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3. Abbreviations

AFTA
ASEAN
BDS
BMO
CPI
EBS
ES

FDI
GDP
Glz
HRDME
ISIC
LBF
LNCCI
MoES
MolC
MPI
NGPES
NSEDP
NUolL
PPPD
SME
SMEPDO

TFP
WTO

ASEAN Free Trade Area

Association of South East Asian Nations

Business Development Services

Business Membership Organisation

Consumer Price Index

Enterprise Baseline Survey (2005)

Enterprise Survey (2007, 2009, 2011)

Foreign Direct Investment

Gross Domestic Product

Deutsche Gesellschaft fiir Internationale Zusammenarbeit GmbH

Human Resource Development for a Market Economy

International Standard Industry Classification

Lao Business Forum

Lao National Chamber of Commerce and Industry

Ministry of Education and Sports

Ministry of Industry and Commerce

Ministry of Planning and Investment

National Growth and Poverty Eradication Strategy

National Socio-Economic Development Plan

National University of Laos

Provincial Public-Private Dialogue

Small and Medium Enterprise

The National Small and Medium-Sized Enterprise Promotion and
Development Office

Total Factor Productivity

World Trade Organisation
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5. Executive Summary

5.1. Background:

The third phase of the Lao-German Programme “Human Resource Development for a
Market Economy (HRDME), has a time horizon of implementation of three years (2011-
2014) and aims to improve the conditions for private sector/ SME development and a
needs oriented vocational education and training. It has three ministerial partners—
Ministry of Planning and Investment (MPI), Ministry of Industry and Commerce (MolC), and
Ministry of Education and Sports (MoES) — as well as Lao Chamber of Commerce and
Industry (LNCCI) as the umbrella organisation for the private sector in Laos. The
implementation of Phase Il of the HRDME Programme builds on that of Phases | and Il and
adheres to the defined objective as well as to the corresponding indicators capturing the
development impact of Programme support.

The data collected by this year’s Enterprise Survey 2011 (ES2011) provides valuable
information for the monitoring of economic and private sector development, especially with
respect to the business environment and SME development in Laos. Drawing from a
representative sample of 728 firms across five provinces, this analysis assesses changes in
the business performance and environment against previous surveys (EBS2005, ES2007,
ES2009) in an effort to measure the impacts of the HRDME Programme and other
stakeholder programmes against key indicators, and to evaluate the current economic
environment for doing businesses, more broadly.

The survey was guided by the ES2011 Task Force (ESTF2011) and conducted in close
cooperation with HRDME and the Programme’s Lao counterparts MPI, MoES, MolC and
LNCCI. Practical implementation was supported by consultants as well as by the National
Statistics Department and the Faculty of Economics and Business Administration of the
National University of Laos (NUoL).

5.2. Ten Key Findings

1. Laos has experienced positive economic growth, fuelled by a natural resource
boom: Laos has grown at an average of 7.5% since 2002, with GDP growth reaching
8.5% in 2010. Unlike some of its regional neighbours, Laos weathered the
international crisis well, as it is less interconnected through international trade and
investment flows.

However, in recent years, there has been a steady increase in FDI to Laos, primarily
driven by a natural resource boom. The hydropower, copper, tin, gold, and wood
industries have attracted large amounts of FDI (approximately USS$1.1 billion in
2011) and driven exports, while the non-resource sectors have comprised a
continually smaller component of Laos’ economic growth. To put this surge into
context, FDI for resource sectors was 41% of total FDI in 2000 and was 83% of total
FDI in 2010. As such, the manufacturing and agriculture sectors represent a smaller
portion of total GDP each year, not necessarily because they are shrinking, but
because they are not growing as fast as resource-based sectors.

Like many countries with resource booms, Laos’ imports are aggressively trending
upward as foreign exchange flows into the country. Not surprisingly, consumer
goods constitute a significant portion of imports. Cars, for instance, represented
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16.5% of total imports in 2010.While growth has been a largely positive
development, some risks remain:

* There is inherent price volatility associated with an overdependence on minerals
and electricity investments and exports.

* Laos exhibits some early symptoms of a “Dutch Disease” like scenario in which a
capital account surplus, the risk of currency appreciation and changing resource
allocation could crowd out non-resource based exports and erode the prospect
of sustainable long run growth.

2. Firms’ profits and expectations are rising: The growth experienced by the macro
economy has indeed trickled down to impact the 728 firms in our sample. Increased
spending power and FDI has led to greater profits for local firms. In 2011, 50.8% of
firms in the sample experienced increased profits compared to last year and 25%
acknowledged that profits remained approximately the same. The majority (79.2%)
of owners/managers expect profits to increase (63.3%) or remain the same (15.9%)
in the future. The proportion of enterprises surveyed in 2011 that expect their
profits to decrease in coming years was only 6.8%, the lowest recorded (Figures 38
and 39). This reflects on-going positive expectations about growth in future profits,
reinforced by past experience (Figure 36) of consistent performance.

3. Lao firms in the sample view competition as weakening: Lao firms of all sizes
perceive fewer issues surrounding competitiveness than in 2009. While on the
surface this is a favourable finding for individual firms, from an industry or sector-
wide perspective limited competition could leave the economy vulnerable in the
long run, particularly as international firms enter the fray in greater numbers in the
wake of ASEAN Free Trade Area (AFTA) and World Trade Organisation (WTO)
implementation.

4. Those firms that do feel competitive pressure often cite access to capital and
market saturation as major obstacles: 57% of micro businesses and 45% of small
businesses from the sample expressed that lack of capital is a “big” or “very big”
constraint (Figure 56). Business owners who feel competitive pressure also cite a
lack of product differentiation as a primary reason for their struggles. These issues
will likely be exacerbated when additional international firms with access to working
capital and brand recognition enter into the Lao market space.

5. Firms have little to no knowledge of upcoming trade integration, leaving them
vulnerable in the medium to long term: All firm types (small, medium and large)
view domestic competition as a bigger challenge than foreign competition. This
inward orientation is coupled with an overall lack of awareness regarding upcoming
trade agreements. Firms in the sample, for instance, know less about AFTA and the
WTO than they did in 2009, with less than 30% of the firms aware of each respective
agreement (Figure 50). A lack of awareness limits firms’ ability to prepare for trade
opening and to seize opportunities abroad.

6. Satisfaction levels among businesses are high, but this could be a long run
hindrance to productivity: Firms of all sizes are mostly optimistic about their recent
business performance; relatively few believe the situation has gotten worse in the
past 2 years. Additionally, firms are more optimistic about their recent business

ES2011, page 24



Enterprise Survey 2011

performance than in the previous survey period of 2009. This general optimism,
however, runs the risk of adversely affecting how business owners invest in their
businesses and train their staff members.

* Less interest in training: Year-on-year, firms from the sample are less interested
in training on aggregate. One plausible hypotheses surrounding this trend is that
firms are experiencing higher profits and don’t feel the need to invest in training.
“Why invest in training when profits have grown without it?” business may ask
themselves. With the exception of micro-sized enterprises, ES2011 recorded the
lowest levels of owners interested in receiving training for their staff by
enterprise (Figure 86) since ES began in 2005 with a 7.8 percentage point
decrease since ES2009 and an overall decrease of 18.3 percentage points
between EBS2005 (73.1%) and ES2011 (54.8%). These figures do not portend
well, as the Lao economy braces for deeper economic integration and additional
competition from abroad.

* The proportion of firms that are investing in their businesses has remained the
same: Despite rising aggregate profits, an equal proportion of firms have decided
to invest in their businesses as in ES2009. 38% of small firms, 40% of medium
sized firms and 50% of large firms that decided not to invest (emphasis) explain
that they are content with their current size (Figure 44). This could be an early
symptom of economic myopia that often accompanies rapid growth.

There is a noteworthy shift towards informal business practices, with fewer firms
registering with the tax office and an increase in lump sum tax payments versus
formal payments: According to National Tax Office 77,482 firms were registered
throughout Laos compared to 83,181 in 2009, a reduction of 7.3%. While this could
imply firm consolidation, another potential reason for the decrease is that firms are
more comfortable operating informally, rather than through formalized channels.
The ES2011 supports the later explanation: among firms in the sample there has
been a year-on-year reduction in use of the formal tax system, starting at 53% in
2005 and declining to just 38% by 2011, and a proportional rise in the use of the
lump sum tax option. These trends illustrate that for SMEs in Laos, formal tax
payment channels are either too costly or too time consuming. As such, stakeholders
should consider how to streamline and/or reform the tax registration and payment
systems to create greater incentives for firms to participate in the formal economy,
ultimately providing a more predictable revenue stream for government coffers.

There is high usage of Business Development Services (BDS), but from potentially
less reputable sources: 73.9% of the firms in the sample receive business
development services. Yet the definition of BDS — “consultancy/recommendation for
the development of your business” — is exceptionally broad. Most firms rely on
advice from family members and friends, rather than BMOs, consulting firms, or
government agencies. Only 7.9% of enterprises surveyed received BDS from BMOs
and 13.0% from government and public service providers.

There is a positive correlation between business success and Business Membership
Organisation (BMO) membership, yet a reduction in awareness, participation and
satisfaction among businesses with respect to BMOs: As in 2009, BMO members
are generally better in business — they invest more, hire more, and their turnover
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and profit increases more than that of non-members. Whether the BMO
membership makes enterprises better or whether they are members because they
are more enlightened is open to interpretation. However, despite this positive
correlation, there appears to be less awareness of, and participation in, BMOs
among firms in the sample. In ES2011, only 25.3% of enterprises surveyed were
aware of Provincial Public-Private Dialogue (PPPD) and Lao Business Forum (LBF), a
significant 9.6 percentage point drop compared to 34.9% in ES2009. This decrease
was also observed across enterprise sizes. Moreover, those firms that are aware of
BMOs are participating less, and firms that are currently participating are less
satisfied with BMOs’ outcomes. BMO participation and BMO satisfaction among
members dropped by 13 percentage points, respectively. These outcomes point to
the need to consider how to improve BMO outreach and effectiveness.

10. Improved perceptions of local and national governance and increasing demands:
Firms were asked in ES2011 if they felt that both local and central government
services have improved compared to two years ago. On aggregate, firms of all sizes
report that they are happier with local and central authorities’” performance
compared to two years prior. However, the aggregate rating of governance between
years has worsened. For instance, in ES2011 64% of firms report central government
services helpful, compared to 73% in ES2009. This apparent contradiction likely
indicates that there is a shift in expectations among businesses. A plausible
explanation is that while business owners judge government responsiveness to be
improving, they expect more and therefore on aggregate between years they have
given lower ratings to authorities.

5.3. Eight Core Policy Recommendations

1. Diversify export portfolio: Laos’s economy has undergone considerable growth over
the past decade. The steady increase in exports has been driven by hydropower,
copper, tin, gold, wood, as well as a number of agricultural commodities including
corn and rubber. To mitigate the risks associated with its volatile commodities
driven exports, the GoL and its development partners must focus on leveraging
unique comparative advantages to diversify Laos’ export portfolio especially with
regard to processed or semi-processed products. Such diversification is even more
critical as trade and investment flows open in the wake of AFTA, thereby opening up
Lao producers to increased competitive risks and emerging opportunities.

2. Improve outreach and information sharing regarding upcoming free trade and
economic integration: Government, Development Partners, BMOs and non-
governmental organisations must sharpen their message regarding trade integration
and improve outreach efforts to prepare small businesses for upcoming competition
from abroad, as well as how to take advantage of opportunities as trade liberalizes.
From a strategic perspective, agencies should begin to prepare businesses to link
into regional supply chains, and leverage comparative advantages to brace for quick
change. Initiatives should be coordinated between the Gol, private sector
representatives, donors and relevant non-government agencies to avoid overlap,
and tailored towards specific sectors, as each industry and business grouping will
face disparate challenges and opportunities in the wake of liberalisation. Before
implementation, policy makers must carefully assess what sector-specific messages
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can mobilize industries to brace for liberalisation, what core ideas need to be
presented, and what mediums should have the biggest impact.

Change/improve training message so that businesses value offerings: Businesses
appear to value training less than in the past. This is troubling, as a trained workforce
is needed to remain competitive. As such, policy makers should first explore why
training is less popular. One hypothesis that this report puts forth is that businesses
are more profitable, and therefore view training as less necessary. However, more
work must be done to understand all drivers behind trainings waning popularity.
Once the key issues are understood, policy makers and educators can begin to target
their messages more effectively and/or adjust trainings so that they meet the
demands of consumers. Innovative social marketing initiatives could also play a role
in altering business owners’ perceptions of training’s value, but again, these
strategies should only be employed once the key drivers behind perceptions of
trainings are clearly defined.

Improve the quality of BDS: Like in many developing markets, BDS in Laos continues
to be “a family affair,” with few businesses relying on professional service providers,
government or the donor community for advice. From a policy perspective the
challenge remains to ensure that BDS offerings are of high quality, that they are
accessible, and that the private sector, organisations, and government play a critical
role in providing them.

Explore why BMO membership/popularity is waning, and develop an action plan to
improve the quality of service and attract new members: Before BMOs in Laos can
reach their potential, a few critical questions must be answered. Firstly, why are
BMOs losing members? Secondly, why is satisfaction among participants less than it
has been in previous years? The answers to these questions are useful precursors to
the development of an action plan to attract new members and keep current
members engaged.

Streamline and reform the formal tax system so that smaller firms are less inclined
to negotiate lump sum payments: There should be a concerted effort to reduce — if
not eliminate — the use of the lump sum system in Laos. The system creates the
potential for corrupt practices among local officials and leads to high levels of
overhead for small businesses that must negotiate rates. It also ultimately limits the
ability of central authorities to ensure consistent revenue streams, as money may
not ultimately reach coffers. However, transitioning firms from the informal to the
formal system would require a formal tax structure that creates incentives for small
businesses to participate, simplifies the filing process, and lowers the time and
resource burden on them. Without a reform, the Lao economy runs the risk of
marginalizing small entrepreneurs by pushing them to the informal sector and
limiting government revenues in the long run.

Build on recent improvements in government effectiveness by speeding up the
business registration process: Firms have expressed improved satisfaction with local
and central authorities’ responsiveness, yet concurrently other responsiveness
indicators have worsened. Perhaps most noteworthy is the longer time for firms of
all sizes to register their businesses. It would behove relevant stakeholders to not
only streamline the registration process—which has already been done to some
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extent under the 2005 Enterprise Law and the 2010 Investment Promotion Law — but
to ensure that reforms are implemented on the grassroots level and that firms are
aware of them.

8. Improve access to finance not only through lending programs but via financial
literacy and business registration: While the data illustrates that access to finance
among micro and small enterprises in the sample has improved in 2011, the drop off
in firms’ using book keeping techniques or making formal tax payments indicates
that firms may have more challenges accessing credit if they continue to operate on
the margin of the formal economy. Financial literacy and formal tax registration is
key step for SMEs to become viable loan candidates for commercial banks.
Therefore, a key recommendation is to deepen education and advocacy efforts so
that SMEs have the skills and awareness to apply for formal loans.
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6. Background and Introduction

6.1. National Development Goals

Over the last two and a half decades the Government of Lao PDR (Gol) has progressed in
the transition from a centrally-controlled to a market-oriented economy. The New Economic
Mechanism (NEM), approved in 1986, provided the impetus for the GolL to implement
numerous institutional and legal reforms, to encourage free enterprise initiatives, the
gradual liberalisation of domestic and international trade and investment and greater
regional decentralisation in governance. This was followed by a series of reforms in the
areas of land use, establishment and operation of enterprises, tax systems and banking,
among others. In 2004 the National Growth and Poverty Eradication Strategy (NGPES) was
adopted, providing a framework for GolL development plans and programs geared at
economic growth and poverty eradication with the final strategic objective to overcome
poverty as a social phenomenon by 2015 and to graduate from the status of a least
developed county (LDC) by 2020. The NGPES has been translated into the 7" National Socio-
Economic Development Plan 2011-2015 (NSEDP 2011-15) which outlines targets and
principal development activities for the current phase.

The long-term national development goal of Lao PDR is ... to achieve sustained equitable
economic growth (targeting 7.5% to 8% p.a.) and social development, while safeguarding
the country’s social, cultural, economic and political identity.
The foundations for reaching this goal are based on:
* Moving steadily towards a market-oriented economy;
* Building necessary infrastructure throughout the country; and
* Improving the well-being of the people through greater food security, extension of
social services and environment conservation while enhancing the spiritual and
cultural life of the Lao multi-ethnic population.

The 7" Five-Year-Plan which is put under the theme “industrialisation and modernisation” is
targeting an economic growths of more than 8% per year. In order to achieve this goal a
total investment of 32% of GDP or approx. 16 billion USD is needed, with 50-56% to be
contributed by the private sector, predominantly FDI."

The growth targets by economic sector of the 7" NSEDP and eventually the share of the
respective sector to GDP by 2015 are:

e Agriculture 3.5% 23%
* Industry 15% 39%
e Services 6.5% 38%.

Gol increasingly acknowledges the importance of SME for a sustainable development,
especially with regard to employment, however the achievement of the ambitious growths
targets mainly depends on large foreign investment. A number of so-called mega projects,
among them above all hydropower and infrastructure investments, are expected to
contribute the lion’s share to the growth.

Integration of Lao PDR into regional (ASEAN Economic Community) and international
markets (admission to WTO in 2012) will change the business environment in Laos

! Documents of the 9" Congress of LPRP, Vientiane, 2011, p. 51
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fundamentally and will not only require adequate laws and regulation but also a higher level
of competitiveness.

6.2. Lao PDR Economic Performance

Lao PDR has achieved rapid development since it begun transitioning to a market economy
over two decades ago. In recent years, Laos’ economy averaged more than 7.5% annual
growth?, with per capita incomes reaching $1,130 by May 2012.>This growth has been
stable over time: even during the financial crisis in 2008-2009, Laos outperformed its peers
in GDP growth, second only to China in percent change in GDP in 2008 and 2009. The World
Bank projects the Lao economy to grow by 8.3% in 2012 driven by strong development in
the construction, manufacturing, mining and services sectors.” Laos’ economy is relatively
insulated from the effects of on-going crisis in Europe, as it relies more on its emerging
Asian neighbours, who are expected to do comparatively well, for export demand and FDI.
Nonetheless, concerns about overreliance on foreign investment in mining and hydropower
for growth, and lagging competitiveness in other sectors drives concern about long-term
sustainability of Laos’ growth strategy.

Figure 1: GDP Growth (Annual %)5
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6.2.1. Growth Sectors

With a small domestic market, recent GDP growth in Lao PDR has been supported by foreign
investment in the natural resource sector, defined as the mining, quarry, and energy
sectors. In 2010, the resource sector contributed nearly half of economic growth: 3.7% out

’World Bank, Lao PDR Development Report 2010, “Natural Resource Management for Sustainable
Development

3GNI per capita (Atlas method, SUS), World Bank 2012, Annex 2, p. 21

4Davading, Somneuk; Phimmahasay, Keomanivone; Boyreau, Genevieve. 2012. Sustaining robust growth :
mitigating risks and deepening reforms - Lao PDR economic monitor. Washington D.C. - The World Bank.
>GIZ Slide 5, data from www.worldbank.org
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of 7.8% year-on-year GDP growth (Lao PDR Development Report 2010, p. 10), and is
predicted to average between 3.0% and 3.5% of yearly GDP growth over the next decade.
Mining is currently by far the largest export sector, with copper alone constituting 37% of
exports between 2005 and 2010.° Garments and electricity are next; the proportion that
hydropower is expected to contribute to GDP growth is set to grow rapidly over the next
decade, dwarfing other sectors. A robust pipeline of mining and hydropower projects
evidence the likelihood of meeting medium-term growth targets of 8% set in Laos’ 7" five-
year plan.’

Figure 2: Growth and Inflation (% change)8

9,0 8,5 83

8,0 7.5

7,0 +——

6,0 —

5,0

4,0 7,7

3,0

2,0

1,0

0,0 )

1,0 2007 2008 2009 2010 2011 2012 2013-15
I Resources (percentage points) Nonresource sectors (percentage points)
= Real GDP growth (%) e=mmHeadline inflation (%, annual average)

6.2.2. Monetary Policy

With a few hiccups, Laos’ recent growth has been accompanied with relatively low inflation.
After peaking in 2008 due to high global oil and agricultural prices, inflation dropped
substantially. In April 2009, the CPI actually fell by 0.2% on a year-by-year basis, and
inflation averaged between zero and one per cent for the year. However, inflation picked
up again in 2011, rising to 9% in April 2011, driven by rising international food and oil prices,
monetary expansion, and FDI inflows.> In 2012, inflation came back down again, with the
latest data showing year-on-year inflation of only 4.4%, following a cooling in energy prices
and measures by the Government of Lao to reduce excess liquidity through security
issuance and reign in credit growth by cutting lending to local governments and banks.*

6.2.3. Leqgal Framework

Since 2009 several changes have been made to Laos’ legal framework:

* New Stock Market (2011) and successful IPOs

*World Bank, Lao PDR Development Report 2010, World Bank
"IMF, Lao People’s Democratic Republic — Staff Report, 2011
®world Bank, Lao Economic Monitor May 2012, p. 5

9IMF, Lao People’s Democratic Republic — Staff Report, 2011
World Bank, Lao Economic Monitor May 2012, p. 5
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* “In 2011, the National Assembly approved the revised General Tax Law. In effect,
this introduced a transparent, turnover-based presumptive tax regime for businesses
with a turnover below the VAT registration threshold. This revision eliminates
minimum business tax.”*!

