
Better collaboration between
private and civil society actors

can also help female entrepre-
neurs and producers to get bet-
ter access to information and
business networks.

Links between banks and
women entrepreneurs need to
be built, enabling affordable
credit programmes and better
awareness among the busi-
ness community of opportuni-
ties to access knowledge and
credit, such as the SME Fund.
Increased support for women
producer groups (for exam-
ple in handicrafts and textiles)
would improve information
sharing around market oppor-
tunities and trading and access
to foreign markets.

Enabling better access to edu-
cation, skills development and
training for women in the man-
ufacturing sector (especially
garment manufacture) would
create a more skillful workforce
that attracts a higher level of in-
vestment. This can be achieved
through vocational training
centres and industry-specific
training. More women should
also be supported to study and
train in areas where there is
high demand, for example in
managing manufacturing firms
and tourism services.

Legislation and policy making
also have a role in guaran-
teeing women equal pay and
access to job opportunities,
parental and sick leave, and
protection from discrimination.

International evidence shows
that gender equality, and in
particular the level of wom-
en’s economic empowerment,
is closely related to economic
growth and poverty reduction.
In this way, Lao women can
have a significant role in creat-
ing, running and growing busi-
nesses as a fundamental driver
for economic growth and devel-
opment.
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Despite the challenging glob-
al economic environment, Lao
PDR has successfully sus-
tained annual growth rates in
excess of 7% over the past de-
cade. The key drivers of this
growth have been services, hy-
dropower, construction and the
food processing sector. Ser-
vices have been growing slight-
ly faster than the economy, ex-
panding by 9% in 2013. Travel
services account for some 78%
of total service exports. Since
2000, the economic structure
of Lao PDR has evolved from a
heavy concentration on agricul-
ture towards industrial produc-
tion. Exports exceeded imports
by US$236 million in 2012.

Even before joining the World
Trade organization (WTQO) in
2013, Lao PDR was having

significant success in improv-
ing its foreign trade. At regional
level, it is committed to improv-
ing its legal framework for trade
through the ASEAN Trade in
Services Agreement (ATISA).

However, insufficient capac-
ity hinders regulatory agen-
cies striving to achieve their
mandates, and challenges to
creating an efficient regulatory
framework remain.

Restrictive administrative prac-
tices that affect regulatory qual-
ity include unclear laws and
requirements, incomplete or
dated legislation and the slow
development of regulations to
meet laws. Furthermore, defi-
ciencies in monitoring the im-
plementation of rules to ensure
effective enforcement can un-
dermine the gains made in reg-

ulatory reform.

~




Measures to

address service
regulation

Lao PDR has made signifi-
cant progress in implementing
its regulatory reform agenda.
Now is the time to improve its
performance in relation to the
determinants of service ex-
ports, namely skills and the
governance and regulatory
framework, in order to reap the
benefits of an efficient services
sector that eases production,
thereby creating economic di-
versification.

Governance of the Lao service
sector depends on advancing
initiatives to improve public ac-
cess to business regulations,
and improving mechanisms to
make trade policy information
more understandable.

While some sectors, like bank-
ing, have been liberalised and
comparatively well regulated,
others, including telecommu-
nications and insurance, lack
an independent regulator. Ser-
vice providers, meanwhile, are
faced with issues related to
business registration and taxa-
tion. Professional services are
relatively undeveloped, with a
shortage of qualified personnel
and weak regulatory agencies.
While there are strong barriers
to foreign participation in Lao
Legal services, the accounting
and engineering sectors are
relatively less constrained by
trade limitations.

Tourism has significant poten-
tial to benefit the Lao econo-
my and workforce, and it can
be helped to flourish if unclear
laws and regulations are ad-
dressed, and if standards are
more strongly enforced.

The priority for Lao PDR in im-
proving service regulation is to
implement the parallel service
regimes under the General
Agreement on Trade in Ser-
vices and the ASEAN Frame-
work Agreement on Services
(AFAS). This will require the
deployment of significant re-
sources to translate trade com-
mitments into the legislative
framework, and strengthen
regulatory and institutional ca-
pacity.
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And Integration into
The Global Economy

As a small, land-linked and commodity-dependent country, Lao PDR’s future growth is
directly linked to its ability to integrate into the global economy. A crucial part of this transition will
be the removal of barriers to trade including non-tariff measures (NTMs).
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Over the past decade, the Gov-
ernment has prioritized the inte-
gration of the economy into the
Southeast Asia region and the
multilateral rules-based trad-
ing system. Lao PDR signed
the ASEAN Trade in Goods
Agreement (ATIGA) in 2010
and became a formal member
of the World Trade Organi-
zation (WTO) in 2013. Accor-
dance with these agreements
required profound changes to
its tariffs and NTMs, customs
reform and the introduction of
measures to facilitate trade.

The framework that has been
established is designed to re-
move barriers to trade and al-
low Lao firms and consumers
cost-efficient access to imports,
and enables the Government to
ensure that these goods meet
domestic regulations, and that
informal trade is minimized.

