(ISR EREERERURRRERRER RN

DEVELOPING AGRICULTURE
AND TOURISM FOR INCLUSIVE
GROWTH IN THE LAO PEOPLFE’S
DEMOCRATIC REPUBLIC

SEPTEMBER 2021

ASIAN DEVELOPMENT BANK







DEVELOPING AGRICULTURE
AND TOURISM FOR INCLUSIVE
GROWTH IN THE LAO PEOPLE’S
DEMOCRATIC REPUBLIC

SEPTEMBER 2021

ASIAN DEVELOPMENT BANK



-. Creative Commons Attribution 3.0 IGO license (CC BY 3.0 IGO)

© 2021 Asian Development Bank

6 ADB Avenue, Mandaluyong City, 1550 Metro Manila, Philippines
Tel +63 2 8632 4444; Fax +63 2 8636 2444

www.adb.org

Some rights reserved. Published in 2021.

ISBN 978-92-9269-040-3 (print); 978-92-9269-041-0 (electronic); 978-92-9269-042-7 (ebook)
Publication Stock No. SGP210337-2
DOI: http://dx.doi.org/10.22617/SGP210337-2

The views expressed in this publication are those of the authors and do not necessarily reflect
the views and policies of the Asian Development Bank (ADB) or its Board of Governors or
the governments they represent.

ADB does not guarantee the accuracy of the data included in this publication and accepts no
responsibility for any consequence of their use. The mention of specific companies or products
of manufacturers does not imply that they are endorsed or recommended by ADB in preference
to others of a similar nature that are not mentioned.

By making any designation of or reference to a particular territory or geographic area, or by using
the term “country” in this document, ADB does not intend to make any judgments as to the legal
or other status of any territory or area.

This work is available under the Creative Commons Attribution 3.0 IGO license (CC BY 3.0 IGO)
https://creativecommons.org/licenses/by/3.0/igo/. By using the content of this publication,

you agree to be bound by the terms of this license. For attribution, translations, adaptations, and
permissions, please read the provisions and terms of use at https://www.adb.org/terms-use
H#openaccess.

This CC license does not apply to non-ADB copyright materials in this publication. If the material
is attributed to another source, please contact the copyright owner or publisher of that source
for permission to reproduce it. ADB cannot be held liable for any claims that arise as a result of
your use of the material.

Please contact pubsmarketing@adb.org if you have questions or comments with respect to
content, or if you wish to obtain copyright permission for your intended use that does not fall
within these terms, or for permission to use the ADB logo.

Corrigenda to ADB publications may be found at http://www.adb.org/publications/corrigenda.

Notes:

In this publication, “$” refers to United States dollars.

ADB recognizes “China” as the People’s Republic of China; “Laos” and “Lao” as the Lao People’s
Democratic Republic; “Vietnam” as Viet Nam; and “Hanoi” as Ha Noi.

On the cover: Clockwise from left: Weaver in Nongping Village (photo by Gerhard Joren); Patuxay
arch in central Vientiane. Patu means Door and xay means Victory (photo by Souphavanh
Phonmany); Organic vegetable farmer in Boung Phao Village (photo by Ariel Javellana); coffee
beans being grown in Pak Xong (photo by Gerhard Joren); High quality cabbage from Kongtoun
Village, Champasak Province (photo by Xaykhame Manilasit); a Lao airline, ART 72 at Pakxe
Airport (photo by Gerhard Joren).

Cover design by Michael Cortes.



Contents

Tables, Figures, and Boxes
Foreword
Acknowledgments
Author Profiles

Executive Summary
Abbreviations

1. Ensuring Inclusive Growth in Navigating Growth in the Lao PDR

Introduction
Three Decades of Economic Growth
and Structural Change in the Lao PDR
Sectoral Competitiveness in a Resource-Rich Developing Economy
Growth in Agriculture and Tourism: Potential Linkages
The COVID-19 Pandemic and Its Impact on Agriculture
and Tourism Sectors
Overview of the Report

Agriculture’s Contribution to Inclusive Growth in the Lao PDR
Agriculture as a Driver of Inclusive Growth
Relevant Agricultural Policies and Strategies that Shaped the Sector
Agricultural Systems and Land Farmholdings
Stature, Achievements, and Key Challenges
in Agricultural Production in the Lao PDR
Linkages between the Agriculture and Tourism Sectors
in the Lao PDR
Conclusion

viii
xii
XV

xviii

e

15
18
20
21
25
28
33
45

50



Contents

3. Navigating Growth in Lao PDR Tourism 53
Global Tourism Context 56
Tourism in Southeast Asia 56
Tourism in the Lao PDR 59
Conclusion 72

4. Exploring Linkages between Tourism and Agriculture 73

in the Lao PDR
Introduction 73
Tourism Clusters in the Lao PDR 74
ADB Tourism Enterprise Surveys (2019 and 2020): Survey Design 79
Conclusion 103
5. Fostering Inclusive Growth in the Lao PDR: 105

The Roles of Tourism and Agriculture

References 114



Tables, Figures, and Boxes

Tables

1.1 Lao PDR Sectoral Shares of Employment and GDP, 1991-2019

1.2 Lao PDR Exports, 1991-2016

1.3 Lao PDR International Tourist Arrivals, 2010-2019

1.4 Agritourism and Its Multidimensions

1.5 Components of the Agriculture Sector in the Lao PDR
Input-Output Table

2.1 Changes in the Sector Composition of GDP

2.2 Major Categories of Land Use in the Lao PDR
and Neighboring Countries, 2018

2.3 Provincial Distribution of Landholdings by Farm Size, 2011

2.4 Total Irrigated Area by Region and Cropping Season, 2019

2.5 Weighted Average MFN Applied Tariff to Agricultural and
Nonagricultural Products in the Lao PDR
by Key Trading Partner, 2017

3.1 Southeast Asia’s Tourist Arrivals, GDP Share, and Employment,
2014-2019

3.2 Southeast Asia’s Travel and Tourism Competitiveness Rankings,
2019

3.3 Lao PDR’s Tourist Visa Requirements for High-Spending Source
Markets, 2019

3.4 Lao PDR Flight Frequency and Seat Capacity, 2017-2019

3.5 Lao PDR International Tourist Arrivals, Tourism Receipts,
and Receipts per International Tourist, 2014-2019

3.6  Lao PDR Tourism Services and Tourist Arrivals by Province, 2019

3.7 Lao PDR Tourism Service Enterprises, 2014-2019

3.8 Lao PDR Tourism Employment Characteristics by Subsector, 2018

4.1  Composition of Tourist Arrivals? by Region, 2019

4.2 Number of Visitors to Louangphabang, Top 10 Nationalities,
2013 and 2019

4.3 Number of Enterprises Surveyed, 2019 and 2020

4.4 Characteristics of Tourism Enterprises, 2019

4.5 Web Presence and Origin of Customers, 2019

4.6  Employment by Sector, Region, and Firm Size, 2019

4.7  Workforce Composition, 2019

oW

13
14

21
28

29
35
44

57

58
58
61

64
67

68
69
71
76
77
77
80
81
82
83
84



Tables, Figures, and Boxes

4.8 Tourism Occupations and ISCO-08 Codes

4.9 Top Three Hard-to-Recruit Positions by Sector

4,10 Recruitment Method by Position, 2019

4.11 Training and Skills Development, 2019

4.12 Training Method by Position, 2019

4.13 Share of Enterprises That Say the Training They Provide
Is Inadequate, 2019

4.14 Seating Capacity of Tourism Enterprises Serving Food
and Beverage by Location, 2019

4.15 Annual Food Expenditure by Enterprise Size and Location, 2019
4.16 Share of Enterprises That Purchased Organic Produce, 2019

4.17 Enterprises that Advertise Use of Organic Produce
and Impact on Business, 2019

4.18 Tourism Enterprises under COVID-19 in the Lao PDR, May 2020
4.19 Financial Resilience of Accommodation Enterprises by Province,

May 2020

Figures
1.1 The AGRO Matrix

1.2 Impact of COVID-19 on Agricultural Activities in the Lao PDR

1.3 Impact of COVID-19 on Farm Income

2.1 Indexes for Food Crops, Livestock, and Nonfood Crop Production

in the Lao PDR, 1961-2019

2.2 Structure of Employment in the Lao PDR and Selected Countries,

2000, 2010, and 2020

2.3 Sources of Household Income by Province in the Lao PDR, 2011

2.4 Poverty Headcount Rate by Main Employment Status

of Household Head in the Lao PDR, 2002-2003 to 2018-2019

2.5 Lao PDR Agricultural Systems by Elevation

2.6 Lao PDR Agricultural Topology by Area and Province, 2011
2.7 Lao PDR Gross Agricultural Production Value, 2019

2.8 Share of Crops to Total Area Harvested, 1998-2019

2.9 Lao PDR Crop Production by Region, 1998-2019

2.10 Paddy Rice Production by Province, 2005-2019

2.11 Vegetable Production in the Lao PDR by Region, 2005-2019
2.12 Lao PDR Livestock Production by Region, 1998-2019
2.13 Lao PDR Rice Import and Export Volumes, 1961-2019
2.14 ASEAN Cropland and Organic Agriculture, 2018

3.1 Tourist Arrivals at Port of Entry, 2019

3.2 Tourist Arrivals by Month and Type of Visitor, 2019

85
85
86
87
87
88

89

91
94
98

100
101

11
16
17
22
22

23
25
25
31
32
34
34
36
37
40
42
44
45
65
66



Tables, Figures, and Boxes vii

4.1 Tourism Clusters in the Lao PDR 75
4.2 Seasonality in Tourism Enterprises, 2019 89
4.3 Annual Expenditure by Food Categories, 2019 90
4.4 Share of Imports in Total Food Consumption, 2019 92
4.5 Method of Food Purchase by Size and Location of Enterprises, 2019 92
4.6 Percentage of Enterprises That Buy from Contractors, 2019 93
4.7 Share of Enterprises That Purchased Organic Produce by Location, 94
2019
4.8 Reasons for Not Buying Organic Produce by Location, 2019 95

4.9 Actions Forced to Take If COVID-19 Continues Beyond May 2020 101

4.10 Tourism Enterprises’ Approvals of Possible Government Policies, 102
May 2020

4.11 Tourism Enterprise Operation by Domestic Orientation, May 2020 103

Boxes

1.1 Economics of the “Dutch Disease” 8

1.2 Definitions Underlying the AGRO Matrix 12

2.1 Agricultural Development Strategy to the Year 2025 27
and Vision to the Year 2030

2.2 The Typical Rice Value Chain in the Lao PDR 39

2.3 The Lao PDR Vegetable Value Chain 40

2.4  Economic Impact of the Nam Ha Ecotourism Project on 48
Natural Resource Protection and Rural Development

2.5 Phutawen Farm - The New Hub of Sustainable Agritourism 49
in the Lao PDR

3.1 The Contribution of Well-Managed Tourism 54
to Select Sustainable Development Goals

3.2 Lao People’s Democratic Republic-PRC Railway 62



Foreword

Over the last 3 decades, the Lao People’s Democratic Republic (Lao PDR) has
witnessed remarkable growth, with its gross domestic product increasing at
an average rate of 7% annually. However, growth has relied heavily on capital-
intensive use of the country’s abundant natural resources and created limited
job opportunities. As a result, the pace of poverty reduction has become
slow while inequality has widened. With most of the poor still relying on
rural agriculture for their livelihood, a more productive agriculture sector and
new opportunities through tourism can help reduce poverty and achieve
inclusive growth. This report analyzes the Lao PDR’s development
achievementsanddiscusses policy recommendations for further development
of the agriculture and tourism sectors.

The Lao PDR has abundant fertile land and a relatively small population. Its
geographic and climatic diversity is favorable for producing a wide variety of
agricultural products. Although agricultural productivity has remained low
largely due to limited use of chemical inputs, this apparent limitation can be
turned into an advantage. Consumers in neighboring countries consider Lao
agricultural products clean and safe. Thus, this study recommends promotion
of organic farming for exports and local consumption, including by tourism
enterprises. The study underscores much-needed investments in irrigation,
research, and extension, to improve agricultural productivity.

The Lao PDR’s rich cultural heritage and natural beauty have drawn an
increasing number of visitors in recent years. Unfortunately, the ongoing
coronavirus (COVID-19) pandemic has put a stop to travel and tourism. The
survey of tourism enterprises conducted for this study in 2020 indicated that
half of the tourism enterprises were temporarily closed. International tourism
will become even more competitive once the pandemic subsides. People all
over the world are waiting to travel, visit exotic destinations, experience new
cultures, explore natural wonders, and savor different types of local cuisine. To
ensure that the Lao PDR remains a competitive destination once international



Foreword

borders reopen, the study recommends continued investments in tourism
infrastructure and human capital to deliver high-quality services, as prioritized
in the government’s medium-term development plan.

This report has been produced through close collaboration of the Government
of the Lao PDR and the Asian Development Bank. We hope this study will
continue to generate dialogue and provide meaningful input for the Lao PDR’s
plans and strategies in the post-pandemic era. The Lao PDR and ADB look
forward to continued partnership and collaboration toward inclusive and
sustainable development.

Phonevanh Outhavong Joseph E. Zveglich, Jr

Deputy Minister Officer-in-Charge

Ministry of Planning and Investment Economic Research and Regional
Government of the Cooperation Department

Lao People’s Democratic Republic Asian Development Bank
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Executive Summary

In the last 3 decades, the Lao People’s Democratic Republic (Lao PDR) has
experienced remarkable economic growth, quadrupling per capita income
from $445in 1989 to $1,840 in 2019 in constant 2010 dollar terms. Although
there was a marked decline in the share of people below the national poverty
line, it was accompanied by rising inequality. The GINI coefficient increased
from 31.0 in 1993 to 38.8 in 2019. An earlier ADB study identified the
tremendous potential for developing the agriculture and tourism sectors to
achieve inclusive growth.

The Lao PDR is endowed with extensive land, has a relatively small population,
and is surrounded by rapidly growing economies. But the country’s agricultural
productivity remains low. Currently, the agriculture sector employs over 60%
of the labor force and supports the livelihood of rural households. Given its
abundant natural resources and rich cultural heritage, tourism has emerged
as a potential sector with strong backward linkages. Until the onset of the
coronavirus disease (COVID-19) pandemic in 2020, the Lao PDR’s tourism
sector had been expanding rapidly. This report develops a framework to
examine potential linkages between the agriculture and tourism sectors and
emphasizes the need to develop synergies between them for an inclusive
post-pandemic recovery.

The country’s geographic and climatic diversity is favorable for producing a
wide variety of agricultural products. Chapter 2 discusses in detail the pattern
of agricultural production across provinces and regions. After a long period
of subsistence farming, agricultural production in the Lao PDR has become
more market-oriented and diversified in the last few decades. Although
rice used to be a dominant crop, it now covers only half of the cropland and
contributes 20% of the total agricultural value production. The shares of
vegetable and livestock production values are both at 20% and are expected
to grow more. The challenge is to identify and establish value chains for
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vegetables and livestock. Tourism enterprises could be part of these value
chains as they provide high-quality and high-value products to domestic and
international tourists.

Chapter 3 provides an overview of tourism in the Lao PDR in the context of
global and regional tourism. Before the onset of the COVID-19 pandemic,
global tourism was a rapidly growing industry. International tourist arrivals
worldwide reached 1.5 billion in 2019. As foreign tourist arrivals in the Lao PDR
rose from 2.5 million in 2010 to 4.1 million in 2018, contributing 12% of the
country’s gross domestic product (GDP), the government declared 2018 as
“Visit Laos Year”; arrivals further increased to 4.8 million the following year.
Lao tourism thrived on visitors mainly from Southeast Asian countries, which
accounted for 67% of international arrivals in 2019. About 63% of international
tourists mentioned cultural attractions as the main reason for their visit. In
2019, international tourism receipts totaling about $935 million became a main
source of foreign exchange earnings. But the average spending per international
tourist was less than $200, the lowest in Southeast Asia. Clearly, additional
investments are needed to upgrade the country’s tourism infrastructure and
attract high-spending tourists. The tourism sector employed an estimated
42,000 workers, 62% of whom were women. In 2018, there were about 1,400
unfilled tourism jobs, which indicates a need for skilled workers in the sector.

To examine employment in tourism enterprises and the impact of the
COVID-19 pandemic, the Asian Development Bank conducted surveys
of tourism enterprises in four popular tourism destinations in the country.
Chapter 4 describes the four destinations and discusses the survey results.
More than 360 tourism enterprises, such as hotels and restaurants,
participated in the 2019 and 2020 surveys. The 2019 survey questions related
to employment and links with the agriculture industry. Tourism enterprises
spent a large share of food expenditure on imported seafood, meat, and
local fish. A significant share of these enterprises purchased local organic
vegetables, and about 60% of them advertised their use of organic vegetables.
The 2020 follow-up survey assessed the impacts of the COVID-19 pandemic.
The survey showed that half of the tourism enterprises temporarily closed in
May 2020, and about 70% of them had reduced their number of workers,
with employee numbers falling by 38%. The negative impact was larger among
enterprises that had targeted international guests before 2020.
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Finally, Chapter 5 presents policy recommendations to foster inclusive
growth through agriculture and tourism. Proposed immediate and short-
term responses to the COVID-19 pandemic include the following: providing
financial assistance to tourism enterprises, accelerating the national
COVID-19 vaccination program, enabling the responsible restart of travel
and tourism, and adopting transparent, effective, and clearly communicated
health and safety protocols. Over the medium and long term, the Lao PDR
must seek to raise the competitiveness of its agriculture and tourism sectors,
while strengthening the linkages between them. It must also invest in much-
needed physical infrastructure in transport, irrigation, urban services, and
digital connectivity as well as develop human capital, expand visa exemptions,
and foster organic food production and certification. These investments and
policy reforms will ensure a rapid post-pandemic recovery, while moving the
Lao PDR closer to inclusive growth.
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CHAPTER1

Ensuring Inclusive Growth in

Navigating Growth in the Lao PDR

Kym Anderson, Takashi Yamano, Jindra Samson,
Soulinthone Leuangkhamsing, and Josef Yap

Introduction

The Lao People’s Democratic Republic (Lao PDR) is a country with 7,275,560
people (UNDESA 2019) living in an area of approximately 23 million
hectares. It is landlocked to the north by the People’s Republic of China
(PRC), to the south by Cambodia, to the east by Viet Nam, to the northwest
by Myanmar, and to the west by Thailand. The country has experienced rapid
economic growth in recent years, but this expansion depended heavily on
its abundant natural minerals. An earlier diagnostic report of the country’s
economy noted the tremendous potential for developing its agriculture and
services sectors and highlighted the importance of strengthening synergies
across various sectors to achieve inclusive growth (ADB 2017a).! This report
describes the economic success of the Lao PDR over the past 3 decades and
the current efforts to sustain and build upon these gains. It focuses on the
potential benefits from agriculture and tourism, particularly resulting from
strengthening linkage between the two sectors.

Although smaller in size than its neighbors, the Lao PDR has ample room for
strong inclusive economic growth through the development of its agriculture
sector. The country is endowed with extensive land, has a relatively small
population, and is surrounded by rapidly growing economies. The potential
demand from neighboring countries for Lao agricultural products is large and
expected to grow. But the country’s agricultural productivity remains low and
its current agricultural exports to neighboring countries limited.

Inclusive growth can be defined narrowly, with a focus on economic growth, or broadly, with emphasis on
non-income measures of well-being and valuing human capabilities, as discussed in McKinley (2010). This
report takes a narrow focus on economic growth with a declining income inequality through development of
the agriculture and tourism sectors in the country.
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Tourism is another sector recognized for its potential in contributing to
inclusive growth. The Lao PDR has witnessed a rapid rise in international
tourists, although their level of spending is low compared with tourism
spending in neighboring countries. A higher level of per tourist expenditure
is needed to benefit the local economy and achieve sustainable and
inclusive tourism.

Three Decades of Economic Growth
and Structural Change in the Lao PDR

Since the introduction of the New Economic Mechanism (NEM) in 1986,
the Lao PDR’s economy has grown rapidly. Under NEM, the government
introduced various economic and structural reforms to reduce price and
production controls, allow private investment, and attract foreign direct
investment (FDI). Gross domestic product (GDP) rose sixfold and averaged
7.2% growth peryearin 2000-2019. The average per capitaincomein constant
2070 prices increased from $440 in 1986 to $1,840 in 2019.2 Associated
with this rapid growth was a marked decline in the share of people below the
national poverty line—from 46% in 1993 to 23% in 2012. However, poverty
reduction has been uneven between urban and rural areas, as well as across
provinces. Between 2013 and 2019, achievement in poverty reduction in rural
areas has been more evident, where it significantly dropped from 31% in 2013
to 24% in 2019 compared with urban areas where poverty rates remained at
7% in both periods. The northern region, once considered to be the poorest of
all regions has also made impressive progress in reducing poverty, while many
provinces too in the southern region exhibited catch-up due to rapid decline
in poverty (World Bank 2020).

Major structural changes accompanied these remarkable achievements. The
economy has become far more open, with trade’s share of GDP rising from
an average of 11% in 1984-1986 to 87% in 2015-2016. The contribution of
agriculture to GDP, on the other hand, fell by almost two-thirds, from 46%
in 1989-1991 to 18% in 2015-2017. Employment in agriculture, however, has
remained relatively high, declining from above 85% before 1995 to 60% of
total employment in 2018.

Agriculture still accounts for the majority of Lao PDR jobs, averaging 62%
of the workforce in 2017-2019, but dropping from 86% in 1991-1993
(Table 1.1). However, agriculture’s share of GDP is low at only 16% in

2 The World Bank. Lao PDR Data. https://dataworldbank.org/country/LA (accessed 31 October 2020).
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2017-2019, considerably lower from 46% in 1991-1993. In contrast, the
manufacturing sector’s GDP share is almost three times its employment
share. The same can be seen for services in 1991-1993. This implies that farm
workers are far less productive than nonfarm workers, especially those in
mining and manufacturing.

Table 1.1: Lao PDR Sectoral Shares of Employment and GDP, 1991-2019

(%)

Employment 1991-1993 2017-2019
Agriculture 86 62
Industry 3 13
Services 11 25
Total 100 100

1991-1993 2017-2019
Agriculture 46 16
Industry 12 40
Services 42 44
Total 100 100

GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic.
Sources: World Development Indicators (accessed January 2021); Lao Statistics Bureau for GDP shares 2017 to
2019 (accessed January 2021).

Agricultural products are major export products, although their importance
has declined in recent years. In 2010-2016, food and agriculture accounted
for 20% of all exported goods and services, a decline from a share of 33%
in 1991-1993. Over the same period, the shares of mining (mostly copper
and electricity) drastically increased from 8% to 42%, and tourism increased
its export value from a negligible level to 18%. On the other hand, the share
of manufacturing in total exports declined from 29% in 1991-1993 to 15% in
2010-2016.

The country’s export indexes of revealed comparative advantage,® shown
in the right-hand column of Table 1.2 suggests that the country is still most
competitive globally in primary production. Within the primary sector,
the export prices of timber, copper, and electricity relative to other export
products strongly influence how competitive Lao PDR farmers can be in
international markets.