* “Lao PDR continued to make progress in its process of acceding to the World Trade
Organisation, concluding bilateral negotiations with the European Union and the
United States in late 2011 and with Ukraine, the last bilateral negotiation, in May”
[also from World Bank, July 2, 2012]

* The National Assembly adopted the SME Promotion Law enacted by the President of
Lao PDR on 16.01.2012. This law strengthens government control over SME
promotion and does no longer define sizes of SMEs.

6.2.4. Trade

Lao PDR overall trade volume has grown by over 30% since 2007, with imports trending
aggressively upwards. With an influx of foreign exchange and capital account surplus,
domestic consumptions is driving imports into Lao PDR and outpacing export growth.
Consumer purchasing power has increased leading to increases in consumer goods imports.
Total exports grew to $1.8 billion in 2008 up from $98 million in 1990. Nevertheless Lao PDR
remains relatively more closed than its neighbours, with a trade-to-GDP ratio of 77.1% in
2008, compared to a regional trade-to-GDP average well above 100%."

Despite strong performance and capital inflows related to FDI projects and the
establishment of a new stock exchange in 2011, Laos nonetheless runs a core balance of
payments (current accounts net of FDI and ODA) deficit of about 5% of GDP."® Domestic
demand has expanded rapidly and growing spending power has led firms to experience
growing profits, with high future expectations of profit among firms. These positive
expectations and consumer purchasing power likely serve to stimulate demand for imports,
which would explain the recent acceleration in import volume.

This exposure in the “external position” of Lao PDR is vulnerable to changes in the value and
volume of FDI flows. If foreign capital continues to enter into the country based on the
continued successful consummation of resource projects, the capital account surplus will
continue. However, if changes in global resource prices — a fall in the price of copper, for
instance — put new projects on hold or discourage capital inflows, then the external position
might abruptly change with consequent macroeconomic risks. And conversely, increased
FDI may put more pressure on the Lao Kip to appreciate.

11Davading, Somneuk; Phimmahasay, Keomanivone; Boyreau, Genevieve. 2012. Sustaining robust growth:
mitigating risks and deepening reforms - Lao PDR economic monitor. Washington D.C. - The World Bank.

12\vB, 2011, p. 5
13IIVIF, Lao People’s Democratic Republic — Staff Report, 2011
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Figure 3: Merchandise Imports (US$ million)™*
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6.2.5. FDI Trends: Increased Reliance on Mining and Hydropower

Lao PDR economic growth has been supported by substantial foreign direct investment in
the resource sector. FDI has grown year-on-year since 2010, led by rising investment in the
resource sector, particularly electricity and mining. The composition of exports’ value has
changed over the past decade, with the share of non-resource sector foreign investment to
overall FDI decreasing from 59% in 2000 to 17% in 2010, even as it rose in absolute terms.
FDI in sectors including light manufacturing, services, and agriculture increased 38.5% from
2004-2008, before slowing during the financial crisis. Rising world copper and gold price
kept the value of Lao PDR exports from falling much in 2009 and led to their rebound to 46%
growth in 2010." Rising world commodity prices in 2010 and 2011 increased the value of
copper, by far Laos’ largest export. It is expected that the resource sector’s contribution to
GDP will continue to grow as mining and especially hydro investment projects are
consummated in coming years.

“World Bank, Lao Economic Monitor May 2012, p. 10
Y IMF 2011, page 14
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Figure 4: World Commodity Prices (index 2005=100)"°
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Figure 5: Contribution of hydro and mining to growth and share of econc>my17
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Productivity of firms in Lao PDR is slightly lower than regional comparators Cambodia and
Vietnam, and lags far behind China, Malaysia and Thailand (World Bank 2011, p. 1).
Additionally, Lao PDR exhibits an unusual pattern in which exporting firms and large firms
have lower labour productivity than non-exporting firms and small firms. Usually, the
pattern is reversed.

This finding may be attributed to exporting firms’ focus on low-value added, labour-
intensive sectors such as textiles and wood products. It also may be indicative of low
competition in the domestic economy. In highly competitive international markets, the
currency value of output is driven lower; conversely the same physical output might
command higher prices in the domestic market because competition is not so intense. In
that sense, the monetary value of output per unit of labour is higher for non-exporting firms
not because these firms are actually more productive, but because domestic prices are
higher.

Low productivity may also be driven by the negative effects of high foreign investment in
extractive industries, a sort of “resource trap” that makes non-resource sector export-
oriented firms less competitive both as exchange rates appreciate and investment resources

* World Bank, Lao Economic Monitor May 2012, p. 9
"World Bank Investment Climate Assessment 2011, p.5
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fail to be allocated in non-extractive sector. While this is difficult to predict, a low level of
integration in the global economy; indications of low competitiveness in domestic markets;
short lifespan of Lao PDR export products in international markets;'®*and weakness in key
manufacturing sectors point to this as a risk.

Despite low average labour productivity, businesses are not worried about competitiveness,
and even less worried about competition from foreign producers. Local firms concerns
about competitiveness issues have actually declined since 2009. These findings, and the
troubling combination of low productivity and low perceptions of competition in the export
sector, indicate that export-oriented non-resource industries may be unprepared for the
changes related to WTO and AFTA trade agreements. Exposure to increased global
economic integration competition could cause dislocation as Lao PDR firms find themselves
unprepared for competing in international markets.

Figure 6: Labour productivity and value added per worker®

Lao PDR ranks in the middle of the sample in terms of Foreign-owned firms and firms with international
total factor productivity certifications have higher levels of productivity
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6.2.6. Outlook and Risks

Overall, Laos’ growth outlook is positive, and trade balance and current accounts trending in
a positive direction, and macroeconomic framework improving with inflation and exchange
rate generally stable. Nonetheless, the extraordinary growth Lao PDR seen over the past
decade - and expected in the coming one — has been in large part reliant on foreign
investment in copper mining and hydropower. There are several disadvantages of this. One
is vulnerability of Laos’ economy (or at least growth rate) to volatility in global commodity
prices. A second challenge is that resource-based development does not always create a
stable foundation for broad-based employment and poverty reduction. Another is the
potential for exchange rate effects that could make other exporting industries less
competitive. And finally, investment in the resource sector at the expense of other sectors
especially agriculture and manufacturing could reinforce a false confidence — high profits

18Stirbat, Record, and Nghardsaysone, June 2011, “Exporting from a Small, Land-Locked Country: An
Assessment of Firm-Product-Destination Survival Rates in Lao PDR,” The World Bank.
®World Bank Investment Climate Assessment 2011, page 9
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despite relatively low competitiveness — that seems to be growing among Lao PDR
businesses.

Figure 7: Real GDP Growth (at factor cost), contribution by sector (%)20
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6.3. HRDME Programme

The ‘Human Resource Development for a Market Economy’ (HRDME) Programme was
agreed upon between the governments of Lao PDR and the Federal Republic of Germany in
2003 to assist in the transformation process from a centrally planned to a market-oriented
economy, in line with the NGPES and NSEDP’s 2006-2010 and 2011-2015. The programme is
part of the wider set-up of Lao-German development cooperation focusing on two priority
areas, namely Rural Development and Sustainable Economic Development. HRDME belongs
to the latter for which the governments of Laos and Germany in 2011 agreed upon a joint
strategy defining ‘Private Sector Development’ as one of the main fields of action. HRDME is
subdivided into two components, namely (1) private sector and SME development and (2)
vocational education and training. The HRDME Programme is a nationwide programme with
three ministerial partners - Ministry of Planning and Investment (MPI), The National Small
and Medium-Sized Enterprise Promotion and Development Office (SMEPDQ) / Ministry of
Industry and Commerce (MolC) and Ministry of Education and Sports (MoES) - as well as the
Lao National Chamber of Commerce and Industry (LNCCI) as the umbrella organisation for
the private sector in Laos. The programme objective reads as follows: ‘Public and private
organisations in the fields of private sector development and vocational training and
education exercise their mandate in a coordinated and efficient manner’. Specifically the
program aims to improve the environment for business and investment through public-
private dialogue (PPD), streamlining administrative procedures, the promotion of SME
development and nationwide implementation of an integrated labour market-oriented
vocational education and training system.

The programme was to be implemented in three phases. For each phase development
objectives and indicators to measure the results of the jointly implemented activities have
been defined. As a main instrument to capture the development impact a sample survey of
enterprises in selected provinces and districts was developed. This Enterprise Baseline
Survey (EBS) was first undertaken in 2005 and thereafter conducted in a 2 years interval
(2007, 2009, 2011) combining Lao and German efforts. The availability of reliable data

**World Bank, “Sustaining Robust Growth: Mitigating Risks and Deepening Reforms,” 2012, p. 6
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collected on a regular basis should help to monitor the progress and the impact of joint
interventions of Lao and international institutions, enterprises and organisations, in
contributing to the ambitious development goals set by the government of the Lao PDR.
Apart from looking back and evaluating the undertaken joint efforts in promoting the
inclusive and sustainable private sector development, the survey also lays the basis for
designing future interventions in a need-oriented and effective manner. The Enterprise
Survey is designed in a way not to only gather quantitative data but also seeks to provide an
empirical analysis on why changes, positive and negative, may have occurred.

6.4. Changes in HRDME (Phase 3) Programme

In September 2010 an appraisal mission was carried out to review and evaluate the strategy

and implementation progress of the HRDME programme and provide recommendations on

how to make the programme even more effective and efficient. In this line following

changes in the design of the HRDME- 3 Programme have been agreed:

1. Increase effectiveness and impact, based on progress evaluations and lessons learned
from HRDME Phases 1 and 2, and

2. Achieve set objectives and indicators through focusing on promising Fields of
Cooperation (FoC) and geographic areas with partner organisations that share similar
convictions, aims and approaches, as established during the first two phases.

At the same time other significant changes have occurred, including
e Embedding HRDME into the strategic approach of Lao-German Development

Cooperation expressed also in objectives and indicators at different levels of the
cooperation,

e The process of merging implementation organisations in German development
cooperation, namely GTZ, DED and InWent, into the ‘Deutsche Gesellschaft fir
Internationale Zusammenarbeit (G1Z) gGmbH’,

* The changes in the management of the programme.

This resulted in the adjustment of the main programme objective from "Government and
private sector jointly improve the administrative, human and institutional conditions for
private sector and SME development of Lao PDR” to “Public and private organisations in the
fields of private sector development and vocational training and education exercise their
mandate in a coordinated and efficient manner”. This reflects the shift to focus more on
supporting counterpart organisations in their capacity development. In this line, also the
indicators have been adapted.

A key challenge for ES2011 was to take into consideration the changes of phase 3 while at
the same time make sure that the survey results are still consistent and can be compared
against the outcomes of the preceding surveys. Furthermore the focus of disclosure of the
results has been shifted from macro-economic assessment only to a recommendation style
analysis for major stakeholders, development partners and government. The ESS11 has
been divided into two parts. The first one was the public presentation of the major findings
which had taken place on May 11, 2012 and the publication of the entire report which is
now available in this printing document in November 2012.
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7. Survey Methodology and Implementation

7.1 Enterprise Survey Task Force

As in the previous HRDME enterprise surveys (EBS2005, ES2007 and ES2009), the ES2011
was managed by an ES2011 Task Force (TF) with officially assigned staff from all HRDME
partner organisations (PO: MPI, MolC, SMEPDO, LNCCI and MoES), and assigned GTZ
consultants.?! The TF was chaired by the DIC Head of Division, Mr Bounlouane Sisomphanya.
The objectives outlined above?* were the guide for the design and the conduct of the
survey.

The cooperation in the TF is seen as an exercise in capacity building for concerned PO and to
ensure the relevance of the questions and findings for policy decision making in the
respective policy fields, i.e. ‘enabling business environment, SME promotion and human
resource development (labour market-oriented vocational education). The ES2011 showed
a higher degree of ownership of the Lao partners, especially MPI/DIC.

The sample design, the revision of the ES2009 questionnaire, the interviewer manual,
organisational issues related to the field work as well as data analysis and the table of
contents of the ES2011 report were decided by the ES2009-TF. The main purpose was to
ensure continuity of the questionnaire for inter-temporal comparisons (of enterprise
characteristics, performance and constraints as well expectations) but also to include
guestions related to the new set-up of HRDME with its additional component of ASEAN
trade issues as well as the changes occurring for HRDME phase 3.

Main coordination of the ES2011 was assumed by Mr Bounlouane Somsihaphanya, later
replaced by Mrs Bangthong Thipsomphanh from MPI and Mr Michael Schultze and Mr
Bountham Sitthimanotham on behalf of GIZ HRDME.

7.2 Questionnaire

The questionnaire remained, for the most part, the same as the one used in previous ES.
Some questions were reformulated in order to enhance the quality of answers. These
adjustments followed the expressed interest of programme partners and stakeholders,
especially in accordance with the new trade focus of HRDME with the aim to better reflect
some major trading patterns. Additional input into the upgrading of the questionnaire was
provided by partners form ADB. The questionnaire (attached in Annex 2) captured the
following main enterprise aspects:

I. Basic data;

Il. Characteristics of the business/entrepreneur;

[ll. Business problems and constraints (internal & external);
IV. Skills;

V. Business Development Services

VI. Business Taxes and Finance;

VII. Free comments.

21 Members are listed in Annex 1
22 section 1.3 above
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7.3 Enterprise Population and Sample Description

The decision to rely on the tax instead of the business registry for sampling purposes was
again justified by the fact that the reform of the business registry system has currently led
to big discrepancies in number of registered businesses. In a publication covering data until
the end of 2010 the Enterprise Registration Office states the total number of enterprises in
Lao PDR to be 65.719 compared to 67.190 registered at tax offices. The differences between
ERO and tax registration in different provinces reaches according to this statistic in many
provinces more the 100%, reaching in Phongsaly 344 %. But even the total figure would
mean that compared to the economic establishment census of 2006 the total number of
enterprises in Lao PDR decreased by almost 50%. The number of enterprises registered by
the end of 2011 with the tax office (as provided by Ministry of Finance) was 78.461.

Nevertheless, accessibility and reliability of tax registration data presented also some
problems for the sampling of the enterprise population for the 2011 survey. As registration
data are collected at different levels (tax registration at central, provincial and district
levels), those were not always consistent and up to date.

As a reference for the ES2011 sample, the total number of enterprises registered with the
Tax Department in Laos as of 2011 was 78,461. This means a decrease of registered
enterprises of 5.67% over the two year period, if calculated on the basis of the correct
addition (see note 1 to table 1) of even 6.85%. This needs, of course, further investigation.

Table 1: 2010-2011 registered enterprises

total total (22+23) |production trade service ategory
domeslidimorl-ex total transport|construct{banking |tourism |hotel others total 1 2 3 4 E) 6 7]registered |green card

1 2 Bl 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 I 19 20 21 22 23
VTE cap 14223 14223 863| 5975 252 6227, 2102| 0| 0 0 41 4430 6571 411 116] 438] 650) 2063| 3130] 1857 8665 5558
Phongsaly 1133 1133 75 494 24 518 113 Zg 0 1 32 243 417 29 11 36 28 229 151 526 1010 123
Lg. Namtha 1718 1718 83 458 4 462 270| 20] 0 S| 3 3ﬁ 643 —I 1188 530
Oudomxay 4266 42ﬁ| 180 1921 13 1934 60§| 31 0 3 17 1493 2152 56 9 116 18£| 922 299 139| 1729 2537
Bokeo 2054 2054 82 740 15 755] 116 16 0 12 29 274 447 1284 770
Lg. Prabang 6968 6075| 239 3030 0 3030 1622| 59, 35) 281 1702 3699 88 22 69] 53| 468| 2424 826| 3950 2125

hanh 1920 1920 60 1235 17 1252 238 Sj 0 2] 39 278 608 51 16 66 74 451 614 1298 622
Sayaboun 744£| 7448 166 1849 123 1972 4335 28] 4 3 940] 5310 84' 14 271 207] 461| 1474 634' 31d 4303
Xieng Khouan 3284 3162 92| 1826) 6 1832 578 52, 9 48| 673 1360 90 9 13 8 67 212 993] 144@ 1714
Vientiane 780ﬂ 7808| 338 4175 25 4200 719] Sll 0 69 323 2078 3270 197 38| 44 51 114 835| 1728 3007 4801
Bolikhamsay 5460 5460 283 2503 34 2537 579 80 0 3 25 859 1546 4366 1094
Kl 3105 3105 182 791 35 826 264 39 0 0 4 469 776 | 1784 1321
Savannakhet 6789 6789 419' 1562 65 1627 1060, 48 9q 2057, 144 24 111 61 134] 1176| 2453 4103 2686
Saravane 2073 2073 108 539 7 546 1% 27| 5 0| 0 232 462 65 4 15 15 3 206 777 1116 E'
Sekong 972 1008| 35| 554 7 561 56 33 0 0 19 ﬁ' 376 567 441
Ch: k 7080 7080 207 4284 61 4345 1029 38] 0 11 29 1421 2528 120 18, 92 132 430] 1916] 1746 4454 ZSZEI
Attopeu 1707 1707| 74 684 11 695] 4 23| 0 1 1 909 938 56, 4 22 15 9 2 11 547 1160I
provinces 78008| 77029 3486] 32620 699] 33319 13889 654 5 155 894 17563 33160] 1391 285] 1293] 1434] 4974[12276] 12304 43661 333ﬂ|
central 453 453 163 51 91 142 8 51 16 2 14 57, 148] 431 3 14 5 453 I
|total 78461 77482' 3649] 32671 790[ 33461 13897 705 21 157 908[ 17620 33308| 1822 288| 1307| 1439| 4974 12276 12304 44114 33368

Source: Tax Department / Ministry of Finance
! The addition of data in the table as provided by MoF shows differences to the total number of registered companies for
three provinces
Figure 8: Provincial shares of tax registered enterprises in 2010-2011
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The total enterprise population of the selected districts of the five sample provinces (shown also in
the Figure 8 above) amounts to 47,5% of all registered enterprises in Lao PDR in 2010/11, thus
covering four of the economically most important provinces of Lao PDR (plus one ‘rural’ province:
Luang Namtha).

7.3.1 Enterprise Tax Registration in Sample Districts

The selected districts in the 5 sample provinces, except Luang Namtha province,
experienced mixed development trends when compared to the national average. Luang
Namtha achieved a substantial increase of 29%, Vientiane Capital, Savannakhet showed an
increase of registered businesses of 10% and 13% respectively, whereas the 2009 well
performing provinces Luang Prabang and Champasak followed the national trend and had
less registered businesses than two years ago.

Total number of registered enterprises in Champasak 2010/2011 stood according to the
provincial report 2011 at 7,873 units. Pathoomphone showed an increase of 33%, but Pakse
and Khong districts experienced a drop in number of businesses. In Khong this was
explained by a fire which destroyed the market in the district capital after which a number
of shops did not reregister. Savannakhet reached 2010 a total number (including green
card) of 7,573 (3,330) (source: tax department). Among the sample districts Kaysone
Phomvihane district reported a total of 1,863 registered enterprises (thereof 252 newly
registered in 2011) and 1,392 green cards in 2011. Xepon District of Savannakhet had in
September 2011 145 registered enterprises and 38 green cards issued, according to the
provided list. During the discussion the head of tax office stated a number of 204 registered
businesses in the district. The special condition in Xepon is that all enterprises directly at the
border to Vietnam (Dan Savanh) are out of reach for the local tax office because they are
under direct supervision of the provincial tax office. Provincial statistics list 21 enterprises
under border trade. Outhoumphone District had by end of financial year 2009/2010 325
registered enterprises (28 in production, 121 in trade, 109 in service, 67 in transportation),
nearly 20% less than two years before. Local authorities explained this with the relocation of
the Seno market to a new place resulting in additional need for investment of shop owners
which eventually brought about a decrease in numbers of shops.

In Luang Namtha province all three districts showed substantial increases of number of
businesses being highest in Viengphoukha at 56,5%, followed by Muang Sing (38%) and
Luang Namtha (20,5%). The economic development shows significant growth mainly due to
the provinces borders with China and Myanmar. In Viengphoukha Thai investors operate a
large lignite excavation whereas Muang Sing is a tourist attraction.

Luang Prabang shows a very different development as authorities report for Luang Prabang
district almost 75% less registered businesses than 2009. Also the number of registered
businesses in Nambak decreased substantially. As the province as a whole reported a strong
increase of business numbers a possible explanation may be the exclusion of “green card”
businesses from the overall number.

The situation in Vientiane Capital is also not clear. National statistics show a sharp drop of
almost 50%, information which is not supported by the increasing numbers in the three
sample districts averaging 13%. Here as well one of the data sets, in this context the central
level data, excludes green card businesses. However, this matter needs further research.
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Figure 9: Enterprises registered 2005, 2007, 2009 & 2011 in Sample Districts of Sample Provinces
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The registration in the selected districts of sample provinces (see figure above and figure
below) shows a mixed picture. Especially the comparison of 2011 to 2009 shows a slower
increase of companies in urban centres. Information gathered on the spot show the
influence of single events, such as relocation of the Seno market or administrative decisions
as for Xepon. A general trend for certain types of districts, be it ‘semi-urban’ or ‘remote’,
cannot be established.

Figure 10: Enterprises registered 2005, 2007, 2009 & 2011 in Sample Districts
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7.3.2 Enterprise sample - closures and new entrants
To the extent possible, enterprises that were surveyed in the EBS2005, ES2007 and 2009
were surveyed again in the ES2011.