While the accession to the WTO
brought Lao NTMs broadly into
line with regional measures,
the existing import licensing
scheme remains cumbersome
and costly, and hampers the
ability to bring products into the
market.

The current licensing scheme
faces three main problems.
Firstly, it is centralized in the
capital, which disadvantages
rural traders who must spend
time and resources to obtain
the certification they need. Sec-
ondly, there has been a lack of
coordination between central li-
cense-granting authorities and
the border agencies who must
enforce them, which can cause
delays. Finally, there needs to
be better communication of

procedures and timelines be-
tween central Government and
traders, to avoid delays and
discourage informal payments.

The current license structure
can encourage importers to
resort to informal channels to
bring their products to the mar-
ket, which puts the health and
safety of consumers at risk.
Traders passing on the extra
cost of obtaining licenses to
consumers means that there
is a negative impact on house-
holders. This impact is felt most
by the poorest consumers, who
must pay more for essential
products, including vegetables,

processed food and vegetable
oil.

The Ministry of Industry and
Commerce (MOIC) already
has a mandate to review, con-
sult on, and propose modifica-
tions to regulations to stream-
line NTMs. The department of
Imports and Exports (DIMEX)
is the technical secretariat of
the NTM Review Sub-Working
Group (NRSWG), which is the
interagency body in charge of
discussing and streamlining
proposals made by DIMEX at
the highest level of govern-
ment. It is MOIC'’s job to enable
the NRSWG to translate tech-



nical analysis into policy action.

The Government can take
measures to address these
constraints and ensure that Lao
PDR is better placed to reap
the benefits of deeper integra-
tion in the global economy.

One action would be a regu-
latory impact assessment of
import licenses and their asso-
ciated fees. This would review
how — and how often — fees are
collected, and allow a reduction
in the administrative burden
faced by the trading communi-
ty when applying for licenses.
This could be followed up by a

more comprehensive review of
licenses for products that, while
important to Lao daily life, do
not generate important reve-
nue for line agencies, for exam-
ple, bicycles, food preparation
items, stoves, baby strollers
and, to a lesser extent, motor-
cycles.

Government action to minimize
NTMs would consolidate the
considerable progress already
made in joining the WTO and
signing ATIGA, bring Lao PDR
into line with its neighbours,
reduce informal trade, simplify
and speed up the import pro-
cess, and ease the financial
burden on the consumer. Inte-
gration with the global econo-
my offers great benefits to trad-
ers and the whole population.
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Enhancing the Links
between Services and
Manufacturing in Lao PDR

The service sector — the portion
of the economy that produces
intangible goods — is critical to
raising the competitiveness of
the entire, boosting growth and
creating better quality jobs. It
makes a crucial contribution to
Lao PDR’s competitiveness in
global markets.

The importance of the service
sector generally increases as
the economy grows. It plays
two complementary roles —
creating an avenue for export
diversification and growth, and
providing inputs into other pro-
ductive sectors of the economy.

While Lao PDR’s service sector
has become the largest con-
tributor to GDP (reaching 41%
in 2014), it has not reached
its full potential and remains
smaller than those of compara-
ble countries. The considerable
growth in Lao services has not



been matched by diversifi-
cation, and they remain con-
centrated in traditional areas,
including transport and travel.
This adds to the economy’s
vulnerability to sector-specific
shocks.

Normally, firms in the service
sector are important suppliers
of intermediate inputs to oth-
er sectors, especially manu-
facturing. However, while the
contribution of services to total
Lao exports stands at 21%, the
contribution of modern services
(such as business, financial,
insurance, and information,
communication and technology
schemes) is very small. For ex-
ample, financial and telecom-
munications services represent
only 3% of total service inputs
to manufacturing, which may
inhibit diversification and up-
grading in manufacturing and
constrain increases in the val-
ue of the manufacturing sector.

Services in Lao PDR contribut-
ed about 28% of the economy’s
added-value inputs in 2011,
compared to the 40% or more
contributions of service sectors
in peer countries. Its primary
sector contributions (including
agriculture, energy and miner-
als) contributed 68% of domes-
tically supplied inputs, while
manufacturing contributed only
6%.

This inadequate supply of ser-
vices acts as a tax on the pro-
duction of goods that use them.

Research has shown that poor
quality transport and electricity
services are a particular drag
on the performance of Lao
firms. Inadequate access to
financial services also has a
negative impact on productivity.




Lao PDR can make changes in
policy to increase competition,
reduce unhelpful regulation,
enable foreign participation,
build skills at individual and firm
level, and invest in hard and
soft infrastructure to enable
the development of the service
sector.

Key to this change is Lao
PDR’s ongoing implementation
of WTO and ASEAN Frame-
work Agreement on Services

(AFAS) commitments, which
are designed to ensure a lib-
eralized trade and investment
regime for services. For exam-
ple, measures to open up the
service sector and enhance
trade growth include meeting
commitments on the finance
and telecom segments of the
WTO General Agreement on
Trade in Services (GATS), and
to further consider opening up
the distribution and retail seg-
ments of the Agreement. Other
measures could include relax-
ing restrictions on foreign firms
participating in tourism activi-
ties, and making transportation
licensing procedures more flex-
ible. Making the regional liber-
alization commitments under
AFAS compatible with GATS
would also help the regional
integration of services, forming
a potential platform for wider
integration into the global mar-
ketplace through more effec-
tive negotiation strategies.