3 Revealed comparative advantage is defined as the share of a sector in Lao PDR exports of goods and services
divided by that sector’s share of global exports.
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Table 1.2: Lao PDR Exports, 1991-2016

)
Exports 1991-1993 2010-2016 RCA®
Food 4 16 2.3)
Other agriculture 29 4 (3.0)
Mining 8 42 2.9
Copper 0 26
Electricity 8 15
Other 0 1
Manufacturing 29 15 0.3)
Services 30 23 (@)
Tourism NA 18
Other services NA 5
Total 100 100 (1.0)

() = negative, Lao PDR = Lao People’s Democratic Republic, NA = not applicable, RCA = revealed comparative
advantage.

2 RCA is the revealed comparative index of Balassa (1965), defined as the share of a sector in Lao PDR exports of
goods and services divided by that sector’s share of global exports in 2010-2016.

Sources: Bank of the Lao PDR Annual Reports (various issues); and World Bank (2020).

Opening up of the economy has also spurred an influx of visitors eager to
see the once-closed country. Apart from its strategic location in the world’s
most populous region, the Lao PDR is endowed with outstanding tourism
resources. The Ministry of Information, Culture and Tourism (MICT)
recognizes 2,199 tourist sites as of 2019, of which 60% are categorized
natural, 27% cultural, and 13% historic. These include a network of
33 national protected areas covering about 17% of the country, 3 United
Nations Educational, Scientific and Cultural Organization (UNESCO) World
Heritage sites, an Association of Southeast Asian Nations (ASEAN) Heritage
Park, and many interesting cultural industries.* The Mekong River runs through
1,898 kilometers (km) of the Lao PDR’s stunning mountain landscapes and
forms the world’s third largest waterfall by flow rate as it crashes over a
21-meter fault line near the border with Cambodia.

The growth of international tourist arrivals has varied in recent years. The
number of international tourists nearly doubled from 2.5 million in 2010 to
4.7 million in 2015 (Table 1.3). After short-term declines in 2016 and 2017,
the government and the private sector responded by organizing the “Visit
Laos Year” 2018 program which helped increase arrivals by 8.3% to 4.2 million

4 UNESCO World Heritage sites include (i) the Town of Louangphabang, (i) Vat Phou and Associated
Ancient Settlements within the Champasak Cultural Landscape, and (iii) Megalithic Jar Sites in
Xiangkhouang - Plain of Jars. Cultural industries comprise a range of economic activities concerned with
generating of knowledge and information for cultural development such as architecture, art, crafts, design,
fashion, film, music, performing arts, etc.


https://whc.unesco.org/en/list/479
https://whc.unesco.org/en/list/481
https://whc.unesco.org/en/list/481
https://whc.unesco.org/en/list/1587
https://whc.unesco.org/en/list/1587
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in 2018. Nevertheless, the Lao PDR’s 2010-2018 cumulative annual growth
rate fell to 5.3%, which significantly lags behind Southeast Asia’s 6.9% annual
growth rate during this period. While international arrivals continued upward
to reach about 4.8 million in 2019, the Lao PDR like other destinations
worldwide has witnessed a significant decline in 2020 because of the
COVID-19 pandemic.

Table 1.3: Lao PDR International Tourist Arrivals, 2010-2019

Share of Southeast
International Tourist Year-on-Year Asia International
Arrivals Change Tourist Arrivals

(Galllitele)} %) %)
2010 25 25.5 3.4
2011 2.7 8.8 33
2012 33 22.0 3.7
2013 3.8 13.2 3.6
2014 4.2 10.1 4.0
2015 4.7 12.8 4.3
2016 4.2 (9.6) 3.6
2017 3.9 8.7) 3.0
2018 4.2 8.3 3.0
2019 4.8 14.4 3.3

() = negative, Lao PDR = Lao People’s Democratic Republic.
Sources: MICT (2019); and ASEAN Secretariat.

According to MICT, international tourism receipts increased from
$641.6 million in 2014 to 934.7 million in 2019. Tourism’s direct
contribution to GDP was 5.1% and total contribution about 10% in 2019
(see Chapter 3). International tourist spending is among the Lao PDR’s main
sources of foreign exchange, trailing mineral exports (about $1.4 billion),
receipts from other industries (more than $1.2 billion), and electricity
exports ($1.3 billion). However, receipts per international tourist average
only $195.1, the lowest in Southeast Asia and significantly lower than Asia
and the Pacific’s $1,220 benchmark. It is estimated that tourism in the
Lao PDR directly sustains 348,700 jobs, including travel, accommodation,
and retail enterprises (WTTC 2021).

The Asian Development Bank (ADB) 2017 country diagnostic study for the Lao
PDR identified both agriculture and tourism to have considerable potential for
inclusive growth (ADB 2017a). These important sectors provide jobs in remote
areas and can support each other in two ways: (i) the demand for high-quality
agricultural products by tourism enterprises can be provided by local farmers;
and (ii) the tourism sector can create opportunities for employment outside
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of the agriculture sector, thus boosting off-farm earnings of rural households.
Before examining market and policy developments in the Lao PDR agriculture
and tourism sectors, the next section draws on economic reasoning to
outline the determinants of sectoral competitiveness in a natural resource-
rich developing economy. A framework that links agriculture and tourism is
presented thereafter with emphasis on the contribution of agritourism to
inclusive and sustainable development.

Sectoral Competitiveness in a Resource-Rich
Developing Economy

Most countries begin the process of economic transformation with the vast
majority of people engaged in producing staple food, as did the Lao PDR
(ADB 2020a). As labor productivity improves with the accumulation or
importation of industrial capital, an increasing number of workers are
absorbed by the manufacturing and services sectors. This leads to a decline
in the absolute number and share of the population employed in agriculture.
The increase in manufacturing jobs enables less-developed economies to
supply the world with manufactures, especially those that are labor-intensive
to produce. Economies that are rich in minerals, like the Lao PDR, generally
employ many workers in the mining industry. Mining, however, tends to be
capital-intensive; thus, its share of employment is not robust enough to
sustain long-term jobs for the population.

Sectoral shares in GDP and in employment generally follow a similar
pattern. However, the GDP share of agriculture often declines faster than
its employment share, as in the Lao PDR. In contrast, the GDP shares of
mining and manufacturing often decline slower than their employment
shares, implying that labor productivity in these two sectors grows faster than
the national average. Such labor productivity differences mean that, at the
margin, migration of labor from traditional agriculture to manufacturing will
likely accelerate economic growth. There is a tendency for services’ share of
GDP to grow slower than its share of employment because it (like traditional
agriculture) is labor intensive, and productivity growth is relatively slow.

While this pattern of structural transformation has been taking place in the
course of national economic growth for many decades, the pace of these
sectoral changes varies widely across countries, and not only because of
their different rates of economic growth.> Far more varied across countries

5 There is also structural transformation within sectors as growth proceeds. See, for example, Laborde et al.
(2018) on agricultural transformation patterns.



Ensuring Inclusive Growth in Navigating Growth in the Lao PDR

are developments in the sectoral shares of national exports. Some of the
world’s highest-income countries have managed to retain a comparative
advantage in a small number of primary products, while some low-income
countries have already built a comparative advantage in one or more services.
As part of the current wave of globalization, the further lowering of trade
costs and government restrictions on trade, along with the digital revolution,
are accelerating the fragmentation of production processes. This is making
an ever-higher proportion of goods and services internationally tradable and
changes in comparative advantage less predictable (Baldwin 2016, 2019;
Constantinescu, Mattoo, and Ruta 2018; Rodrik 2018)).

There are numerous explanations for the differences in the structural
transformation patterns across countries. Commonly mentioned are
differential rates of technological improvements (since multifactor
productivity growth rates differ across sectors and in their factor-saving
bias), rates of change in relative factor endowments (since factor intensities
of production vary across sectors), and international terms of trade
(since countries differ in their comparative advantages). Less-commonly
considered are demand considerations; yet, per capita incomes matter
because income and price elasticities of demand differ across sectors’
products, including nontradables. Also important are policies that unequally
distort consumer prices of the products of each sector.

A recent paper (Anderson and Ponnusamy 2019) uses data, for the 25 years
to 2014, from 117 countries to show the extent to which declines in the relative
importance of primary and then manufacturing sectors in GDP, employment,
and exports are explained by changes in per capita income, relative factor
endowments and, in the case of agriculture, the sector’s own productivity
growth. The results are unsurprising for GDP and employment shares, whose
decline for primary production and then manufacturing can be viewed as
symptoms of successful economic growth. However, sectoral export shares
and indexes of comparative advantage are far more varied across the spectrum
of per capita incomes: there are many developing countries with export
specialization in services even at low per capita income levels, while export
specialization in a few primary products is retained for those high-income
countries relatively well-endowed in agricultural land or mineral reserves
per worker.

The results clearly indicate that a growing economy may not take a pathway
from production and export specialization in primary products to manufactures
and then services; some will skip the manufacturing phase, while others will
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grow rich (and have a large nontradable sector) by remaining specialized in
exports of primary products. Chapters 2 and 3 explore what this could mean
for the agriculture and tourism sectors of the Lao PDR. As a prelude to that,
Box 1.1 debunks the myth that dependence on natural resource-based exports
is a curse for developing countries (the “Dutch disease”), and section 1.4 below

Box 1.1: Economics of the “Dutch Disease”

The workhorse model of comparative advantage developed in the 19th and 20th
centuries suggests that primary product trade will occur between relatively lightly
populated economies that are well-endowed with agricultural land and water
and/or mineral and energy resources and those that are densely populated
with few natural resources per worker. If the stock of natural resources is
unchanged, rapid accumulation of produced capital (physical plus human skills
and technological knowledge) per unit of available labor will tend to strengthen
comparative advantage in non-primary products (Leamer 1987).

By contrast, a new discovery of minerals or energy raw materials would strengthen
that country’s comparative advantage in mining and weaken its comparative
advantage in agricultural and other tradable products as it strengthens the
country’s real exchange rate. It would also boost national income and hence the
demand for nontradables and imported products, which would cause mobile
resources to move into the production of nontradable goods and services, further
reducing farm and industrial production. Together, those forces reduce the volume
of exports from non-booming sectors and the domestic-currency price of those
exports, and hence their aggregate value (Corden 1984). Conversely, resource
depletion or a fallin the international price of minerals or energy would strengthen
the comparative advantage of other sectors producing tradables and weaken the
demand for nontradables in a resource-exporting country as its real exchange
rate weakens.

A boom in a key export sector could be supply driven (e.g., the discovery of
additional mineral deposits or the building of a hydro dam), or demand driven
(e.g.,arisein theinternational price of copper). In the latter case, it will show up as
an improvement in the country’s international terms of trade and encourage new
investment in the mining sector. The more the capital funding for new investment
comes in from abroad, the earlier and larger will be the initial appreciation in the
real exchange rate. Later, the exchange appreciation will reverse as the boom
moves from its investment phase to its export phase and starts to return dividends
and possibly capital to foreign investors (Freebairn 2015).

Continued next page
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Box 1.1 continued

If the government is uncomfortable with the volatility of the real exchange rate
that resource dependence can cause, one option is to establish a sovereign wealth
fund such as Norway did. By building it up during a boom (e.g., from expanded
mining royalties), there will be less government spending in that part of the
cycle; and then it can be drawn down when there is a slump to slow the decline
in spending.

Once established, a mining or hydropower export project can be a significant
source of government revenue. The use of the windfall by the government will
determine how such export-led growth contributes to various groups in society
(Menon and Warr 2013). A computable general equilibrium analysis by Warr,
Menon, and Yusuf (2012) shows that for the Lao PDR an export-led growth could
provide a significant opportunity to reduce national poverty if the windfall is
invested in rural areas. See also section 2.3 in the next chapter.

Sources: Corden (1984); Freebairn (2015); Menon and Warr (2013); and Warr, Menon, and Yusuf (2012)

points to the potential links between the agriculture and tourism sectors.

Growth in Agriculture and Tourism:
Potential Linkages

As explained in the previous section, growth in any one sector of the economy
cannot be understood without referring to what is occurring in (i) markets and
policies in other economic sectors, and (ii) the country’s international terms of
trade and the overseas import barriers faced by its exporters. The discussion
also affirms that agriculture remains a viable driver of the economy, and its
linkages with other sectors in rural areas need to be strengthened to reduce
rural poverty and ensure inclusive growth.

In many countries, tourism is considered an important sector that can have
strong forward and backward linkages with agriculture and provide job
opportunities in rural areas (Fleischer and Felsenstein 2000). For example,
in the PRC, tourism is an important component of its National Strategic Plan
for Rural Vitalization, 2018-2022 (Government of the PRC 2018). In 2018,
ADB prepared a tourism sector assessment and road map for Cambodia, the
Lao PDR, Myanmar, and Viet Nam to support their governments’ tourism
development plans and strategies and form a joint action program to improve
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tourism cooperation (ADB 2017b).

A useful framework to depict the relationship of the agriculture sector with
other economic sectors, including the tourism sector, and development
concepts in general, is the AGRO Matrix that was developed by the ministers
of agriculture of the Americas (IICA 2015) (Figure 1.1). The framework is
considered to have two pillars: (i) a systemic concept of agriculture and rural
life, broken down into three categories or operational areas—rural territories,
agricultural value chains, and the national and international context; and (ii) a
sustainable development approach consisting of four dimensions or types of
actions (production-trade, ecological-environmental, sociocultural-human,
and political-institutional) carried out by the stakeholders in each of the three
operational areas. Box 1.2 defines the major terms used in the AGRO Matrix.

There are 12 sustainability goals that take into account the spheres
of activity covered by the systemic concept and the dimensions of
sustainable development: (i) promoting competitive rural enterprises;
(i) integrating chains (or linkages) and strengthening their competitiveness;
(iii) promoting an environment conducive to competitive agriculture;
(iv) being environmentally responsible in rural areas; (v) from farm to table:
promoting integrated environmental management; (vi) participating in
building an environmental institutional framework; (vii) quality of life in rural
communities: creating know-how and opportunities; (viii) advancing learning
and expertise in chains; (ix) promoting policies to create capabilities and
opportunities for rural communities; (x) strengthening public and private
sector participation and coordinated action between them in territories;
(xi) strengthening dialogue and commitments among stakeholders in chains;
and (xii) promoting state policies and regional and hemispheric cooperation
for agriculture and rural life.

Agritourism can readily be incorporated in the AGRO Matrix. At its most
basic level, agritourism is an enterprise that combines elements of agriculture
and tourism. Based on the framework shown in the AGRO Matrix, Hepburn
(2008) focuses on the forward and backward linkages that take place within
this sector. The forward linkages of agritourism are any form of agricultural or
rural activity that persuades and encourages tourists to participate and spend
their discretionary income on any of the activities offered on site. Backward
linkages are the demand for goods and services created by agritourism activities
such as food, accommodation, transportation, and personnel like tour guides.

Agritourism, therefore, is a broad concept, which covers a wide range of
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Box 1.2: Definitions Underlying the AGRO Matrix

The following is a brief description of the spheres of activity in the systemic
concept and the dimensions of sustainable development that make up the
AGRO Matrix.

Rural territories are geographic areas that have their own history and natural
resource base, where agricultural activities are carried out, and the people
involved interact with one another and with the natural environment and
with other nonagricultural activities and urban centers in the sociocultural,
technical-economic, and political-institutional areas.

Production-trade chains are the array of production and distribution processes
and interrelationships that link rural and urban areas, and which involve all the
economic and social agents engaged in agriculture in a given territory, from the
planning of production through to the delivery of products to the national and
international end consumers.

The national and international context affects the operation of the
production-trade chains and the development of territories. It comprises the
legal, political, and institutional elements, at the international, national, and local
levels, which make up the framework for formulating and implementing public
policies, and for effective investment.

The production-trade dimension refers to the technical-economic processes
that are the foundation of the material progress for facilitating competitiveness;
the ecological-environmental dimension refers to the (living and nonliving)
natural base of production processes which, when combined with human
activity, determine its sustainability; the sociocultural-human dimension
refers to the background, customs, capabilities, rights, needs, and expectations
of individual and social groups in terms of equality of opportunities; and the
political-institutional dimension refers to the international, national, and local
institutions, organizations, and networks that affect the governability of society in
territories and in political affairs.

Source: [ICA (2015).

activities and operations, but essential to all of them is an interaction between
agricultural producers, their products, and the tourists. Agritourism applies
to products and services, which combine agriculture—its natural setting and
products—with a tourism experience.

Agritourism can be considered a fifth dimension of the sustainable
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development approach to support achievement of goals aligned to the
12 mentioned earlier. At the very least, agritourism plays a role in three of
the four dimensions: production-trade, ecological-environmental, and
sociocultural-human. Policy makers can add to the sustainability goals by
specifying how agritourism interacts with rural territories, agricultural value
chains, and the national and international context as shown in the example
of Table 1.4.

Table 1.4: Agritourism and Its Multidimensions

Agricultural
Production-Trade National and
Rural Territories Chains International Context
Agritourism Promote tourist visits to  Develop food tourism  Encourage regional
rural areas cooperation in tourism

Source: Authors’ application of the AGRO Matrix.

Agritourism can increase agricultural production in the Lao PDR, by
encouraging new participants in the industry, while exposing visitors to local
products. Backward linkages are strengthened by providing more sources
of demand for agriculture and rural-based goods and services. A recently
conducted survey in the Lao PDR, for example, found that the craft sector
provided the largest employment opportunities among tourism-related
enterprises, followed by transport and accommodation enterprises (Ministry
of Education and Sports 2018).

Forward linkages are strengthened by attracting more visitors to the rural
areas and enhancing the reputation of the Lao PDR. In the international
context, agritourism encourages regional cooperation among neighboring
countries. An example is the Visit ASEAN program.

While not mentioned explicitly, inclusive growth plays an important role in
this framework. First, since agritourism deals mainly with the rural sector, the
largest concentration of poverty is targeted. Second, inclusivity is a necessary
condition for sustainability. Society cannot survive indefinitely if inequities
are large and persistent. Conflicts will arise and tear at the social fabric.
Last, the matrix indicates that one of the four condensed characteristics of
the 12 objectives is equity. In other words, these objectives are designed to
promote inclusivity.

One area that should be emphasized is food tourism (e.g., Slocum and Curtis
2018). Rather than importing food from outside a destination, businesses
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promote local food and increase the interrelationship between local agriculture
and tourism. Food tourism offers two unique advantages for a region:
(i) it provides a new experience for tourists and encourages increased
visitation; and (ii) it enhances economic impacts—such as higher farm income
and job creation—to the community where tourists visit. Food tourism has the
potential to increase economic multipliers, decrease leakages to a destination,
and diversify rural areas with a strong agricultural economic base.

Table 1.5 provides a quantitative measure of the linkage between food and
tourism in the Lao PDR. Data are obtained from input-output tables in
various years. The food component is proxied by the agriculture sector in the
input-output table, while tourism is represented by the hotel and restaurant
sector. In 2010, total output in the agriculture sector was $2,155 million. Only
$8 million or 0.4% flowed into the hotel and restaurant sector. While there was
a sharp increase in 2010-2013, the available data show a stagnant relationship
in 2013-2017. Clearly, there is room for the relationship between the two
sectors to expand, and one channel is through promoting agritourism.

Table 1.5: Components of the Agriculture Sector in the Lao PDR
Input-Output Table

Hotel and Share of H&R to
Restaurant Sector Total Output Total Output
($ million) ($ million) D)
2010 8 2,115 0.4
2013 51 2,383 2.1
2015 56 2,664 2.1
2017 50 3,038 1.6

H&R = hotel and restaurant, Lao PDR = Lao People’s Democratic Republic.
Source: ADB Data Library. Lao People’s Democratic Republic: Input-Output Economic Indicators. https://data.
adb.org/dataset/lao-pdr-input-output-economic-indicators (accessed 25 November 2020).

The 12 objectives—or 15 if agritourism is included as the fifth dimension—can
be translated into specific policies. For example, particularly important in an
emerging agrarian economy are changes in infrastructure. The development
of major rail and road networks can hugely reduce trade costs, particularly for
those close to these networks. New electricity and communication towers
usually accompany transport infrastructure, further reducing the costs of
doing business along the route. Feeder roads, electricity, and communication
services can be built to reach more-distant rural areas, allowing farmers to
sell their products beyond their local market and at higher farm-gate prices,
and expand the opportunities for underemployed farm family members to


https://data.adb.org/dataset/lao-pdr-input-output-economic-indicators
https://data.adb.org/dataset/lao-pdr-input-output-economic-indicators

Ensuring Inclusive Growth in Navigating Growth in the Lao PDR

commute to off-farm part-time jobs. The higher farm incomes could, on the
other hand, encourage younger family members to remain and help in farming,
raising the productivity of labor on farms due to the lower average age of
farm workers.

As potential tourism venues are located in currently hard-to-reach rural areas,
investments in rail and road investments (or a new airport) can create job
opportunities in the services sector. The production and sale of handicrafts
and farm outputs also increase direct income when tourism expands in the
rural areas, as described in a recent report (Ministry of Education and Sports
2018). However, if growth in tourism is confined to the small number of large
cities in the country, mobile resources will tend to be drawn away from farms
in the same way other urban developments have done.

The COVID-19 Pandemic and Its Impact on
Agriculture and Tourism Sectors

The Lao PDR reported its first two COVID-19 cases on 24 March 2020.
A nationwide lockdown followed on 30 March 2020, prohibiting residents
from leaving their homes except for essentials. All international ports of
entry were closed to tourists, issuance of tourist visas suspended, and
interprovincial travel banned. The quick action of the government
prevented a significant rise in cases in 2020. In May 2020, ADB approved
a $20 million COVID-19 emergency loan under the Greater Mekong
Subregion Health Security Project to support the Ministry of Health
in procuring protective equipment, laboratory equipment, testing Kkits,
medical devices, and ambulances. Supplies and training to frontline
health workers on infection prevention and control, lab testing, and clinical
care for COVID-19 patients were also provided (ADB 2020b).

In 31 March 2021, the Lao PDR reported only 49 confirmed COVID-19 cases
and no deaths. However, in April 2021 the country witnessed a new outbreak
of COVID-19, with cases rising to 2,356, with three deaths by 7 July 2021.° To
respond to the rise in cases, the Lao PDR government imposed preventive
measures including lockdowns and domestic travel restrictions. However, on
4 May 2020, the nationwide lockdown and intraprovincial travel restrictions
were lifted. By 18 May 2020 tourist sites were opened and interprovincial

¢ Government of the Lao PDR. Ministry of Health. COVID-19 Dashboard (in Lao). https://www.covid19.gov.la/
index.php.
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travel was again permitted, including domestic flights (Savankham 2020b).

Although the country has thus far avoided severe health impacts from the
COVID-19 pandemic, the economy has suffered. The pandemic had a
devastating impact on tourism as international arrivals to the country dropped
by 81.5% in 2020.

The agriculture sector was not spared either. In April 2020, the World Food
Programme (WFP) in collaboration with the Food and Agriculture Organization
of the United Nations (FAO) and the Ministry of Agriculture and Forestry,
performed a survey to assess the impact of the pandemic on food security
and agriculture.” Survey results showed a significant reduction of agricultural
activities in many provinces in the Lao PDR, specifically in Louang-Namtha,
Xaisomboun, and Savannakhet. Interestingly, Attapu experienced more than

Figure 1.2: Impact of COVID-19 on Agricultural Activities
in the Lao PDR
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7 The survey was conducted in Vientiane Capital and 17 provinces in the Lao PDR and completed a total of
1,007 interviews by phone from 21 April to 30 April 2020, within the period of the full lockdown. While there
are limitations to this study including small sample sizes in some provinces, the study sought to capture the
perceptions of local “experts” and obtain an informed understanding of the situation.
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40% increase in agricultural activities while also reporting some reduction
(Figure 1.2).