Of the 728 enterprises surveyed in ES2011, 168 were totally “new” to the GTZ HRDME
enterprise survey and 560 had participated in earlier surveys. A quite high number of 307
among the “old” companies had only participated in the ES2009 which is normal as the
sample in 2009 had almost doubled compared to the earlier surveys.
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Figure 11: Enterprise panels (EBS2005, ES2007, ES2009 and ES2011)
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Table 2: Number of new enterprises to HRDME survey (EBS2005, ES2007, ES2009 and ES2011)

new total new total new total

Vientiane Capital 21 150 77 177 46 177
Chantaboury 13 99 42 110 25 110
Naxaithong 3 16 6 17 3 17
Saythany 5 35 29 50 18 50
Luang Namtha 39 80 42 76 18 76
Namtha 24 50 20 42 9 42
Sing 13 24 15 24 7 24
Viengphoukha 2 6 7 10 2 10
Luang Prabang 12 80 96 154 32 154
Luang Prabang 8 49 65 99 30 99
Nambak 1 17 20 35 2 35
Ngoy 3 14 11 20 0 20
Sanvannakhet 100 100 69 157 37 157
Kaysone 69 69 42 103 32 103
Outhoumphone 16 16 12 27 2 27
Xepon 15 15 15 27 3 27
Champasack 14 80 110 164 41 164
Pakse 12 64 82 123 30 123
Pathoomphone 0 1 9 10 7 10
Khong 2 15 19 31 4 31
unknown 1

Total new to surve 186 395 174

Total 490 490 728 728 728 728
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Table 3: Total registered enterprises in sample districts (EBS2005, ES2007, ES2009 and ES2011)

Location % change % change % change % change
ES2005 ES2007 ES2009 ES2011
'07/'05 '09/'07 '11/'09 '11/'05

Vientiane Capital 1,265 1,762 2,614 2,957 139.3% 148.4% 113.1% 233.8%
Chanthaboury 850 1,046 1,554 1,642 123.1% 148.6% 105.7% 193.2%
Naxaithong 133 178 414 561 133.8% 232.6% 135.5% 421.8%
Saythany 282 538 646 754 190.8% 120.1% 116.7% 267.4%
Luang Namtha 1,051 775 1,678 2,165 73.7% 216.5% 129.0% 206.0%
Luang Namtha 529 387 1,007 1,214 73.2% 260.2% 120.6% 229.5%
Sing 367 292 540 746 79.6% 184.9% 138.1% 203.3%
Viengphoukha 155 96 131 205 61.9% 136.5% 156.5% 132.3%
Luang Prabang 963 1,986 2,835 1,445 206.2% 142.7% 51.0% 150.1%
Luang Prabang 601 1,370 1,722 578 228.0% 125.7% 33.6% 96.2%
Nambak 209 383 838 587 183.3% 218.8% 70.0% 280.9%
Ngoy 153 233 275 280 152.3% 118.0% 101.8% 183.0%
Savannakhet na 1,405 2,156 2,392 na 153.5% 110.9% na
Kaysone Phomvihane na 854 1,590 1,863 na 186.2% 117.2% na
Outhoumphone na 249 399 325 na 160.2% 81.5% na
Xepon na 302 167 204 na 55.3% 122.2% na
Champasak 919 2,362 3,480 3,268 257.0% 147.3% 93.9% 355.6%
Pakse 737 1,727 2,334 2,068 234.3% 135.1% 88.6% 280.6%
Pathoomphone 12 252 574 763 2100.0% 227.8% 132.9%| 6358.3%
Khong 170 383 572 437 225.3% 149.3% 76.4% 257.1%
TOTAL 4,198 8,290 12,763 12,227 197.5% 154.0% 95.8% 291.3%

A number of enterprises that were in operation in 2005, 2007, and 2009 however, were not
reachable at the time of the follow-on 2011 survey. The most frequently cited reasons for
this were that the businesses closed temporarily, had moved, changed ownership, could not
be located again or only worked when orders were placed. Additionally, there were a
significant number of business closures.

By province, ES2011 captured between 4.8% and 10.66% of the total registered enterprises
in the selected districts. In total, 5.95% of total enterprises in the targeted districts of the 5
sample provinces were surveyed providing a sound statistical foundation.

Table 4: Share of registered enterprises, by province (ES2011)

Registered
enterprises
(sample
Province districts) % of total Sample size % of total Percent4/2
1 2 3 4 5 6

Vientiane Capital 2,957 24.2% 177 24.31% 5.99%
Luang Namtha 2,165 17.7% 76 10.44% 3.51%
Luang Prabang 1,445 11.8% 154 21.15% 10.66%
Savannakhet 3,268 26.7% 157 21.57% 4.80%
Champasak 2,392 19.6% 164 22.53% 6.86%

12,227 100.0% 728 100.00% 5.95%

7.4 Fieldwork

Preparation for the survey took place from mid of August to November 2011, during which
time the survey team worked with the ES2011 Task Force to:

e Review and adapt the questionnaire and survey manual;
* Prepare official approval letters and notices to target provinces;

ES2011, page 43



Enterprise Survey 2011

Discuss ES2011 sampling and establish plans for the field work;
Build and train the survey team and;
Pre-check the availability of businesses sampled in EBS2009.

Due to the unusual long rainy season of 2011 and the related damages to roads especially in
northern Laos fieldwork, originally scheduled for September/October, was postponed to
November. Actual fieldwork was conducted from 31. October until 15. December 2011.
Challenges that impacted data collection during the fieldwork and will help the future
ES2013 included:

Incomplete or inaccurate data from the previous surveys and the Tax Offices.

Out of date enterprise contact details from Tax Office data.

Gaining direct access to managerial level staff. In many cases, especially in urban
centres, two or more attempts were needed to meet with managers, further slowing the
survey process

Firms owned by foreigners, particularly Chinese, that were unwilling or unable
(particularly given language challenges) to participate in the survey.

Actual interviews were taken by students in economics of NUoL. The total team consisted of
32 students and 4 lecturers, acting as supervisors. For fieldwork in the provinces the team
was divided into two groups of 16+2 each, working from 06. until 18. November in the
northern (Luang Prabang and Luang Namtha) or southern (Champasak and Savannakhet)
provinces respectively. Most fieldwork time had to be spent in Vientiane Capital.

Fieldwork was supported by staff from the respective Departments of Planning and
Investment at province and district levels who also coordinated with local tax offices.
Cooperation with local authorities was good.
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8. Enterprise Characteristics, Performance and Business Constraints:
ES2011 vs. Previous Years

8.1. Enterprise Characteristics and Related Changes

The ES2011 comprises a representative sample of micro, small, medium and large-sized
enterprises that were formally registered in the five target provinces. It does not seek to
capture the numerous informal micro-sized or family-type business establishments that
comprise the broader business landscape.

The GIZ HRDME 2011 Enterprise Survey, as in EBS2005, ES2007 and ES2009, is also unique in
that it applies the SME definitions in order to capture performance and constraints of the
various enterprise size groups. This report therefore briefly describes the sampled
enterprises with respect to:

e Enterprise Size by Employment

* Enterprise Age and Size

e Enterprise sample by ISIC

e Enterprise sample by urban/rural location
* Nationality of owners

e Source of inputs, destination of outputs

e Gender/age of owners

8.1.1. Enterprise Size by Employment

The definition of ‘Small and Medium-sized Enterprises’ (SMEs) contained in the Prime
Ministers’ Decree 42 is adopted in the Enterprise Survey. In ES2011, following ES2009,
ES2007 and EBS2005, an additional distinction was also made between micro- and small-
sized enterprises since the Decree does not set a lower limit for small enterprises, apart
from stipulating that they have to be legally registered. The main reason for this distinction
is to identify size-specific characteristics and performance in order to focus on the problems
and constraints of enterprises with growth and development potential. The Panel Data
provides additional insight into the characteristics of a subset of the sample over time.
However the survey applies only the employment criterion of the SME definition and leaves
the assets and turnover criteria out.

Thus the surveyed enterprises have been classified into the following categories based on
the average number of staff p.a.:

* Micro enterprises (1-2 staff)
* Small enterprises (3-19 staff)
e Medium enterprises (20-99 staff)

e Large enterprises (100 or more staff)
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Figure 12: Enterprise Survey Sample Size (EBS2005, ES2007, ES2009, ES2011)
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The ES2011 sample includes 728 enterprises. This is the same number as ES2009, however
not all enterprises from ES2009 participated in ES2011 (see Panel Data). This represents an
increase of 238 enterprises from ES2007 and 338 from ES2005 (Figure 12).

Figure 13: Business size distribution by year (EBS2005, ES2007, ES2009, ES2011)
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Enterprise sample by size (according to staff employment) is consistent with the EBS2005,
ES2007 and ES20009 (Figure 13).
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Figure 14: Distribution by enterprise size and corresponding employment (ES2011)
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In the ES2011 sample, 164 firms (22.5% of total) were defined as micro-sized (with up to two
full time staff); 436 (59.9%) small-sized (with 3 to 19 staff); 102 (14%) medium-sized (with 20
to 99 staff) and 26 (3.6%) large-sized enterprises (with 100 or more staff). Table 7 (below)
shows the mean and median sizes in each category.

Table 5: Average and median staffing (ES2011)

ES2011 Sample: Total number of permanent paid and unpaid workers
Enterprise Size Mean Median Total Enterprises
Micro 1.6 2 164
Small 7.3 6 436
Medium 39.3 33.5 102
Large 243.0 150 26
728

8.1.2. Newly Registered Enterprises

The ES2011 sample included 34 enterprises that were considered “newly registered,” having
registered their business after ES2009 survey took place. This subset allows for analysis of
potential changes that have occurred between survey periods for specific enterprise topics
such as time and number of documents required to register a business between 2009 and

2011.

Table 6: Survey Sample (ES2011)

ES2011 full data set ES2011 newly registered enterprises, 2010 or later
Enterprise Size Frequency Per cent Enterprise Size Frequency Per cent
Micro 164 22.5% Micro 14 41.2%
Small 436 59.9% Small 18 52.9%
Medium 102 14.0% Medium 1 2.9%
Large 26 3.6% Large 1 2.9%
Total 728 100.0% Total 34 100.0%
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8.1.3. Age Structure of the Sample

Of the 722% ES2011 respondents, 25% had been in operation 0-5 years, 33% had been in
operation for 6-10 years, 22% for 11-15 years, 11% for 16-20 years, and 8% for 21 or more
years.

Figure 15: Enterprise age structure by enterprise size (ES2011)
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An examination of the age brackets by enterprise size further revealed that the older
categories are more common among the larger enterprises. Among large enterprises in the
sample, 15% are 21 or more years old, and 42% are 16-20 years old. On the other hand, 62%
of micro-sized enterprises are more than 5 years old and remain in the size category. This
may reflect the ES effort to track the same enterprises over time rather than the general age
structure of businesses in Lao PDR.

Figure 16: Enterprise age by ISIC (ES2011)
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> 6 of the 728 respondents did not provide a date for starting their business operations
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Enterprise age breakdown by ISIC (Figure 16) shows that Manufacturing, Construction, and
Transportation and Storage have the largest share of enterprises operating 16 or more
years, while Administrative and support services have the largest share of businesses
younger than 5 years old. The large share of younger businesses in services shows the
dynamism of the sector relative to manufacturing, construction, and other, more
established sectors.

8.1.4. Enterprise Sample by ISIC

Enterprises were classified according to the products they produce or services they provide,
based on the International Standard Industry Classification (ISIC) system. ISIC codes allow
for classification of products and services by 4 levels - section, division, group and class.
EBS2005, ES2007, ES2009 and ES2011 used the ISIC section and division codes to classify all
enterprises interviewed. The 1-digit ISIC section codes and descriptions used in ES2011 are
outlined below.

Table 7: 1SIC sections Rev. 4 and numbers of respective enterprises (ES2011)

A: Agriculture, forestry and fishing 8 1.1%
B: Mining and quarrying 3 0.4%
C: Manufacturing 112 15.4%
D: Electricity, gas, steam and air conditioning supply 1 0.1%
E: Water supply, sewerage, and waste management 2 0.3%
F: Construction 41 5.6%
G: Wholesale and retail trade, repair of motor vehicles | 322 44.2%
H: Transportation and storage 31 4.3%
I: Accommodation and food service 128 17.6%
J: Information and communications 7 1.0%
K: Financial and insurance activities 8 1.1%
L: Real estate 0 0%

M: Professional, scientific and technical activities 6 0.8%
N: Administrative and support activities 28 3.8%
O: Public administration and defence, social security 0 0%

P: Education 13 1.8%
Q: Human health and social work 5 0.7%
R: Arts, entertainment and recreation 3 0.4%
S: Other service activities 10 1.4%
Total 728 100.0%

Table 3 shows a breakdown of industries heavily tilted towards the retail, wholesale, and
motorcycle repair trade in terms of numbers. Food service is the second largest sector
(15.4% of enterprises surveyed) followed by manufacturing (15.4%). These numbers do not
reflect the size of business or the value of their output, but merely the number of
businesses surveyed in ES2011.

Consistent with ES2009, Table 3 does reflect the continued underdevelopment of
commercial agriculture. While 70% of the Lao labour force is engaged in agriculture, only 8
firms out of more than 700 surveyed (1.1%) were classified in the agricultural sector. This
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implies room for businesses that can add value through productivity enhancements,
industrialisation of processing, quality improvement and marketing.

Figure 17: Share of enterprises, by top 5 ISIC categories (ES2011)
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Figure 18: Top 5 ISIC categories by survey year (EBS2005, ES2007, ES2009, ES2011)
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When ES2011 data is compared with EBS2005, ES2007, and ES2009, the share of wholesale
and retail trade (the largest category in each survey year) has grown consistently, while the
share of transportation and storage has continually fallen. The proportion of manufacturing
firms captured in the survey has remained consistent, and no discernible trend can be found
in accommodation/food service. The shrinking proportion of transportation and storage
(logistics) enterprises captured by the sample — despite rising growth and trade, which
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would drive demand for logistics services — may indicate consolidation within the sector. It
will be interesting to note whether the share of construction firms, which continued a slight
downward trend, increases in future enterprise surveys, as construction is projected to be a
major driver of growth in 2012 and beyond.**

8.1.5. Enterprise Sample by Province & Rural / Urban Locations

The 728 enterprises in the ES2011 sample are relatively evenly distributed among four of
the five target provinces, each accounting for between 21% and 24% of the total sample. As
in ES2009, enterprises in Luang Namtha comprise 10% of the sample. This smaller share is
by design and is attributed to the smaller enterprise population in Luang Namtha as
compared with the four other target provinces.

Figure 19: ES2011 Sample, by Province

Luangnamtha
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Location within the province, segmented by ‘urban’ or ‘rural’, was also captured. The
enterprises in rural locations are closely related to Rural Development programmes but are
also covered by SME development efforts, i.e. by SMEPDO and the HRDME programme.
Relevant information is depicted in Figure 20 as well as in Table 4 below.

Figure 20: ES2011 Sample, by Rural / Urban Location

24Davading, Somneuk; Phimmahasay, Keomanivone; Boyreau, Genevieve. 2012. Sustaining robust growth :
mitigating risks and deepening reforms - Lao PDR economic monitor. Washington D.C. - The World Bank.
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The selection of districts in each sample province was according to three classifications: the
‘provincial centre’, ‘peri-urban’ district and ‘rural’ district to cover all settings for business
development. The changes of enterprise registration in the respective districts (Table 4)
demonstrate the relationship between the dynamics of the formal business sector and
urban vs. rural locations, i.e., the more central the location more dynamic the sector.

Table 8: ‘Rural’ & ‘Urban’ Enterprises by province and district (ES2009)

Locati ES2011
ocation N % % Urban % Rural
Vientiane Capital 177 24.3% 62.1% 37.9%
Chanthabuly 107 14.7% 100% -
Sikhottabong 1 0.1% 100% -
Sisattanak 2 0.3% 100% -
Naxaithong 17 2.3% - 100%
Xaythany 50 6.9% - 100%
LuangNamtha 76 10.4% 55.3% 44.7%
LuangNamtha 42 5.8% 100.0% -
Sing 23 3.2% - 100%
Viengphoukha 10 1.4% - 100%
Long 1 0.1% - 100%
LuangPrabang 154 21.2% 64.3% 35.7%
LuangPrabang 99 13.6% 100% -
Nambak 35 4.8% - 100%
Ngoi 20 2.7% - 100%
Savannakhet 157 21.6% 65.6% 34.4%
KaysonePhomvihane 103 14.1% 100% -
Outhoomphone 27 3.7% - 100%
Sepone 27 3.7% - 100%
Champasak 164 22.5% 73.8% 26.2%
Pakse 121 16.6% 100% -
Khong 31 4.3% - 100%
Pathoomphone 10 1.4% - 100%
Phonthong 2 0.3% - 100%
TOTAL 728 100.0%

By province, Vientiane Capital has the largest share of the entire ES2011 sample (24.3%)
followed by Champasak (22.5%), Savannakhet (21.6%), and Luang Prabang (21.2%). Luang
Namtha has the lowest share of the sample (10.4%).

8.1.6. Nationality of Owners

The vast majority (94%) of enterprise owners surveyed are Lao citizens, essentially the same
proportion as surveyed in EBS2007 (94.3%) and 2009 (93%). In terms of non-Lao enterprise
owners, Asian owners dominate with Vietnamese, Thai, Chinese holding more or less equal
shares of 1.3% each and “Other” owners also accounting for 1.3% of the total owner
population.
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Figure 21: Nationality of Enterprise Owner (ES2011)

Nationality of Owners by Size

The largest firms interviewed in 2011 were more likely than small firms to be owned by
foreign nationals. Only 2% of micro-size enterprises surveyed were owned by non-Lao (in
this case, all Vietnamese), while around 5-6% of small and medium enterprises owned by
foreigners. In contrast, non-Lao persons owned 35% of the large enterprises surveyed,
essentially the same proportion as in ES2009. Non-Laotians owned nine out of the 26 large
enterprises: 4 Thai.1 Chinese, 1 Vietnamese and 3 of other nationality.

Figure 22: Nationality of owners by size (ES2011)
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Figure 23: Nationality of owners (Large enterprises) (ES2011)
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8.1.7. Source of Inputs, Destination of Outputs

This section deals with possible changes in the deepening of the division of labour and
intensifying B2B relations as well as market and export-orientation of enterprises in Lao
PDR. The trade statistics show that the dominant trading partners are ASEAN countries
(Section 5.1.4).

Of the 725 enterprises surveyed, 70.6% purchased their major inputs in Lao PDR, more than
16 percentage point increase over 2005, when slightly more than half (53.9%) of
respondents purchased their major inputs domestically. However, only 26.9% of large
enterprises purchased their inputs from within Lao.

ES2011 saw large-sized enterprises sourcing their greatest percentage of inputs (42.3%)
from Thailand, and decreasing proportionally for medium (23.8%), small (19.3%) and micro
(11%) enterprise sizes (Figure 24). It is clear that size of firm is inversely related to likelihood
of sourcing domestically. This may be due to a combination of larger firms’ greater access to
foreign markets, greater efficiencies of scale in importing goods, and the particular sectors
larger firms are engaged in such as manufacturing for export. It is worth remembering that
more than a third of large enterprises surveyed were owned by foreign nationals
(predominantly Thai) and would therefore be likely to have close links to suppliers in their
home country.

Combining all size categories, nearly 90% of Lao enterprises surveyed in ES2011 purchased
their primary inputs either domestically or from Thailand. This figure is virtually unchanged
from ES2009. The fact that medium and large firms - which employ a large portion of the
labour force and drive Laos’ export-led growth — primarily source major inputs from abroad
may signal that the domestic market is unable to offer inputs of sufficient quantity or
quality. This could prove a constraint to growth.
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Figure 24: Origin of inputs, by size (ES2011)
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Major Customers

In 2011, a majority of enterprises (66%) indicated they sold directly to “individual
customers” as their primary customer base. Only 8% sold primarily to urban merchants, and
an additional 7% sold primarily to urban businesses. The share of “individual customers” in
ES2011 was similar to 2009, when nearly 65% of enterprises listed “individual customers” as
their primary customer. At about 2.8%, the proportion of enterprises in ES 2011 who
primarily sell their products directly to customers abroad decreased slightly compared with
ES 2009 (3.7%). In 2011, 3.8% of enterprises counted export-oriented business (direct
export and selling to exporting companies) as their primary clients.

Figure 25: Major customers (ES2011)
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Customer by size

Segmenting major customers by enterprise size (Figure 26) reveals that as enterprise size
increases, the share of “individual customers” as the major customer decreases. In ES2009
medium-size enterprises had the most diverse mix of ‘major customers’ while in ES2011
large-sized enterprises had taken over this position and appear to be diversifying their
customer base at a faster rate.

Large enterprises diversification of customer base saw the majority (63.3%) being
individuals (30%), urban merchants (13.3%) and urban businesses (20%). Large-size
enterprises also have the largest percentage of customers for export, both direct and
exporters (13.3%).

Despite large-sized enterprises having a more diverse customer base in ES2011, medium
enterprises have the largest percentage of “other” customers at 23.2%. Micro-sized
enterprises remain overwhelmingly reliant on individual customers at 86.5%.

Figure 26: Major customer, by size (ES2011)
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8.1.8. Gender/Age of owners

ES2011 responses relating to the gender and age of enterprise owners are generally
consistent with the results reported from ES2009. The proportion of female enterprise
owners is increasing, driven mainly by increasing numbers of women-owned and —managed
micro-enterprises. In total, 43.4% of enterprises in ES2011 were owned or managed by
women. Owners/managers of large and medium enterprises are more likely to be aged 40
or older. The observed trend of a decrease in the proportion of enterprises owned/managed
by someone under 40, seen first in ES2009, continues to be evident in ES2011 results.