It is easier to realize the poten-
tial benefits of more open trade
and investment when an en-

N

abling, transparent and predict-

able regulatory environment
is in place. This can be seen
in Lao PDR’s commitment to
ambitious regulatory reform of
the telecommunications sector,
which is designed to create a
framework in line with the WTO
Telecom Reference Paper,
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covering access and use of the
telecom infrastructure, an inde-
pendent regulatory body and
rules on competition.

For service sector reform to
be implemented properly, the
relevant agencies must be
empowered with adequate
budgets and capable person-
nel. User-friendly guidelines
on new legislation would also
help a common understanding
of the regulations among both
officials and the public, and
support transparent implemen-
tation.

Lao firms have identified the
lack of skilled workers as a se-
rious constraint, so it is essen-
tial to build up skills and capac-
ity if the country is to move into
more sophisticated services
and manufacturing production.

For example, in order to up-
grade in textiles and garments,
firms need a workforce that
can undertake original design,
accounting activities and mar-
keting. Targeted, long-term pol-
icies to strengthen basic edu-
cation, reform curricula to meet
market demand, and align vo-
cational training with private
sector needs, are crucial. In the
short term, facilitating the entry
of foreigners with relevant skills
could alleviate some of these
constraints.

-

Finally, investment is needed
in both hard and soft infrastruc-
ture, particularly in transport
and energy, including electrici-
ty, water and internet connec-
tivity. An improved road network
is vital to reducing firms’ trans-
port costs, and the energy grid
needs to be strengthened to
ensure stable supply. Improved
internet connectivity and re-
moving the luxury tax on the
internet will enable domestic
and foreign internet providers
to compete on a level playing
field and improve performance.

Lao PDR is well placed to
adopt policies and regulations
to bring it into line with its WTO
and ASEAN commitments
have the potential to boost the
Lao service sector and enable
it to contribute more effectively
to manufacturing. The positive
knock-on effects would include
a more competitive Lao pres-
ence in regional and world mar-
kets and benefits for the econo-
my and workforce.
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Advances in the Lao
Telecommunications Sector

Lao PDR has made signifi-
cant progress in economic re-
form over recent years, and is
working towards deeper inte-
gration with markets in South-
east Asia and the rest of the
world. Achieving full integration
with ASEAN and accession to
the World Trade Organization
(WTO) were landmark steps
in furthering economic ties and
encouraging domestic invest-
ment and development.

Key to achieving further inte-
gration will be reform of the
telecommunications sector. Ad-
dressing legislative and regula-
tory gaps to meet WTO com-
pliance standards will enhance
market operator and investor

confidence in Lao PDR, and
ensure fair and efficient future
growth in the sector.

Telecommunications is a vital
industry in Lao PDR that pro-
vides important economic and
social benefits. As well as con-
tributing directly to the econo-
my and facilitating economic
growth in other sectors, it al-
lows Laotians to be connected
with each other and the rest of
the world. Better quality tele-
communications services lead
to increases in productivity
and competitiveness, improved
trade, increased foreign direct
investment, greater economic
growth, more employment and
improved per capita GDP.

-
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Gaining compliance with WTO
standards gives Lao PDR an
opportunity to develop a reg-
ulatory structure that enables
improved telecommunications
services and performance
countrywide. There is scope
for Lao PDR to improve its
telecommunications  service
penetration and performance
to match those found in its re-
gional trading partners. Ide-
ally, wireless networks such
as those found in developed
countries could help Lao PDR
realize rapid growth in perfor-
mance.

Ministry of Industry and Com-
merce has worked to identify
key gaps in Lao PDR’s current
laws and regulations that are
preventing full WTO compli-
ance in this sector. It has also
uncovered other areas for im-
provement in order to create
greater certainty for telecom-
munications operators and oth-
er participants in the market,
and to reinforce the Govern-
ment’'s commitment to the re-
form process.

Most of the primary legislation
to ensure WTO compliance is
already in place. The next step

will be to implement regulations
and other instruments to com-
plete a comprehensive regula-
tory framework for the sector.

The two main Government
priorities are establishing the
Lao PDR Telecommunications
Regulatory Authority (TRA) as
the sector regulator, and imple-
menting a licensing framework
for authorizing telecommunica-
tions operators. Establishing
the TRA via a Law or Decree is
the key to determining the time-
frame and action plan for com-
pliance measures. Separate
regulation will also be required
to develop a detailed licensing
framework.

While the 2014 Decree on Ra-
dio Frequency and the current
development of the Law on
Competition and Decree on
Competition represent con-
siderable progress, further
measures to bring the sector
into line with international best
practice are recommended for
consideration. These include
implementing interconnection
regulations and a universal ser-
vice regime.
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