The pandemic also affected the income and sales of farmers. According to the
survey, 32% of farmers indicated that they could not sell their produce at the
pre-COVID-19 price level. As a result, agricultural sales declined by 22% and
prices decreased by 15%, and all provinces reported their farm incomes either

Figure 1.3: Impact of COVID-19 on Farm Income
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declining or remaining steady. The Savannakhet district reported the greatest
loss in farm income (Figure 1.3).

According to Namvong (2020), Lao farmers who produce highly perishable
seasonal products, like fruits and vegetables, have been the most affected.
The closure of restaurants and the shutdown of the tourism industry largely
contributed to the reduction of demand for agricultural products. The Lao
Farmer Network reported cases of farmers feeding cabbages to livestock or
leaving the produce in the fields to rot. However, some commercial crops such
as maize and cassava were relatively unaffected, since these were not planted
or harvested during the lockdown. Others, such as coffee and tea, were less
affected because of their longer storage period.

The joint FAO-WFP assessment study identified several recommendations
to mitigate the impacts of COVID-19 in the sector: (i) reduce restrictions
on traders and middlemen to improve access to food and alleviate issues
of increased food prices and availability; (ii) provide support to vulnerable
households with insufficient access to food through in-kind or cash support
(for example, cash or food assistance for assets) to build longer-term
resilience to food insecurity; (iii) provide supplements to seasonal agriculture,
particularly at the household level, through home gardens, small livestock
raising, and fish culture; and (iv) improve nutritional awareness within
the country.

While the Government of the Lao PDR is taking all necessary measures to
address the pandemic with support from various development agencies, FAO
and the WFP are cooperating with the Lao Ministry of Agriculture and Forestry
to draft a response plan. The ministry has also provided direct assistance,
such as seed supply, home gardening kits, animal health-care items, and
technical support to help communities continue to produce local food and
increase self-sufficiency amid the pandemic.

Overview of the Report

The rest of the report expands on the topics of agriculture and tourism and
the synergy between the two sectors. Chapter 2 gives a detailed discussion on
how the farm sector can contribute more to economic development in the Lao
PDR. The main issue is enhancing agricultural productivity and at the same
time distributing the benefits more equitably. While there have been significant
achievements, more work needs to be done. For example, public and private
resources have to be channeled to bring modern technology to rural areas to
spur innovation in agricultural production and processing and harness digital
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technology to expand market access, thus increasing farm productivity and
raising rural incomes.

Chapter 3 analyzes the potential of tourism in the Lao PDR. Despite the global
tourism downturn in 2020, the Lao PDR has several strengths that can help its
tourism industry quickly recover once international borders reopen to tourists.
These include its strategic location in the center of populous Southeast Asia,
with nearby markets showing a strong and growing affinity for the types of
culture and nature-based tourism that the country offers. While organic food
production, agro-food tourism industries, handicrafts, and agro-processing of
local food products have emerged as employment and income sources, these
will need to be supported to bring better opportunities for local producers and
farmers, and thus achieve more inclusive growth.

The results of the ADB surveys of tourism enterprise in 2019 and 2020 in four
major tourism destinations in the Lao PDR are described in Chapter 4. Findings
show that the tourism sector has strong linkages to the domestic labor market
and the agriculture sector, which means that the locals are benefiting from the
expansion of tourism services.

Analysis in the first four chapters clearly shows that harnessing the potential
of tourism services provides an opportunity for the Lao PDR to create good
jobs, especially in rural areas and among women and other disadvantaged
groups. Unfortunately, tourism is one of the worst affected sectors by the
ongoing COVID-19 pandemic. The 2020 survey shows that the majority
of tourism enterprises will be unable to endure the protracted COVID-19
crisis, without financial assistance. Chapter 5 looks into both short- and
medium-term measures to respond to the pandemic and the opportunities
that will emerge after it has subsided. The priority would be to control the
spread of the virus to protect public health by implementing well-designed
travel bans and restrictions and implement the rollout of vaccines so as to
achieve herd immunity from COVID-19.2 However, international tourism will
become even more competitive once the pandemic subsides and international
borders start to reopen. It is critical that the Lao PDR continues to invest in
tourism infrastructure and services so that it is able to attract high-spending
tourists. More importantly, to fully benefit from the expansion of tourism
services, linkages between tourism and other sectors, particularly agriculture,
should be strengthened. Investments in rural infrastructure, research and
development, and extension services are crucial to modernize the agriculture
sector and achieve more inclusive growth.

8 According to the National Taskforce Committee for COVID-19 Prevention and Control, about 1.6 million
people, or 20% of the Lao population, are expected to be vaccinated in 2021, and the vaccination coverage is
expected to rise to 50% in 2022 (Vientiane Times 2021c).



CHAPTER 2

Agriculture’s Contribution to Inclusive

Growth in the Lao PDR

Kym Anderson, Takashi Yamano, and Jindra Samson

Agriculture is central to the Lao PDR economy; it is one of the most important
sectors to foster inclusive growth. Development in the sector over the last
3 decades has played a key role in reducing poverty in the entire country,
particularly in many parts of remote regions that rely on agriculture for
livelihood and subsistence. In 2018-2020, an annual average share of 66% of
the country’s total workforce was employed in agriculture—one of the highest
in Asia. The majority of rural household income in the Lao PDR comes from
crop production and sales of livestock and forest products. Food, particularly
rice, accounts for about 50% of the general household consumption, and
about 60% share of the low-income households (ADB 2017a). This makes
low-income households highly vulnerable to food price shocks.

With much to offer, Lao agriculture has great potential for growth. Policies
and interventions should focus on increasing agricultural productivity by
improving agricultural systems and value chains that can offer a more secure
food supply, livelihood, and higher income for its rural population. The Lao
PDR will need to harmonize integrative programs to strengthen linkages
among sectors—like agriculture, manufacturing, tourism, and services that
will position the country in the global market—as these will help advance local
industries to where the country has the highest comparative advantage. It will
need to support emerging niche markets—such as organic food products,
agro-food tourism industries, handicrafts, and agro-processing of local food
products—to bring better opportunities for local producers and farmers, thus
achieving more inclusive growth.

This chapter begins with an overview of agricultural development in the

Lao PDR. Section 2.1 summarizes the role of agriculture and why it is the
most important sector to foster inclusive growth. Section 2.2 looks at the
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development of relevant agricultural policies and strategies that have
shaped and advanced the sector. Section 2.3 describes the country’s
agricultural and farmland holding systems. Section 2.4 discusses the stature,
challenges, and achievements in agricultural production. Section 2.5
describes agricultural markets and trade from the 1990s to the present, and
section 2.6 presents the increasing intersectoral linkages between agriculture
and tourism. The final section recommends policy options for inclusive
growth in the agriculture sector.

Agriculture as a Driver of Inclusive Growth

The agriculture and natural resource sectors remain central to the Lao PDR’s
steadfast economic growth. Development in the agriculture sector has been
crucial in achieving poverty reduction in many parts of the country. The Lao
economy, like other economies in Southeast Asia, has undergone structural
transformation from a primarily agrarian economy to a more diversified and
market-oriented one. Table 2.1 shows that agriculture’s annual average gross
domestic product (GDP) share fell from 20% in 2012 to 16% in 2019, while
the share of the industry sector increased from 36% in 2012 to 40% in 2019.
Between these periods, the agriculture sector grew by only about 3%, with
growth largely coming from the crop and livestock (4%) and fishery (5%)
sectors. Growth contraction was largely in the forestry sector.

Table 2.1: Changes in the Sector Composition of GDP

(%)
GDP Average Annual
Share Growth
Subsector (2019) (2012-2019)
Agriculture 20.4 155 2.6
(a) Crops, livestock, and hunting 15.3 12.2 2.8
(b) Forestry 2.4 1.0 (5.6)
() Fishing 2.7 2.4 3.8
Industry 35.6 39.8 7.3
(a) Mining and quarrying 12,6 8.4 0.1
(b) Manufacturing 9.9 9.1 4.9
(c) Electricity and water 7.1 12.1 12.6
(d) Construction 5.7 10.2 14.3
Services 44.1 44.7 5.5

() = negative, GDP = gross domestic product.
Sources: Official Lao data through UNData. http://data.un.org/Explorer.aspx?d=SNA; Lao Statistical Information
Service. Lao Statistics Bureau. https://laosis.Isb.gov.la/tblInfo/TblInfoList.do (accessed 11 January 2027).
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Food crops and livestock production have grown at the same fast pace, but
nonfood agricultural production has soared more quickly. The take-off in
annual outputs of nonfood agricultural products was relatively slow during
the 2 decades prior to 2005, but it has accelerated since then (Figure 2.1).
Overall agricultural output grew by 6.3% per year from 1991 to 2010, and by
5.7% from 2010 to 2019.

Figure 2.1: Indexes for Food Crops, Livestock, and Nonfood Crop
Production in the Lao PDR, 1961-2019

Gross Production Index Number

Livestock Nonfood

Lao PDR = Lao People’s Democratic Republic.
Source: Food and Agriculture Organization of the United Nations. FAOSTAT. http://www.fao.org/faostat/
en/#home (accessed 11 January 2027).

Agriculture as the Largest Source of Employment
and Rural Household Income

The share of agricultural employment in total Lao PDR workforce declined
from 80% in 2000 to 60% in 2020, but it is still among the highest in Asia
(Figure 2.2). Based on the Lao Agriculture Census (2011), about 66% of rural
household income in the Lao PDR comes from agriculture and primarily
earned from crop production and sales of livestock and forest products
(Ministry of Agriculture and Forestry 2014).

The income shares, however, vary among provinces (Figure 2.3). The crop
income share is highest in the northern provinces of Xaignabouli (78%),
followed by Houaphan (72%), Louang-Namtha (67%), and Oudomxai (66%).
In central and southern provinces, income sources are more diverse. In some
provinces closer to the capital city and bordering neighboring countries, the
share of income from nonagriculture sectors is relatively high—for example
it is 53.6% in Attapu, 50.7% in Vientiane Capital, 48.6% in Savannakhet, and
47.8% in Khammouan.
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Figure 2.2: Structure of Employment in the Lao PDR and
Selected Countries, 2000, 2010, and 2020
(% of total employment)
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Figure 2.3: Sources of Household Income by Province
in the Lao PDR, 2011
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In some provinces that have become better connected by road to Vientiane
Capital and other urban centers, farm households have gained access to more
economic opportunities and job markets, improving their income sources
from off-farm employment such as casual or regular part-time employment,
government salaries, and remittances from family members. Opportunities for
farm workers in the south and center exist abroad in Thailand, in the PRC for
those in the north, and in Viet Nam for those in the eastern border.

Even so, much scope remains for strengthening links to urban and regional
markets, especially for the rural regions that have benefited least from the
recent economic growth. The income inequality identified by Warr, Rasphone,
and Menon (2018) is evident not only between urban and rural groups but also
within the rural population. Pockets of poverty still exist in the upland areas and
among rural ethnic minority groups and rural subsistence farmers. Economic
growth to date has benefited people in the lowlands more than those in the
upland where ethnic minority groups are concentrated.

There is also inequality of opportunity within the rural areas. Women make
up a little over half of the agricultural rural workforce (FAO 2018) and work
several more hours per week than men, but they have less access to credit
and the latest technologies. This is especially true in upland ethnic minority
areas. Women who do have access to land more often engage in commercial
production to supplement household income. This suggests that providing
more opportunities to women in the rural areas could contribute to inclusive
economic growth.

Gateway Out of Poverty and Malnutrition

Poverty is greatest among people who are dependent primarily on agriculture
for livelihood and employment (Figure 2.4). While rice production has
increased fourfold since the mid-1980s, undernourishment remains a
serious concern, especially in the upland and northern rural areas. The
Lao PDR still ranks 87th out of 117 countries on the Global Hunger Index
(IFPRI 2019). The incidence of malnourishment is closely correlated with
poverty, but also because high transport costs prevent rural residents from
gaining access to a micronutrient-rich diversified diet beyond the locally
produced fresh fruits and vegetables and protein from fish and livestock. Even
crop-livestock mixed farms do not bring enough diversity to farm household
diets to lower indicators of malnourishment such as stunting, wasting, and
child mortality (Parvathi 2018).
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Figure 2.4: Poverty Headcount Rate by Main Employment Status of
Household Head in the Lao PDR, 2002-2003 to 2018-2019
(%)

Lao PDR

Self-employed, agriculture

Self-employed, nonfarm

Paid worker

Percent
I 2002/2003 2007,/2008 2012/2013 I 2018/2019

Lao PDR = Lao People’s Democratic Republic.

Notes: Nominal official poverty lines (per person per month) used for each year are (i) 2002/2003:
KN92,959.6; (i) 2007/2008: KN159,611.9; (iii) 2012/2013: KN203,613.6; and (iv) 2018/2019: KN280,910.
Sources: Lao Statistics Bureau (2014); and Lao Statistics Bureau and the World Bank (2020).

The country’s rich natural land and water resource endowments should
enable the Lao PDR’s agriculture sector to achieve its maximum production
potential, provide food security for its people, and create rural livelihood.
With the right strategies and policies, broad-based agricultural growth can
help boost the purchasing power of the poor, enhance incomes, and reduce
the unit cost of most household expenditures (ADB 2017a).

Relevant Agricultural Policies and Strategies
that Shaped the Sector

After the introduction of the open-door policy under the New Economic
Mechanism (NEM), the Lao PDR’s socioeconomic development shifted from
its natural (self-sufficient) economy to a more market-oriented one, placing
great importance to agriculture and forestry as the basis for industrialization.
As more investments were poured on agricultural infrastructure—such as
irrigation systems, reservoirs, and water stations that were built all over the
country—agricultural development expanded, enabling farmers to enjoy two-
season cropping and to diversify crops. Agricultural practices have gradually
shifted from those that had put a high toll on its natural resources (such as
slash and burn, shifting cultivation) to improved and modern methods.
Technical-scientific infrastructure such as research and experiment centers as
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well as technical service stations have been built and developed. These have
opened the gateway for agricultural production to expand and for the Lao PDR
to become more self-sufficient in food.

In 1991, as the Lao PDR adopted a new Constitution, the Fifth Plenary Meeting
of the Party Central Committee reiterated the basic objective of its agricultural
policy: a shift from subsistence production to cash crop production via crop
diversification and improved linkages to export markets. Thus, agricultural
policy evolved to commodity production. Subsequent five-year plans
(1996-2000 and 2001-2005) articulated the same. In the fifth National
Socioeconomic Development Plan (NSEDP), special emphasis was given to
reducing slash-and-burn agriculture and poppy production.

In the sixth NSEDP (2006-2010), the agriculture sector pushed for
commercialization with a view to increase agricultural products for export.
The plan identified among its main strategies (i) tackling food security for the
47 poorest districts; (ii) diversifying crops by developing agricultural areas to
specialize in Lao-specific plantation crops, vegetables, and fruits; (iii) building
irrigation facilities in agricultural production areas, establishing market-oriented
agriculture by developing an appropriate framework for credit mechanisms,
product distribution, technical infrastructure, price adjustments, and opening
up opportunities for export markets; (iv) managing land use for agricultural
production including allowing the lease of land to foreigners for large-scale
agricultural projects; and (v) mitigating the effects of climate change.

The seventh NSEDP was touted successful in gradually weaning the country
from agriculture and in increasing the shares of services and industry in the
national economy. Overall, production of agricultural products increased
although much of these were still raw materials, lacking value-added processing.

The eighth NSEDP (2016-2020) emphasized the development of the
agriculture and forestry sectors to ensure sustainable production of food and
commercial goods. It focused on the application of new technology to improve
processing of products, such as international standard rice mills and furniture
factories for wood products, to increase value added. Land zoning to allocate
land for particular crops, land registration to discourage conversion of irrigated
rice fields, and issuance of agricultural land titles to farmer families are some
of its defined strategies.

The most recent Agricultural development Strategy to the year 2025 and
Vision to the year 2030 (ADS 2025) seeks to ensure national food security
through sustainable agriculture that contributes to national economic growth,
industrialization, and modernization. The overall targets of the ADS 2025 are
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to (i) increase agricultural production, (ii) improve and enhance agriculture
competitiveness in terms of quality, through (iii) enforcing standards and
regulations,and (iv) guaranteeing food security and safety through compliance
with basic sanitary and phytosanitary standards. Agricultural production will
play an essential role in (i) creating jobs, (ii) generating livelihood and income
that will in turn (iii) reduce disparities between urban and rural areas, and
(iv) integrate rural development. Box 2.1 shows the overall defined goals and
program goals of this strategy. The ADS is largely consistent with the AGRO
Matrix framework presented in Chapter 1.

Box 2.1: Agricultural Development Strategy to the Year 2025
and Vision to the Year 2030

Overall Goals:

1. Economy has strongly grown in line with industrialization and modernization
direction, comprehensive infrastructure, ensuring economic growth at a
constant level; effective, stable, and assured food security which strongly
ensures quality in terms of nutrition; and producing agricultural products
with quantity and quality that are highly competitive as well as adaptable to
climate change.

2. Agricultural production is in line with sanitary principles, clean, safe for
producers’ and consumers’ health, and environmentally friendly.

3. Agricultural production has made contribution in many aspects such as
creation of employment, income generation for people, reduction of gap
between cities and rural areas, construction of new rural areas alongside
the protection of symbolic cultures of all ethnic people, environmental
protection, and stability and balance of the ecological system.

Program Goal 1: Food Production - to ensure nutrition of people to provide
energy of at least 2,600 kilocalories per person per day, which includes rice
and starch covering approximately 62%; meat, eggs, and fish approximately
10%; vegetables, fruits, and beans approximately 6%; and fat, sugar, and milk
approximately 22%.

Program Goal 2: Agricultural Commodity Production - to make the
production of agricultural commodities grow to create the basic factors for
industrialization and modernization, ensuring both quantity and quality and
aiming to access domestic, regional, and international markets in connection with
the improvement of farmers’ groups and producers’ and agriculture processing
associations by making effort toward agricultural production of main goods.

Source: Ministry of Agriculture and Forestry (2015b).




28 Developing Agriculture and Tourism for Inclusive Growth in the Lao PDR

Agricultural Systems and Land Farmholdings

The Lao PDR has an estimated total agricultural area of about 2.4 million
hectares (ha) (Table 2.2), of which only about 59% (1.4 million ha) is
classified arable, only 4.2% is planted with permanent crops, while some 37%
is used for pasture and meadows. The low ratio of cultivated to total land area
is partly due to constraints brought by its natural topography, a substantial
level of water-logged areas, and the presence of many unexploded ordnance
scattered throughout 15 of its 17 provinces. The Lao PDR’s agricultural land
area makes up about only 10% of the total land area, one of the smallest
shares among Southeast Asian countries.

The Lao PDR climate is tropical, with rainy season from May to October and
dry season from November to April. Monsoon rains bring an annual average
precipitation rate of about 1,600 millimeters, more or less evenly distributed
across its provinces.” The country is rich in water resources—it has far more
freshwater per hectare of arable land compared with other countries in the
region. Its forests cover about 68% of total land area, serving as habitat to a
wide diversity of species and cradling the country’s rich mineral resources.

Table 2.2: Major Categories of Land Use in the Lao PDR
and Neighboring Countries, 2018

= Land Area Agricultural Area
E (% share) (% share)
PR '_E ~ o =
o & 38 3 3 g
< s S S 3 5 )
o = 9= 2 £ 2 -g
c = - = = - w9
Country SE& <E < & &=
1 Cambodia 17.7 5.7 32.0 56.5 70.7 2.7 26.5
2 LaoPDR 23.1 2.4 10.3 67.9 58.9 4.2 36.9
3 Myanmar 65.3 12.6 19.2 48.2 85.9 11.7 2.5
4 Thailand 51.1 21.1 41.2 37.2 74.8 21.4 3.8
5 Viet Nam 31.0 10.8 35.0 45.0 60.0 34.1 5.9

ha = hectare, Lao PDR = Lao People’s Democratic Republic.
Source: Food and Agriculture Organization of the United Nations. FAOSTAT. Food and Agriculture Data.
http://www.fao.org/faostat/en/#home (accessed January 2021).

®  Ministry of Natural Resources and Environment. Department of Meteorology and Hydrology.
http://www.monre.gov.la/home/index.php.
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According to the Lao Census of Agriculture 2010/2011 (Ministry of Agriculture
and Forestry 2014), the distribution of farmholdings varies greatly across
regions but is dominated by smallholders operating on less than 3 hectares
of land. At the national level, 22% of farm households operate on less than a
hectare, 31% on about 1-2 ha, and 19% on about 2-3 ha. Farm households with
landholdings of 3 ha or more comprise 27% of total households but occupy
58% of the country’s total farmland (Table 2.3).

Table 2.3: Provincial Distribution of Landholdings by Farm Size, 2011

Distributed Number of Landholdings (%)

N No. of Farm
Province <1ha 1-2 ha 2-3 ha >3ha  Households (000)
Northern Region
Phongsali 32.9 37.6 17.7 11.8 28.4
Louang-Namtha 15.9 36.8 26.6 20.6 26.2
Oudomxai 16.0 343 24.0 25.4 44.6
Bokeo 19.8 38.7 21.6 19.6 24.8
Louangphabang 11.3 25.8 20.9 41.5 59.5
Houaphan 41.8 39.6 12.4 5.8 42.3
Xaignabouli 18.7 26.5 18.6 35.1 63.1
Central Region
Vientiane Capital 42.8 22.0 9.8 20.6 42.8
Xiangkhouang 27.3 35.8 17.4 195 36.2
Vientiane 26.9 26.5 16.8 29.6 62.7
Bolikhamxai 213 34 19.9 23.4 35.0
Khammouan 25.0 29.8 19.5 25.0 51.2
Savannakhet 15.6 27.6 19.8 36.8 108.6
Southern Region
Salavan 15.4 315 214 315 50.1
Xekong 21.2 36.7 15.8 25.0 12.9
Champasak 18.1 36.2 21.7 22.3 75.4
Attapu 18.4 40.0 22.7 18.0 19.1
Total 219 314 19.2 26.7 782.8
Distribution of Landholding Area (%) Total Area
<1ha 1-2 ha 2-3 ha >3 ha (000)
Northern region 5.7 20.1 20.7 53.6 650
Central region 53 15.0 16.1 63.7 864
Southern region 4.3 21.0 21.7 53.1 356
Total 5.2 17.9 18.7 58.2 1,870
ha = hectare.

Source: Ministry of Agriculture and Forestry (2014).
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In the central provinces, the largest proportions of farm households with less
than1haare located in Vientiane Capital (43%), followed by Houaphan (42%),
Phongsali (33%), and Vientiane Province (27%). A large share of the total
area in these provinces is planted with rain-fed and irrigated rice crops, while
shifting cultivation is practiced in upland agriculture. The largest proportions
of farm households with 3 ha and over are found in Louangphabang (41%),
Savannakhet (37%), Xaignabouli (35%), and Salavan (31%).

The agricultural systems in the Lao PDR are unique for each region, differing
in terms of conditions and production potential. It can be classified broadly
into four major systems: lowland, upland, plateau, and mixed systems
(Figure 2.5). According to the Lao Census of Agriculture 2010/2011
(Ministry of Agriculture and Forestry 2014), 51% of the country’s farm area is in
the lowland areas, 25% lies in the uplands, 23% is found along plateaus, and the
rest in what is classified as mixed systems (Figure 2.6). Among the provinces,
Savannakhet, Louangphabang, Vientiane, and Champasak have the largest
productive agricultural land areas in the country.