Gender / Age of owners

As shown in Figure 26, 43.4% of the ES2011 sample was women-owned or —managed
enterprises, the highest number at any time since EBS2005. In context, this represents a
slight increase of 2.3 points over ES2009 (41.1%). ES2009 itself showed a 2.0 percentage
point drop from ES2007 (43.1%).
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Figure 26: Women owned / managed enterprises (EBS2005, ES2007, ES2009, ES2011)
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Women own/manage the largest share of micro-size enterprises (62.8%), increasing by 4.2
percentage points over 2009 (58.6%), and 11.7-percentage point increase over 2007 (51.1%)
and a significant 25.5 percentage point increase over 2005 (37.3%). The trend of increasing
women owned/managed micro-enterprises may be attributable to lower capital costs or
barriers to entry for micro-sized enterprises.

Figure 27: Proportion of Female Owners (ES2011)
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Figure 28: Size of enterprises owned by women and men (ES2011)
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The gender gap becomes most apparent with medium and large-sized enterprises, where
women own only about one-quarter and one-fifth of businesses respectively. The finding
that businesses owned by women are generally smaller than those by men —that proportion
of male owners increases with enterprise size —is consistent with previous years’ surveys.
This reflects the marginalisation of women at the highest levels of economic activity.
Women do comprise a much larger share of the ownership of large firms in 2011 (19%) than
in 2005 (4.8%), though this level has not changed since ES2007.

Figure 29: The share of enterprises owned by women among all newly established enterprises (ES2011)
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The share of women-owned and —managed enterprises among newly established
enterprises (those new to ES2011), was 50%, compared with 43% among all ES2011
enterprises.
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Age of owners

Examining the age of the entrepreneur by enterprise size (Figure 30), confirms the ES2009,
ES2007 and EBS2005 finding that larger businesses have greater shares of older
entrepreneurs and micro and small-sized enterprises have the greatest share of young
entrepreneurs (<40 yrs.).

Figure 30: Age of owners, by size (ES2007, ES2009 and ES2011)
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The share of owners under 40 fell most steeply among large enterprises, dropping from 15%
in ES2007 to 3.8% ES2011. Over the same period, the share of owners over 60 among large
companies increased from 10% in 2007 to 38.5% in 2011. One explanation for the trend is
the small sample of large enterprises in the survey—a difference of three enterprises (out of
a total of 26 large enterprises in ES2011) would account for all change in the share of large
enterprises owned/managed by people under 40 between ES2009 and ES2011.

There was no evidence of a similar trend for medium-, small-, and micro-sized enterprises.
However the direction, if not the magnitude, of the changes, illustrates a potential
challenge: Large-sized enterprises accounted for nearly 50% of total employment in ES2009.
An increase in the share of these older owners may point to a lack of opportunities for
younger Laotian entrepreneurs, and consequentially a lack of innovation.

8.2. Enterprise Performance and Expectations

ES2011 looked at the following indicators to assess enterprise performance and
expectations:

e Current situation, performance and profit
* Expectations and investment
* Firms’ perceptions of competition

ES2011, page 59



Enterprise Survey 2011

Overall, firms are doing well and their future expectations are generally positive. Of the
sample, 50.8% of firms reported that profits increased in 2011 over the previous year. 73%
of large and 57% of medium enterprises made new investments in 2011, though the
percentages were lower for small (45%) and micro (40%) enterprises.

Concurrently, individual firms’ concerns about competition decreased. The number of firms
considering domestic competition a “big” or “very big” problem decreased to 46.7% from
49.7% in ES2009, and concerns about international competition similarly decreased to
13.2% from 19.1% in ES2009. Decreasing domestic competition, when coupled with low
awareness of AFTA/WTO, points to a potential area of vulnerability for Lao firms when
AFTA/WTO opens domestic markets to increased competition.

8.2.1. Current situation and performance

This section briefly describes the samples with respect to the following aspects:
* Current business situation compared to two years ago, by size
* Perceived enterprise performance in 2010 compared to the year before

* Profit in 2011 compared to the previous year

Current business situation compared to two years ago, by size

In ES2011, enterprise owners/managers were asked to compare their current business
performance today and two years ago. The survey found that perceived performance
improvement increases as enterprise size increases. 46% of micro, 57% of small, 71% of
medium, and 83% of large business owners believe their current situation is better than in
2009. 58% of owners reported an improvement over two years ago, a significant increase
from 44% in ES2009.

Figure 31: Current business situation compared to two years ago, by size (ES2011)
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When owner responses are compared with ES2009, owners/managers have an improved
perception of their business situation. In ES2011, 81% of owners/managers believed their
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business is better than 2 years ago, an increase from 66% in ES2009. The percentage of
ES2011 respondents who think their business has gotten worse also decreases from 32% in
ES2009 to 19% in ES2011. One explanation for the dramatic 13% decrease is the negative
impact of the global financial crisis cited by respondents in ES2009. ES2011 responses are
more in line with those of ES2005 (23%) and ES2007 (16%), suggesting that the current
outlook has returned to pre-crisis levels.

Perceived enterprise performance in 2010 compared to the year before

In ES2011, owners/managers were asked to compare the performance of their business in
2010 and 2009. As illustrated in Figure 32 (below), there was a high consistency in responses
to changes in level of profit, turnover, and output between 2009 and 2010. Approximately
50% of respondents reported an increase (51%, 52% and 51%, respectively); approximately
25% reported no change (24%, 24% and 25%, respectively); and approximately 25%
reported a decrease (24%, 24% and 23% respectively). In contrast, 65% reported no change
in number of employment between 2009 and 2010.

These figures are consistent with and slightly more positive than the results of ES2009,
when the equivalent results were approximately 45% reporting an increase in profits,
turnover and output, 20% no change, and 35% a decrease. As expected, change in
employment lags other measures of firm growth.

Figure 32: Business performance (2010) compared to year before (2009) (ES2011)
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In ES2011, 50.8% of businesses reported that profits had increased over the previous year
(Figure 33). This represents a 15-percentage point increase from 43.8% in ES2009. The share
of businesses reporting a decrease in profits shrank 9.1 points from 33.5% (ES2009) to
24.4% (ES2011), while the share of businesses reporting unchanged profits was 24.4%
(ES2011), roughly consistent with previous surveys. The return of the share of businesses
reporting an increase in profits to 2007 levels may indicate a return to the conditions that
existed before the 2008 global financial crisis.
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Figure 33: Profit change to previous year (ES2007, ES2009, ES2011)
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Perceived enterprise performance in 2010 compared to the year before, by province

Enterprise performance indicators for output, turnover, profit and employment were also
disaggregated by province. In line with the nationwide figures, approximately half of all
businesses surveyed in each province perceived an increase in outputs in 2010 compared to
2009. Champasak had the largest number of enterprises reporting an increase at 61%,
followed by Vientiane Capital at 53%, Savannakhet at 49%, Luang Prabang at 48%, and
Luang Namtha at 41%. Enterprises in Luang Namtha had the highest percentage of outputs
(36%) that remained the same compared to the year before while Champasak had the
lowest percentage (19%).

Figure 34: Perceived change in output (2010) compared to year before (2009), by province (ES2011)
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Similar to the perceived increase in output, Champasak had the highest share of enterprises

reporting an increase in turnoverat61%, followed by Vientiane Capital (54%), Luang Prabang

(50%), Savannakhet (48%), and Luang Namtha (40%), respectively. The share of enterprises
that reported no change in turnover was highest in Luang Namtha (36%), followed by

Savannakhet (28%), Luang Prabang (24%), Vientiane Capital (21%), and Champasak (17%).

Figure 35: Perceived change in turnover (2010) compared to year before (2009), by province (ES2011
Turnover
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The share of enterprises reporting an increase in profit in 2010 over the year before ranked

highest in Champasak (60%) and lowest in Luang Namtha (40%) with the other provinces
falling in between—Vientiane Capital (52%), Luang Prabang (49%), and Savannakhet (48%).

This is consistent with the perceived changes in turnover and output reported, as provinces
with an increased turnover and output rate reported a higher percentage in increased profit

than those with a lower turnover and output rate.

Figure 36: Perceived change in profit (2010) compared to year before (2009), by province (ES2011)
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The majority of businesses surveyed in all provinces reported that the number of their
employees was unchanged in2010 over 2009. Again, the share of enterprises in Champasak
reporting an increase in number of employees was highest among surveyed provinces at
29%—consistent with the responses for turnover, output and profit. It was followed by
Vientiane Capital (24%), Luang Prabang (23%), Savannakhet (23%), and Luang Namtha (6%).

Figure 37: Perceived change in employment (2010) compared to year before (2009), by province (ES2011)
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8.2.2. Expectations and Investment

This section briefly describes the sample with respect to the following aspects:
* Expected profit change in the next two years
* Enterprises making new investments
* Enterprises Investments by Province

* Enterprise Investments by ISIC Category

Expected profit change in the next two years

The majority of owners/managers (79.2%) expect profits to increase (63.3%) or remain the
same (15.9%). The proportion of enterprises surveyed in 2011 that expect profits to
decrease in coming years was only 6.8%, lower than in ES2007 or ES2009, and reflecting
continued positive expectations about future profit growth.
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Figure 38: Expected Profit Change in the Next Two Years (ES2007, ES2009, ES2011)
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Expectations of profit growth by province are also positive. Over half of businesses in each
province expect profits to increase over the next two years. 69.5% of enterprises in Luang
Prabang expect profits to increase, followed by Luang Namtha at 65.3%, Champasak at
64.6%, Vientiane Capital at 61.4% and Savannakhet at 57.1%.

Figure 39: Expected Profit Change in the Next Two Years by Province (ES2007, ES2009, ES2011)
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Enterprises Making New Investments

Across all enterprise size categories, 49.4% of enterprises reported making investments, a
slight increase from 47% in ES2009. Consistent with the results reported in the earlier
surveys (ES2009, ES2007, EBS2005), larger firms were more likely to report having made
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new investments during the prior year in ES2011. As described in Figure 40 (below), the
ES2011 figures were 73% of large-, 57% of medium-, 45% of small- and 40% of micro-sized
enterprises. This is a likely consequence of larger firms having better financial resources or
collateral required to make investments.

Figure 40: Enterprises having made new investments in prior year, by size (EBS2005, ES2007, ES2009 and
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Enterprises’ Investments by Province

By province, the share of enterprises having made investments in 2010 was highest in Luang
Namtha (64%)—18 percentage points above the 46% 5-province average—followed by
Luang Prabang (51%), Vientiane (44%), Savannakhet (43%) and Champasak (40%).

Figure 41: Enterprises having made new investments in prior year, by province (ES2011)
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Enterprise Investments by ISIC Category

By sector, there were five ISIC categories where over 50% of enterprises made investments
in 2010 (Figure 42). In rank order, these were: “Construction” at 71%, “Manufacturing” at
58%, “Agriculture, forestry and fishing” at 57%, “Education” at 54%, and “Transportation
and Storage” at 52%. Driven largely by Construction, the median investment figure over the
top 8 ISIC categories was also above 50% at 53.5%.

Compared with ES2009, the construction sector remained the highest, reflecting continuing
growth in that sector. Among other industries, “Manufacturing” and “Education” rose into
the top five. A notable change from ES2009 was “Administrative & support services,” where
the share of enterprises reporting an investment in the previous year dropped by 16
percentage points to 43% in ES2011, possibly reflecting earlier overinvestment in the sector.

Figure 42: Enterprises having made new investments (2010), by ISIC (ES2011)
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Fields of Investment

Of the enterprises that made new investments in 2010 (Figure 43), the largest share of
those investments (excluding “other”) went towards “vehicles used for business” (16%),
consistent with the 17% reported in 2008. “Company buildings” accounted for 15% of
investments and “machinery” for 14%, both consistent with ES2009. In comparison, new
investments made in 2006 and in 2004 saw the largest shares going towards “buildings”
(28%) and “office equipment” (23%).
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Figure 43: Fields of investment (ES2011)
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Combining shares of investment into (i) “hardware” (office equipment, company buildings,
company vehicles, machinery) (ii) “software” (marketing, training, advertisement) (iii)
“personal” (private car, private house) and (iv) “other”, reveals that in 2010 53% of
investment went towards hardware (compared to 56.6% in ES2009), 5% went towards
software (compared to 7.4% in ES2009), 7% went to personnel (compared to 7% in ES2009)
and 30% towards others (compared to 28.2% in ES2009).

The ES data are not detailed enough to support a conclusion on the efficiency of
investments. However, it is interesting to note that the share of companies investing in
advertising (5%), marketing (3%), and training (2%) are comparable to the share investing in
private homes (5%), and private cars (2%). Overall, a larger share of enterprises reported
investment in business vehicles than advertising, marketing, and training put together, thus
demonstrating the relatively low priority given to these means of increasing long term
competitiveness through increased sales (advertising and marketing) and better human
resources (training).

At the same time, when combined with the reported increase in expectations around future
growth and profits, the lack of real shifts from 2008 shows that the current areas of
investment are proving profitable for entrepreneurs, and continued investment
demonstrates the expectation of continued profitability.

Enterprise Investment Plans

More than half of all entrepreneurs surveyed in ES2011 have an investment plan for the
future (53%), as shown in Figure 44 (below). This represents a 6.5 percentage point increase
over ES2009 (46.5%). Larger enterprises are more likely to have future investment plans in
place. Large-sized enterprises have the highest percentage at 73% and micro-sized
enterprises have the lowest at 46%. The 53% of small-sized enterprises with investment
plans is equal to the total across all enterprise sizes.
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Figure 44: Enterprises with investment plans, by size (ES2011)
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Business entrepreneurs without an investment plan were asked to state the reasons why no
plan is in place (Figure 45). Responses in ES2011 were almost identical to ES2009. The most
common response given was that the entrepreneur is satisfied with their business—about
four in ten respondents in each size category chose this response. A smaller portion of
enterprises also indicated lack of market, lack of profit and lack of funds as contributing
factors. The global financial crisis, however, did not appear to be a major reason for
businesses not planning to invest, and very few enterprises identified bureaucratic
constraints as the main reason for not investing.

Figure 45: Reasons for not planning to invest in enterprises, by size (ES2011)
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8.2.3. Firms’ Perception of Competition

ES2011 collected information on the perceptions of enterprise owner/managers relating to
competition, specifically the sources of competitive threats, and problems with
competitiveness.

External vs. Domestic Competition

The majority of enterprise owners/managers are more concerned about domestic
competition than international competition (Figure 46).

65.7% of enterprise owners stated that competition from other domestic firms was either a
“very big problem,” “big problem” or “medium problem,” representing a 4.4 percentage
point drop from 70.1% in ES2009. 33.6% of enterprise owners stated that external-
domestic-competition was either a “small problem” or “no problem” compared to 29.7% in
ES2009.

Almost 50% of enterprises considered domestic competition as a “very big problem” or “big
problem,” compared to only 13.2% of the same perception for international competition
(Figure 46). 61% of enterprises stated that international competition is “no problem.”

Figure 46: External enterprise problems — competition (ES2011)
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Problems with Competitiveness

Across all enterprise sizes, the majority of businesses consider competitiveness an issue
(Figure 47). However, ES2011 found statistically significant drops in the proportion of micro-
, small-, and medium-sized enterprises perceptions of competitive problems from ES2009.%°

*The drop for micro and small-sized enterprises (19.0% and 11.1%, respectively) were significant at the 99%
level. The change in the proportion of medium-sized enterprises perceiving a competitiveness problem (11.6%)
was significant at the 90% level. These were calculated with an independent t-test formula. Given that many of
the firms from ES2009 were surveyed again in 2011, the independent t-test understates the power of the t-
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While on the surface a focus on domestic competition is a positive trend implying a more
mature local business environment, the survey results point to a potential long-run
vulnerability for Lao firms: lack of exposure to international competition. Combined with the
widespread unawareness of coming changes related to AFTA /WTO (Section 8.3.1) and the
poor bookkeeping systems (Section 8.6.4), falling perceptions of competitive pressures
indicate Lao firms are unprepared for increased global competition. After AFTA and the
WTO agreements enter into full force, firms that have prospered in the current environment
face increased competition from international investors and exporters, and they do not
currently appear to be preparing for the challenge.

Figure 47: Enterprises perceiving problems with their competitiveness, by size (ES2011)
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Owners of large enterprises more frequently rated competition from foreign firms as a
problem. 53.9% of large enterprise owners responded that foreign competition was a
“medium” to “very large problem.” Owners of micro, small and medium size enterprises are
less concerned with foreign competition ranking it at 14.7%, 22.3%, and 33.4% respectively.

Figure 48: External enterprise problems-foreign competition (ES2011)
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test giving a conservative estimate of significance. With a dependent t-test, the significance would likely be
even higher.
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Reasons given for competitive problems vary considerably by enterprise size. In some size
categories they have changed considerably across ES2007, ES2009 and ES2011. In particular,
the main competitiveness problem identified by micro enterprises in ES2007 was “too small
scale of production. 68% of enterprises reported it as a challenge in ES2007, which then
dropped to 14% in ES2009, and increased again to 34% in ES2011. Similarly, 16.7% of micro
enterprises identified unit costs as a problem in ES2007, then 64.8% in ES2009, and 37.4% in
ES2011.

One consistent trend is that smaller firms experience greater volatility in their main
competitive problems than larger firms. Additionally, the share of businesses identifying
“other problems”

Smaller firms are more susceptible to shocks and experience greater volatility year-on-year
compared to larger enterprises. “Other problems” for micro, small, and medium businesses
have increased from 2007 to 2011. Notably, two of the main “other problems” identified
were issues around business licensing and increased transportation costs.

Figure 49: Businesses' main problems being competitive, by size (ES2007, ES2009, ES2011)
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8.3. Challenges of Globalisation and Regional Integration

Lao PDR has been continuously integrating into the regional and global markets. The
dominant trading partners belong to ASEAN. Progress in the WTO accession process is
underway, and there is progressive compliance with requirements to reduce tariffs under
the AFTA Common Effective Preferential Tariff scheme.

8.3.1. Awareness of WTO/AFTA

Among enterprise owners, awareness of both the WTO and AFTA frameworks remains
below 30% in ES2011 (Figure 50). At 26.0%, WTO awareness is slightly lowerthanES2009
(28.9%). Awareness of AFTA similarly decreased to 24.7% in ES2011 from 27.7% in ES2009,
but has increased from ES2007 (21.2%).
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Figure 50: Awareness of AFTA & WTO (ES2007, ES2009, ES2011)
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Awareness of AFTA/WTO by Size

Entrepreneur awareness of AFTA and WTO by enterprise size (Figure 51) is largely
unchanged from ES2009. Within each enterprise size group awareness is roughly the same
for both AFTA and WTO, and approximately the same as ES2009. Secondly, awareness of
either framework increases with enterprise size: micro-enterprises report extremely low
awareness (3-4%), while approximately 70% of large business owners are aware of the AFTA
and WTO trade agreements. That the majority of small and medium enterprises are
unaware of AFTA/WTO could be a cause for concern, as it implies a lack of preparedness for
competitive pressures related to regional and global trade integration.

Figure 51: Awareness of AFTA and WTO, by size (ES2011)
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Awareness of AFTA/WTO by province

The results by province (Figure 52) underscore a need for greater awareness-raising and
information dissemination on related opportunities and challenges, especially those
enterprises located outside of Vientiane. Fewer than 40% of firms in the capital are aware of
AFTA/WTO, but this is nearly double the figure for other provinces. International trade may
play less of a role in provincial economies at present, but it is expected to increase so this
reveals a potential future area of challenge and opportunity.

Figure 52: Awareness of AFTA and WTO, by province (ES2011)
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Awareness of AFTA/WTO by industry

Awareness of AFTA and the WTO also varies significantly by industry. About 57% of
enterprises in construction are aware of AFTA/WTO, compared to about 16% in retail.
Surprisingly only 29% of firms in the transportation sector were aware of either. Again, the
wide differences in levels of awareness of AFTA/WTO imply certain industries will not be
prepared for increased competition.

Figure 53: Awareness of AFTA and WTO, by ISIC (ES2011)
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8.3.2. Perceived impact of AFTA/WTO

Business owners who were aware of the future WTO accession were asked a follow-up
guestion regarding their perception of its effect upon their business. Results of ES2011 show
that about half of enterprise owners (47.3%) perceived WTO accession as having a positive
effect on their business. A smaller share (37.1%) perceived the effect of WTO accession on
their business as “neutral” and 8.6% as “negative”. In general, owners who were familiar
with WTO accession had a favourable impression of the potential impact.

Figure 54: Perception of effects of WTO accession amongst owners aware of the WTO
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A parallel question has been asked about AFTA since ES2007. Analysing responses by
enterprise size, medium-sized enterprises saw a rise in positive perceptions of the effect of
AFTA of 10.2 percentage points to 55.3% in ES2011 from 45.1% in ES2009. Responses by
owners of enterprises of other sizes remained static in comparison with small-sized
enterprises remaining essentially the same from 43.4% in ES2009 to 43.8% in ES2011.
Positive perceptions of AFTA among large businesses decreased only slightly from 42.3% in
ES2009 to 38.9% in ES2011.

Figure 55: Perception of the effect of AFTA on the owner’s business, by size (ES2007, ES2009, ES2011)
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8.4. Enterprise Internal and External Constraints

This subsection deals with enterprise performance factors that can be influenced by the
enterprise and its management. It briefly describes the sample with respect to the following
areas:

* Assessment of top internal constraints perceived by firms

* Assessment of top external constraints perceived by firms

8.4.1. Assessment of Top Internal Constraints Perceived by Firms

In ES2011 respondents were asked to identify the degree to which certain internal
constraints presented a problem to their business. The internal constraint response choices
were predetermined to be consistent with ES2009 and earlier Enterprise Surveys.