Farming in the lowlands is predominantly based on rain-fed and irrigated
rice systems, with integrated mixed-crop systems of vegetables, groundnuts,
and fruit trees. Many smallholder farm households follow a mixed farming
system, particularly in the uplands of the northern provinces where the
practice of shifting cultivation is most prominent. In the rain-fed paddy fields
of the central and southern provinces, crops are more diversified, with farmers
growing vegetables, groundnuts, starchy crops, and tropical fruits. Recently,
cultivation in many parts of the country has expanded to commercial crops
such as rubber, sugarcane, cassava, and maize.

Contract farming and concessions have benefited from recent foreign
investments, particularly on commercial crops like rubber, sugar, maize, and
coffee. Foreign direct investment (FDI) in agriculture was restricted in the
country until 2005 but has expanded rapidly since. A study by Baumdiller and
Lazarus (2012) notes that agricultural FDI in the northern region is focused
more on contract farming arrangements, while in the south and central plains
FDI is targeted on large land concessions. This is understandable because
the plains are better suited for large-scale agriculture and have superior links
to markets and processors. The major commercial crops are rubber, sugar,
maize, and coffee. Companies from the PRC invest in rubber production in the
northern uplands via contract farming, while Viet Nam companies in the south
typically use land concessions. Chinese and Thai investors focus on sugar
production through concessions and contract farming, while Thai investors,
particularly in border provinces, concentrate on maize production.
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Figure 2.5: Lao PDR Agricultural Systems by Elevation
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Notes: This map combines two data sets (land cover and elevation) to depict a realistic overview of the
Lao PDR terrain. Land cover refers to the physical appearance of the earth’s surface, e.g., vegetation,
water, or bare soil. The European Space Agency (ESA) has been continuously monitoring and classifying
global land cover since 1992. In October 2019, ESA released the latest update on the earth’s land surface
including the 2018 land cover featured in this map.

Source: 30-Meter Resolution Elevation Data from the Shuttle Radar Topography Mission. https://dwtkns.
com/srtm30m/ (accessed 2020).
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Figure 2.6: Lao PDR Agricultural Topology by Area and Province, 2011
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Although contract growing and crop concessions have contributed to the
growth of agricultural productivity at the macroeconomic level, their effects
are not as positive at the local level, especially for smallholder farmers.
A study by Annim and Gaiha (2012) found that FDI in agriculture had a minor
negative impact on the value of crops and a minor positive impact on the value
of livestock and fisheries. Increased production of cash crops can come at the
cost of food security as farmers have either switched to producing cash crops
or resettled away from their farming lands.

The lack of cohesive smallholder farmer organizations puts them at a
disadvantage in contract farming arrangements, as they may be reduced to
“plantation labor.” Farmers could have higher cash incomes, but also incur
higher levels of indebtedness, face worsening environmental conditions with
increased use of chemicals, and may be confronted with the loss of a more
resilient and diversified farming system. Note too, that the Lao PDR has one of
the longest concession periods in Southeast Asia, with some leases stretching
to 70 years (Schoenweger and Ullenberg 2010).
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Stature, Achievements, and Key Challenges
in Agricultural Production in the Lao PDR

To consolidate the economic achievements of the Lao PDR, particularly
in the agriculture sector, policy reforms have to be instituted and programs
implemented to overcome specific challenges but with the overall goal of
enhancing productivity. The policies and programs can be guided by both the
ADS discussed in Box 2.1 and the AGRO Matrix presented in Chapter 1.

Following the operational areas in the AGRO Matrix framework, it is important
to analyze the value chain of essential commodities (such as rice, for example,
as discussed in Box 2.2). Bottlenecks in the value chains can be identified and
appropriate measures to address the constraints prescribed. The national and
regional milieu is another important component of the framework.

Section 2.5 expounds on the link between agriculture and tourism and the
issues at the core of strengthening that link. As explained in Chapter 1, the links
between the two sectors can be defined in terms of backward and forward
linkages; and several examples are analyzed in section 2.5. An important
dimension of agritourism is anchored on the operational area of rural territories
(Box 2.4 on the Nam Ha Ecotourism Project and Box 2.5 on the Phutawen
Farm are useful examples).

Agricultural production has been moving away from subsistence farming to
market-oriented and diversified production in the last 3 decades. In 2018,
the country’s total agricultural production value was estimated at $6.1 billion,
largely from vegetables (21%), rice (20%), and livestock (20%) production
(Figure 2.7). Cassava and maize each merely share under 6% of total production
value, while fruits (of which bananas contribute more than half) contributed
14%. Sugar, tobacco, and coffee are the other key crops, all together amounting
to almost 10% of agricultural output value. Food crops are grown primarily for
home consumption.

Increased investments in irrigation have supported extensive diversification
to other crops. In 2019, around 51% of the country’s harvested area was
devoted to rice production, down from 72% in 1998 (Figure 2.8). Large
investmentsinirrigation systems over the last 2 decades expanded the cropped
area to 1,613,935 ha in 2019, but only 28% of this area is irrigated (Table 2.4).
Irrigation development focused mainly in the central region which has the
largest share of irrigated crop area (37%) in the country. The provinces with
the largest irrigated areas are Savannakhet (82,000 ha), Vientiane Province
(60,000 ha), Attapu (38,000 ha), and Vientiane Capital (37,000 ha).



34

Developing Agriculture and Tourism for Inclusive Growth in the Lao PDR

Figure 2.7: Lao PDR Gross Agricultural Production Value, 2019
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Figure 2.8: Share of Crops to Total Area Harvested, 1998-2019
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Table 2.4: Total Irrigated Area by Region and Cropping Season, 2019

Total Total Wet Season Dry Season Total Share

Cropped Irrigated Irrigated Irrigated of Irrigated

Area Area Area Area Crop Area
(ha) (ha) (ha) (ha) (%)
Northern region 528,109 100,465 77,600 22,865 19.0
Central region 665,560 243,825 148,249 95,576 36.6
Southern region 420,296 99,596 53,951 45,645 237
Total 1,613,935 443,886 279,800 164,086 275

ha = hectare.

Note: Total share of irrigated crop area was calculated based on total irrigated area over total cropped area then
multiplied by 100.
Source: Ministry of Agriculture and Forestry (2020).

Although land devoted to paddy production has remained the largest,
more land areas have been converted to producing other crops such as
vegetables, maize, coffee, cassava, sugarcane, and bananas in line with
the commercialization policy promoted by the government’s Agricultural
Development Strategy to the year 2025 and Vision to the year 2030. The
strategy’s emphasis on crop diversification has led to development of
agricultural focal areas specializing in plantation crops and high-value crops
such as vegetables and fruits. The government’s large investment in irrigation
facilities, introduction of modern production technologies, development of
infrastructure and distribution systems from farm to market have contributed
to higher agricultural productivity and have enhanced the country’s
food security.

The production of non-rice crops such as maize, starchy roots, and coffee
has increased over time in several provinces. Maize is the second most
important crop in the Lao PDR in terms of area planted. From 2018 to
2019, around 66% (513,578 tons) of the country’s total maize production
was concentrated in the northern region, particularly in the provinces of
Oudomxai (18.3%) and Xaignabouli (16.6%), while the central and southern
regions contributed 25.4% and 8.8%, respectively. Maize is grown mainly for
human consumption in the central and southern regions and primarily for
export and animal feed in the northern region. Starchy roots (e.g., cassava)
are another important crop, with harvested areas expanding in all regions—
the southern region, for example, increased its production of starchy crops by
18.3 times between 2009 and 2019 (Figure 2.9).
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Figure 2.9: Lao PDR Crop Production by Region, 1998-2019
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In the past years, the coffee sector has drawn more domestic and international
investments for its development as a result of the competitiveness it has
established in the global market. In 2019, total coffee production in the Lao
PDR reached 165,888 tons and provided around $95.5 million to the sector’s
agricultural gross value output.”® About 96% of this output comes from the
southern region particularly from the provinces of Champasak, Sekong, and
Salavan. The Bolaven Plateau is where much of this coffee is grown—which
was planted in about 78,875 ha in 2018. In recent years, some major trends
have progressively modified the coffee sector such as (i) renewal of plantations
and replacement of the robusta variety with arabica in smallholder plantations;
(i) increase in large-scale industrial plantations; and (iii) expansion of coffee
areas in the north, particularly in Louangphabang.

Rice production has improved substantially in the last 2 decades; however,
various production and operational inefficiencies among its value-chain
players have restrained the sector, which needs more public support. Rice
production is largely concentrated in the central region which contributed
59% of the country’s total rice production in 2019. The central and southern
regions produce most of the paddy rice since both regions have predominantly
plain lands, in contrast to the challenging topography of the northern region.
Savannakhet province is the largest producer of paddy rice (Figure 2.10).

1 FAO. FAOSTAT. http://www.fao.org/faostat/en/#data (accessed 11 January 20217).
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Figure 2.10: Paddy Rice Production by Province, 2005-2019
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According to a World Bank study (2018a), Lao rice farmers receive a relatively
high farm-gate price of paddy, but high production costs usually erode
potential profits. Furthermore, the ratio of farm-gate prices to wholesale or
retail rice prices in the Lao PDR is the lowest among its peers, which dampens
farm supply responses.

Several issues restrain the rice sector in the Lao PDR: (i) low productivity
and quality management at the farm and immediate post-farm levels;
(i) a fragmented milling sector dominated by small operators using old
technology; (iii) a market system that fails to provide incentives for product
quality; and (iv) lack of a significant consumer class with high purchasing
power that could foster consolidation of wholesale and retail sectors and
reduce costs.
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The high cost of paddy production and operational inefficiencies among
multiple players in the value chain are responsible for high consumer prices
of rice. Many of these constraints are structural and may require some
public support to eradicate. It is essential that the government (i) facilitate
value-chain linkages between farmers and millers; (ii) enhance access
of farmers and millers to finance; and (iii) improve quantity and quality of
public services delivery, particularly in areas needing support to acquire
new production technologies (for seed, applied research, mechanization,
cooperatives/farm clusters, and good agricultural practices, for example) that
can reduce production costs and improve product quality for the purpose of
commercializing the agriculture sector.

While regulatory or administrative barriers are found to have a minor role
in directly inflating the cost structure of the rice value chain, cumbersome
regulations that limit entry, affect market structure, and reduce competition
should be discouraged. The Lao PDR authorities have recently made efforts to
encourage private sector investment in value chains, support the promotion
of contract farming, and constrain the use of distortive trade instruments
(such as export or cross-provincial bans and/or roadblocks for movement of
rice). Lowering regulatory costs for businesses, strengthening enforcement
of contracts and product labeling, and removing price regulations for paddy
rice have increased private sector investment, fostered competition, created
incentives for efficiency improvements, and further contributed to the
reduction of costs along the agricultural value chain (see Box 2.2).

Meanwhile, vegetable production has also increased in all regions. It increased
steadily from 2005, peaking in 2015-2016 with total production reaching
1.6 milliontons.In2016,the southernregion produced morethan50% (856,000
tons) of the vegetables in the Lao PDR. However, in 2017 and 2018, vegetable
production declined by about 30% compared with the 2016 production, but
later started to increase again in 2019 (Figure 2.11). According to FAO (2020),
the area dedicated to vegetable production reached more than 160,000 ha in
2019 due to an increase in contract farming by foreign companies that support
farmers with seeds, fertilizers, plastic sheeting, and drip irrigation. Despite
the progressive use of new technologies, many vegetable farmers had only an
average of 2 rai"" on which to plant vegetables, too small to reap economies
of scale. Many farmers still lacked adequate skills for good crop management,
particularly in dealing with pest and disease problems, and they have limited
access to quality seed varieties. Much of the vegetable value chain production

" Araiis a unit of area equal to 1,600 square meters (0.16 hectares) and is used in measuring land area for a
cadastre or cadastral map.
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Box 2.2: The Typical Rice Value Chain in the Lao PDR

The typical segments of the rice value chain in the Lao People’s Democratic
Republic (Lao PDR) comprise (i) supply inputs, (i) farm production,
(i) assembly of farm products, (iv) agricultural processing, and (v) marketing
through wholesale or retail (Figure B2.2.1). Various private and public input
suppliers or agricultural stations, such as seed centers, supply inputs (such as
seeds, fertilizers, etc.) and many small and medium-sized farm households
carry out production. Increasingly, many small farmers have partnered with local
rice mills, which also provide fertilizer on credit and seeds sourced from seed
production groups. Inputs are repaid “in kind” during the harvesting season.
Paddy assembly is carried out by local collectors or middleman traders, who buy
from farmers and deliver to rice mills. In the case of contract farming, many of
the millers’ collectors are hired on a flat-rate commission basis. However, some
farmers who have close connections to the rice mill can directly deliver their
harvested rice to the mill. Then the mill processes the rice and distributes the
final product to wholesalers and retailers, but not exclusively. Some of the rice
mills also directly sell rice at the rice-mill-gate price, while others also facilitate
wholesaling of rice directly to big urban markets.

Figure B2.2.1: Segments of the Lao PDR Rice Value Chain
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in the Lao PDR still uses customary farming and marketing methods
(see Box 2.3). These are some of the factors that contribute to the decline in
vegetable quality and productivity in the country (World Bank 2018a).

Organic farming is an emerging niche in Lao PDR agriculture, and the country
has a large comparative advantage in the global market. However, production-
to-market value chains and quality standards of these products remain
underdeveloped. Vegetable farming is a potential growth source for organic
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Figure 2.11: Vegetable Production in the Lao PDR by Region,
2005-2019
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Box 2.3: The Lao PDR Vegetable Value Chain

According to Hoppe et al. (2018), much of the vegetable value chain production
in the Lao People’s Democratic Republic (Lao PDR) is still very traditional, using
customary farming and marketing methods. Farm households often venture
into production even with no formal arrangements with traders, and many
farmers have inadequate knowledge and understanding of existing government
regulations, particularly in the area of food safety.

Vegetable trading involves collectors, wholesalers, and retailers. But vegetables
are sold mostly by small retailers in traditional wet markets, with the bulk of the
trading done by small-scale and one-person traders, some of whom are the farmers
themselves. Collectors assemble the crop in their small trucks and transport it to
wholesale markets. The business transaction is generally conducted face-to-face
or one-on-one, and payment is made in cash. Wholesalers purchase vegetables
from the collectors. Many retailers operate on a small scale and usually sell
different types of vegetables in fresh markets around Vientiane Capital. Market
offerings are highly dependent on production seasonality, causing vegetable
prices to fluctuate sharply throughout the year. Prices peak usually during the
early weeks before the harvesting season when overall supply is still low, and drop
at harvest time. Imports of vegetables from Thailand are regulated only to fill
seasonal gaps when local supplies are insufficient to meet demand.

Source: Hoppe (2018).
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produce to supply the emerging local demand and increasing international
tourist arrivals. A movement to grow organic produce for the local and tourist
markets is emerging in the Lao PDR as evidenced by an ADB survey done in
2019 and 2020 (see Chapter 4). According to a value-chain survey conducted
by the World Bank (2018a) in Vientiane, consumers with higher incomes and
education levels prefer foods that are compliant with sanitary standards and
meet their expectations in terms of taste, packaging, and appearance. These
customers are growing in number and are willing to pay more for quality food.
Moreover, their demand is driving innovation in processing, packaging, and
branding in micro, small, and medium-sized processing enterprises. However,
the current state of processing of vegetables in the Lao PDR is very limited
mainly due to the lack of knowledge on processing techniques and lack of
access to finance. Additionally, lack of suitable labor is a common problem
among the country’s vegetable farmers and traders.

UNCTAD (2012, 2020) reports that organic coffee is an important niche
product of the Lao PDR, accounting for about 71.8% of certified organic land,
followed by rice (17.2%), and vegetables and fruits (7.2%). Other agricultural
products with organic certification are tea, mulberry (for tea and silk),
soybeans, sugarcane, honey, jams, and wine.

Much of the coffee in the Lao PDR is produced in the Bolaven Plateau, on
which the provinces of Champasak, Salavan, and Xekong are located. The
volume of tea production has also increased significantly in the upland areas
of Phongsali and in the plateau areas of Xiangkhouang. Meanwhile, high
volumes of organic maize are produced in Bokeo, Oudomxai, Xaignabouli,
Xiangkhouang, and Houaphan for export to neighboring countries.

The production of livestock, particularly poultry, has increased, while
mechanization has replaced the buffalo as a farm animal. For smallholder
households in the rural areas, raising livestock is perceived to be a valuable
means of accumulating household savings and storing wealth. They regard
livestock as a safety net they can liquidate when they need cash. Livestock
plays a valuable role in Lao traditions, particularly for various ethnic groups.

Figure 2.12 shows the increase in livestock production in 1998-2019. The total
number of cattle has grown by 87% from 1998 to 2019, especially in the central
region, but growth of buffaloes was only 11% from 1998 to 2019. This is due
to increased mechanization in agricultural production, replacing the buffalo
as a draft animal. The possibility of using buffalo to develop a dairy industry
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is being explored but as yet is in its infancy.”? Poultry production increased
in all three regions, with the largest expansion in the northern and southern
regions (Figure 2.12). Accessibility to markets created greater opportunities for
farmers in these two regions to invest in commercial production.

Figure 2.12: Lao PDR Livestock Production by Region, 1998-2019
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According to United Nations (UN) COMTRADE data, livestock and dairy
products are the fastest growing and largest group of agricultural imports by
the Lao PDR. From a low of $6.2 million of net imports in 2005, these products
reached a net value of $282 million in 2015, a 45-fold increase in nominal
value. Much of the increase can be attributed to imports of live bovine cattle
and live swine, which might be associated with the rise in livestock contract
farming. Schoenweger et al. (2012) estimated that livestock concessions cover
31,494 hectares, with an average land size of 573 hectares per contract.

The Lao agricultural product and market chains are dominated by isolated
farmers and agriculture enterprise operators that are organized in small groups,
and often have difficulty in accessing inputs, credit, and technology, which
in turn result in lower productivity and income. The lack of functional value
chain limits commercialization of agricultural products (Oraboune 2008).
Agro-enterprises, farmers, and marketers are unable to effectively link with

2. See, for example, Laos Buffalo Diary. http://www.laosbuffalodairy.com/.
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each other, missing opportunities arising from rapidly growing urban, regional,
or international markets. The absence of a commercial network makes it
more difficult for these agricultural players to gain access to markets and the
necessary knowledge to improve quality, add value, and innovate.

Demand for high-value products needs to be created, and necessary
incentives to support post-production systems to meet food safety and quality
standards need to be in place. Smallholder farmers and agro-enterprises are
less able and willing to invest in new technology, infrastructure, production,
and processing assets, unless there is demand for high-value quality products.
Incentives and support must also be acted upon to develop post-production
systems to ensure that Lao products meet the technical, sanitary, and
phytosanitary standards necessary to ensure product quality and food safety
of agricultural products.

The economy of the Lao PDR has benefited greatly from more than 3 decades
of market opening since NEM was introduced in 1986. The value of the
country’s recorded international trade expanded exponentially in nominal
United States (US) dollar terms. Notwithstanding this dramatic achievement,
numerous and nontrivial border barriers to international trade are still evident.
Table 2.5 reveals that while the Lao PDR’s applied import tariffs are about half
the rates that were established as the World Trade Organization maximum,
they still average 12% for farm products, which is higher than the nonfarm
products’ average of 7% in 2017.

Certainly, informal or unrecorded trade of some products would effectively
lower the extent of protection these tariffs provide to local producers; but
other products also face nontariff import restrictions in addition to tariffs.
Furthermore, taxes or other restrictions on exports of some farm products
lower the average rate of assistance provided to farmers by trade policies. The
net effect of these various measures on the Lao PDR has yet to be properly
estimated so that a comparison can be made with rates in other Asian countries
as reported in, for example, Anderson and Martin (2009).

Early in the reform process, the Lao PDR government was concerned about the
country’s capacity to maintain food (especially rice) self-sufficiency. Fearing
that domestic producers would take up cash crops and livestock farming
opportunities rather than produce basic food staples when cheaper rice was
flooding in from neighboring countries, the government imposed restrictions
to reduce dependence on rice imports. In addition, the government did not
allow provinces to ship rice to other provinces until they could produce twice
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Table 2.5: Weighted Average MFN Applied Tariff to Agricultural and
Nonagricultural Products in the Lao PDR by Key Trading Partner, 2017

(%)
Products MFN Applied Tariff Lao PDR Preferential Tariff
Agricultural
Thailand 46 46
PRC 48 16
European Union 43 43
Viet Nam 16 15
Japan 0.5 0.5
Nonagricultural
Thailand 0.9 0.9
PRC 3.9 0.8
Viet Nam 1.6 15
India 7.8 7.8
European Union 9.9 9.9

Lao PDR = Lao People’s Democratic Republic, MFN = most favored nation, PRC = People’s Republic of China.
Source: WTO (2019).

as much rice as was consumed there (ADB 2017a). Such price-distorting
trade-related policies—whether they help or harm certain groups such as
farmers—tend to lower national income and economic growth.

A small amount of rice exports has been recorded since 2014. But rice imports
are still relatively smallin 2019 (Figure 2.13). The Lao PDR’s rice self-sufficiency
appears to have been in the 97%-100% range since the 1980s.

Figure 2.13: Lao PDR Rice Import and Export Volumes, 1961-2019
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http://www.fao.org/faostat/en/#data (accessed January 2027).
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Linkages between the Agriculture and
Tourism Sectors in the Lao PDR

Development of Organic Agricultural Production

Despite having the smallest agricultural area devoted to organic agriculture
among other Association of Southeast Asian Nations (ASEAN) member
countries, the share of the Lao PDR’s certified organic crop area (0.4%) is
larger than that of Myanmar and Thailand. The Lao PDR ranked fourth to Viet
Nam, the Philippines, and Cambodia in 2018 (Figure 2.14), indicating that
organic agriculture has high growth potential. The country’s relatively pristine
soil, water resources, environment, and low chemical use in farming are natural
advantages with regard to organic agriculture.

Figure 2.14: ASEAN Cropland and Organic Agriculture, 2018
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Source: Food and Agriculture Organization of the United Nations. FAOSTAT.
http://www.fao.org/faostat/en/#data (accessed 11 January 2021).

Promoting organic farming is the government’s key strategy to involve
rural smallholder producers in market-oriented agriculture. The country’s
Agriculture Development Strategy to the year 2025 and Vision to the
year 2030 encapsulates the goal to develop the organic sector. The plan is
to support existing organic markets and establish new ones in Vientiane
Capital and the provinces of Savannakhet, Louangphabang, Champasak,
Xiangkhouang, Oudomxai, Louang-Namtha, and Vientiane Province by 2020,
andinall provinces by 2025. The market share of organic agriculture productsis
targeted to be 25% of all agricultural produce by 2025. Coffee, rice, and silk are



46 Developing Agriculture and Tourism for Inclusive Growth in the Lao PDR

among the organic agricultural crops with export potential. Under the Ministry
of Agriculture and Forestry’s Development Strategy of the Crop Sector 2025
and Vision 2030 (MAF 2015a), 2% of agricultural land area or about 70,000
farms will be allocated to organic agriculture or certified as organic by 2025.”

Agro-Food Processing Industry Development

The food processing sector has remained underdeveloped and dispersed.
Households are mostly involved in agro-food processing, which is mainly
oriented toward food preservation and small-scale commercialization. With
a few exceptions, a large majority of formal processors are very small and
highly concentrated. A large number of meat processing companies can be
found in Savannakhet and Vientiane provinces and the capital, while most of
the vegetable and food preservation processors are gathered in Xaignabouli
province. Millers of non-rice or maize grains are generally located in Vientiane,
Louangphabang, Champasak, and Oudomxai provinces; noodle production is
concentrated in Savannakhet province; and processors of coffee and tea are
mostly found in Phongsali, Savannakhet, and Oudomxai (GIZ 2017b). These
locally made products or uniquely processed agricultural products serve as an
important resource especially for local hotels, shops, and tourism businesses
specializing on food tourism.

Ensuring a stable supply of raw materials in the absence of vertical integrators
is a challenge, and the presence of intermediaries and consignees in the
supply chain raises the cost of obtaining these materials. Also, the domestic
market is too small a target for the food processing sector, and processed
food imports are deemed cheaper than local products (ERIA 2019). It will
be important to selectively identify niche markets particularly those with
comparative advantage.

To compete, the agro-processing sector must design policies and implement
regulations to ensure compliance with the safety and quality standards
required for exports to other countries. The Lao PDR government is already
collaborating with different sectors and entrepreneurs to improve the quality
of agricultural products for increased export, particularly to the PRC, the
country’s largest export market. The Lao PDR has successfully met quality
standards for crops and related products—such as rice, corn, cassava, bananas,
watermelon, and sweet potatoes—exported to the PRC.

3 Note that the Lao Organic Certification issued by the Lao Certification Body is only used domestically and is
not recognized in regional or international markets. Producers who want to export to organic markets abroad
need to obtain third-party certification to prove that they meet the organic standards of importing countries.
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Emerging Ecotourism Industry™

The Lao PDR’s tourism industry is growing rapidly. The sector offers enormous
opportunities that support inclusive economic growth by stimulating demand
and production within, as well as in other sectors. It is an important contributor
to job creation, both directly and indirectly through its backward and forward
linkages with other economic sectors. Tourism is also perceived as a catalyst
in expanding businesses and generating positive impacts such as increased
income, output, and employment at local and national levels (Khanal 2011).
Some studies say that if linkages between tourism and agriculture are weak,
rather than creating synergies, tourism tends to increase reliance in food
imports, undermining both local agriculture and foreign exchange earnings.
While tourism may increase the cost of production, laborers and landowners
tend to benefit fromincreased wages, higher resource values, and infrastructure
improvements. The sourcing of goods locally from the agriculture sector is
seen as a positive and beneficial impact of tourism in developing countries
such as the Lao PDR. Most national development plans are designed such that
tourism will stimulate economic benefits for other sectors, particularly the
agriculture sector (Slocum and Curtis 2018).

The country’s rich natural resources and cultural heritage can be stimuli for
tourism growth. According to the 2017 Assessment, Strategy, and Road Map
for Tourism (ADB 2018), the sector has a high potential to drive the country’s
development of agriculture, natural resources, and rural areas by creating
a demand for agricultural products and providing opportunities to develop
short-distance value-addition chains for local produce to be marketed and
supplied to tourist destinations. Tourism provides business opportunities and
creates jobs, especially to the poor and less-skilled in the rural areas. While
tourism jobs may not be as regular because of their seasonality, these can
provide farm workers extra income between cropping seasons.

Ecotourism in the Lao PDR is also growing, and the government has
established broad guidelines for its development. These guidelines emphasize
careful capacity management, sustainable use of resources, respect for
cultural and natural diversity, and involvement of local communities in the
decision-making process. Among others, the Lao PDR has established
successful ecotourism initiatives in Louang-Namtha’s Nam Ha national
protected area (NPA) and Bokeo’s Nam Kan NPA (Box 2.4).

' According to the International Ecotourism Society (https://ecotourism.org/what-is-ecotourism/),
ecotourism is defined as responsible travel to natural areas that conserves the environment, sustains the
well-being of local people, and involves interpretation and education.
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Box 2.4: Economic Impact of the Nam Ha Ecotourism Project on
Natural Resource Protection and Rural Development

The Nam Ha Ecotourism Project started in October 1999, with the objective of
promoting a community-based ecotourism model to help relieve pressure on
the Nam Ha national protected area (NPA), particularly its forest ecosystem.
The program helps local communities generate income and employment
opportunities. The model is based on a threat assessment methodology in
which the NPA management unit identifies and ranks a number of activities that
pose direct threats to the ecological integrity of the protected area. It turns out
that residents of the NPA themselves have committed some of the identified
threats, such as slash-and-burn agriculture, unsustainable harvesting of non-
timber forest products for sale and consumption, and illegal wildlife hunting.
Outsiders were also found to engage in harmful activities, such as hunting and
trade of wildlife. In addition, an increase in the number of free-ranging domestic
animals are disturbing wildlife populations by competing for habitat and spreading
diseases. Timber harvesting has been rampant. Road construction has also
reduced habitats and gave outsiders easy access to illegal hunting and harvesting.

Ecotourism through this program has proved helpful in generating significant
revenue for the local communities. Since 1999, community eco-guides and
associated service providers have received over $600,000 from the Eco-Guide
Service Unit treks alone. This represents significant additional income for a
province whose GDP per capita was $389. Tourism has supplemented traditional
village livelihoods, allowing community members to diversify their occupations,
save money, purchase household items, and pay for school fees. Women who
used to spend almost 2 days collecting bamboo or rattan shoots and another
day transporting them to market by foot, would earn only about $1-$2 per day.
With the program, these women can now spend only 2 to 3 hours to prepare a
meal for tourists and earn $3-$6 without having to venture far from the village,
thus affording them more time for childcare or other household or economic
activities.

In 2006, the Nam Ha Eco-Guide Service Unit sold 359 tours for 1,787 persons,
and generated $56,940 in gross revenues for the following:

*  Communities and merchants selling food and water on all tours

*  Accommodation in villages

e Transportation

e Guide fees

e Handicrafts

Source: UNDP (2012).
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Meanwhile, agritourism is another type of program that is expanding.
Commonly marketed as “farm-stay” or “community-based tourism,”
agritourism allows tourists to experience life on a farm. In the Lao PDR,
agritourism activities include trekking and farm-stays, and home-stay in the
northwest where tourists see the production of mountain rice, livestock,
forest foods, and medicinal herbs. In the central region, tourists visit
mainly traditional weaving villages with some livestock and rice paddies,
while in the southern region, visitors flock to the Bolaven Plateau and large
coffee plantations to experience the planting and picking of coffee beans
(ASEAN National Tourism Organization 2013). In 2016, the Phutawen Farm
(Box 2.5) located in Vientiane Capital began receiving support from
international development partners because of its programs to improve
farmers’ livelihoods (ADB 2018).

Box 2.5: Phutawen Farm - The New Hub of Sustainable
Agritourism in the Lao PDR

The Phutawen Farm is located in Ban Hai Village, Pak Ngum District, a 90-minute
drive from Vientiane city. It was built to pioneer and promote sustainable
food production and serve as an agritourism demonstration model with local
community involvement.

More than 2 years was spent on research, preparing a feasibility study, and
refining the farm’s integrated sustainable agriculture, inclusive business, and
tourism concept. In 2016, Phutawen Farm entered into cooperation with the
GIZ-ASEAN project on Standards in the Southeast Asian Food Trade to
collaborate on the promotion and application of good agricultural practice
standards for fruits and vegetables produced in the farm, as well as in the
implementation of the Lao organic standard accreditation for their rice and
field crops. The farm also serves as a technology and knowledge hub for plant
production planning in greenhouses, plant propagation, proper chemical
usage, integrated pest management, preharvest and postharvest management,
reducing postharvest losses, quality production, and quality management. It also
acts as a regional market link between farmers and consumers, while increasing
awareness on food safety and quality agricultural products.

Phutawen Farm is open to the public on weekends. Activities include farm
tours, cycling, and camping. Visitors can enjoy a combination of agriculture
and nature activities such as watching the sunflower and cosmos fields bloom,
as well as picking and buying fresh vegetables (ASEAN National Tourism
Organization 2013).

Source: GIZ (2017a).
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Food has become central to the tourism experience, sparking an interest in
promoting it to enhance a particular destination or as a main attraction in
a region. From an economic standpoint, food tourism is an opportunity to
generate income as tourists tend to be less sensitive to the price of food which
makes up one-third of tourism expenditures (Hall et al. 2003).

Conclusion

The economy of the Lao PDR has benefited greatly from more than
3 decades of market opening since NEM was introduced in 1986. Like other
countries in Southeast Asia, it has undergone structural transformation from
a primarily agrarian economy to a more diversified and market-oriented one.
Nevertheless, agriculture remains crucial in fostering inclusive growth in the
country, since the sector has the largest employment share in the country
(around 70%) and provides income to a large rural population (around 60% of
household income is from the sector).

Agriculture and forestry-based production have played a key role in the
subsistence and survival of many rural families, providing about 66% of the
total rural household income. Food accounts for about 60% of the low-
income population’s total household expenditure, causing many to be
highly vulnerable to food price shocks. Successive national socioeconomic
development plans since 1991 have all emphasized the need to focus on
developing the agriculture sector, including supporting shifts to nonfood (e.g.,
livestock) and commercial crop (e.g., maize, sugar, coffee) production while
maintaining food sufficiency for the general population. Investments have
been made in irrigation to expand cultivated areas, in transport infrastructure
to move goods and people more efficiently, and in reforms to the landholding
system to improve farm productivity. Security in property rights improve
farmers’ access to affordable credit, and provides an incentive for them to
improve land quality and maximize land productivity.

Overall, the country has comprehensive agricultural policies and robust
strategies to develop its agriculture sector; however, a more conscientiously
aimed effort and stronger institutional coordination among the various
agricultural agencies are needed to turn these policies and strategies
into action and bring them to fruition. While there have been significant
achievements within the sector, still more work is needed.
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Product market chains continue to be dominated by small operators seeking
to connect with domestic and neighboring markets. There are still very
few large agribusinesses in the Lao PDR. Value additions to the existing
agricultural products that farmers produce can directly increase their income
and contribute to the economic development of the sector. A functional value
chain is important to link farmers with other agri-enterprise players, to gain
better access to regional markets and innovations that can help improve the
quality and value of various local agricultural products. To improve agricultural
value chains, the government needs to focus on some of the following key
policy areas.

Enhance efficiency in agricultural production and strengthen linkages
among key players of the value chain. The government can act as a facilitator
between agricultural producers, consolidators, processors, service providers,
and traders. In the organic vegetable value chain, for example, organized
smallholder organic producers can be linked to the bigger agro-processing
companies in exporting processed organic agricultural products. Clustering
of the various value-chain players, especially the farmers, processors, and
traders can enhance delivery of research and extension services and simplify
business activities and provision of credit. In the rice value chain, expediting
contacts between farmer producers and rice millers via public-private
partnerships can increase and streamline linkage activities.

Develop an enabling and supportive business-friendly regulatory
environment. Agricultural value chains can also benefit from a more
supportive business and regulatory framework. Given the Lao PDR’s
comparative advantage in organic farming, developing organic agricultural
certification, inspection, and food safety standards that are acceptable
to international markets can broaden markets for the organic agricultural
products of the country. Strengthening product labeling regulations can
also improve transparency in retail markets, especially in organic product
certification.

Increase support toward production-enhancing investments such as
mechanization, storage and postharvest facilities, farm-to-market
connectivity, and modernization of information, communication, and
technology across the agriculture value chain. Provision of production-
enhancing investments in agriculture can improve the quality of produce
and the capacity of farming activities. In the rice value chain, for instance,
investments in agricultural mechanization and modern milling and storage
facilities can improve the quality of milled rice and reduce losses. Investments
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in rural road connectivity is also a production-enhancing investment in
agricultural value chains. It lowers the trade costs of getting farm produce to
markets, thus raising the farm-gate price—and at the same time potentially
lowering the urban consumers’ retail price. Although the irrigated area has
expanded in the past decades, further investments in irrigation are needed,
given that large areas with significant potential for productive cultivation
are not yet irrigated. Public and private resources have to be channeled to
bring modern technology to the rural areas to spur innovation in agricultural
production and processing, harness digital technology to enhance value
chains, and expand market access, thus increasing farm productivity and
raising rural incomes.

Increase investment in agricultural research development and
extension. Public investments in agricultural research development and
extension—especially in crop variety improvement—and development of the
nutritional content of food staples, would boost the income and nutritional
health of both farm and nonfarm households, in turn increasing food self-
sufficiency and making food more affordable in local markets. Improved
research development and extension on cash crops like coffee can have a
high payoff since the country already has established markets abroad.

The Lao PDR’s intersectoral linkages remain weak, limiting the growth that
can result from the positive synergies these sectors can generate. Tourism
and agriculture can stimulate and benefit from each other’s progress. While
organic food production, agro-food tourism industries, handicrafts, and
agro-processing of local food products have emerged as employment and
income sources, these will need support to bring better opportunities for local
producers and farmers and to achieve more inclusive growth. To strengthen
the link between these two sectors, the government can build partnership and
community by developing a platform that provides incentives and creates a
string of networks connecting various agricultural growers, suppliers, and
tourism service providers.



CHAPTER 3

Navigating Growth in Lao PDR

Tourism

Steven Schipani, Takashi Yamano, and Manisha Pradhananga

People’s innate affinity for novel experiences, rising personal incomes, easy
access to travel information, and rapidly improving connectivity all drive
global tourism growth. With its outstanding tourism resources and strategic
location in the world’s most populous region, the Lao People’s Democratic
Republic (Lao PDR) is well-positioned to benefit more from its growing
tourism industry. International tourist arrivals rose from 2.5 million in 2010
to 4.8 million in 2019 and corresponding international tourism receipts
increased from $381.7 million to $934.7 million over the same period.
Tourism’s direct contribution to gross domestic product (GDP) was 5.1% and
total contribution about 10% in 2019. It is estimated that tourism in the Lao
PDR sustains 348,700 (10.2 % of total employment) jobs in a range of service
and productive enterprises (WTTC 2021).

Well-managed tourism creates good jobs and economic opportunities for
women, youth, and other vulnerable groups. In 2019, tourism sustained
up to 334 million jobs worldwide (10% of global employment), mainly in
small and medium-sized enterprises (WTTC 2021). Women comprise
60%-70% of accommodation workers but are underrepresented in
higher-paying management roles. Southeast Asian countries employ some
of the highest percentages of women and people from vulnerable groups.
For example, women make up about 70% of Viet Nam’s tourism workforce,
followed by the Lao PDR (63%) and the Philippines (58%).

The government, the private sector, and civil society increasingly recognize that
well-managed tourism uses natural resources sustainably and can contribute
substantially to socioeconomic progress. Sustainable Development Goals
(SDG) 8,12, and 14 explicitly uphold global commitments to foster sustainable
tourism that creates jobs and promotes local culture and products, sustainably
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uses marine resources to increase tourism’s economic benefits for small
island developing states and least developed countries, and monitor tourism’s
development impacts. Intelligently managed tourism has an important role in
attaining most SDGs, particularly those that aim to end poverty and inequality,
achieve gender equality, build resilient infrastructure, make cities more
inclusive, protect biodiversity, and promote peace (see Box 3.1). This section
provides data and discussions that may be useful for the Lao PDR government
to develop practical and effective policy actions toward achieving these goals.

Box 3.1: The Contribution of Well-Managed Tourism to Select
Sustainable Development Goals

= Tourism fosters inclusive economic growth, generating jobs
POVERTY and income. Tourism development can be linked with national
poverty reduction goals, promote entrepreneurship and small
businesses, and empower disadvantaged groups, particularly
youth and women.

J— Taxes and other public income generated by tourism can be
AND WELL-BEING reinvested in health-care services and other public goods to
improve residents’ well-being and improve visitor experiences.

GENDER Tourism offers women opportunities to unlock their potential as
pr entrepreneurs, managers, and leaders. It empowers women by
providing jobs, income-generating opportunities, and a stronger
voice in community decision-making.

Tourism drives economic growth and prosperity, employing
about 10% of the global workforce. It creates decent work
opportunities, particularly for youth and women, and a pathway
for lifelong skills and professional development.

Tourism relies on good public and private infrastructure and
innovation, which benefits residents and visitors. It can also
incentivize destinations to adopt resource-efficient and clean
industrial policies as a means to attract tourists and investment.

Continued next page
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Box 3.1 continued
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Tourism reduces regional inequality by providing a means for
people to prosper in their place of origin. Tourism can contribute
to economic growth in lagging areas and narrow the urban-rural
development gap.

Tourism  catalyzes urban infrastructure improvements,
greenspace development, universal accessibility, urban renewal,
and cultural and natural heritage preservation. Tourism can
encourage host communities and visitors to reduce the use
of plastic, improve solid waste management, and protect the

environment.

Tourism can raise funds and awareness to protect marine and
freshwater ecosystems and biodiversity.

Tourism can raise funds and awareness to protect terrestrial
ecosystems, landscapes, and biodiversity.

Tourism fosters multicultural and interfaith tolerance and
understanding, laying the foundation for more peaceful societies.
Tourism can also provide community livelihoods and strengthen

cultural identities, helping to prevent violence and conflict.

Tourism is a multisector economic activity that can strengthen
international, national, and local stakeholder engagement and
cooperation to achieve the SDGs and other common goals.

Source: Adapted by the authors from UNWTO (2019).
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Global Tourism Context

In 2018, international tourist arrivals worldwide reached 1.4 billion, 5.6% more
than in 2017. International arrivals increased further to 1.5 billion in 2019

before this upward trend was interrupted by the coronavirus disease
(COVID-19) pandemic beginning in the first half of 2020 (UNWTO 2020).

Remarkably, about 80% of international travel is intraregional and 78% is
for leisure. Before the onset of COVID-19, Europe accounted for 50.8% of
international arrivals worldwide, followed by Asia and the Pacific (24.4%) and
the Americas (15.5%). Asia and the Pacific’s 6.1% international arrivals growth
in 2018 outperformed growth in Europe (5.7%) and the Americas (2.9%) and
is expected to remain above the global average through 2030.

The People’s Republic of China (PRC) is the world’s top supplier of
international tourists. In 2019, 149.7 million outbound Chinese tourists
spent $277.3 billion—more than double that of the United States
($126.0 billion), the world’s second highest spending outbound source market
that year. Worldwide, average spending per international arrival is $1,010,
while the average for emerging economies is $790 per arrival (2017). In 2018,
total international tourism receipts reached $1.4 trillion.

Despite tourism’s downturn in 2020, historic trends suggest that
international and domestic tourism will bounce back and continue to foster
global prosperity once COVID-19 is controlled. International and domestic
tourism directly contributed $2.7 trillion (3.2%) to global GDP in 2018, mainly
from economic activity related to accommodations, food and beverages,
retail, transport, and recreation services. The total contribution to global GDP
is estimated at $8.8 trillion (10.4%) when capital investment, government
spending, and supply chain effects are included.

Tourism in Southeast Asia

Tourism is a major contributor to Southeast Asia’s rising prosperity and
economic integration. International tourist arrivals grew 7.5% in 2018,
reaching 135.2 million (9.5% of 1.4 billion arrivals worldwide), 33.3% more
than 2014 (Table 3.1). International arrivals increased further to 143.5 million
in 2019, before the COVID-19 pandemic stopped most international travel
in early 2020. Pre-COVID-19, tourism-related services together with capital
investment, government spending, and supply chain effects contributed in
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total 12.0% to Southeast Asia’s combined GDP and sustained 42.6 million
jobs (about 13% of total employment). Domestic tourism generated about

half of total tourist spending, with more than 800 million trips per year
(WTTC 2020).

Table 3.1: Southeast Asia’s Tourist Arrivals, GDP Share, and
Employment, 2014-2019
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... = data not available, GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic

Note: GDP share is for total contribution of tourism.

Sources: National tourism organizations; World Travel & Tourism Council travel and tourism economic impact
reports.

Tourism in Southeast Asia is strongly influenced by intraregional travel. There
were 51.5 million intraregional tourists in 2019 (35.9% of the total). Other major
source markets are the PRC, comprising 22.5% of total visitors, the Republic of
Korea (7.3%), and Japan (3.9%).

Enabling policies and quality gateway infrastructure make Southeast Asia one
of the world’s best-connected tourism destinations. For example, progressive
implementation of the Association of Southeast Asian Nations (ASEAN)
Multilateral Agreement for the Full Liberalization of Passenger Air Services
helped to increase scheduled air-seat capacity from 200 million seats in
2008 to nearly 530 million in 2018. The United Nations World Tourism
Organization (UNWTO) ranks Southeast Asia most open in terms of tourist
visa requirements, with the ASEAN Framework Agreement on Visa Exemption
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allowing ASEAN nationals visa-free travel to other ASEAN member countries.
In 2019, about one-third of the world population could obtain a tourist visa
on arrival, and 26% were not required to obtain a visa when traveling for
tourism (UNWTO 2014).

The ASEAN Mutual Recognition Agreement on Tourism Professionals
eases labor mobility for workers in 32 job types and provides a framework
to improve regional service quality. Growing adoption of ASEAN clean
city, green hotel, and other common tourism standards demonstrates the
region’s firm commitment to improve environmental and social sustainability.
The ASEAN common tourism standards platform also provides a venue to
develop common health and hygiene standards needed to protect public
health and rebuild consumer confidence to travel.

While regional cooperation and facilitative policies could quicken Southeast
Asia’s tourism recovery once COVID-19 is contained and borders reopen,
the generally low competitiveness rankings in Table 3.2 show that significant
public and private infrastructure, technology, and human development
investments are needed to reinvigorate growth and ensure it is managed
inclusively and sustainably.

Table 3.2: Southeast Asia’s Travel and Tourism Competitiveness

Rankings, 2019
Infrastructure Enabling Conditions
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... = data not available, ICT = information and communication technology, Lao PDR = Lao People’s Democratic
Republic.

Notes: Rank = 1-140. Lower number indicates better performance.

Source: World Economic Forum (2019).
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The ASEAN Tourism Strategic Plan 2016-2025, endorsed by the Lao PDR,
guides regional tourism cooperation in Southeast Asia. It sets out an ambitious
vision for sustainable and inclusive tourism that contributes significantly to
socioeconomic well-being. Strategic directions focus on enhancing tourism
competitiveness, promoting the region as a single destination, and ensuring
tourism is sustainable and inclusive. There are strategic programs to improve
(i) marketing; (i) product diversification; (iii) investment promotion;
(iv) human development; (v) ASEAN tourism standards implementation;
(vi)infrastructure; (vii) travel facilitation; (viii) tourism value chain participation;
(ix) safety, security, and heritage protection; and (x) environmental protection
and climate change responsiveness. The ambitious plan anticipates that by
2025 tourism could contribute 15% to Southeast Asia’s combined GDP and
support 7% of the region’s jobs (ASEAN 2015).