In analysing the responses from EBS2005 through the present survey, “lack of capital” has
consistently been the most frequently cited “big” or “very big” constraint. At 47.74% in
ES2011, the most recent responses are similar to both ES2009 (50.4%) and ES2007. The next
most frequently cited constraints were “lack of management skills” (23.49%), “lack of
technically skilled labour” (19.75%), and “lack of market information” (19.14%).

Figure 56: Internal constraints in relation to each other (ES2011)
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Figure 57: Timeline of constraints since EBS2005 (EBS2005 ES2007, ES2009, ES2011)
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Looking at the timeline of responses from EBS2005, ES2007, ES2009 and ES2011, a second
trend that stands out is the dramatic shift in the proportion of enterprises citing “lack of
management/accounting” as a constraint. While other responses were consistently around
or below ~20% across the three surveys, the share of enterprises that indicated “lack of
management/accounting skills” as a “big” or “very big” problem appears to have increased
dramatically.

This apparent trend may be explained by a change in the data collection methodology. After
ES2007, the single choice “lack of management/accounting” replaced by separate choices
for “lack of management” and “lack of accounting skills.” In order to make a proper
comparison, these two responses from ES2009 and ES2011 were combined in Figure 57.
However, the potential for double counting remains—and the responses are consistent with
a large of enterprises for which both accounting and management were a big or very big
problem. For example, in ES2007 17.35% of respondents thought “lack of
accounting/management skills” was a “big” or “very big” problem compared to 17.72% in
ES2009 and 17.88% in ES2011. Assuming this is correct, the percentage of respondents with
management issues apparently increased from ES2007 to ES2011.

Medium-sized enterprises overall reported the highest share of “very big” internal
constraints, followed by large enterprises. Micro and small enterprises generally did not
report a large share of “big” or “very big” internal constraints with the major exception of
“lack of capital,” where the picture is reversed: micro, small and medium enterprises
reported capital as a big constraint much more frequently than larger firms.

Lack of capital was reported as a “very big” problem among 26.6% of the enterprises in
ES2011. This indicates that capital constraints are perceived as a more pressing issue to
businesses in Lao than other “softer” skills and staffing issues, despite attempts by the
government to increase available credit. This contradiction between the national figures and
what individual enterprises are seeing may indicate that available credit is unequally shared
in Lao PDR, perhaps flowing more easily to state-connected enterprises or major foreign
investment-related projects than to private businesses captured in the enterprise survey.
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Smaller enterprises may also face challenges accessing credit because they lack modern
accounting systems (see 8.6.1).

Interestingly, 46% of large businesses indicated that capital was not a problem, compared to
26% of medium-sized enterprises and 24.6% overall. This is in line with trends in comparable
economies, as large firms tend to have stability and better access to capital via cash or
credit.

Figure 58: Lack of capital problem by firm size (ES2011)
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A potential danger exists if enterprises focus solely on the access to capital challenges
versus improvements in management, skills, and efficiency which could lead to overall
shortening of the cash cycle thus creating greater liquidity in the company.

The internal constraints with the second and third highest shares of enterprises reporting
them as a problem were “lack of management skills” and “lack of technically skilled labour.
These findings are similar to ES2009, and are broken out by firm size in Figure 59.

Figure 59: Lack of management problem by firm size (ES2011)
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Figure 60: Lack of technically skilled labour problems (ES2011)
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The findings relating to lack of management and lack of technically skilled labour are
consistent with the hypothesis that the availability and cost of skilled workers is a constraint
to growth, particularly for firms larger than micro-enterprises. As expected, micro
enterprises reported the lowest share of enterprises facing challenges with management
and technically skilled labour.

In ES2011, 23% of small firms, 36% of medium firms, and 16% of large firms indicated that
“lack of management” was a “big” or “very big” problem. This represented an increase of
12% for small firms and 11% for medium firms and a 3% decrease for large firms from
ES2009. In terms of technically skilled labour, the data did not differ greatly from ES2009 to
ES2011. 19% of small, 34% of medium, and 42% of large enterprises reported “lack of
technically skilled labour” as a “big” or “very big” problem in ES2011 compared to ES2009
figures of 20% of small, 38% of medium, and 42% of large enterprises respectively. Based on
the data in ES2009 and ES2011, it is evident that the availability of labour remains a
significant challenge for non-micro enterprises.

Figure 61: Lack of market integration problems (ES2011)
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Lack of market information is a bigger problem for larger firms. Over 50% of small (60%),
medium (67%), and large (58%) enterprises report lack of market information problems.
Medium enterprises rate lack of market information as a bigger challenge, with 25% of
enterprises indicating it as a ‘very big’ or ‘big’ problem.

Figure 62: High Labour Cost Problems (ES2011)
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The high cost of labour was ranked as a problem by over half of small (58%), medium (69%),
and large (61%) enterprises. Medium enterprises report the biggest challenge, with 20%
indicating it as a ‘very big’ or ‘big’ problem. Together with the findings on low worker
productivity, entrepreneurs may be having challenges identifying the best path to growth.

Figure 63: Low productivity/efficiency problems (ES2011)
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Over half of small, medium, and large enterprises report problems in management, skills,
access to market information, high labour costs, and low productivity/efficiency. Though a
larger share rated access to capital as a big or very big problem than other areas, the lack of
the above core business competencies suggests businesses are facing several significant
challenges to achieving long-term competitiveness and growth.

8.4.2. Assessment of Top External Constraints Perceived by Firms

This subsection deals with the subject of business framework conditions (or how ‘enabling’
or ‘disenabling’ the business environment is). This is also the subject of the ‘Private Sector
and Investment Climate Assessments’ conducted by the World Bank in many countries.

In terms of external constraints, the business environment featured prominently among
enterprises of all sizes in ES2011. “Taxes and Duties” were considered a “big” or “very big”
problem across the board (micro: 46%, small: 45%, medium: 44% and large: 36%).

Figure 64: Taxes & duties problems (ES2011)
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Data available from the World Bank put this constraint in context, suggesting that Lao PDR
has high rates of duties and tariffs in comparison to the trade-weighted average of ASEAN
members. As a percentage of the value of imported goods, Lao PDR’s customs and duties
are 5.6% versus 2.3% for Thailand, 1.93% for China, and 1.49% for ASEAN as a whole. As a
percentage of applied tariffs (including trade preferences), Lao PDR’s rates are 14.88%
versus 4.22% for China, and 2.68% for ASEAN as a whole.
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Figure 65: Duties and Applied Tariffs Compared to China and ASEAN*®
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In addition, at 0.29% of exported goods, Lao PDR has higher export taxes, than Thailand
(0.08%), and ASEAN’s weighted trade average (0.10%).

Figure 66: Export Taxes Compared to China and ASEAN?
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Not only do Lao enterprises face challenges with import duties and export taxes but also
with “fees and unofficial payments.” The share of enterprises reporting this constraint grew
in relation to firm size (micro: 11.3%, small: 17.3%, medium: 22.8% and large: 34.6%).

*World Bank, World Trade Indicators 2009/2010. Accessed online 17 October 2012 at
http://www.worldbank.org/wti/

*’Source: World Bank, World Trade Indicators 2009/2010. Accessed online 17 October 2012 at
http://www.worldbank.org/wti/
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Figure 67: Fees & unofficial payment problems (ES2011)
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The share of firms reporting customs regulations as a big or very big problem was higher for
larger sized enterprises. It was a leading constraint for both medium- (20.8%) and large-size
enterprises (28%). This would imply that while the economy has seen consistent growth, the
business environment in terms of the governance infrastructure has not matured
accordingly.

Figure 68: Customs regulation problems (ES2011)
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The cost of energy and telecommunications was considered problematic by a majority of
enterprise owners. About three-quarters of enterprises considered electricity prices a
problem; more than two-thirds of business owners consider fuel prices a problem; and over
half regard the cost of telecommunications as an issue.
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While enterprise owners consider physical infrastructure and fuel/electricity prices to be
constraints, it is difficult to draw conclusions from these absolute numbers about the actual
negative impact of infrastructure conditions or energy prices.

Figure 69: Electricity price problems (ES2011)
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Figure 70: Fuel price problems (ES2011)
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Figure 71: Telecommunications price problems (ES2011)
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The condition of physical infrastructure (including roads, water, telecom and internet) was
perceived by many businesses to be a constraint, although to a lesser degree than energy
and telecom prices. About half of micro, small, and medium sized enterprises found poor
infrastructure to be a constraint, while relatively fewer large enterprises considered it to be
a constraint.

Figure 72: Road infrastructure problems (ES2011)
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Figure 73: Telecommunications infrastructure problems (ES2011)
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Figure 74: Electricity infrastructure problems (ES2011)
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ES2011 also inquired about government regulation problems related to currency exchange
and labour relations. Overall a smaller share of enterprises found these areas to be
challenging compared to other external constraints.
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Figure 75: Currency exchange regulation problems (ES2011)
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Figure 76: Labour & safety regulation problems (ES2011)
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8.5. Human Resources, training and technology

‘Human resource development’ is very critical for enterprise development in a constantly
changing market environment requiring product and process innovations to keep pace with
those of national, regional and international competitors. The HRDME programme
philosophy is based on the direct relationship between the ability of enterprises and
businesses to compete and develop and the skills of management and as well as the labour
force to master the growing complexity and technology content of products and production
processes.

ES2011, page 87



Enterprise Survey 2011

As reflected in the HRDME programme and Component 2 indicators, the share of
professionally skilled staff has to increase over time in order to enable the enterprise to
better master the challenges of tightening competition and increasing product quality on
markets. This concerns the owners/managers as well as the staff employed.

8.5.1. Level of Training of Owner and Staff by Size/Province/Sector

Owner Figures

The highest level of education attained by business owners has not changed dramatically
from ESB2005 to ES2011.

Figure 77: Owners’ education (EBS2005, ES2007, ES2009, ES2011)
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Owners’ education levels rise in relation to enterprise size (Figure 78). In ES2011, 8% of
owners of micro-sized businesses, 32.3% of owners of small-sized enterprises, 49% of
owners of medium-sized businesses, and 65.4% of owners of large-sized enterprises had a
graduate degree or higher. Higher education levels have incrementally increased among
micro and small-sized enterprises between EBS2005 and ES2009 from 6% to 8.3% and from
25.7% to 34.5% respectively. However, it has decreased among owners of medium-sized
enterprises 59.4% in EBS2005 to 47.3% in ES2009 and owners of large-sized enterprises
from 80.9% to 71%. Between ES2009 and ES2011, higher education levels of owners by size
of enterprise remained largely the same.

28GTZ, Enterprise Survey 2009, chapter 3, 2009
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Figure 78: Owners’ education, by enterprise size (EBS2005, ES2007, ES2009, ES2011)

i S Z X I B EEEEEEEEEN
[V N
o JEEEEENEDE

2

0 3

80% -
70% -
60% ||
50% -
40% -
30% -
20% -

10% -

0% -

[Ta} ~ (2] — n ~ [e2) — n ~ [e2) — n ~ (2] —
o o o — o o o - o o o — o o o —
o o o o o o o o o o o o o o o o
o o o~ o~ o~ o~ o o o o o o~ o~ o~ o~ o
[%] w wv wv 1%} wv w w [%] w w wv 1%} wv wv w
o w w w o w w w o w w w o w w w
w w w w
Micro Small Medium Large

mUptoPrimary  mUptoSecondary  m Vocational/Technical M Graduate and higher

Consistent with women owning a greater proportion of small and micro-sized enterprises,
whose owners tend to have a lower education level, than men, male business owners are on
average twice as likely to have attained higher education than female business owners
(39.3% vs. 18.7%) in ES2011 (Figure 79). The number of women owners with higher levels of
education has risen slightly compared to ES2009.

Figure 79: Owners’ education, by gender (ES2011)
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By province (Figure 80), Savannakhet is notable for the percentage rise in owners with
vocational and higher levels of education from 52% in ES2009 to 76% in ES2011.
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Figure 80: Owners’ education by province (ES2011)
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Owners' education by ISIC (Figure 81) shows the level of education attained by enterprise
leaders in the five largest sectors captured in ES2011.Construction company owners remain
the most educated, with nearly half (48.8%) having attained higher education. Slightly over
a third of “transportation and storage” sector owners/managers received higher education,
followed by “manufacturing” at 32.1%, but a much greater proportion of enterprise leaders
in “transportation and storage” (nearly 4 in 10) had received no more than primary school
education. Wholesale and retail enterprise owners on average appear to have the least
amount of formal education.

Figure 81: Owners’ education, by ISIC (ES2011)
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The percentage of owners that had received some form of training before they started their
business (Figure 82) remained around 35% as it has since 2007. Owners that received
training after their business opened decreased slightly from 32.9% in 2009 to 30.6% in 2011.
With the exception of medium-size enterprises, owners received more training prior to
starting their businesses than after the businesses were operating.

Figure 82: Owners’ training before and after starting the business, by size (ES2011)
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The results of ES2011 show that 38.3% of the owners/managers of surveyed enterprises say
they employ technical staff having received formal technical training. This represents a
decrease from 50% reported in ES2009 and is below the indicator target of 50%. However, it
still represents an increase over the 35.9% reported in EBS2005.

The equivalent figure for formal administrative training is 55% of businesses, also a decrease
from 63% in ES2009, and the lowest figure reported across the survey periods.

Figure 83: Percentage of staff receiving training (ES2011)

Businesses with at least one trained staff member, by type

80,0%

70,0%
60,0% -
g 50,0% -
2 2005
c
g 40,0% 1 ® 2007
2
b~
S 300% - 12009
2011
20,0% -
10,0% -
0% -

Administrative Technical

ES2011, page 91



Enterprise Survey 2011

This trend may in part be due to the increase in number of micro-sized enterprises in that
year’s sample; but since ES2011’s sample has only 22 more micro-sized enterprises than
ES2009, changing size composition of the survey sample cannot fully account for the year-
on-year decline.

Figure 84: Trained administrative staff, by size (EBS2005, ES2007, ES2009, ES2011)
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In general, a greater proportion of enterprises employed at least one trained administrative
staff than trained technical staff in 2011 (consistent with EBS2005, ES2007 and ES2009).

Figure 85: Trained technical staff, by size (EBS2005, ES2007, ES2009, ES2011)
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8.5.2. Perceived training needs by Size / Province / Sector

Owners Desire for Business Skill-Building

Enterprise owners/managers were asked whether they want to learn any skills in order to
improve their businesses. ES2011 findings show that medium and large-enterprise
managers are more interested in building skills than smaller enterprises. With the exception
of micro-enterprises, around two-thirds of enterprise owners are interested in learning skills
with that figure reaching above 70% for large businesses.

Figure 86: Owners interested in receiving training by size (EBS2005, ES2007, ES2009, ES2011)
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Owners’ Desire for Staff Training

With the exception of micro-sized enterprises, ES2011 recorded the lowest levels of owners
interested in receiving training for their staff by enterprise (Figure 86) since ES began in
2005 with a 7.8 percentage point decrease since ES2009 and an overall decrease of 18.3
percentage points between EBS2005 (73.1%) and ES2011 (54.8%). This could indicate that
owners of enterprises of most sizes are satisfied with the level of training their staff already
possess and do not feel that training is necessary during periods of growth or that the
quality of training in the past has not met owners’ expectations. It could also reflect owners’
reluctance to invest in staff training because high labour mobility does not give them
adequate time to recoup the investment through higher productivity.

In general and consistent with previous surveys, the larger the enterprise, the more likely
the owner is to seek training for him/herself and his/her staff with trends indicating staff
training is a higher priority than training for the owner. In this regard, large-size enterprises
remain above 90% compared to micro-size enterprises remaining at or below 30% (Figure
87).

Larger-size enterprises are also more likely to comprehend the need for trained staff to
implement longer-term investment/expansion plans and also have more capital available to
provide skill specific training than enterprises of a smaller size.
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The long term decrease in interest in training could have damaging medium to long term
effects, especially since the economy has experienced a decade of sustained growth and is
approaching trade integration milestones. It implies a satisfaction with levels of localized
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growth without preparedness for increased future international competition.

Figure 87: Owners interested in staff receiving training, by size (ES2011)
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By ISIC (industries with ten or more enterprises), enterprises in Administration and support
services (78.6%), Construction (70.7%), and Education (66.7%) had the highest percentage
of owners wanting to improve their businesses through learning more skills, which matched
the findings of ES2009 (Figure 88). Agriculture, forestry and fishing (28.6%) had the lowest

percentage of the ISIC categories.

Figure 88: Owners interested in training, by ISIC (ES2011)
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Owners interested in training by province (Figure 89) were most highly concentrated in
Vientiane Capital (65.3%) followed by Luang Prabang (60.4%) and Champasak (59.9%).

Figure 89: Owners interested in training, by Province (ES2011)

70,0%

60,0% -

50,0% -

40,0% -

30,0% -

20,0% -

10,0% -

0,0% -

Vientiane Capital Luangnamtha Luangprabang Savannakhet Champasack

In terms of type of skills owners would most like to learn, the top 3 skill sets remain the
same for ES2011 as in ES2007 and ES2009 (Figure 90). Owners and managers believe
marketing management, financial management and business planning are most needed for
improving their businesses. Although the top 3 skill sets remain the same, ES2011 revealed a
greater percentage spread across all sectors perhaps indicating that owners recognize that a
diversity of skill sets are needed for success.

Figure 90: Types of training owners’ desire (ES2011)
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Figure 91: Types of training owners’ desire for staff (ES2011)
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8.5.3. Level of technology used by business by Size/Province / Sector

The level of technology used and the innovation in product as well as production systems
are a prerequisite to stay or become competitive in target markets, whether national,
regional or international.

Comparing computer use by enterprise size (Figure 92) reveals the finding that larger
businesses are much more likely to use computers. In all survey years, 100% of large-size
enterprises have been using computers; nearly 9 in 10 medium-sized enterprises use
computers. With small enterprises, that figure drops to around half; and fewer than one in
seven micro-enterprises use a computer to conduct business.

Figure 92: Use of computers, by size (ES2011)
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Comparing computer use among sampled enterprises (Figure 93) across the four ES surveys
shows a small but consistent increase in the aggregate percentage of enterprises using
computers. Across all firm size categories in ES2011 (with the exception of large enterprises,
where computer was already 100%), computer use rose slightly, albeit by no more than 5%
in any category. The largest increase was in small-size enterprises from 47% in 2009 to 52%
in 2011; the first time it has risen above 50%. 90% of medium-size enterprises now utilize
computers, while fewer than one in seven (13%) of micro enterprises utilize computers.

Figure 93: Computer use of sampled enterprises (ESB2005, ES2007, ES2009, ES2011)
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By province, use of computers (Figure 94) was highest in Vientiane Capital (63.8%) followed
by Champasak (54.9%) and Luang Prabang (48.7%). The lowest use of computers by
province was in Luang Namtha (27.6%) and this figure impacted on the national average of
50.1%.

Figure 94: Use of computer by province (ES2011)
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In ES2011, the purpose of computer usage (Figure 95) remains largely unchanged from
ES2007 and ES2009 with “Text processing” (85%), “Accounting” (82%) and “Internet use”

ES2011, page 97



Enterprise Survey 2011

(56%) the leading utilisations. E-commerce has still not established itself as a widespread
feature of the business environment with the year-on-year average remaining at just 4%.

Figure 95: Purpose of Computer Use (ES2007, ES2009, ES2011)
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8.6. Business Management

The ability to manage an enterprise, to seize opportunities and to overcome challenges
posed by changing market trends (in terms of demand, price, quality, innovation,
competition, trade regulations, etc.) is critical for business growth. The SME development
strategy assigns great importance to the development of entrepreneurship and
management skills in order to promote SME development as part of the national economy.

Decisions to invest in innovation, to scale up production, to improve productivity or to
enhance product quality, for instance, require adequate business management and analytic
ability. Apart from the relevant training, education and experience of owners or managers, a
supportive enabling environment and organisations that can play an advisory role also
facilitate these decisions.

The indicators captured by the ES2011 relate to the following:
e Use of BDS
* Membership of/participation in BMO

* Accounting Systems & Mode of tax payment

8.6.1. Use of Business Development Services (BDS)

ES2011 findings illustrate  that enterprises’ use of BDS (defined as
“consultancy/recommendation for the development of your business”) has continued at
similar levels to those recorded in ES2009. Depending on enterprise size, the use of BDS in
ES2011 ranged between 71% and 77% of the sample and on the margin increased in
proportion to firm size category. 71.2% of micro-sized enterprises (116 out of 163), 74.4% of
small-sized enterprises (323 out of 434), 75.2% of medium-sized enterprises (76 out of 101)
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and 76.9% of large-sized enterprises (20 out of 26) had used BDS to develop their business.
The average use of BDS across all enterprises in the panel was 73.9%.

Figure 96: Use of business development services (ESB2005, ES2007, ES2009, ES2011)
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Figure 97: Enterprise owner/manager ever received advice for developing his/her business, by size (ES2011)
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From a policy perspective the challenge remains to ensure that BDS offerings are accessible
and of high quality. Most firms rely on receiving advice from informal sources such as family
members and friends (Figure 98), while more formal sources of advice including BMOs,
professional providers, government agencies and development projects still rank among the
least used sources in the sample. While the data show entrepreneurs understand the need
for BDS, the advice is of uncertain quality.
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Figure 98: Source of BDS advice (ES2011)
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7.9% of enterprises surveyed received BDS from BMOs and 13.0% from government and
public services, totalling 20.9%, up 1.9 percentage points from 2009. The HRDME target set
in EBS2005 — to increase the percentage of owners/managers receiving business services
from public organisations or business associations to 20% — was therefore met by 0.9% in
ES2011. Despite meeting the target, further research is needed to determine why there was
a drop in enterprises receiving BDS from BMOs since ES2007 (34.0%).