Centrally located in the six-country Greater Mekong Subregion (GMS), the
Lao PDR cooperates closely with its neighbors to jointly promote intraregional
tourism. The GMS Tourism Sector Strategy 2016-2025 steers these efforts
in alignment with ASEAN’s vision for more sustainable and inclusive tourism
(Mekong Tourism Coordinating Office 2016)." Particularly relevant in a post
COVID-19 world, GMS tourism cooperation emphasizes the need to build
resilience and partnerships to achieve competitive, balanced, and sustainable
tourism destination development. Strategic programs to strengthen human
resources, improve public infrastructure for tourism, enhance visitor
experience and services, support creative marketing and promotion, and
facilitate regional travel are estimated to cost $58.7 billion. Crosscutting
themes include gender equality, private sector development, environmental
sustainability, universal access, and integrated destination management.
The GMS Tourism Sector Strategy targets 95 million international visitors,
$130 billion annual international visitor expenditure, and 15 million tourism
workers (50% women) by 2025. The Lao PDR’s recently formulated National
Tourism Development Plan 2021-2025 aligns with regional objectives to
promote green and sustainable high-quality nature and culture-based tourism
that contributes to poverty reduction and inclusive economic growth.

Tourism in the Lao PDR

The government and the private sector work together to entice more tourists,
for instance, by organizing “Visit Laos Year” 2018, which helped increase
international arrivals by 8.2% that year. However, the Lao PDR’s 2010-2019

* The GMS comprises Cambodia, the PRC’s Yunnan Province and Guangxi Zhuang Autonomous Region, the
Lao PDR, Myanmar, Thailand, and Viet Nam.
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cumulative annual growth rate of 6.7% slightly lags behind Southeast Asia’s
6.9% annual growth rate during this period. Like other destinations across the
world, the Lao PDR also witnessed a significant decline of international tourist
arrivals (-81.5%) in 2020 as a result of the COVID-19 pandemic.

The Lao PDR’s main source of tourism markets are the Southeast Asian
countries, which accounted for 66.8% of international arrivals in 2019.
Arrivals from the other Asia and Pacific countries totaled 27.5%, followed
by Europe (3.8%) and the Americas (1.7%). Arrivals from Africa and the
Middle East comprise less than 1% market share. Thailand is the Lao PDR’s
top source market with about 2.2 million annual arrivals, but its share has
declined from 49.6% of the total in 2015 to 45.1% in 2019. Tourists from
Viet Nam comprise 19.3% of total arrivals, the PRC 21.3%, and the Republic
of Korea 4.2%. Overall, an astonishing 94.3% of the Lao PDR’s international
tourist arrivals are intraregional (i.e., from Southeast Asia and the rest of Asia
and the Pacific). The fastest growing markets within the region, from a base
of at least 25,000 arrivals in 2019 were the PRC (26.9%), the Republic of
Korea (16.5%), and Thailand (11.9%). In 2019, arrivals from the United States
increased 24.4% to 61,184, the highest among the long-haul North American
and European markets. The sizable population of Lao-Americans (246,000)
partially explains strong growth from the United States (US Department of
Commerce, Bureau of the Census 2013).

Tourist Visa Policy

Open tourist visa policies favor Southeast Asia and some north Asian
markets. The Lao PDR is a signatory to the ASEAN Framework Agreement on
Visa Exemption, allowing ASEAN nationals holding a passport visa-free entry
for 14-30 days. Tourists holding a passport from Japan, Luxembourg, the
Republic of Korea, the Russian Federation, and Switzerland may enter
without a visa for 15 days. Nationals of more than 180 countries can obtain
prearranged 30-day tourist visas or visa on arrival at 22 entry ports, with visa
fees ranging from $30 to $42. Visa-on-arrival processing typically takes 15-30
minutes at international airports but may be twice as long at busy land ports
during peak arrival times. Introduction of electronic visas in 2019 shortened
entry processing times for visitors from 150 countries that are eligible for this
type of visa.

To attract higher-spending visitors, the Lao PDR should expand visa
exemption policies to countries with high outbound tourism expenditure. The
PRC,thesource market with the most tourist spendingin 2018, could potentially
supply more tourists to the Lao PDR if visa fees are waived, in the same way
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that the Republic of Korea and Japan were encouraged to do so (Table 3.3).
According to UNWTO and the World Travel & Tourism Council (WTTC), visa
exemptions generate higher arrivals growth compared with electronic visa or
visa-on-arrival policies. Case studies comparing visa exemption with other
forms of visa facilitation show that arrivals growth is 5.3% higher when visa
requirements are eliminated (UNWTO and WTTC 2014).

Table 3.3: Lao PDR’s Tourist Visa Requirements for High-Spending
Source Markets, 2019

Arrivals to the
Lao PDR

Global Tourism Tourist
Population Expenditure Visa

Country (million) ($ billion) Rank Required Total % total
PRC 1,392.7 277.3 1 Yes 1,022,727 213
United States 326.8 126.0 2 Yes 61,184 13
Germany 82.9 95.6 3 Yes 25,346 0.5
United Kingdom 66.5 70.9 4 Yes 31,976 0.7
France 67.1 48.9 5 Yes 44 416 0.9
Australia 25.0 37.0 6 Yes 24,750 0.5
Canada 371 34.5 8 Yes 12,873 0.3
Russian Federation 1445 34.3 9 No 12,054 0.3
Republic of Korea 51.6 351 7 No 203,191 4.2
Italy 60.4 30.1 10 Yes 7,330 0.2
Singapore 5.6 26.5 11 No 11,730 0.2
India 1,352.6 213 14 Yes 8,152 0.2
Japan 126.5 20.2 16 No 41,736 0.9
Philippines 106.7 119 28 No 17,187 0.4
Malaysia 315 12.1 26 No 28,321 0.6
Thailand 69.4 121 27 No 2,160,300 451
Indonesia 267.7 10.3 33 No 5,161 0.1
Viet Nam 9515 6.1 43 No 924,875 19.3

Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China.

Note: Expenditure data and population data are for 2018.

Sources: UNWTO. Tourism Dashboard. https://www.unwto.org/unwto-tourism-dashboard (accessed

6 July 2021); MICT (2020); and population data from World Bank. World Development Indicators Database.
https://databank.worldbank.org (accessed 6 July 2021).

Purpose of Visit and Travel Patterns

The main purpose of visit for all source markets is leisure (81.0%), followed
by business (7.4%) and visiting family and friends (3.3%). About 63% of
international tourists mention they visit the Lao PDR because of its cultural
attractions, 59% seek nature-based experiences, and 44% are interested in
historic attractions. Religious pilgrimage is another significant motivation to
visit. About 37% of international tourists visit Buddhist temples and other
monuments, mostly during the November to April festive season.
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International tourists predominantly enter the Lao PDR through one of its
24 international land ports (83.5%in 2019) and the rest enter through airports.
Land ports are served by international coach services that connect the Lao
PDR with neighboring Cambodia, the PRC, Thailand, and Viet Nam. The
Mekong River cruising between Chiang Rai in Thailand and Louangphabang
in the Lao PDR is another way through which international tourists enter or
leave the country, however the recent completion of an expressway between
Vientiane Capital and Vangviang has led to a sharp increase in self-driven
tourism. Expansion of this expressway further north to the PRC border, and
a planned expressway connecting Vientiane Capital with the Lao PDR’s
southern provinces, is also expected to boost domestic tourism. Domestic
overland travel is mainly by interprovincial bus and hired vehicles. The
Lao PDR-PRC railway, currently under construction, will provide another
important alternative to enter the country, especially for tourists from the
PRC (see Box 3.2) (Keola 2019).

Box 3.2: Lao People’s Democratic Republic-PRC Railway

- The 414-kilometer (km) Lao People’s
R e s Democratic Republic (Lao PDR)-
People’s Republic of China (PRC)
railway will run from the Lao PDR’s
Boten border gate in northern Louang-
Namtha province to Vientiane
Capital, with 10 passenger stations
in  Louang-Namtha, = Oudomxai,
Louangphabang, Vientiane Province
(including Vangviang district), and
Vientiane  Capital.  Construction
started in 2016 and is scheduled for
completion by December 2021. The
railway is part of the larger Kunming,
PRC to Singapore regional rail
network and is expected to initially
carry about 4 million passengers
per year. With an operating speed
of 160 km per hour, overland travel
time between Vientiane Capital and Louangphabang will be reduced to about
2 hours. Overland travel between the Boten border gate and Louangphabang
will also be about 2 hours. The railway is expected to significantly boost Thai and
Chinese tourist arrivals, as well as domestic tourism. It will also lower transport

Source: ESCAP and UNCTAD (2019).

Continued next page
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Box 3.2 continued

costs; thus, apart from benefiting the tourism sector, it could make production
and export of manufactured goods and agricultural products more competitive.

Destinations served by the railway should proactively prepare for an expected
surge in international and domestic tourists. This includes improving local
transport infrastructure, environmental services, and tourism destination
management capacity. While most Lao tourism businesses have a good
understanding of Thai and domestic tourist preferences due to cultural and
linguistic similarities, their understanding of the large, diverse, and relatively
new Chinese market is low. Lao businesses that want to engage Chinese tourists
should become acquainted with the interests and purchasing habits of this
potential market segment and target it appropriately. Properly designed Chinese-
language digital marketing materials distributed using online resources such as
WeChat, Trip.com, and custom-built websites are essential to steer potential
customers to local businesses. Other important considerations are to train staff
to speak Mandarin, offer Union Pay, Alipay, and WeChat payment options, and
ensure free Wi-Fi is available for guests to easily share experiences directly from
the destination.

Sources: Authors; and Yap (2017).

Vientiane Capital’s Wattay International Airport is capable of handling wide-
body jet aircraft and received 574,137 international arrivals or 12.0% of the
total in 2019. This is only about 25% of the airport’s 2.3 million international
passenger handling capacity. In the same year, Louangphabang International
Airport, which was recently upgraded to handle larger aircraft, recorded
202,159 arrivals equal to about 4.2% of the country’s total.'® Pakxe and
Savannakhet international airports in southern Lao PDR each receive less
than 1% of total international arrivals (Figure 3.1). As shown in Table 3.4,
both flight frequency and seat capacity increased at a faster pace than the
international tourist arrivals during 2017-2019.

The busiest land port of entry is the first Lao-Thai Friendship Bridge
near Vientiane Capital, which processed 1.3 million arrivals in 2019
(27.6% of the total). Other main ports of entry are Boten bordering the
PRC (536,906 arrivals); Savannakhet’s second Lao-Thai Friendship Bridge
(405,031 arrivals); Savannakhet’s other international land port Dane Savanh
bordering Viet Nam (236,403 arrivals); and Champasak’s Vang Tao bordering

'* Louangphabang International Airport was upgraded during 2012-2013, enabling it to handle narrow-body
jet aircraft.
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Table 3.4: Lao PDR Flight Frequency and Seat Capacity, 2017-2019

% Change
Origin 2017 2018 2019 2017-2019
Flight Frequency
Thailand 4,091 4,515 5,217 27.5
PRC 2,219 2,767 2,422 9.1
Viet Nam 1,613 1,617 1,576 2.3)
Republic of Korea 1,299 1,773 1,159 (10.8)
Cambodia 984 948 994 1.0
Malaysia 365 259 157 (57.0)
Singapore 197 168 147 (25.4)
Total 10,768 12,047 11,672 8.4
Seat Capacity
Thailand 559,644 616,135 732,445 30.9
PRC 339,130 423,367 440,756 30.0
Republic of Korea 225,429 316,652 187,187 (17.0)
Viet Nam 193,068 219,774 223,191 15.6
Cambodia 122,452 145,968 151,795 24.0
Malaysia 65,700 46,620 28,260 (57.0)
Singapore 28,766 25,224 25,590 (11.0)
Total 1,534,189 1,793,740 1,789,224 16.6

() = negative, Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China.
Source: OAG via Pacific Asia Travel Association mPower. https://mpower.pata.org/aviation/flight-frequency
(accessed 4 May 2019).

Thailand (206,030 arrivals) (Figure 3.1). The number of Lao outbound
travelers that transited land ports reached about 2.7 million in 2019, a 16.1%
drop from 2018. Thailand is the most popular destination.

There are distinct central, northern, and southern subnational destination
clusters in parts of the country. The central cluster received around 2.2 million
international tourists in 2019 understandably because it includes Vientiane
Capital and Wattay International Airport. The northern cluster had more
than 1.9 million international visitors, with Louangphabang being the main
attraction. The southern cluster (Khammouan, Savannakhet, and Champasak
provinces) received slightly more than 2.1 million visitors in 2019. During 2014~
2019, arrivals increased 108.8% in the northern cluster, 3.0% in the central
cluster, and 4.1% in the southern cluster. Arrivals in the southern cluster were
14.1% lower in 2018 compared with 2019 because of fewer Thai tourists and
lackluster growth from other source markets.


https://mpower.pata.org/aviation/flight-frequency
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Figure 3.1: Tourist Arrivals at Port of Entry, 2019
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The number of domestic tourists increased by 13.1% from about 2.1 million
in 2014 to 2.4 million in 2019. Domestic tourists tend to vacation and join
festivals in the same subnational destination clusters as international tourists,
however, obligations to visit family and friends also strongly motivate domestic
travel. In 2019, about 0.5 million domestic tourists visited the central cluster,
up to 20.5% from 2014. Domestic tourist arrivals in the northern cluster only
slightly increased by 6.0% to 0.31 million in 2019 from 0.30 million in 2014.
The southern cluster was the second most popular destination for domestic
tourists in 2019 receiving about 0.9 million, a 1.5% increase from 2014.

The Lao PDR’s tropical monsoon climate influences tourist arrival patterns.
The peak tourism season, when demand for labor and services are highest,
occurs during the cool dry period from November through February, with
fewer international arrivals in the hot dry months of March and April, and
during the rainy season months of May through September. These trends
complement the agricultural cycle, as workers can switch to farming activities
during the productive rainy season, when there is a decrease in tourism arrivals.

Figure 3.2 shows that in 2019, tourist arrivals averaged 399,255 per month:
highest in November (473,648) and lowest in January (331,524). Long-
haul international arrivals peaked in June (175,014) and were lowest in
April (35,378), a difference of 79.8% between the peak and low seasons. In
comparison, intraregional arrivals vary only 51.9% from peak to low season
months, ranging from 193,632 in June to 402,665 in November.

Figure 3.2: Tourist Arrivals by Month and Type of Visitor, 2019
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Tourism Receipts and Investment

According to the Ministry of Information, Culture and Tourism (MICT),
international tourism receipts were $934.7 million in 2019 (Table 3.5).
Tourism’s direct contribution to GDP was 5.1% and total contribution
was about 10% the same year. International tourist spending is among
the Lao PDR’s main sources of foreign exchange, trailing mineral exports
($1.4 billion), receipts from other industries (nearly $1.3 billion), and
electricity exports ($1.3 billion). However, receipts per international tourist
average only $195.1, the lowest in Southeast Asia and significantly lower than
Asia and the Pacific’s $1,220 benchmark. Moreover, substantial amounts
of foreign exchange generated by tourism “leak” out of the Lao economy
to purchase imported goods and services that are consumed by tourists
(ADB 2017b). Accommodation and meals each comprise about 25% of
tourist expenditures, followed by shopping (15%) and transport (14%). The
remaining 21%, categorized as other expenditures, includes excursions
and entertainment.

Table 3.5: Lao PDR International Tourist Arrivals, Tourism Receipts,
and Receipts per International Tourist, 2014-2019

($ million)
International Tourist International Tourism Receipts per
Arrivals Receipts International Tourist
(million) ($ million) ©))
2014 4.2 641.6 154.3
2015 4.7 725.4 154.8
2016 4.2 724.2 170.8
2017 3.9 648.1 167.5
2018 4.2 811.0 193.7
2019 4.8 934.7 195.1

Source: Author’s estimates derived from MICT (2020).

Although long- and medium-haul international tourists comprise only 13.2%
of total international arrivals, these markets accounted for 44.9% of total
tourist spending in 2019. Their average length of stay is 8 days and average
spending is $83.6 per day, generating $663.3 average expenditure per visit. In
comparison, intraregional tourists typically stay 1-3 days and spend $12-$80
perday. MICT reports that Chinese tourists spend $202.6 per visit, Vietnamese
$87.5, and Thai $103.7. Further segmentation indicates the combined
3.1 million Chinese, Thai, and Vietnamese tourists that entered the Lao PDR
with a passport in 2019 stayed 3-times longer and spent more than twice as
much per day than intraregional tourists from these markets that enter with
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a border pass.” The importance of attracting higher-spending segments of
these three intraregional markets to boost tourism receipts should not be
overlooked, especially considering the average spending per international
trip by Chinese tourists worldwide is estimated to be $2,000 (McKinsey
& Company 2018).

Table 3.6 illustrates the Lao PDR’s high intensity of tourism services and
tourist arrival patterns discussed above. Tourism services are predominately
provided by Lao-owned private enterprises (92%). The few large
foreign-owned international hotels and travel agencies are mainly found
in Vientiane Capital, Vientiane Province, and Louangphabang. Bokeo,
Savannakhet, and Vientiane Province each have one foreign-owned
casino-hotel with about 500 rooms each.

Table 3.6: Lao PDR Tourism Services and Tourist Arrivals by Province,

2019
Tour International Domestic
Accommodations Operators Tourists Tourists

3

2

£

E
Province z
Attapu 823 15 54 3 0.6 164,139 22 66,793 28
Bokeo 1,412 25 67 15 28 637,842 87 52,442 22
Bolikhamxai 2,913 52 47 6 1.1 157,607 2.1 134,169 5.7
Champasak 3,793 6.8 49 27 5.0 1,077,645 14.6 292,093 124
Houaphan 984 1.8 40 2 0.4 58,757 0.8 23,401 10
Khammouan 2,286 41 57 6 1.1 444396 6.0 149,078 6.3

Louang-Namtha 1,509 27 64 7 13 661,852 9.0 40,549 17
Louangphabang 6,746 121 69 81 15.0 638,101 87 221,934 94

Oudomxai 2,231 40 65 5 0.9 118,468 1.6 112,118 4.8
Phongsali 915 1.6 47 2 0.4 160,012 2.2 8,623 0.4
Salavan 816 1.5 52 2 0.4 112,770 15 82,450 3.5
Savannakhet 4,686 8.4 53 10 1.9 650,339 8.8 476,697 20.3
Xekong 706 13 51 0 0.0 55,438 0.8 53,559 2.3
Vientiane Capital 14,013 252 59 317 588 1,868,985 254 1447232 6.1
Vientiane 6,372 115 61 32 5.9 329,857 4.5 382,139 16.3
Province

Xaisomboun 336 0.6 46 0 0.0 21,252 0.3 17,465 0.7
Xaignabouli 2,557 46 41 16 3.0 117,172 1.6 29,222 1.2
Xiangkhouang 2,443 44 51 8 1.5 83,407 11 63,887 2.7
Total 55,541 100.0 54 539 100.0 7,358,039 100.0 2,350,851 100.0

Lao PDR = Lao People’s Democratic Republic.
Source: MICT (2019 and 2020).

7" 1.0 million intraregional tourists from the PRC, Thailand, and Viet Nam entered with a border pass in 2019.
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The number of accommodations businesses increased 20.4% during
2014-2019 (Table 3.7). While the number of hotels rose steadily each year,
2016 saw guesthouse openings sharply increase following the 12.6% surge in
international arrivals in 2015. The subsequent 10.0% decrease in arrivals in
2016—partly affected by fewer tourists from Thailand which encouraged local
tourism through tax incentives in 2016-2017—led to 11.7% fewer guesthouses
and 20.5% fewer restaurants in 2017. Guesthouse and restaurant openings
each rebounded about 12% in 2018.

Table 3.7: Lao PDR Tourism Service Enterprises, 2014-2019
(number and % growth)

Change
2014-2019
2014 2015 2016 2017 2018 2019 (%)
Accommodations 2,426 2,449 2,997 2,734 3,102 2,920 204
Hotel 515 542 545 569 670 637 23.7

Guesthouse? 1911 1,907 2,452 2,165 2,432 2,283 195
Total rooms 44,714 48,386 46,513 50.600 56,825 55,541 24.2

Occupancy rate  54.0% 57.0% 51.0% 54.0% 53.0% 54.0% 0.0
Restaurant 1,269 1,664 2,969 2,360 2,646 2,679 1111
Entertainment 164 164 365 249 305 246 50.0
Travel Agent 342 368 381 422 503 539 57.6

Lao PDR = Lao People’s Democratic Republic.

2 Includes resorts.

Source: Ministry of Information, Culture and Tourism. Annual Statistical Reports on Tourism in Laos
(Years: 2014-2019).

The Lao PDR’s accommodations subsector is characterized by small family-
run hotels and guesthouses with varying service quality. In 2019, the average
number of bedrooms in the hotel category is 39, while guesthouses and resorts
average 13 bedrooms. In the same year, provincial occupancy rates ranged
from 40% in Houaphan to 69% in Louangphabang. Excess inventory
and low average daily rates undermine revenue per available room, a key
accommodations performance metric.”® For example, given international
tourists spent an estimated $202.7 million on accommodations in 2018
(25% of total receipts) and the national room inventory totaled 56,825,
revenue per available room was about $14. In comparison, average revenue
per available room in Southeast Asia was $82.5 based on 70.2% average
occupancy and $117.4 average daily rate.

'8 Daily rates typically range $15-$35 for guesthouses and $40-$120 for hotels.
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Louangphabang has seven luxury hotels with a total of 314 bedrooms. In 2018,
the average daily rate for this segment was $293; however, 33.5% occupancy
generated only $98 per available room (Horwath HTL 2019). Still, revenue per
available room was 19% higher than Southeast Asia’s average, demonstrating
that the Lao PDR can provide the quality accommodation services needed
to attract high-spending markets. Louangphabang has one additional luxury
hotel in its development pipeline which will add 54 bedrooms to this category
when it opens in 2022. Louangphabang’s upscale category, with rooms
typically priced $120-$200 per night, comprises 16 properties with about
400 bedrooms. There are two upscale hotels in the development pipeline
expected to add 174 additional rooms in 2021.

Tourism Employment

The Lao PDR’s comprehensive 2018 tourism and hospitality enterprise
survey estimated that tourism directly sustains 54,400 jobs, including travel,
accommodations, and retail enterprises (Ministry of Education and Sports
2018). The in-depth survey assessed 1,270 businesses with 42,600 workers
and found that the handicraft and accommodations subsectors generate
the most jobs (Table 3.8). Women hold more jobs than men and nearly 9%
of workers are from vulnerable groups. The Ministry of Education and Sports
estimates that 2,000 tourism and hospitality graduates enter the workforce
each year, indicating labor supply is adequate for the near term. However, the
percentage of incumbent Lao workers that hold a tourism-related qualification
is only 3.1%. The proportion that received any type of formal training is 12.6%,
with the balance lacking the basic literacy, numeracy, and problem-solving
skills needed to perform effectively. Handicraft production, performing arts,
and tour guiding, which require specialized technical skills or foreign language
aptitude, are the hardest occupational vacancies to fill.