8.6.2. Participation in Business Membership Organisations (BMOs)

The participation of enterprises in Business Membership Organisations (BMO) reflects the
endeavour by enterprise owners or managers to actively influence their business
environment. Thus the questions about participation in either of the BMOs included in the
survey gives an indication of the quality of the management. Two were included, the
provincial-level public-private dialogue, and the national-level Lao Business Forum.

The Lao-German HRDME initiative supports the introduction and institutionalisation of
provincial public-private dialogue (PPPD) fora in the two selected programme areas Luang
Prabang and Champasak provinces. PPPDs allow for transparent communication channels
among and between the private and the public sectors. In this dialogue process, the public
and the private sector jointly identify and solve issues at the provincial level that constrain
the setting up and running of businesses, with the ultimate goal of ensuring broad-based
economic growth. Any issue that cannot be solved on the provincial level are then to be
transferred for the consideration of decision makes at national level and discussed at public-
private dialogue for a on the national level, such as the Lao Business Forum.

In ES2011, 25.3% of enterprises surveyed were aware of PPPD and LBF, a significant 9.6
percentage point drop compared to 34.9% in ES2009 and this decrease was also observed
across enterprise sizes. By enterprise size, the larger the enterprise the more likely it is to
have knowledge about PPPD/LBF. 57.7% of large-sized enterprises, 47.1% of medium-sized
enterprises, 25.2% of small-sized enterprises and 6.7 % of micro-sized enterprises were
aware of PPPD and LBF (compared to 77%, 50%, 33%, and 6%respectively in ES2009). In
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ES2011, micro-sized enterprises were the only ones that experienced increased awareness,
though this increase was marginal.

Figure 99: Knowledge about PPPD and LBF, by size (ES2009 and ES2011)

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

336% ° 4 ?
59050, Sh 1%
704%
98,8% 93,3%
74,8% 787%
(0] ()
52,9%

2009 2011 2009 2011 2009 2011 2009 2011 2009 2011

Micro Small Medium Large Total

B Knowledge of LBF / PPPD: No B Knowledge of LBF / PPPD: Yes

In terms of participation by province (Figure 100), ES2011 saw significant decreases in many
areas compared to ES2009. Participation in the PPPD process appears to fluctuate
considerably between provinces year on year. Luang Namtha experienced a 39 percentage
point decrease from ES2009 (93%) to ES2011 (54%), Savannakhet experienced a 48
percentage point decrease from ES2009 (74%) to ES2011 (26%) and Champasak experienced
a 20 percentage point decrease from ES2009 (83%) to ES2011 (63%). Policy makers should
consider the key drivers behind these swings to ensure the ultimate sustainability of the
PPPD, particularly in provinces with large rural populations such as Luang Namtha or where
there is less business engagement. These figures perhaps indicate that the PPPD process is
not yet well enough understood or established to maintain consistent participation across
enterprise size and geographic area.

Figure 100: Participation in the PPPD process, by province (ES2009 and ES2011)
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Despite fluctuations in participation, the evaluation of PPPD by participants reveals that 80%
of participating enterprises consider PPPD to have a positive effect on their ability to
improve their businesses (Figure 101). Yet this figure belies some troubling findings:

e Overall, positive evaluation by enterprise size fell by 13 percentage points between
ES2009 (93%) and ES2011 (80%).

e The largest decline of 29 percentage points came in micro-sized enterprises (100% in
ES2009 vs. 71% in ES2011) with small-sized enterprises recording a 16-percentage
point drop (91% in ES2009 vs. 75% in ES2011).

* The drop was less pronounced in medium-sized enterprises (98% in 2009 vs. 91% in
ES2011), while large-sized enterprises saw a 5-percentage point increase (87% in
ES2009 vs. 92% in ES2011).

In conclusion, participating enterprises still give the PPPD process high marks; however,
there is lower overall participation among the firms in the sample as well as a growing
number of participating firms that feel the PPPD process was not helpful compared to 2009.
These underlying trends indicate that policy makers and private sector representatives
should reconsider how to engage more firms and improve the quality and effectiveness of
the PPPD process.

Figure 101: Evaluation of PPPD, by size (ES2009 and ES2011)
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8.6.3. Accounting System & Mode of Tax Payment

Provinces with higher levels of human development—a useful though imperfect proxy for
institutional development and management capacity—are generally more likely to utilize
the formal tax system rather than a negotiated lump sum tax, though all provinces remain
below 50% (Figure 102). Vientiane-based firms from the sample have the highest
percentage of formal accounting system payments at 49%, followed by Champasak at 47%.
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Luang Namtha has the lowest level of formal tax payment at just 12%, given the
predominance of smaller firms and the level of institutional development in that region.

Figure 102: Correlation between provincial HDI and use of formal accounting system (ES2011)
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Figure 103: Accounting systems, by province (ES2011)
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ES2011 found that only 38.3% of businesses paid taxes by using formal book keeping
systems, a 3.8 percentage point decrease compared to 2009 (41.9%) and an overall drop of
5.8 percentage points since 2005 when 44.1% of businesses paid taxes calculated through
book keeping (Figure 104). This finding indicates that within the sample there is a
movement towards informal taxation structures, which could be somewhat driven by the
increase in micro and small enterprises.
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Figure 104: Accounting systems - % of businesses paying tax with bookkeeping (ESB2005, ES2007, ES2009,

ES2011)
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Not surprisingly, the larger the business, the more likely it is to pay taxes using a formal
accounting system rather than a lump sum payment. The majority of micro-sized
enterprises pay a non-accounted lump sum tax (79%), while the majority of large-sized
enterprises in the sample use accounting systems to pay tax (92%). Small and medium sized
firms have mixed results: small-sized enterprises paid 64.3% lump sum whereas just 35.4%
of medium-sized enterprises negotiate a lump sum payment.

Figure 105: Accounting systems, by size (ES2011)
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There has also been a continuous decline in the number of businesses in our sample that
use book keeping methods to calculate their tax payments. ES2011 revealed only 38.3% of
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businesses use book keeping to calculate their tax payments compared to 41.9% in ES2009,
49.6% in ES2007 and 53.1% in EBS2005 (Figure 106).

Figure 106: Accounting systems and tax payments (ESB2005, ES2007, ES2009, ES2011)
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ES2011 analysis of book keeping use by ISIC (Figure 107) illustrates that “Construction”
(63.4%), “Transportation and storage” (51.6%) and “Manufacturing” (43.2%) are the top
three sectors that employ bookkeeping. “Wholesale and retail trade and repair of motor
vehicles” (30.7%) and “Accommodation and food services” (31.2%) used bookkeeping to
calculate tax payments the least.

Figure 107: Accounting systems, by ISIC (ES2011)
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Enterprise owners by province were also asked what kind of taxes they paid (Figure 108). In
keeping with the findings generated by province and in line with the findings of ES2009,
Vientiane, Champasak and Savannakhet paid the most wide-ranging types of taxes. Excise
tax and profit tax are the most cited types of tax payments, followed by income tax and
minimum tax.

Figure 108: Chart kind of taxes (ES2011)
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8.7. Requlatory Framework

This subsection briefly describes the ES2011 sample with respect to the following three
areas:

e Current Rating of Local Government Service
e Current Rating of Central Government Service
e Time Required for Business Registration

* Documents Required for Business Registration

8.7.1. Rating Local Government Service by Province/Size

By province, owners rate authorities now as performing better than two years ago. With the
exception of enterprises in Luang Prabang, firms reported that authorities were “very
helpful” or “helpful” at a rate 2-4 percentage points higher than two years ago.
Interestingly, Vientiane Capital ranked last for both responses—a potential area for future
research. In total, 63.8% of firms from the sample reported local authorities as being
“helpful” or “very helpful” this year, compared to 60.2% two years ago.
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Figure 109: Owners’ ratings of local authorities now and 2 years ago, by province (ES2011)
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8.7.2. Rating Central Government Service by Province

In relation to owners’ ratings of central government services by province, similar findings
were noted as with local government services, but with even greater positive improvements
on the margin. With the exception of Vientiane Capital, every province noted
improvements, which ranged from 2-8 percentage points. On aggregate, 61% of firms from
the sample reported local authorities being “helpful” or “very helpful” compared to 56.3%
of firms rating “helpful” or “very helpful” two years ago, a difference of 4.7 percentage
points.

Figure 110: Owners’ ratings of central authorities now and 2 years ago, by province (ES2011)
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8.7.3. Time Required for Business Registration by Size

The results of ES2011 show an increase in the time required for business registration over
previous years. More businesses report taking 91 or more days to register (the longest
category), and fewer report taking 1-5 days to register (the shortest category) than in any
previous survey period. Nearly every time category deteriorated in 2011, with a greater
proportion of business in the longer categories and fewer in the shorter categories than
ES2009, as seen below in Figure 111.

Figure 111: Time required for business registration (owner-reported registration times of businesses started
in the past 3 years)
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In ES2011 70.4% of all business registrations were completed within 1 month (30 days). This
represents a 10.3 percentage point decrease from ES2009 (though a slight increase from
EBS2005 and ES2007). Only 13% of business registrations were processed in 1-5 days, the
lowest level since 2005 and a 10.2 percentage point decrease from ES2009. Likewise, in
ES2011 13% of business registrations were processed in over 90 days, the highest level since
2005.

Analysis of the time required for registration, after disaggregating by business size (Figure
112) clearly shows that the increase in average time to register a new business in ES20011
was driven by a large decrease in the percentage of micro-enterprises that took 1-5 days to
register. In ES2009, 63% of surveyed micro enterprises registered in only 1-5 days; in
ES2011, that share fell to less than 20%, while the share taking over 90 days to register
more than doubled from 4% to 10% over the same period. For small businesses in ES2011
there was also a noticeable increase in registrations that took over 90 days, increasing to
16% from 9% in ES20009.

Despite the aggregate slowdown in the speed of business registration for firms in the
sample, large enterprises have fared well. 100% of large business registrations processed in
1-30 days, compared to 2007 when just 50% of business registrations were processed in
that timeframe. Similarly, in 2011 71% of all medium sized business registrations processed
between 1-30 days, whereas in 2007 just 65% of registrations were completed in 30 days or
less. For micro enterprises the time required to register appears to be far less predictable
for entrepreneurs over the survey’s time horizon. For instance, 92% of micro enterprises
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were registered in 1-30 days in 2009, whereas in 2011 just 50% of micro firms from the
sample were registered in that timeframe.

The sample sizes for medium and large businesses are small enough that observed shifts in
registration time do not greatly impact the overall picture. Given that not all enterprises in
the ES2009 sample are represented in ES2011, and that the ES2011 results for micro-
enterprises more closely resemble those of other enterprise sizes, one logical explanation
would be that micro-enterprises are starting to follow a business registration process similar
to that of other enterprises, or that existing regulations are being applied more consistently.

Figure 112: Time required for business registration by enterprise size (ES2009 and ES2011)
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Figure 113: Time required for business registration by enterprise size (ES2011)
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Across all enterprise sizes, 66% of businesses took between 6 and 30 days to register,
compared with 57% in ES2009, 59% in ES2007 and 46% in EBS2005. Thus the overall
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registration time is becoming more predictable. Greater numbers of micro- and small-sized
enterprises take longer than 30 days to register (24% of micro and 22% of small,
respectively) but this may be a reflection the much smaller sample size of medium and large
enterprises.

By province, 78% of businesses are registered between 1 and 30 days with the majority
being processed in 6 - 15 days. Luang Namtha had the highest percentage (42%) of
businesses registered in 1 -5 days and Champasak had the highest percentage of businesses
registered in 31-90 days (Figure 114).

Figure 114: Time required for business registration, by province (ES2011)
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8.7.4. Number of Documents Required for Business Registration

For enterprises registering anew, the number of documents required for business
registration has remained virtually unchanged since ES2009. ES2011 data illustrates that
98.3% of businesses started in the last three years have required 1-10 documents with 60%
requiring only 1-5 documents. Over time since 2005, the number of businesses requiring
11+ documents to register has decreased considerably from 13.3% to 1.7%. This finding
portends well for the business enabling environment and may indicate that procedures and
for registration are being more consistently applied throughout the country.

Figure 115: Number of documents required for business registration (ESB2005, ES2007, ES2009, ES2011)
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8.7.5. Comparison with World Bank “Doing Business 2012”

The HRDME Enterprise Survey and World Bank Doing Business report both attempt to
measure the time taken to register a business, as one indicator of the overall ease of
business formation in a country. The two studies differ in their methodology, leading to
substantially different results. The World Bank Doing Business methodology tallies the
maximum number of days for different procedures as prescribed in laws and regulations.
The HRDME Enterprise Survey methodology (for EBS2005, ES2007, ES2009 and ES2011), on
the other hand, surveyed businesses to determine the actual time it took them to register
their business. It is this current, primary data by size, industry and province, enabling the
Enterprise Survey to yield a different degree of disaggregated information.

The World Bank methodology indicates an average of 93 days and 7 procedures to start a
business in 2011. The length is down from 198 days in 2005, 103 in 2007, and 100 in 2009;
while the number of procedures is down from 9 in 2005, 8 in 2007, and steady at 7 since
2009. In comparing this with the ES1011 results, it is interesting to note that there has also
been steady decrease in the gap between the theoretical registration time and the actual

times reported in the Enterprise Survey.

Table 9: Ease of Doing Business for Lao PDR covered the period 2009 through 2012%

. Doing Business Result Change
TeleSHELT 2012 2010 2009 (2010 to ‘12)
Doing Business Index 165 167 165 +2
Starting a Business 89 89 92 0
Dealing with Construction Permits 80 115 110 +35
Employing Workers - 107 85 -
Registering Properly 72 161 159 +89
Getting Credit 166 150 145 -16
Protecting Investors 182 182 180 0
Paying Taxes 123 113 113 -10
Trading Across Borders 168 168 165 0
Enforcing Contracts 110 111 112 +1
Closing a Business - 183 181 -

Figure 116: Lao PDR and comparators rankings on ease of doing business®
Thailand
Malaysia
Regional Average (East Asia & Pacific)
Vietnam
Indonesia
Philippines
Lao PDR 165
Timor Leste 168
20 40 60 80 100 120 140 160 180

29Doing Business, World Bank and IFC, 2012, pg. 8. ESP 2009, GIZ, pg. 161.
3'ODoing Business, World Bank and IFC, 2012, pg. 7.
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8.8. Business Finance

The access to Business Finance of enterprises determines to a large extent their capability to
invest, innovate and expand operations and is, therefore, a critical ingredient for the
dynamism of an enterprise, an industry or a size category of enterprises. In particular, the
limited access to finance of SMEs impedes their speed of growth and business development.

This subsection briefly describes the ES2009 findings with respect to the following four
aspects:

* Access to Finance, by Size
* Share of Loan Sources, by Size

e Shares of Firms Needing Loans, by Size

8.8.1. Access to finance

Access to finance per year in ES2011 (Loan 1) showed a slight increase in the number of
businesses reporting receiving external financing/loans, to 38.1%, from 32.1% in ES2009.
This could indicate a rebound to the higher incidence of external funding in ES2007 (46.5%)
and EBS2005 (48.8%).

As in previous years, the bulk of external funding was provided by banks (Figure 117). 82.2%
of external financing in ES2011 came from a bank, up 6.1 percentage points from 76.1% in
ES2009. Looking at trends across ES2007-ES2009-ES2011, fewer businesses have relied on
friends, relatives, and money lenders as sources of financing, while the percentage receiving
credit from suppliers has increased to 6.5% from 3.0% in ES2009 and 2.2% in ES2007,
possibly indicating greater trust between suppliers and customers and strengthening supply
chain linkages.

Figure 117: Businesses receiving external financing/loans, by year (EBS2005, ES2007, ES2009, ES2011)
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Figure 118: Sources of external financing/ loans received (ES2007, ES2009, ES2011)
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8.8.2. Share of Loan Sources

ES2011 loan sources by enterprise size (Figure 119 and Figure 120) show that the bank-
sourced loans continue to be the major source of finance across all enterprise sizes. For
micro-enterprises in particular, the bank-sourced loans comprised 33 of the 52 loans
reported (63.4%), compared to a total of only 19 loans reported by micro-enterprises in
ES2009. The increase in the number of loans to micro-enterprises is indicative of the success
of efforts to increase the accessibility of the formal banking sector to micro-entrepreneurs.
While this finding is indeed favourable, other survey results around increasing use of lump
sum tax payments over formal accounting systems, particularly in micro-enterprises (see
section 8.6.4), suggest micro-entrepreneurs could encounter difficulties accessing formal
credit from commercial banks in the medium term.

Among small, medium, and large enterprises, the proportion of bank-sourced loans
increased slightly from ES2009 to ES20011, from 97 of 149 (65.1%) to 131 of 196 (66.8%) for
small; from 45 of 69 (65.2%) to 51 of 74 (68.9%) for medium; and from 15 of 20 (75%) to 11
of 14 (78.6%) for large enterprises.

Figure 119: Loans from Banks (ES2009 and ES2011)
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Figure 120: Loan Source (micro and small) (ES2009 and ES2011)
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8.8.3. Future Financial Needs

The majority of enterprises surveyed in ES2011 (60.63%) stated they would require external
financing in order to expand their business operations. Approximately one third (32.52%) do
not require external financing to expand, while less than a tenth (6.85%) of enterprises
stated they had no plans to expand (Figure 121).

Of the enterprises that would seek external financing, the vast majority (90%) expected to
source these funds through the formal banking sector (Figure 121).

Figure 121: Enterprises needing financing in order to expand business (ES2011)
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Figure 122: Expected sources of financing for business expansion (ES2011)
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9. Panel Data: Tracking Changes across EBS2005 — ES2007 — ES2009 — ES
2011 Panel
This chapter focuses on a panel sample of 551 enterprises that were interviewed in the

ES2009 and ES2011. The following sections trace and compare company-level changes from
2009 to the most recent finding in 2011.

9.1. Survival (or “Tracking”) Rate of Enterprises

Of the total 728 sample enterprises in ES2009, 551 could be traced again in ES2011,
representing an approximate “survival” rate of 75.6%.3! Of the 177 enterprises that were
not traceable, findings generally show that:

The majority (approx. 84.7%) of non-traceable enterprises were micro- and small-sized
enterprises, compared with approximately 75% in ES2007-ES2009. Interestingly, while in
ES2009, the proportion of non-surviving micro and small-sized enterprises was roughly even
at 38.0% and 40.0% share of the micro and small-size categories, respectively, in ES2011,
the share of non-surviving small enterprises was roughly 61.6% to 23.2% for micro
enterprises. Small enterprises therefore represent a significant and growing sub segment of
non-surviving firms.

Similarly the share of “non-surviving” medium and large enterprises changed significantly,
from 15.1% and 15.0% respectively in ES2007-ES2009 to 10.2% and 5.1% in ES2009-2011.
The data indicates that since 2009 medium and large firms are dying at a slower rate,
whereas small firms are dying at a quicker rate.

By province, Vientiane Capital had the highest proportion of non-traceable enterprises, at
26.5%, while Luang Prabang had the lowest proportion of non-traceable enterprises, at
20.2%. Interestingly, the variation in the traceability of enterprises was dramatically reduced
between ES2009 and ES2011. In ES2009, the difference between the highest and lowest
traceability rates by province was approximately 40%, compared to only 6.4% in ES2011.
However it is difficult to conclude whether this effect is attributable to better data collection
or a real change in the business environment.

Figure 123: Panel enterprise survival findings (ES2009 and ES2011)

PN
NDOI0ONBA0O
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M Large

Medium

Full 2011 | Full 2011 | Full 2011 | Full 2011 | Full 2011 B Small
2009 Panel | 2009 Panel | 2009 Panel | 2009 Panel | 2009 Panel
Sample Sample Sample Sample Sample

M Micro

Vientiane Luang Namtha | Luang Prabang | Champasack | Savannakhet
Capital

3! As noted in the ES2009 report, the unique identifiers needed to track specific enterprise-level pane data
from EBS2007 and ES2007 were not available at the time of analysis. The similar comparison made in the
ES2009 report was based on self-reported participation in previous HRDME Enterprise surveys, and therefore
could not be identified for panel analysis in ES2011.
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9.2. Evolution of the Size of the Enterprises

Enterprise evolution of the same 551 panel enterprises was also tracked from 2009 to 2011
to determine positive or negative change in terms of total number of employees.

The breakdown of 551 enterprises by size in 2009 was: 103 micro-size enterprises, 337
small-size enterprises, 88 medium-size enterprises, and 23 large-size enterprises.

Figure 124: Tracked panel enterprises, by size (ES2009)

Medium
88

In the micro-enterprise size bracket, the number of enterprises increased by 1 in 2011.
However, the marginal growth in microenterprises was not paralleled by a decrease in
employment. When individual staffing in each of the 551 panel enterprises was tracked, the
analysis revealed that 39 enterprises had moved into larger size categories (36 had moved
from micro to small-size and 3 moved from micro to medium-size enterprise brackets) while
40 existing small-size enterprises decreased employees and fell into the micro-enterprise
size category.

Figure 125: Evolution of micro-enterprise size category (ES2009 to ES2011)

0

In the small-size enterprise bracket, there was a net decrease of 5 enterprises in 2011.
When individual business employment was tracked, analysis revealed that 16 small
enterprises increased employment and joined the medium enterprise size category, while
another 16 medium enterprises decreased employment and joined the small enterprise size
category. Interestingly, 1 enterprise increased employment significantly enough to move
the small enterprise category into the large enterprise size category.
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Figure 126: Evolution of small-enterprise size category (ES2009 to ES2011)

+16 -1

In the medium-size enterprise bracket, there was a net increase of 5 enterprises in 2011. As
previously discussed, 3 micro- and 16 small-enterprises increased employment to join the
medium-sized enterprise category, while 16 medium-sized enterprises decreased
employment to join the small size category. Additionally, 3 medium-size enterprises
increased employment to join the large enterprise size category, while 5 large enterprises
reduced employment to join the medium size category.