Foreign workers are employed mainly as managers of luxury and upscale hotels
and resorts, and by international tour operators. Relatively high percentages
of foreign restaurant employees reflect the wide availability of quality
international cuisine, particularly in Vientiane Capital and Louangphabang.
According to the Lao PDR’s Labor Law (Government of the Lao PDR 2013),
employers must prioritize hiring Lao nationals, with quotas for foreign workers
approved each year by the Ministry of Labor and Social Welfare. The ratio of
foreign to Lao employees is capped at 15% for foreigners working as broadly
defined manual laborers and 25% for technical experts/managers. The Lao
Tourism Law (Government of the Lao PDR 2013) prohibits foreigners from
working as tour guides, but 100% foreign ownership of hotels, resorts, and
restaurants is permitted. Tour companies may be up to 80% foreign owned.
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Table 3.8: Lao PDR Tourism Employment Characteristics by Subsector,
2018
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Hotel 8,564 20.3 56.1 12 5.0 3.0 183
Resort 2,203 5.2 55.2 23 3. 10.9 39
Guesthouse 2,841 6.7 59.7 0.2 1.2 5.6 50
Restaurant 4,526 10.7 59.4 7.1 4.2 3.9 47
Entertainment 3,594 8.5 41.8 1.7 0.4 15 52
Travel services 1,389 33 26.4 14.9 2.6 8.1 61
Tourist attraction 4,728 11.2 45.0 2.2 0.3 6.3 201
Handicrafts 14,435 34.2 83.4 0.9 0.5 16.3 707
Total 42,260 100.0 62.5 23 2.0 8.6 1,399

Lao PDR = Lao People’s Democratic Republic.

Notes: Workers categorized as vulnerable met at least one of the following criteria: member of a poor household;
live in rural/remote area; lack basic education; ethnic minority; orphan, survivor of human trafficking, sexual
crimes or violence; disabled, affected by chronic illness, or recovering from drug addiction. Resorts and handicraft
production tend to be in rural areas, explaining the high percentage of vulnerable workers in these subsectors.
Source: Ministry of Education and Sports (2018).

Use of Information Technology

Information technology is used in the Lao PDR to market tourism services,
provide visitor information, and support a range of administrative functions.
Common consumer touch points include search engines and websites
to gather destination information; online travel agents to book transport,
accommodations, and tours; and social media for sharing experiences.
Larger hotels and tour operators use digital tools and services for direct
marketing, to automate and make business processes more efficient, and
to improve customer experiences. However, few small and medium-sized
tourism enterprises effectively use digital services because of low awareness
and relatively high broadband costs. Although the Lao PDR’s mobile phone
ownership is around 87%, the subscription rate for mobile broadband internet
is only 35%, and around 3% for fixed broadband service (World Bank 2018b).

Before COVID-19, global demand for online travel services was set to grow
from $570 billion in 2017 to $1.1 trillion in 2023 (Market Watch 2020). Despite
this opportunity, the Lao PDR lists fewer than 550 tours on Tripadvisor, much
lower than Cambodia’s 3,475 listed tours.”” Lao businesses’ use of other online

1 See Tripadvisor. Laos: Tours and Tickets. https://www.tripadvisor.com/Attraction_Products-g293949-Laos.
html (accessed 14 July 2020).
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resources such as Alibaba, AirBnB, and Expedia are also typically lower
than regional comparators. As both domestic and international tourists use
information technology to research and purchase tourism services, more
Lao businesses should take advantage of the cost-effective marketing
opportunities they provide. Chinese travelers are particularly inclined to use
digital booking platforms and mobile applications to pay for services and
goods. Businesses that offer Alipay and WeChat Pay payment options can
significantly boost revenues, especially from the 43% of younger Chinese
travelers that prefer paying with mobile devices (McKinsey & Company 2018).

Conclusion

The onset of COVID-19 has paralyzed the tourism sector worldwide as
countries closed their borders. The UNWTO suggested that international
arrivals worldwide could decline by up to 78% in 2020 (UNWTO 2020a).
International arrivals in the Lao PDR plummeted by 81.5% in 2020 compared
with 2019 (Vientiane Times 2021b). Despite the tourism downturn in 2020,
the Lao PDR has several strengths that can help its tourism industry quickly
recover once international borders reopen to tourists. These include its
strategic location in the center of populous Southeast Asia, with nearby
markets showing a strong and growing affinity for the types of culture and
nature-based tourism the country offers. Good gateway airports and
transnational roads ease international access, as do open visa policies for
select markets. Importantly, the Lao people’s reputation for offering gracious
hospitality in safe, relaxed, and uncrowded natural settings are advantages
that are difficult to match.

Alongside these strengths the Lao PDR should continue to improve secondary
destination infrastructure and harness opportunities to use information
technology to cost-effectively improve destination marketing, provide online
training, and promote electronic commerce.

In the next chapter, complementarities between the agriculture and tourism
sectors are examined to identify opportunities to strengthen linkages so that
the expansion of tourism services benefit not only those directly employed in
the tourism sector but create spillover effects for the rest of the economy.



CHAPTER 4

Exploring Linkages between Tourism

and Agriculture in the Lao PDR

Manisha Pradhananga and Takashi Yamano

Introduction

The potential of tourism as a tool for growth and poverty alleviation has
been recognized. The United Nations (UN) emphasized its importance
by declaring 2017 as the International Year of Sustainable Tourism for
Development. Tourism services are dynamic, crosscutting several sectors
and hence likely to stimulate productivity in various sectors of the economy.
Tourism contributes significantly to gross domestic product (GDP), exports,
and foreign exchange earnings in many developing countries, where other
sectors are underdeveloped. Generally labor-intensive with low barriers to
entry, tourism services can provide opportunities for local residents, including
women and other disadvantaged groups, to generate income and participate
in decent work.?°

However, the benefits to be gained from tourism are not automatic, but
are contingent on the quality of jobs created and the strength of linkages
between tourism and the rest of the economy. Furthermore, tourism can
bring adverse environmental, distributional, and cultural effects. If poorly
managed, tourism growth can bring about pollution of local land and water
resources and damage biodiversity and the environment. The industry can be
resource-intensive and diminish access to valuable community resources.
Tourism can also have negative cultural effects leading to increase in crime

2 The International Labour Organization (ILO) defines decent work as work that is productive and that
delivers a fair income; workplace security and social protection for families; better prospects for personal
development and social integration; freedom for people to express their concerns, organize, and participate
in decisions that affect their lives; and equality of opportunity and treatment for all women and men. ILO.
Decent Work. https://www.ilo.org/global/topics/decent-work/lang--en/index.htm.
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and sexual exploitation. To ensure that tourism benefits the economy,
the government must develop strong linkages between tourism and other
economic sectors, and put in place proper management measures to ensure
that sustainable growth benefits the local population.

So far, growth in the Lao PDR has not been inclusive. Inequality has increased
even as absolute poverty declined. As discussed in Chapter 1, one reason for
the rise in inequality is the overreliance on capital-intensive natural resources
such as mining and hydropower, which has created limited opportunities for
gainful employment. The tourism sector can benefit the Lao economy by
expanding markets for agriculture and handicraft products, and by providing
job opportunities especially in remote locations.

The ADB country diagnostic study for the Lao PDR (ADB 2017a) identified
the considerable potential of the agriculture and tourism sectors in promoting
inclusive growth. Chapter 1 of the report presented and discussed the
framework based on the AGRO Matrix, while Chapter 2 explained possible
linkages of agriculture with other sectors. This chapter will then explore the
direct interlinkages and complementarities between these two sectors.

ADB performed two rounds of tourism enterprise surveys, in 2019 and 2020,
covering accommodation enterprises and restaurants in four major tourism
destinations in the Lao PDR: Louangphabang, Vangviang, Vientiane Capital,
and Champasak. The 2019 survey presents a snapshot of the tourism sector
in the Lao PDR before the COVID-19 pandemic, detailing the characteristics
of tourism enterprises along with estimates of employment generated and
links with the agriculture industry. The 2020 survey estimates the initial
impact of COVID-19 on tourism businesses and jobs and the policy measures
they favored.

Tourism Clusters in the Lao PDR

As discussed in Chapter 3, tourism in the Lao PDR has three subregional
clusters: Louangphabang, Louang-Namtha, and Bokeo provinces in
the north; Vientiane Capital and Vientiane Province in the center; and
Khammouan, Savannakhet, and Champasak provinces in the south. The ADB
surveys covered major tourism destinations in all three clusters (Figure 4.1).
This section will compare tourism markets and attractions in each cluster
particularly in the surveyed provinces and explore opportunities to strengthen
linkages between tourism, the labor market, and agriculture.
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Figure 4.1: Tourism Clusters in the Lao PDR
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Clearly, each cluster attracts different types of tourists, with varying
motivations for travel and service quality expectations. Louangphabang
tends to attract higher-spending, independent travelers who are willing
to spend more for an authentic experience. Champasak attracts the
lower-spending market comprising mostly of regional package tours and
backpackers. Vientiane Capital attracts all markets, with a higher proportion



76 Developing Agriculture and Tourism for Inclusive Growth in the Lao PDR

of business travelers lifting overall tourist spending. Recently, Vangviang has
been able to attract higher-spending international and domestic tourists.

Northern Cluster: Louangphabang

Louangphabang province in the northern part of the Lao PDR is a
well-established tourist destination. It has 224 cultural, natural, and historic
tourism sites, including the town of Louangphabang, a United Nations
Educational, Scientific and Cultural Organization (UNESCO) World Heritage
site. Besides its many handicraft villages, the province offers river cruises,
agritourism, and trekking, which appeal to diverse markets.

Louangphabang’s international airport serves direct flights from Thailand
(Bangkok, Chiang Mai), Viet Nam (Ha Noi), Cambodia (Siem Reap), the
People’s Republic of China (PRC) (Chengdu, Jinghong), and Singapore as
well as domestic flights connecting to Vientiane Capital and Champasak. The
nearest international land border crossings are in Chiang Khong, Thailand, and
Mohan, PRC. Route 13 links the province to Vangviang and Vientiane Capital.
About 58% of visitors arrive through Louangphabang airport, 34.8% enter by
land, and 7.2% arrive by boat.

In 2019, Louangphabang received about 638,000 international visitors and
222,000 domestic tourists. Only 5.5% of total visitors in the country are long-
haul tourists from Europe and the Americas, but they make up over 42% of all
visitors to Louangphabang. Tourists from the Association of Southeast Asian
Nations (ASEAN) and Asia and the Pacific make up over 94% of arrivals, while
these tourists comprise about 57% of arrivals in Louangphabang (Table 4.1).

Table 4.1: Composition of Tourist Arrivals® by Region, 2019

(%)
Asia and Africa and
ASEAN the Pacific Europe Americas Middle East
Lao PDR 66.8 27.5 3.8 1.7 0.2
Louangphabang 23.7 334 28.3 13.8 0.9
Vientiane Capital 72.6 22.3 3.1 1.8 0.2
Champasak 87.1 4.4 6.3 1.8 0.3

ASEAN = Association of Southeast Asian Nations, Lao PDR = Lao People’s Democratic Republic.
*Based on port of entry.
Source: MICT (2019).

Over of 65% visitors to Louangphabang are independent travelers. Although
independent traveling guests from Europe and the Americas tend to stay
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longer, they spend less per day compared with those taking prearranged tours.
Asian visitors tend to be consumers of middle-market to upmarket package
tours (UNCTAD 2014). Table 4.2 shows that visitors from the PRC to the
Lao PDR increased four times between 2013 and 2019, largely as a result of
the trade and tourism cooperation between the two countries, coupled with
the rise of the Chinese middle class who now travel abroad. The number of
Chinese visitors is expected to increase even more when the Lao PDR-PRC
railway begins operating in 2021. Louangphabang also witnessed a big jump
in the number of tourists from Thailand between 2013 and 2019. It is not
surprising that Louangphabang has the highest room occupancy rate (70%)
among the four areas.

Table 4.2: Number of Visitors to Louangphabang, Top 10 Nationalities,

2013 and 2019
Domestic 125,354 221,934
PRC 20,802 90,567
Thailand 41,725 77,892
Republic of Korea 14,683 38,531
United Kingdom 29,051 35,007
United States 26,243 57,020
France 27,766 33,592
Germany 26,229 32,561
Canada 17,824 25,973
Japan 15,132 19,312
Australia 16,817 19,301

PRC = People’s Republic of China.
Source: MICT (2019).

Central Cluster: Vangviang and Vientiane Capital

Vangviang

Vangviang is a small town in Vientiane Province, strategically located
midway between Vientiane Capital and Louangphabang on Road
No. 13 North, the country’s main north-south transport artery also
connected to Vientiane Capital by a new expressway that has reduced
driving time between destinations to about 1 hour. Formerly a low-
budget backpacker destination, Vangviang has recently reinvented
itself as a family-friendly nature and adventure destination attracting
high-spending tourists (Surana 2016). Visitors enjoy the attractive limestone
formations set against the Nam Song River and rural landscapes. Nature and
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adventure-based activities such as kayaking, rock climbing, hiking, ziplining,
and exploring caves are also popular among visitors.

In 2018, more than 1 million international tourists visited Vangviang. The
Republic of Korea became one of Vangviang’s top markets beginning in 2015
after a popular Korean television program was filmed in the area. Visitors from
the Republic of Korea are now the third largest group of foreign tourists in the
country. Vangviang has also emerged as a destination for domestic tourists—
between 2014 and 2018 domestic tourist arrivals increased by almost three
times to 357,800.

Vientiane Capital

As the economic center of the Lao PDR, Vientiane Capital hosts commercial
establishments, government offices, international organizations, and several
iconic attractions among its 84 cultural, natural, and historic tourist sites.
Vientiane Capital has the country’s largest and busiest international airport,
with scheduled flights connecting to Bangkok, Chiang Mai, Ha Noi, Ho Chi
Minh City, Kuala Lumpur, Kunming, Phnom Penh, Siem Reap, Seoul, Singapore,
Guangzhou, Changsha, and Busan. The Lao-Thai Friendship Bridge connects
the capital to Thailand.

Vientiane Capital is the Lao PDR’s most industrialized city, in 2019 recording
the highest number of international arrivals at close to 1.9 million. About
two-thirds of arrivals in Vientiane Capital are short-haul tourists from ASEAN
countries; and about 19% are from the Asia and Pacific region. Vientiane
Capital is also the country’s top domestic tourist destination, hosting more
than 700,000 domestic visitors, or 25% of total domestic trips in 2018.

Southern Cluster: Champasak

Champasak province is in the southwest part of the country, bordering
Cambodia and Thailand. Major attractions in Champasak include the Vat
Phou and Associated Ancient Settlements within the Champasak Cultural
Landscape, a UNESCO World Heritage site, and the Khone Phapheng
waterfall at Siphandone (4,000 Mekong River islands). Champasak’s
Bolaven Plateau with its rich volcanic soil and cool climate is an emerging
agritourism destination.

Champasak’s international tourist arrivals increased from 535,419 in 2014 to
1,077,645 in 2019. Champasak attracts mainly Thai tourists, who made up
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more than 80% of international arrivals in 2018. Thai visitors on package tours
tend to stay for 3 days and spend about $50 per day. Most long-haul European,
North American, and Australian visitors are independent travelers who spend
around $68-$123 per day and stay in Champasak for 5-6 days while on a
longer visit to the country.

Champasak’s Pakxe International Airport, only 5 kilometers (km) from Pakxe
city center, has direct international connections to Siem Reap, Phnom Penh,
and Bangkok, and domestic connections to Vientiane Capital, Louangphabang,
and Savannakhet. The Vang Tao border-crossing with Thailand is an important
port of entry into Champasak. In 2019, Pakxe International Airport welcomed
12,545 tourists to the country, while 184,863 tourists entered through the
Van Tao border and 18,429 tourists crossed the Nong Nok Khien border
from Cambodia.

ADB Tourism Enterprise Surveys (2019 and 2020):
Survey Design

ADB carried out two rounds of tourism enterprise surveys in the Lao PDR, the
first one in 2019 and a follow-up in 2020. The surveys closely followed the
methodology of the Tourism and Hospitality Enterprise Survey of Employment
and Skills in Lao PDR (ESS), which was performed in early 2018. The ESS is
the most comprehensive survey in the tourism and hospitality sector in
the country covering 17 provinces and the Vientiane Capital (Ministry of
Education and Sports 2018). It included restaurants and enterprises providing
accommodation (hotels, resorts, guesthouses), entertainment, travel services,
and handicrafts. While the ADB surveys focused on accommodation and
restaurants in four locations— Louangphabang province, Vangviang district,
Vientiane Capital, and Champasak province—they covered all registered
establishments employing six or more persons in the resort, hotel, and
restaurant subsectors; and those employing three or more persons in the
guesthouse subsector.

For the face-to-face interviews conducted from 4 July to 2 August 2019, a
team of four enumerators and two supervisors were recruited. Of the 408
relevant enterprises covered by the ESS, the team was able to interview 366
enterprises.?’ Table 4.3 provides a breakdown of enterprises by subsector
and location.

21 Of the 408 relevant enterprises included in the ESS, 34 were found to be closed between 2018 and 2019,
while 8 refused to be surveyed.



80 Developing Agriculture and Tourism for Inclusive Growth in the Lao PDR

Table 4.3: Number of Enterprises Surveyed, 2019 and 2020

Louangphabang Vangviang Capital Champasak Total

2019 Survey
Hotel 36 15 85 33 169
Resort 11 8 9 8 36
Guesthouse 14 3 69 17 103
Restaurant 15 9 27 7 58
Total 76 35 190 65 366
2020 Survey
Hotel 32 15 72 31 150
Resort 9 8 9 5 31
Guesthouse 10 3 69 16 98
Restaurant 13 9 19 7 48
Total 64 35 169 59 327

Source: Authors’ calculations based on survey data.

To assess the impact of COVID-19 on tourism enterprises, ADB conducted
a follow-up survey in 2020 using an online questionnaire through
operator-assisted phone interviews. The interviews were carried out between
6 May and 22 May 2020. Six interviewers, four of whom were involved in the
2019 survey, were mobilized. Of the 366 enterprises interviewed in 2019,
repeat interviews were conducted on 89.3% or 327 enterprises.

2019 Survey Findings

This section provides a snapshot of tourism enterprises in the Lao PDR in
2019, before the COVID-19 pandemic. It also describes briefly the
characteristics of tourism enterprises, along with the jobs generated and
linkages with the agriculture industry.

Characteristics of Tourism Enterprises

Of the 366 enterprises surveyed in 2019, a majority (84%) comprised
accommodation enterprises, while the remainder were restaurants.
Vientiane Capital had the highest concentration of tourism enterprises at
52%, followed by Louangphabang, Champasak, and Vangviang. Among
accommodation enterprises, hotels made up the majority at 55%, followed
by guesthouses at 33%, while 12% were classified as resorts. The majority
(55%) of enterprises are small, employing 6-20 individuals. In 2018 and 2019,
34%-36% of the hotels across the country were located in Vientiane Capital,
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11%-13% in Louangphabang, 9%-10% in Champasak, and 6% in Bolikhamxai
(MICT 2019).

More accommodation enterprises were star rated in 2019 than in 2018
(101 versus 89). Louangphabang now has the highest share of rated enterprises
(69%) and the highest share of 4- and 5-star ratings (58%). In Vientiane
Capital and Vangviang, only 23% of enterprises are rated, and in Champasak
only 26% (Table 4.4).2?

Table 4.4: Characteristics of Tourism Enterprises, 2019

Vientiane
Characteristics  Louangphabang Vangviang Capital Champasak  Total
Firm size?
Micro 14 7 40 15 76
Small 29 18 116 41 204
Medium 32 10 30 9 81
Large 1 0 3 0 4
Very large® 0 0 1 0 1
Total 76 35 190 65 366
Accommodation rating*
No star rating 19 20 125 43 207
With star rating 42 6 38 15 101
5 stars 3 0 0 7
4 stars 15 4 5 3 27
3 stars 23 1 24 8 56
1-2 stars 1 1 5 4 11
Total 61 26 163 58 308

2 Micro: <6 employees; small: 6-20 employees; medium: 21-100 employees; large: 101-200 employees; very
large: >200 persons.

As there is only one firm that can be categorized as very large, for the rest of the chapter firms with >100
employees are categorized as large.

¢ Among hotels, resorts, and guesthouses only.

Source: Authors’ calculations based on survey data.

b

The ESS survey found strong correlation between firms with a web presence
(websites, Facebook page, or online booking) and higher levels of capacity
utilization. The ADB 2019 survey indicated that web presence is quite high
for enterprises in the four locations: 42% of enterprises have a website, 32%
have a Facebook page, and 44% of accommodations take online bookings
from external websites such as Expedia.com, Booking.com, etc. Enterprises in
Louangphabang have the strongest web presence: 46% have a Facebook page,
66% a website, and 85% accept online bookings (Table 4.5).

22 Hotels and resorts are rated by the provincial Department of Information, Culture and Tourism Office.
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Table 4.5: Web Presence and Origin of Customers, 2019

Vientiane

Characteristics Louangphabang Vangviang Capital Champasak
Web presence (number of firms)
Facebook page 35 13 54 17 119
Website 50 19 55 30 154
Online booking>® 52 20 58 32 162
Booking method? (% share)
By phone 20 23 15 15 17
Walk in 19 24 66 56 51
Direct through apps* 5 6 2 2 3
External booking 41 27 13 18 21
services®
Others 15 21 4 10 9
Origin of customers (average %)
Lao PDR 6 11 41 23 27
(within province)
Lao PDR 11 23 20 28 20
(other provinces)
ASEAN 16 18 15 16 16
Other Asians® 31 31 13 12 18
Other nationality 36 17 11 22 19

ASEAN = Association of Southeast Asian Nations, Lao PDR = Lao People’s Democratic Republic, PRC =
People’s Republic of China.

2 Among hotels, resorts, and guesthouses only.

> Agoda, Expedia, Booking.com, Lonely Planet, Tripadvisor, others.

¢ Facebook, WhatsApp, WeChat, etc.

4 PRC, Republic of Korea, Japan, India, etc.

Source: Authors’ calculations based on survey data.

It is not surprising that greater web presence is strongly correlated with
larger shares of international tourists. Websites and Facebook pages help
disseminate information about the enterprises to a wider international
audience. Furthermore, being listed as able to accept online orders allows
international travelers, especially independent travelers, to identify enterprises
and easily make reservations. International customers make up 83% of the
clientele in Louangphabang and 66% in Vangviang, the two locations with the
strongest web presence. Louangphabang and Vangviang do especially well
with online bookings: 85% of accommodation enterprises in Louangphabang
and 77% in Vangviang are listed on and are capable of taking bookings from
popular external booking sites. Online booking is the most popular method
for making reservations in Louangphabang, accounting for an average of 41%
of bookings, while walk-ins are more common in Vientiane Capital (66%) and
Champasak (56%).
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Employment and Skills

The ESS estimated in 2018 that the tourism and hospitality sector?® employed
41,260 workers, with 18,114 in the accommodation and food sectors (Ministry
of Education and Sports 2018). The 2019 ADB survey indicated that 12,209
workers were employed in accommodation and food enterprises in the four
locations (Table 4.6), with the vast majority (75.5%) in accommodations.
Over half of the jobs were generated in Vientiane Capital (which roughly
corresponds to 52.6% of all enterprises), followed by Louangphabang at
24.1%, Vangviang (13.0%), and Champassak (10.1%). A majority of the workers
(81.5%) were employed in small and medium-sized enterprises (SMEs).

Table 4.6: Employment by Sector, Region, and Firm Size, 2019

(weighted)
Vientiane

Characteristics Louangphabang Vangviang Capital Champasak
Sector
Hotel 1,566 337 4,091 517 6,511
Resort 402 608 168 335 1,513
Guesthouse 148 96 820 130 1,194
Restaurant 833 554 1,348 257 2,992
Firm size®
Micro 130 139 323 84 676
Small 648 549 2,264 664 4,125
Medium 2,007 907 2,430 491 5,835
Large 162 0 1,411 0 1,573
Total 2,948 1,594 6,428 1,238 12,209

2 Micro: <6 employees; small: 6-20 employees; medium: 21-100 employees; large: >100 employees.
Source: Authors’ calculations based on survey data.