Figure 127: Evolution of medium-enterprise size category (ES2009 to ES2011)

Medium
+5

Lastly, in the large-size enterprise bracket, there was a net decrease of 1 enterprise in 2011.
While the individual changes in category have been discussed above, it is interesting to note
that while the net change was only 1 enterprise (or less than 5% of the total), 5 enterprises,
or 22% of the total, decreased employment and joined the medium size enterprise category.
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Figure 128: Evolution of large-enterprise size category (ES2009 to ES2011)

In total, between 17% and 38% of enterprises in each size category changed categories
between 2009 and 2011. Key takeaways from these staffing level changes between 2009
and 2011, by size, are:

Micro-size Enterprises:
*  62% of micro-size enterprises (0-2 employees) remained in their size category.

* 38% increased staffing and reached higher size brackets.

Small-size Enterprises
e 83% of small-size enterprises (3-19 employees) remained in their size category.

* 12% decreased employment and joined the micro-enterprise size category.

* 5% increased employment and reached higher size brackets.

Medium-size Enterprises

* 78% of medium-size enterprises (20-99 employees) remained in their size category.
e 18% decreased employment and joined a smaller size category.

* 3% increased employment and reached higher size brackets.

Large-size Enterprises
* 78% of large-size enterprises (100+ employees) remained in their size category.
e 22% decreased employment and joined the medium-enterprise size category.

Thus there has been both up- and downward migration in category size between 2009 and
2011, with upward movement dominating in the micro size groups and downward migration
in the remaining groups (small, medium, and large).

9.3. BMO Members

BMO member development compared with non-BMO member development among the
551 panel enterprises was also tracked from 2009 to 2011.

In 2009, (Figure 129) there was a clear difference between the performance of BMO
members and non-BMO members in terms of enterprise staffing, profit and turnover. The
share reporting an increase in staffing was over two times greater for BMO members than
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non-members (28% vs. 13%); the share reporting an increase in profit was 27% greater for
BMO members (51% vs. 40%); and the share reporting an increase in turnover was 25%
higher (53% vs. 42%). Additionally, the share of businesses reporting that staffing, profit and
turnover remained the same was greater for BMO members than non-members.

Interestingly, however, the share of BMO members reporting a decrease in profit, staffing,
and turnover, was uniformly higher than for non-members. One possible explanation for
this inconsistent result is the higher share of non-BMO members that were unable to
answer the questions about changes in profit, staffing, and turnover—only 5 BMO members
within the panel were unable to answer these questions, while 24 non-BMO members were
unable to do the same. If the non-responses are included as decrease, then BMO members
were consistently less likely to report a decrease in profits, staffing, and turnover.

In 2011, the same 551 panel enterprises were examined to determine if the differences
among the performance of BMO members and non-BMO members remained valid (Figure
130). The findings supported the 2009 data. Among the 551 panel enterprises, the share
reporting an increase in staffing was over 109% greater for BMO members than for non-
members (32% vs. 15%), as well as 38% and 40% greater for profit (59% vs. 43%) and
turnover (61% vs. 44%), respectively. Consistent with this, proportionally fewer BMO
members reported that these indicators stayed the same, or decreased. The share of BMO
members reporting that staffing stayed the same was 15% lower than for non-BMO
members (58% vs. 69%); the share reporting that profits stayed the same was 40% lower
(18% vs. 29%); and the share reporting that turnover stayed the same was 45% lower (16%
vs. 29%). The share of BMO members reporting that staffing decreased was 23% lower than
for non-BMO members (8% vs. 11%); the share reporting that profits decreased was 10%
lower (24% vs. 26%); and the share reporting that turnover decreased was also 10% lower
(23% vs. 26%).

BMO membership was consistent with a greater share of increased staffing, profits, and
turnover across the panel from 2009-2011. This is similar to the observation from ES2009
looking at a similar comparison across 2007-2009. While the trend is consistent across both
time periods, the difference between BMO members and non-BMO members is smaller
across 2011-2009 than 2007-2009. This may be due to a variety of factors, including: (i.)
differences in the enterprises that comprise the panel, (ii.) an improvement in the business
environment which has mitigated some of the advantage of BMO membership; and/or (iii.)
defections among well performing firms that once were BMO members and no longer see
the value of membership, thereby bringing non-BMO indicators up.
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Figure 129: BMO and non-BMO panel member comparison (2009)
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Figure 130: BMO and non-BMO panel member comparison (2011)
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9.4. Access to Finance

Among panel enterprises, businesses that were receiving external financing were compared
with businesses that were not receiving external financing during the 2009-2011 period.

Among members of the present panel in 2009, the share of businesses reporting an increase
in staffing was 68% greater for those that had received financing than among businesses
that had not received financing (26% vs. 16%); the share of businesses reporting an increase
in profits was 21% greater (50% vs. 41%); and the share of businesses reporting an increase
in turnover was 18% greater (51% vs. 44%).
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Among members of the present panel in 2011, the share of businesses reporting an increase
in staffing was 25% greater for those that had received financing than among businesses
that had not received financing (25% vs. 20%); the share of businesses reporting an increase
in profits was 18% greater (54% vs. 46%); and the share of businesses reporting an increase
in turnover was 21% greater (56% vs. 46%).

The ES2009 report stated that, “In 2007... there was little difference in performance — in
terms of enterprise staffing, profit, and turnover, between businesses that had received
financing and business that had not received financing.” In 2009, however, there was a clear
difference—businesses receiving external financing clearly outperformed those that had
not.

Access to finance was consistent with a greater share of increased staffing, profits, and
turnover across the panel from 2009-2011, and consistent with the finding from ES2009.
While the results for 2009 are consistent across both panels, the effect is smaller in 2011
than 2009. There are many possible explanations for how financing effects were mitigated.
For one, it takes time to receive return on investment from external financing. Secondly, the
data do not detail the scale of external financing—firms may be taking out smaller loans
following the economic crisis, which in turn means external financing has less net impact.
Lastly, the decreased effect of external financing may illustrate a core determinant of strong
firms: those that were able to continue accessing finance during the economic crisis were
able to weather the dip in demand, whereas those who could not suffered—hence the
strong effect in 2009. By the 2011 survey, demand had picked back up, boosting the positive
results for all firms.

Figure 131: With and without access to financing panel member comparison (2009)
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Figure 132: With and without access to financing panel member comparison (2011)
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Annex 1: Presentation of Preliminary Findings
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3. 2011 Findings Related to Program and Compeonent Objectives and Indicator

3.1 Key Indicator Azses=ment for those Programmatic Indicators Included in the
TOR

4. Enterprise Characteristics, Performance and Business Constraints: ES 2011 versus
Previous Years

4.1 Enterprize Characteristics/Related Changes

4.2 Enterprize Performance and Expectations

4.3 Challenges of Globalization and Regienal Integration
4.4 Enterprise Internal and External Constraints

4.5 Human resources, training and technology

4.6 Business Management

4.7 Regulatory Framework
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giz
Background and |

Lao PDR has experienced rapid growth and ~ ECONOMIC Performanc
businesses are earning more, but the data

indicares challenges ahead for enterprises 1o

increase competitiveness.

= |Lao economy has experienced robust growth over the past 10 vears, recenthy the
natural resource sectoris driving the growth

= Supporting this growth iz a considerable increase in foreign direct investment

= The increase in natural resources demand and foreign investment has appreciated
the LAK, leading to increased buying power for consumers

= Increase in domestic consumption is supporting revenue growth for enterprises but
those consumers will have greater options post AFTA and WTO implementation

= The appreciation ofthe LAK applies pressures on export driven enterprizes, such
as manufacturing and agriculture, to increase productivity in order to remain
competitive in the target markets

I Thiz mid-term reviewonly contains preliminary data and findings. I
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giz
Lao PDR has experienced rapid growth and businesses are Continued

earning more, but the data indicates challenges ahead for
enterprises (o increase competitiveness.

= Among businesses surveyed, competition iz of much less concern and optimism is
widespread

= The business enabling environment appears to have improved marginally

« [Data fromthe survey backs upthe hypothesis that Lac P.0.R enterprizses have
experienced growth, but are not well positioned for the opportunities which lie
ahead in light of AFTA , WTO, and further liberalization of international trade:

» Business owners appear less interestedin training their staff and themsehves
to increase capacity and productivity;

= Firms claim lower levels of competition, likety the result ofincreased
availability of capital flowsand the resulting increase in domestic
consumption;

= Lessconcerned about the impact of AFTA, or are completely unaware and
unconcerned about the impending increase in competition.

I Thiz mid-term reviewonly contains preliminary data and findings. I
. Faes |
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Lao businesses are experiencing a euphoric climate

Enterprise Survey 2011

Cpportun

due to increased profits, with local firms viewing
competition as less of an issue than in the past.

* Lao firms of all sizes perceive fewer
izzues surrounding competitiveness
than in 2005

* On the surfacethiz iz a favorable
finding

* But the current envircnment may
point to long-run vulnerability for Lac
businesses:

* If individual firms don't feel
competitive prezsure, whole
sectors may be becoming less
price competitive

» After AFTAand the WTO
agreements enter into full force,
firms that have benefited fromthe
current situation willneed to
compete against international
investors and exporters

s 3YE350440

Enterprises perceiving problems with
their competitiveness, by size
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giz
Cpportur nges
Overall, businesses percejve bigger challenges Competition
with domestic competition than foreign
competition.

External enterprise problems - competition
Owners' ratings of the dagres compstition Is a problem

= Al firm types view domestic 10005
competition is a bigger challenge st
than foreign competition —even p—
large companies I
* Owerall the resultz pointto an g p—
economy that has not yet LR Dotk oW
experienced much foreign E oo | Mo proiem
competition and may be £ nZmal
vulnerable as trade continuesto  # %% M
open 0% 4 B
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giz

Cpportun nges’
Year-on-year business owners are less Training
inrerested in their staff receiving training on
aggregare.
'There are zeveral potential Qwners interested in staff receiving

hypotheses for this lack of interest training, by size
1.Firms are experiencing
greater profitz and don’t feelthe
need fortraining during pericds
of growth

2.Institutions offering training
are not conveying the proper
messageto business owners
regarding the value oftraining
3.The quality oftrainings has
not met owners expectations in
the past

4. A combination ofthese Mize Smal Mefbm  Lage ol
factors

=20

T
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Annex 2: Preliminary Assessment and Recommendations

HRDME Human Resource Development for a Market Economy

Vientiane, Laos, May 11- 2012

Enterprise Survey 2011
Preliminary Assessment and Recommendations

Prof. Dr. Eckart Koch

Univerzsity of Applied Sciences, Munich
AGEG Consultants

koch@hm.edu; hitp:ifeckar-koch.de

Enterprise Survey 2011 - Assessment and Recommendations

1.
2.
3.
4.
5.
B.
7.
a.

Initial Results - Summary

Some Initial Assessments

Some COpen Questions

ASEAM EconomicCommunity
Econamic Community

European Examples

Regional Integration - Challenges
Recommendations
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Enterprise Survey 2011 - As ment and Recommendations

1 Initial Results - Summary

Firmz in the sample ....

1. claim lowerlevels of competition and view competition as less of an issue than in
2009

2. view domestic competition a bigger problemthan foreign competition

3. areless concerned about the impact of WTO and AFTA, or are completely unaware
ofthis

4. have experienced increased profits and expect their profitz to increase over the
nextZ yvears as well

£

reportthat both localand centralauthorities have improved their services

&. are loosing trained staff - technical and administrative
7. areless interestedin training - their staffand themselvez az owners

Enterprise Survey 2011 - A ment and Recommendations

2 Some initial assessments

1. If firmz dont feel competitive pressure, whole sectorsmay become less
competitive.

2. Firms until now have benefited fromthe current situation. As the have to compete
againstinternational investors and exporters in the future they may become more

vulnerablein the long-run.

3. Astheyareunaware ofthe effectz of global or regional integration they willalzo not
be able to benefit from cpportunities of open markets.

4. Lack ofinterestin human resources developmentwould enforce threatz and
reduce chances
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Enterprise Survey 2011 - As ment and Recommendations

3 Open Questions

1. What are the reasons for lacking awareness/information?

2. |z "awareness”even suficient? What about knowledge and conseguences?

3. If enterprises are not aware about WTO and AFTA, what about ASEAN Economic
Community [AEC)?

4. What iz the reazon that relevance of exporters or foreign customers for SME is low and

decreaszing from7 to 4%7

How can businesses be successfully developed without trained staff? .

What kind oftraining iz required? (zhort term, long term, subjects)

High unit costs are rated as a major problem but “other preblems” are on the rise. What

are "other” competition problems -tax and finance?

8. What kind of government support iz needed and appreciated and has improved?

~ @ tn

Enterprise Survey 2011 - A ment and Recommendations

4.1 ASEAN Economic Community - Open markets and competition

WTO and ASEAN / AFTA are playing an important role right now.

But ASEAN Economic Community [AEC) may be even more important. in future
It envizages (among others)

a zingle market and production base,
a highly competitive economic region,
a region of equitable economic development, and

L A

a region fully integrated into the global economy.

WRN_ ZSEENEEC 0ngy 187 57 m
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Enterprise Survey 2011 - As ment and Recommendations

4.2 ASEAN Economic Community - Areas of Cooperation

The AEC areas of cooperation include (among others):

human resources development and capacity building;
recognition of professional qualifications and standardization
closerconsuliation on macroeconomic and financial policies;

enhanced infrastructure and communications connectivity,;

L A . .

integratingindustries across the regionto promote regional =ourcing

all aspects are highly relevant for enterprizes - but are they aware of?

Wi Zseanses ongy 157 57.Mm

Enterprise Survey 2011 - A ment and Recommendations

5.1 Regional Integration - Whip for Business Competition

Economic Community
Free flow of goods and services = Commaon Markst

. - = Regional |ntegrati
> removal of NTB and introduction of common standards glensl Integrsten

Free flow of investments
—» new competitors next door

Free flow of labour
(— pressure on wagesand productivity

Protection of local p-ri'.filegesl Impact of foreign markets'

50 ..
* MNew facts are created (rules, free access._ )
* Tendencies wil be intensified (competition, productivity ... )
* Processes accelerated (information, needed adaptation ... }
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Enterprise Survey 2011 - As ment and Recommendations

5.2 Reqional Integration: Opportunities and Risks

Opportunities Risks

Increasing Competitiveness Loo=sing Competitiveness

* through increasing productivity I * decreasing sales l.

+ through innovative pruducts' * lpoging domestic market shﬂr&sl
* through innovative processes ' o new mﬂrk&tsl

* new markets
+ sustainable profitz

* decreasing pruﬁtsl
* dizappear fromthe market 1

Opportunities and Rizsks are underestimated - why 7

Booming economy due to exports of natural resources =
high domestic consumption = increasing profits = focus on localmarket

Enterprise Survey 2011 - A ment and Recommendations

6 European Examples - Although, every country is different, but ...
Greece

currency appreciation

increasing imports

relyving on formerhy strong sectors

decreasing exports

no innovations

lax taxation system Ireland

lnosing competitiveness * cheapmoney ! low interest rates
high unemployment attract foreign investors through
favourable investment conditions
attract new technology and jobs

VY O OVYYYYY

¥

Spain

booming economy , competitiveness
increasing employment

#*  currency appreciation

* cheap money wentin one strong
construction sector (employment
generation in the beginning onhy)
high labour costs

lacking competitive export sector

¥

less competitiveness
high unemployment 1o

L A
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Enterprise Survey 2011 - A ment and Recommendations

& Recommendations
Strengthen SMEs to better withstand the challenges of a more liberalized business
environment through a comprehensive Public- and Private Sector Strategy:

Increased role of non-resource sector forsustainable growth and employment
generation (for employment shifting from primary sector)

Stimulate export industries - usually more competitive than non-export industries,
through investments in non-resource sectors.

Innowvatiens, such as upmarket manufactured producs

m  Accessto attractive, focused vocational training and education (ful-time, part-time}
Accessto information and cooperation through institutionalized networking

Accessto finance through reducing barriers, such as bureaucracy, high collateraland
expected informal payment (and better administrative skils at SME level)

= Reduce high unit labour costs by increasing productivity through attracting foreign-
owned enterprizes and through improved skile and technologies

= Increaseinvestment in agricutture and consider high value agricultural export
industries to boost productivity

»  Reduce tax burden and increaze transparency of tax system 12

see also: World Bank: Lao POR - Investment Climate Assessment, 2011

ES2011, page 138
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EUMEIATON: ...
Interview date:..... T 2011 Interview time: start...........,end .....e......

FIElAWOIK SUPEIVISON: .....oooo oot
Date checked: :........... A 12011

NaME OF AL ENEIY: ... s
Date entered: ... J— 12011

Name of Supervisor (Central LeVel): ...
Date checked: :........... A 12011

Enumerator: ask for business card from owner-manager/interviewee and attach to this form
|. Basic data
7.Name of business (as registered):

8.Registration (Tax) code number: HRREERRRERRR
9.Start year of business DDDD
[]

10.Gender of the owner-manager

® Male
® Female
11.Age of owner-manager DD
12. Nationality of owner-manager (SINGLE ANSWER) []
@ Lao, ® Chinese
@ Vietnamese, @ Thai
® Other, specify
13.Name of ethnic group of the owner-manager code attached

Name of ethnic group.........ccoo i I:“:'

14. Education of owner-manager (SINGLE ANSWER) D
® no schooling, ® upper secondary
© some primary, ® vocational
® completed primary, @ technical

wovgeynwaad 2
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@ lower secondary, higher

® post graduated

15. Ownership and form of enterprise (as per enterprise law) D
(SINGLE ANSWER)
® Individual Enterprise ® State Company
@ Sole Limited Company ® Mixed Company
® Limited Company @ Ordinary Partnership
@  Public Company Limited Partnership
©® Cooperative
16. Form of enterprise (as per laws on domestic and foreign D
investment) (SINGLE ANSWER)
@ domestic
@ joint-venture,
® wholly owned foreign
17. Location of business (SINGLE ANSWER) D
® home, ® industrial area,
@ traditional market, ® roadside,
® shopping center, © other specify:
@ commercial district,
18. Premise (SINGLE ANSWER) |:|
@ his/her own,
@ rental,
® Other Specify:
19.0n site utilities (SINGLE ANSWER) |:|
@ electricity only,
@ water only,
® water and electricity,
@ no utilities,
20. How many months does the business operate per year? DD

wovgsypwaad 3



Enterprise Survey 2009 of LaoGerman HRDME Programme

21-29.

Permanent full time worker

Total

Female

NN

. Total Number of t PAID &
> NPAID oo (matvang owner | = L e LI
manager)
a.1. Number of Management/ 21a. DDD 22a.1 DDD
Administration staff
a.2. Number of technical staff/worker 21b. DDD 2204 DDD
b. Number of unpaid family members 23. DDD 24, DDD
c. Number of permanent paid workers 25.

*  LIE

Logic Check:number in 21.

= number in 21a. + number in 21b.

= number in 23.. + number in 25

number in 221. = number in 22a.1 + number in 22b.1 = number in 24. + number in 26.

Part-time worker

Total

Female

a. Total Number of part-time workers

27.

NN

27.a

L]

Note: Part-time workers are workers who DO NOT work full time a day (8 hours, etc) and/or DO NOT work

on all working days in the week, BUT work on regular basis.

Temporary worker

Total

Female

season

season

b. Total number of temporary workers at peak

c. Total number of temporary workers at low

28.

29.

NN
NN

28.a

L]
L]

29a.

Note: Temporary workers are workers who are hired to work in short-term period.

Interviewer, only ask new companies in the sample if in old sample, proceed to Q31:

30.Number of workers at start up business

31. Who are your primary (largest) customer(s)?

NN

Most second third

importend
@ individual customers, -1 -2 -3
® urban merchants, -1 -2 -3
® urban businesses, -1 -2 []-3
@ rural merchants, -1 -2 []-3
® rural businesses, -1 -2 -3
®exporters -1 -2 -3
@ direct export (customers abroad) | []-1 []-2 -3
®other.......coooevviiiieiiieeee, -1 []-2 []-3

oo 4
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32. Origin of inputs (SINGLE ANSWER)

@ gather / collect self, @ purchase Viet,

@ purchase Lao, ® purchase Chinese,
® purchase Thai, ® other imports

33. Company assets this year 2010 (as stated to authorities) (SINGLE D
ANSWER)

@ less than 100 Mill Kip,

@ between 100-250 Mill Kip,
® 250-750 Mill Kip,

@ 750-1.200 Mill Kip,

® above 1.200 Mill Kip

34. Company liabilities this year 2010

@ less than 100 Mill Kip,

®© between 100-250 Mill Kip,
® 250-750 Mill Kip,

@ 750-1.200 Mill Kip,

® above 1.200 Mill Kip

35. Turnover 2010 (as stated to tax office) (SINGLE ANSWER) D

@ less than 200 Mill Kip,
® 200-400 Mill Kip,

® 401-700 Mill Kip,

@ 701-1.000 Mill Kip,

® more than 1.000 Mill Kip

Il. Characteristics of the business/entrepreneur

Interviewer, only ask new companies in the sample, if the enterprise is in the old list skip to 39 and if the owner-

manager respond to @ also skip to 39

36.What did you do before you started this business? (SINGLE ANSWER) D

@ ran another business but closed
® was farmer,

® was trader,

@ worked for government,

® worked for family business,

® employed by another business,
@ worked for a SOE,

®was unemployed,

® was too young to work,

®others

LUy WA D
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Interviewer, only ask new companies in the sample, if the enterprise is in the old list skip to 39

37. Why did you close the old business? (MULTIPLE ANSWERS POSSIBLE)

|:| Not profitable, |:| new idea/better opportunities in new business,
|:| too high competition, |:| closed down by authorities,
Dincreasing taxes, |:| ran bankrupt,

|:| private/family reasons, |:| other

Interviewer, only ask new companies in the sample, if the enterprise is in the old list skip to 39

38.What was the MAIN reason for you to start this business instead of doing something else?
(SINGLE ANSWER)

@ No other options available, ® prefer to work for myself,
@ family pressure, ® identified profitable opportunity,
® inherited business, @ some capital available,

@ provides better income than alternatives, other

Interviewer, do not ask trading and service companies:

39.What is the level of technology you mainly use in your business?(SINGLE ANSWER) D

® Hand tools/utensils,

@ portable power tools and electrical appliance,
® small fixed motorized equipment,

@ large machinery,

® motorized vehicles

40. What type of communication equipment do you have? (MULTIPLE ANSWERS POSSIBLE)

1-None (SINGLE CODE IF ANSWER IS -“NONE”)

|:| 2-fixed line telephone
|:| 3-mobile telephone
|:| 4-Fax

D 5-Internet/ EMAIL

|:| 6-Other, specify:

41. Do you use computers and for what purposes? (MULTIPLE ANSWERS POSSIBLE)

1 do not use computers

|:| 2-text processing, |:| 6-market research
|:| 3-accounting, |:| 7-internet use

2 6
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|:| 4-customer relations, |:| 8-e-commerce
|:| 5-producing own advertisement |:| 9-Other, specify:

42. How did your business develop in 2010 compared to the year before (2009)?
If the enterprise started between 2009-11 skip to 46

increase | remain the same | decrease don’t know
41.1 output -1 -2 -3 []-4
41.2 turnover -1 -2 -3 []-4
41.3 profit -1 -2 -3 (-4
41.4 number of employees -1 -2 [1-3 -4

43 How did your business did develop during the last six months compared to the same
period of the year before?

increase | remain the same | decrease don’t know
41.1 output -1 -2 -3 (-4
41.2 turnover -1 -2 -3 []-4
41.3 profit -1 -2 -3 -4
41.4 number of employees -1 [1-2 [1-3 (-4
44. Did you make some new investments last year (2010) ? D

@ Yes, | invested,

@ No, | didn’tinvest,  skip to 45

45. If you make some investment, which field did you invest?
(MULTIPLE ANSWERS POSSIBLE)

|:| 1.machinery, |:| 6. Marketing

|:| 2.company buildings, |:| 7. training

|:| 3.vehicles for business use |:| 8. private cars
|:| 4.Advertisement, |:| 9.private house
|:| 5. office equipment, |:| 10.0ther, specify

46. What are your expectations regarding the development of your business
in the next 2 years? (Situation from 41.1 to 41.4) Increase, Remain the same or Decrease

increase | remain the same decrease don’t know

441 output/ -1 -2 -3 []-4

44.2 turnover -1 [1-2 -3 [1-4

wvugeyg w7
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443 profit -1 -2 -3 (14

44.4 number of employees -1 ]-2 -3 14

47 Do you have any investment plan ?

@ Yes, | have,
@ No, | don’t have, skip to 49

48. If you have investment plan, in which fields you plan to invest?

49.

50.

51.

52.

(MULTIPLE ANSWERS POSSIBLE)

|:| 1.machinery, |:| 6. Marketing

|:| 2.company buildings, |:| 7. training

|:| 3.vehicles for business use |:| 8. private cars
|:| 4.Advertisement, |:| 9.private house
|:| 5. office equipment, |:| 10.0Other, specify

If you have no investment plan, please indicate the reasons?
(MULTIPLE ANSWERS POSSIBLE)

|:| 1-No profit, |:| 5-Satisfied with my business
|:| 2-No market |:| 6-Too much bureaucracy
|:| 3-Lack of fund |:| 7-Because of global crisis
|:| 4-Lack of raw material |:| 8-Other, please specify

Do you know AFTA / WTO? (MULTIPLE ANSWERS POSSIBLE)

1 don’t know skip to 53

|:| 2 Know AFTA answer 51

|:| 3 Know WTO answer 52
How do you think AFTA has affected your business? (SINGLE ANSWER) D
@ no effect,

@ rather positive effect,
® rather negative effect

@ don’t know

(SINGLE ANSWER)

@ no effect,
@ rather positive effect,
® rather negative effect

@ don’t know

How do you think WTO will affect your business after become a member? D

2 8
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lll. Problems and framework conditions of the business

Give respondent “problem rate” showcard and ask for each items

53. Please rate in the following table internal problems your business might face currently:

Business-internal problems: very big big Medium small fo dontt

problem know
a.Lack of management/ [ 1-1 [ ]-2 [ ]-3 [ ]-4 [ ]-5 [ ]-98
b Lack of accounting skills [ ]-1 [ ]-2 [ ]-3 [ ]-4 [ ]-5 [ ]-98
c.Lack of technically skilled labor [ ]-1 [ ]-2 [ ]-3 [ ]-4 [ ]-5 [ ]-98
d.Lack of management staff [ ]-1 [ ]-2 [ ]-3 [ ]-4 [ ]-5 [ ]-98
e.Low level of technology [ ]-1 [ ]-2 [ ]-3 [ ]-4 [ ]-5 [ ]-98
f.Lack of market information [ ]-1 [ ]-2 [ ]-3 [ ]-4 [ ]-5 [ ]-98
g.Lack of capital [ ]-1 [ ]-2 [ ]-3 [ ]-4 [ 1]-5 [ ]-98
h.High labour costs [ ]-1 [ ]-2 []-3 [ -4 [ 1]-5 [ ]-98
i.Low productivity/efficiency [ 1-1 [ ]-2 [ ]-3 [ ]-4 [ 1]-5 [ ]-98
k.Other, specify: [ 1-1 [ ]-2 [ 1]-3 [ ]-4 [ ]-5 [ ]-98

Give respondent “problem rate” showcard and ask for each item

54. Please rate in the following table external problems your business might face

currently:

Business-external problems: very big big medium small proT)cl)em Er?gvt
a. Competition with domestic competitors -1 -2 -3 (-4 [1-5 [1-98
b. Competition with foreign competitors -1 -2 [1-3 -4 -5 [1-98
c. Too high taxes & duties 11 []-2 [1-3 [1-4 [1-5 [ ]-98
d. Other fees and unofficial payments []-1 [1-2 [1-3 [1-4 [1-5 [1-98
e. Lack of infrastructure:

1- Roads -1 []-2 [1-3 []-4 L5 [1-98

2- Water -1 -2 -3 [1-4 []-5 [1-98

3- Electricity 11 [1-2 [1-3 [ 1-4 [ 1-5 [1-98

4- Telephone -1 -2 [1-3 []-4 []-5 [1-98

5- Internet -1 -2 [1-3 []-4 []-5 []-98

6-Others ..o []-1 []-2 []-3 [ ]-4 []-5 [ ]-98
f. Electricity prices -1 []-2 [1-3 -4 [1-5 [ 1-98
i. Fuel prices (11 [1-2 [1-3 [ ]-4 [1-5 [ 1-98
j. Telecommunication prices -1 -2 -3 [1-4 []-5 [ 1-98
k. Customs/foreign trade regulations 11 -2 -3 -4 -5 []-98
. Foreign currency exchange regulations -1 -2 [1-3 [1-4 -5 []-98
m. Labor & safety regulations 11 -2 -3 []-4 L]-5 [ ]-98
NOtEr o [ ]-1 []-2 [1-3 [ 1-4 [ 1-5 [ ]-98

55. If you have any problems with competitiveness, what are the main problems?
(MULTIPLE ANSWERS POSSIBLE)

1- no problem skip to 57

[1 2-Low quality of own product/service
[J 3-Too small scale of production

[ 4-Unit cost/price of product/service
[1 5-Unequal treatment by authorities
[1 5-Protectionist measures

[ 7-Other, specify

2 9
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Interviewer, only ask new companies in the sample:
56. Registering your business with the local authorities took? (SINGLE ANSWER)

(Whole process of licensing, until start of operation)

@ 1-5 days,

@ 6-15 days,

® 16-30 days,

@ 31-90 days,

® more than 90 days

Interviewer, only ask new companies in the sample. If the enterprise in the old list skip to 58
57. (Ask new entries only) How many licenses/documents did you need to register your

business? #

58. How many licenses/ documents do you need to reregister your business #

59. What type of documents do you have to submit to get the necessary licenses to run
your business? (MULTIPLE ANSWERS POSSIBLE)

[ 1-Application form [J 8-Criminal record,

[] 2-Bank statement ] 9-CV of the owner

[ 3-Location map [] 10-Asset declaration

[] 4-Enterprise regulation ] 11-Import permit

[] 5-Business plan [] 12-Business hand over certificate

[] 6-Construction permits [ 13-Technical certification

[] 7-Other contracts [J 14-Environmental impact assessment

[1 15-other document, specify:

Interviewer, only ask new companies in the sample. If the enterprise in the old list skip to 62

60. Did you have any problems when you started the business?

@ yes,
@ no (if no skip to Q62)

Interviewer, only ask new companies in the sample. If the enterprise in the old list skip to 62

61. What were the most severe problems you faced when you started the business?
(MULTIPLE ANSWERS POSSIBLE)

[ 1-Lack of working capital [ 1 9-Suppliers

[] 2-Competitiveness 1 10-Marketing

[ 3-Limitation of experiences (] 11-Lack of skilled labor in production

[ 4-Taxation [] 12-Small production volume

[] 5-Location [] 13-Too many procedures in business registration
[ 6-Infrastructure [] 14-Product costing

[] 7-Law enforcement [] 15-Language barrier

[] 8-Lack of labor [J 16-Poor Banking Services

[1 17-Other, please specify.....................c......

2 10
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62. How do you EVALUATE the current economic situation in general compared to 2
years ago? (SINGLE ANSWER)

@ better,

© about the same
® worse,

@ don’t know

Give respondent “helpful rate” show card and ask for each item

63. Please rate the facilitation of the central government now compared to 2 years ago
regarding your businesses on the following scale:

very helpful helpful neutral unhelpful | very unhelpful
a.Now -1 -2 -3 -4 -5
b.Two years ago -1 -2 -3 -4 -5

Give respondent “helpful rate” show card and ask for each item
64. Please rate the facilitation of the local authorities now compared to 2 years ago
regarding your businesses on the following scale:

very helpful helpful neutral unhelpful | very unhelpful
a.Now -1 -2 -3 -4 -5
b.Two years ago -1 -2 -3 -4 -5

65. Did you get any notices about regulations related to your business?
(MULTIPLE ANSWERS POSSIBLE)

I:' 1-no (SINGLE CODE IF “NO”)
|:| 2-yes, from local authorities
|:| 3-yes, from central authorities
|:| 4-yes, from LNCCI/BMOs

|:| 5-yes, from other sources, specify:

66. What business laws and regulations relating to your business do you know?
(MULTIPLE ANSWER POSSIBLE)

1-none (SINGLE CODE IF “NONE”) |:| 6-Accounting law,

|:| 2-Tax law |:| 7-Criminal law

|:| 3-Investment law |:| 8-Land law

|:| 4-Labor law |:| 9-Bank regulation

|:| 5-Enterprise law |:| 10-Other, please specify.............cccoeviininnnn.

67. How did you get this knowledge? (MULTIPLE ANSWER POSSIBLE)

o2 {11
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|:| 1-from media (Radio/TV, newspapers),

|:| 2-from special seminars organised by state agencies,

|:| 3-from special seminars organised by business institutions,
|:| 4-from related civil servants,

|:| 5-from other sources, specify:

68. Are you a member of any business organisation? If yes, which ones?

(MULTIPLE ANSWERS POSSIBLE)

1 None (SINGLE CODE IF “NONE”)

[]2-Lncel

[] 3-Provincial CClI
|:| 4-Business Association
|:| 5-Business Group

|:| 6-Other, specify

69. If you are a member, why?  (MULTIPLE ANSWERS POSSIBLE)

|:| 1-Marketing purpose |:| 6-Access to Training

|:| 2-Because of the rule/regulation |:| 7-More power in negotiating

|:| 3-Help in problem solving |:| 8-Advocacy for business

|:| 4-to achieve fair competition in business |:| 9-Share information and experience
|:| 5-Better organize business |:| 10-Access to business services

|:| 11-Other, specify

70. Do you know about LBF / PPPD? (MULTIPLE ANSWERS POSSIBLE)

1no skipto75

[ ]2-pPPD
|:| 3- LBF answer 73

71. Did you participate in PPPD processes?

@ vyes,
@ no

72. Do you think PPPD was helpful for doing business?

@ yes,
@ no

73. Did you participate in LBF processes?

2 12
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@ yes,
@ no

74. Do you think LBF was helpful for doing business?

@ yes,
@ no

IV. Skills

75. Did you (owner, manager) complete any vocational and technical skills training?

@ yes,
@ no (if no skip to Q.78)

76. If yes, what is your profession?

77. Where did you receive this training? (MULTIPLE ANSWERS POSSIBLE)

|:| 1-in the family, |:| 5-non-formal training course,
|:| 2-Self study, |:| 6-by authorities,

|:| 3-from friends, |:| 7-vocational or technical school,
|:| 4-project, |:| 8-other, specify:

78. What type of professional training does your management and office staff have?
(MULTIPLE ANSWERS POSSIBLE) (Please indicate also numbers in relation to Q21a)

|:| 1-none

|:| 2-trained in the company, persons

|:| 3-short course training outside the company, persons

|:| 4-graduated from public vocational or technical school, persons
|:| 5-graduated from private school/college, persons

|:| 6-graduated from university, persons

|:| 7-Other, specify , persons

79. What type of professional training do your workers and technical staff have?

(MULTIPLE ANSWERS POSSIBLE)

|:| 1-none
|:| 2-trained in the company, persons
|:| 3-short course training outside the company, persons

2 13
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|:| 4-graduated from public vocational or technical school, persons
|:| 5-graduated from private school/college, persons
|:| 6-graduated from university, persons

|:| 7-Other, specify persons

80. Suppose that you want to expand your business, what level of skills/training should
your new employees have? (MULTIPLE ANSWERS POSSIBLE)
[ ] 1-No skills
|:| 2-Some skills but no certificate
|:| 3-Graduated from a public vocational / technical school
|:| 4-Graduated from private school/college
|:| 5-Graduated from university
|:| 6-Don't know
|:| 7-Other, specify ,

81. Did you (owner / manager) have any management training when you started your
business?
@ yes,
@ no (if no skip to Q.84)

82. If yes, what kind of management training did you have? (MULTIPLE ANSWERS
POSSIBLE)

[] 1-occupational health and safety [] 6-laws and regulations
[] 2-cost calculation [ 7-quality management
[] 3-business management [] 8-business finance

[ 4-accounting [] 9-others, specify:

[] 5-marketing

83. From what source did you get this training? (MULTIPLE ANSWERS POSSIBLE)

[] 1-in the family, ] 5-project,
] 2-from friends, [_] 6-by authorities,
|:| 3-non-formal training course, |:| 7-other, specify:

|:| 4-vocational or technical school,

84. Since you started your business, did you (owner / manager) get any management
training? D

@ yes,
@ no (if no skip to Q.87)

85. If yes, what kind of management training did you have?
(MULTIPLE ANSWERS POSSIBLE)

[J 1-occupational health and safety [] 6-laws and regulations

7 14
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[ 2-cost calculation, [ 7-quality management,
[ 3-business management, [ 8-business finance,
[] 4-accounting, [1 9-others, specify: ,

[] 5-marketing,
86. From what source did you get this training? (MULTIPLE ANSWERS POSSIBLE)

|:| 1-in the family, |:| 5-project,
|:| 2-from friends, |:| 6-by authorities,
|:| 3-non-formal training course, |:| 7-by BMO

|:| 4-vocational or technical school, |:| 8-other, specify:

87. Do you (owner / manager) want to learn any skills in order to improve your own
business? D

@ yes,
@ no (if no skip to Q.89)

88. If yes, what skills would you like to learn to improve your business?
(MULTIPLE ANSWERS POSSIBLE)

|:| 1-Formulate a business plan, |:| 5-Informational management
|:| 2-Financial management, |:| 6-Production management
[] 3-Marketing management, [] 7-Technology management
] 4-legal framework for doing business ] 8-Quality management
[]9-HR management [] 10-Other, specify

89. Do you (owner / manager) want your employees to be trained?

@ yes,
@ no (if no skip to Q.91)

90. If yes, what skills would you like your employees to learn?
(MULTIPLE ANSWERS POSSIBLE)

|:| 1-Customer service, |:| 5-Operation of machinery and tools

[] 2-Accounting, ] 6-Computer

|:| 3-Record keeping, |:| 7-Documentation and filing

[] 4-Foreign languages, specify [] 8-Other, SPECify........ceeeeeeeeeeeeeeeeeeeeee,

V. Business Development Services

91. Did you (owner / manager) ever get any advice for developing your business? D

@ vyes,
@ no, if no ask Q.96

=2 15
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92. Whom did you ask for consultancy/recommendation for the development of your
business? (MULTIPLE ANSWERS POSSIBLE)

|:| 1-Spouse, |:| 5- BMOs

|:| 2-Family members, |:| 6- Government agencies
|:| 3-Friends, |:| 7-Development projects
|:| 4-Business partners |:| 8-Professional providers

|:| 9- others (please specify)

93. Did you pay for such kind of advice? If yes, how much (for the last 12 months)
(SINGLE ANSWER) D

® No

@ up to 1 million Kip

® million to 10 million Kip
@ more than 10 million Kip
® don't know

94. Why did you choose this provider? (MULTIPLE ANSWERS POSSIBLE)

[] 1- professional service
[ 2-cost efficiency

[] 3-fast delivery of services
[ 4-best fit to my demand
[1 5-Other, specify

95. How do you know about these service providers? (MULTIPLE ANSWERS POSSIBLE)

] 1-from media
[1 2-special seminars organized by state agencies

[1 3-special seminars organized by business institutions
] 4-related civil servants

[1 5-Other, specify

VI. Business Taxes and Business Finance

96. Which type of taxes are you paying?

® Tax according to accounting system,

@ Lump sum tax, (IF Lump sum tax skip to Q 98)

97. What kind of taxes are you paying? (MULTIPLE ANSWERS POSSIBLE)

] 1-Profit tax

] 2-Excise tax
] 3-Income tax
] 4-Excise tax

2 16
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[] 5-Value added tax
[] 6- Business Turnover tax
[] 7-Other, specify........cccccovveeeeennnnn...

98. How much tax do you pay on average per month currently?

Amount: kip

99. How much tax did you pay on average per month last year?

Amount: kip

100. Do you have a bank account, and where? (MULTIPLE ANSWERS POSSIBLE)

1 no, [] 4-at a bank in the provincial center
[] 2-at a bank in my home town/ban [] 5-at a local savings institution
[] 3-at a bank in the district center [] 6-Other, please specify ,

101. Did your business receive any external financing?

@ yes,
@ no, because | don’'t need a loan (skip to Q104)

® no, because of no access to source of finance (skip to Q104)

102. If yes, from what sources? (MULTIPLE ANSWERS POSSIBLE)

] 1-from suppliers, [ 5-from banks,

[] 2-from family members, [ 6-from micro-credit schemes,

[] 3-from friends, [ 7-from relatives

[] 4-from money lenders, [] 8-from other sources others, SPeCify:............ccouueeeeiiuieeeeiiiieeeeen .

103. What did you use the funds for? (MULTIPLE ANSWERS POSSIBLE)

1 1-machinery, [] 8-training
[] 2-business buildings, [] 9-supporting for exports
[ 3-business vehicles ] 10-imports
[] 4-marketing [] 11-Repare my private house
[ 5-local inputs [] 12-Purchase private vehicle
[] 6-office equipment, [J 13-Other, SPeCify........coevviieieeicie e
[ 7-land
104. If you are going to expand your business, do you need any financing? D
@ yes,
@ no, skip to VII additional comment
® | will not expand, skip to VII additional comment)

105. How much financing do you need to expand your business?

Short term (up to 6 months) Kip

w2 {7
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Long term Kip

106. From what source do you expect to receive those funds?
(MULTIPLE ANSWERS POSSIBLE)

[ 1-from suppliers, [] 5-from banks,

[ 2-from family members, [ 6-from micro-credit schemes,
[1 3-from friends, [ 7-from other sources others
[ 4-from money lenders, [ 8-from relatives

107. What will you use the funds for? (MULTIPLE ANSWERS POSSIBLE)

[J 1-machinery, [] 8-training

[] 2-business buildings, [] 9-supporting for exports

[] 3-business vehicles ] 10-imports

[] 4-marketing [] 11-Repare my private house

[ 5-local inputs [] 12-Purchase private vehicle

[ 6-office equipment, [] 13-Other, specify..............ceeeeeennnn...
] 7-land

2 18
LUYZEUT) W ]



Enterprise Survey 2009 of LaoGerman HRDME Programme

VII. Do you have any things to say that we did not ask you?

2 19
LUYZEUT) W ]




Deutsche Gesellschaft fir
Internationale Zusammenarbeit (GIZ) GmbH

Registerd offices
Bonn and Eschborn, Germany

Human Resource Development for a Market Economy (HRDME)
PO Box: 10838

Vientaine, Lao PDR

T +856 21 353605

F +856 21 312408

E giz-laos@giz.de



	giz2012-human-resource-development-laos-en(1)