Female employment is over 50% in all sectors (slightly lower at 45.8% in
large enterprises) and locations; it is especially high in Vangviang at 64.8%
(Table 4.7). A majority of workers are Lao nationals. About 5.0% of workers
in resorts are foreign nationals; 4.9% of foreign workers are in Louangphabang
and mostly in large enterprises (3.5%). The majority of workers are from the
same town or district. A notable exception is Vientiane Capital, with 33.5% of
workers from outside the province. Large enterprises also tend to hire workers
from outside the province to supplement local labor supply. More than 90% of
workers are permanent, while temporary workers account for a slightly higher
share in Vangviang (8.6%) and in restaurants (5.1%).

2 The tourism and hospitality sector in the ESS study included the entertainment, travel services, attraction,
and handicrafts, besides the accommodation and restaurant sectors.
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Table 4.7: Workforce Composition, 2019
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Hotel 52.6 2.8 2.4 59.5 17.2 20.5 1.7
Resort 54.8 5.0 6.3 73.8 11.9 9.4 2.4
Guesthouse 56.3 1.2 7.1 63.3 9.8 25.6 0.2
Restaurant 59.4 3.7 45 44.6 26.8 249 5.1
Location
Louangphabang 531 4.9 1.2 70.1 16.9 8.2 1.7
Vangviang 64.8 1.6 4.6 74.7 17.3 6.4 8.6
Vientiane Capital 52.6 2.4 4.8 46.3 17.7 335 1.2
Champasak 56.1 2.8 4.2 74.2 16.6 6.4 2.2
Firm size?
Micro 54.4 2.5 5.9 78.1 1.9 17.5 0.6
Small 58.9 3.1 5.5 60.2 18.3 18.4 0.8
Medium 53.5 3.0 3.2 60.9 18.3 17.8 3.8
Large 45.8 3.5 0.0 43.1 17.0 36.4 0.0
Total 54.3 3.1 3.7 59.2 17.3 20.4 2.2

2 Micro: <6 employees; small: 6-20 employees; medium: 21-100 persons; large: >100 employees.
Source: Authors’ calculations based on survey data.

Labor turnover is a good indicator of overall morale and job satisfaction of
workers. Low labor turnover helps a company maintain productivity, given
the costs associated with recruiting, hiring, and training new employees. The
ADB 2019 survey found that labor turnover is highest among guesthouses and
restaurants, and in micro and large enterprises.

Although the tourism sector employs many occupations (accountants,
gardeners, etc.) the qualifications and skills required in such occupations
are not unique to the tourism and hospitality sector. The ASEAN Mutual
Recognition Arrangement on Tourism Professionals identifies 32 discrete
job titles under six labor divisions as core to the tourism and hospitality
sector (ASEAN 2013). In the hotel services sector (accommodation and
food and beverage), labor divisions include occupations in the front office,
housekeeping, food production, and food and beverage service. The 2019
survey included questions related to recruitment and training for six tourism
characteristic occupations identified in the ESS as occupations with the
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highest employment share in the accommodation and restaurant sectors. The
corresponding International Standard Classification of Occupations for each
occupational category are listed in Table 4.8.

Table 4.8: Tourism Occupations and ISCO-08 Codes

Occupation 4-Digit ISCO-08

Chef 3434
Kitchen helper 9412
Wait staff 5131
Housekeeping staff 5151
Front desk staff 4224
Upper manager/mid-manager 1412

ISCO = International Standard Classification of Occupations.
Source: International Labour Organization. https://www.ilo.org/public/english/bureau/stat/isco/ (accessed
November 2019).

The position of upper manager is the hardest to recruit, and this trend cuts
across sectors, locations, and firm sizes. The problem is especially acute
in Vangviang and Champasak where 100% and 80% of the respondents,
respectively, reported difficulty recruiting for the position. Only micro firms
have no difficulty recruiting upper managers, likely because they are mostly
family-owned, with the proprietor also functioning as the manager. There
is also a shortage of mid-managers and chefs, especially in large hotels and
resorts (Table 4.9).

Table 4.9: Top Three Hard-to-Recruit Positions by Sector
(% of firms reporting difficulty)

Hotel Upper manager Chef Mid-manager
(68.5) (50.5) (42.9)
Resort Upper manager Chef Mid-manager
(85.7) (66.7) (56.5)
Guesthouse Upper manager Kitchen helper Chef
(40.0) (25.0) (15.4)
Restaurant Upper manager Chef Mid-manager
(43.8) (36.2) (25.0)

*The numbers refer to rank of the position based on difficulty of recruitment.
Source: Authors’ calculations based on survey data.
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Tourism enterprises use both formal and informal channels to recruit staff.
Only large firms seem to post formal advertisements in newspapers, while
micro enterprises are more likely to use informal channels. Posting on notice
boards is the most popular method, followed by asking for recommendations
from existing employees. Use of social media is gaining ground especially for
hiring upper managers. The lack of relevant skills is cited as the main challenge
in recruitment across all job categories, locations, and sectors (Table 4.10).

Table 4.10: Recruitment Method by Position, 2019
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Chef 20.9 121 10.2 43.7 3.4 4.4 4.4 1.0
Kitchen helper 221 11.7 11.7 429 4.3 3.1 3.1 1.2
Wait staff 26.8 8.7 9.8 39.3 33 6.0 4.4 1.6
Housekeeping 26.8 15.8 4.8 34.2 1.4 5.9 10.5 0.6
Front desk staff 21.8 13.2 8.9 35.8 2.3 4.9 12.3 0.9
Mid-manager 23.6 5.6 10.3 30.9 2.6 21 23.6 13
Upper manager 9.0 11.2 28.1 22.5 6.7 3.4 9.0 10.1
Total 23.0 11.7 9.8 36.1 29 4.5 10.5 1.5

Source: Authors’ calculations based on survey data.

More than 46% of workers employed in the accommodation and restaurant
sectors during the 2019 survey stated having received some form of training
from their employers in 2018 (Table 4.11). On-the-job training is the most
common training method across all sectors, locations, and firm sizes. In-house
training by their own team is also popular among medium-sized (44.6%) and
large enterprises (100%). Louangphabang stands out with the highest share
of workers trained at 60.6%, ahead by a large margin over Vientiane Capital
at 43.8%, Champasak at 34.8%, and Vangviang at 29.0%. In almost all job
categories, medium-sized and large firms provide more training than micro
and small enterprises. Overall, training tends to focus on lower-skilled jobs
such as kitchen helper, wait staff, housekeeping, and front desk staff rather
than on higher-skilled categories such as mid-managers and upper managers
(Table 4.12).
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Table 4.11: Training and Skills Development, 2019

(%)
Training Methods Used?
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£ 3 882 885% §f 3
Sector
Hotel 46.3 48.2 86.2 37.7 17.4 31.2 19.6
Resort 45.2 43.5 89.3 25.0 17.9 21.4 17.9
Guesthouse 42.7 44.8 93.1 17.2 0.0 27.6 22.3
Restaurant 47.4 44.8 81.6 36.7 12.2 26.5 24.3
Location
Louangphabang 60.6 59.3 87.5 43.8 15.6 34.4 22.3
Vangviang 29.0 27.7 65.2 13.0 30.4 39.1 14.4
Vientiane Capital 43.8 459 90.1 29.1 5.7 23.4 20.5
Champasak 34.8 39.6 88.9 33.3 22.2 311 20.8
Firm size®
Micro 30.0 35.1 78.4 16.2 2.7 32.4 24.4
Small 46.6 47.9 89.2 27.4 10.2 24.2 249
Medium 48.8 49.2 86.5 44.6 21.6 36.5 153
Large 39.7 36.8 100.0 100.0 40.0 20.0 27.2
Total 46.0 46.7 87.2 31.9 12.8 28.6 20.4

@ Total percentage add up to greater than 100, as many enterprises use more than one method of training.
5 Micro: <6 employees; small: 6-20 employees; medium: 21-100 employees; large >100 employees.
Source: Authors’ calculations based on survey data.

Table 4.12: Training Method by Position, 2019

(%)
In-House In-House Course
Course (Using (Using External External
Position On-the Job Own Team) Training Provider) Training
Chef 79.4 25.7 11.4 22.9
Kitchen helper 93.1 22.1 8.3 12.4
Wait staff 94.6 20.5 9.0 9.6
Housekeeping 94.3 19.7 6.1 9.6
Front desk 86.8 21.5 7.6 14.6
Mid-manager 53.8 16.6 10.7 36.1
Upper manager 45.1 25.5 15.7 47.1
Total 83.4 21.1 8.7 17.6

Source: Authors’ calculations based on survey data.
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Although the overall training rate is quite high, many enterprises recognize
that the training they provide to their employees is inadequate. Hotels and
resorts, where the service quality expectation is higher, tend to acknowledge
the insufficiency of training more than guesthouses and restaurants. Among
job categories, training for upper managers is considered the least sufficient
(Table 4.13).

Table 4.13: Share of Enterprises That Say the Training They Provide
Is Inadequate, 2019 (%)
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Micro 11.1 0.0 16.7 121 10.2 20.8 0.0
Small 38.2 25.0 333 27.0 25.3 19.1 455
Medium 40.3 34.8 38.0 30.3 31.9 35.3 40.0
Large 40.0 40.0 40.0 40.0 40.0 40.0 66.7

Source: Authors’ calculations based on survey data.
Linkages with the Food Sector

To understand the tourism sector’s linkages with local agriculture, enterprises
were asked about food expenditure and where and how they source the
food. Of the surveyed accommodation enterprises, 42% serve food in their
premises. About 35% of hotels serve food; more than half of the hotels in
Louangphabang do so.

The average seating capacity in food-serving enterprises is 99 (Table 4.14).
Enterprises in Louangphabang are smaller (about 80% of them have less
than 100 seats), while more than 40% of the enterprises in the other three
destinations have more than 100 seats.

To estimate the total annual food expenditure while accounting for
seasonality, tourism enterprises were asked for their (i) monthly volume of
customers against their capacity; and (ii) total monthly volume and prices
during peak and lean months for 23 different food items including meat and
fish, grains, vegetables, and fruits. From this information we then extrapolated
the total annual food expenditure of tourism enterprises in the four locations.
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Table 4.14: Seating Capacity of Tourism Enterprises Serving Food
and Beverage by Location, 2019

Vientiane
Louangphabang Vangviang Capital Champasak  Total
Average Seats
All enterprises 71.2 120.1 106.8 111.7 99.2
érffeig‘rggjat'c’” 69.0 923 94.8 812 84.1
Restaurants 75.5 153.3 1219 194.3 123.5
Seat Capacity by Size® (%)
Small 38.6 143 29.5 26.9 29.6
Medium 40.9 333 29.5 30.8 33.6
Large 20.5 52.4 41.0 42.3 36.8

2 Small = <50 seats, medium = 50-100 seats, large = >100 seats.
Source: Authors’ calculations based on survey data.

As expected, the estimated seasonality is consistent with the overall tourism
arrivals, with peak season between November and February, and lean season
during the rainy months from May to September (Figure 4.2). During peak
months, tourism enterprises operate at 60%-80% capacity, while operation
levels fall to 25%-50% during the lean season.

Figure 4.2: Seasonality in Tourism Enterprises, 2019
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Source: Authors’ calculations based on survey data.
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Expenditure on meat and seafood is the largest at $4 million, and being a
landlocked country, $1.19 million is spent on imported fish and seafood.
Around $0.88 million is spent annually on rice and grains (Figure 4.3).

Figure 4.3: Annual Expenditure by Food Categories, 2019
)
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Source: Authors’ calculations based on survey data.

By summing up the expenditures on the 23 major food items, the total
annual food expenditure of all tourism enterprises is estimated at $6.6 million
(Table 4.15), the majority of which ($4.3 million) is estimated to have been
spent on Lao PDR-produced goods, while the rest ($2.3 million) was spent
on imported food. As expected, total expenditure is correlated with the size of
the enterprise—larger enterprises spend more money on food compared with
smaller enterprises. When corrected for size by comparing expenditure per
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seat, small enterprises spend the most at $303 per seat compared with only
$173 per seat for large enterprises. This could be due to higher meal prices or
higher turnover of guests in smaller enterprises, or because larger enterprises
can buy in bulk at lower prices.

Table 4.15: Annual Food Expenditure by Enterprise Size and Location,

2019 ($)
Vientiane
Louangphabang Vangviang Capital Champasak Total
Total annual 2,019,307 1,788,567 2,163,694 660,618 6,632,186
expenditure?
Average Annual Expenditure per Enterprise
All enterprises 21,771 21,962 17,818 12,368 18,602
Small® 10,147 7,585 10,690 9,076 9,921
Medium 21,326 15,050 9,969 9,335 14,440
Large 44,757 30,281 27,461 16,669 28,675
Average Annual Expenditure per Seat

All enterprises 321.9 217.5 219.7 141.5 2355
Small 291.8 330.5 340.6 2455 303.4
Medium 370.7 287.6 171.7 134.7 249.7
Large 286.5 142.2 186.5 80.4 173.0

2 Extrapolated using weights.
"Small = <50 seats, medium= 50-100 seats, large = >100 seats.
Source: Authors’ calculations based on survey data.

Figure 4.4 shows that a majority of food items are produced in the Lao PDR.
Some food produce like apples, non-rice grains, onions, and seafood are not
grown, or are produced in limited quantities because of the local climatic
conditions and geography. Among the four locations, Vangviang has a higher
share of foreign produce, especially potatoes, onions, broccoli, and cauliflower.

The enterprises were asked how they procure food items and were presented
with three choices: (i) from the local market, (ii) through contractors, or
(iii) directly from farmers. On average, about 80% of the enterprises buy from
the local market, 19% of enterprises use contractors, and only 2% buy directly
from farmers. Larger firms tend to use contractors while smaller firms buy
directly from the local market (Figure 4.5).

Of the four locations, Louangphabang enterprises get food from the local
market the least at 62% and use contractors the most (32%). Only 5%
purchase directly from farmers, which while low, is significantly higher than in
other locations at below 1%. Over 58% of enterprises in Louangphabang buy
at least one product through contractors, higher than the 38% for Vangviang,
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Figure 4.4: Share of Imports in Total Food Consumption, 2019
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Figure 4.5: Method of Food Purchase by Size and Location of
Enterprises, 2019
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30% for Vientiane Capital, and 19% for Champasak. Close to 90% of larger
enterprises in Louangphabang buy from contractors. However, in Vangviang,
small enterprises comprise the most (66.7%) of those that source food through
contractors (Figure 4.6).

Figure 4.6: Percentage of Enterprises That Buy from Contractors,

2019
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Source: Authors’ calculations based on survey data.

Unlike in Louangphabang, enterprises in other locations mostly buy food items
from local markets. On average, the local market is the source for about 85% of
enterprises in Vientiane Capital, 83.9% in Vangviang, and 93.4% in Champasak.
In Vientiane Capital and Vangviang, some food items such as meat and fish are
purchased through contractors or directly from farmers. Contractors provide
20%-30% of vegetables in Vangviang, and 10%-20% in Vientiane Capital.

Overall, the demand for organic produce seems to be growing, with about
90% of enterprises indicating willingness to purchase. The interest is high in all
locations, except in Champasak where only 60% of enterprises were interested
in buying organic produce. More than 20% of enterprises already reported
purchasing organic leafy vegetables such as lettuce, herbs, and cabbage
(Table 4.16). The share is also high for vegetables such as eggplants and
tomatoes, and some fruits such as papaya and oranges. Enterprises in Vientiane
Capital and Louangphabang tend to purchase organic produce more than
those in other locations, most likely because these locations receive more
international visitors (Figure 4.7).
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Table 4.16: Share of Enterprises That Purchased Organic Produce, 2019

(%)
Did You Buy Organic?
No Don’t know
Lettuce 28.5 35.0 36.5
Cabbage 233 37.2 39.5
Broccoli/cauliflower 20.0 40.0 40.0
Coriander/parsley/mint 245 36.7 38.9
String beans 16.3 41.5 42.3
Tomatoes 22.1 37.2 40.7
Potatoes 7.4 42.2 50.4
Onions 6.9 43.8 49.3
Eggplants 20.8 35.4 43.8

Source: Authors’ calculations based on survey data.

Figure 4.7: Share of Enterprises That Purchased Organic Produce

by Location, 2019
45
404
35+
30+
25+
20
15+
10
s- !
0-
Louangphabang Vangviang Vientiane Capital Champasak
[ Cabbage [ Lettuce Broccoli and cauliflower [ Herbs

"] Eggplant M Tomatoes [ String beans

Source: Authors’ calculations based on survey data.

However, some 36% to over 50% of enterprises did not know if the produce
they were buying were organic. This is because labeling of organic produce is
still inconsistent and unreliable in the Lao PDR. Although many enterprises in
Louangphabang claim to buy organic vegetables, most of the organic products
are not labeled properly. In contrast, there are more organic products in
Vientiane Capital that are correctly labeled.
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The primary barrier to purchasing organic produce is unavailability, as reported
by 55.8% of all enterprises, followed by price (24.6%), and unreliable labeling
(18.4%). However, the reason varies by location: price (52%) is the topmost
barrier in Vientiane Capital, unreliable labeling (53%) in Louangphabang, and
unavailability in Vangviang and Champasak at 85% and 80%, respectively
(Figure 4.8).

Figure 4.8: Reasons for Not Buying Organic Produce by Location, 2019
(% of respondents)
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Figure 4.8 continued
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The survey data show no significant price premium for organic produce, with
the exception of Louangphabang, where the price of organic vegetables is 19%
higher than non-organic vegetables during peak months and 15% more during
lean seasons. Although both the Lao Good Agricultural Practices (GAP)
certification?* and “Laos Organic,” a third-party organic certification,®® are

2 Lao GAP s aligned with the ASEAN GAP standards.

% Third-party certification of organic products is mostly used for exports, with accredited bodies certifying that
the products meet regulatory requirements of various markets.
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available, these options may not be accessible to many small farmers because
of costly bureaucratic procedures. In the past, certification and labeling were
the primary concern of exporters seeking access to lucrative markets abroad.
However, rising consumer awareness has seen an increasing domestic demand
for safe food.?® The survey findings confirm the growing interest in organic
produce and the constraint related to unreliable and inconsistent labeling.
An alternative to costly certification is a community-oriented participatory
guarantee system (PGS) that employs a peer-to-peer monitoring system and
is designed to meet the needs of small farmers producing for the local market.
The PGS has existed in the Lao PDR since 2014 under the Department of
Agriculture. Three PGS groups in Savannakhet, Xiangkhouang, and Houaphan
have been certificated (ADB 2019).” The challenge now is to scale up and
expand PGS in other locations, including in Louangphabang where labeling
is identified as the most important barrier for expansion of organic produce
farming and consumption.

About 59.7% of enterprises that use organic produce advertise it to their
customers, and 37.8% of them claim this has boosted their business
(Table 4.17). The biggest impact is seen in hotels (53.3%), enterprises in
Vangviang and Champasak (both at 50.0%), and medium-sized enterprises
(50.0%). By sector, resorts (72.7%); by location, Vientiane Capital (66.7%) and
Vangviang (66.7%); and by firm size, the medium-sized and large enterprises
(100.0%) are more likely to advertise their use of organic produce.

To summarize, the 2019 survey revealed that tourism enterprises in the
four locations have strong linkages to both the domestic labor market and
agriculture industry. It is estimated that in 2019 about 12,209 workers were
directly employed in the food and accommodation sector in the four locations,
at least half of them women. The survey also showed that tourism enterprises
spend about $6.6 million on food purchases, with a majority ($4.3 million)
on locally produced agriculture goods. Given the importance of tourism
enterprises for both employment and its linkages with agriculture, the next
section discusses the initial impact of COVID-19 on tourism enterprises.

% Safe food products are grown with controlled use of pesticides and chemical fertilizers, minimizing the risk of
contamination from chemical residues or pathogens from animals or unclean water.

27 Certification of the PGSs was supported by ADB’s Core Agriculture Support Program Phase 2.
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Table 4.17: Enterprises that Advertise Use of Organic Produce
and Impact on Business, 2019 (%)

Share of Enterprises that

Advertise Share of Enterprises with
Use of Organic Produce? Increased Business

Sector

Hotel 55.6 53.3

Resort 72.7 12.5
Guesthouse 66.7 0.0
Restaurant 57.1 41.7
Location

Louangphabang 56.7 353
Vangviang 66.7 50.0
Vientiane Capital 66.7 35.7
Champasak 50.0 50.0

Firm Size

Micro 50.0 0.0

Small 53.1 38.5
Medium 100.0 50.0

Large 100.0 0.0

Total 59.7 37.8

2Percentage share of enterprises that claim to use organic produce.
Source: Authors’ calculations based on survey data.

ADB Tourism Enterprise Survey 2020: Initial Impact of COVID-19

The onset of COVID-19 has paralyzed the tourism sector worldwide as
countries closed their borders, suspended commercial aviation, restricted
domestic travel, and implemented quarantine measures. The United
Nations World Tourism Organization (UNWTO) reported a 73% decline in
international arrivals in 2020, with the largest drop of 84% in Asia and the
Pacific (UNWTO 2021). Developing Asia, particularly tourism-dependent
countries in Southeast Asia, fell by 82%.

The Lao PDR reported its first two COVID-19 cases on 24 March 2020.28
A nationwide lockdown followed on 30 March 2020, prohibiting residents
from leaving their homes except for essentials. All international ports of
entry were closed to tourists, issuance of tourist visas was suspended, and
interprovincial travel banned. International arrivals in 2020 plummeted by
81.5% compared with 2019, with arrivals dropping to zero after border closures
were implemented at the end of March (Vientiane Times 2021b). Although

28 Ministry of Health. COVID-19 Dashboard (in Lao). https://www.covid19.gov.la/index.php.
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hotels, resorts, and restaurants were allowed to continue operating under
strict guidelines, travel restrictions severely undercut visitor arrivals. In early
May 2020, the Lao PDR reported only 19 confirmed COVID-19 cases and no
deaths. The nationwide lockdown and intraprovincial travel restrictions were
lifted starting 4 May 2020, and by 18 May 2020 tourist sites were open and
interprovincial travel was permitted, including domestic flights (Savankham
2020b). However, international borders remain closed to tourists as of
1June 2021.

However, in April 2021 the country witnessed a new outbreak of COVID-19,
with cases rising to 2,356, and with 3 deaths by 7 July 2021.%° To respond to
the rise in cases, the Lao PDR government imposed preventive measures
including lockdowns and domestic travel restrictions. While the Lao PDR has,
thus far, avoided severe health impacts from the COVID-19 pandemic, the
effect on the economy, especially the travel and tourism sector, is expected
to be devastating. The Lao PDR contracted for the first time since the Asian
financial crisis, as the GDP declined by 0.5% in 2020 (ADB 2021).

To assess the initial impact of COVID-19 on tourism enterprises, ADB
conducted a follow-up survey from 6 May to 22 May 2020, just as restrictions
on domestic travel were being loosened. Of the 366 enterprises interviewed
in 2019, about 89.3% or 327 enterprises were re-interviewed. The attrition
rate was relatively high in Louangphabang at 16%, most likely due to business
closures. This is borne by the finding that only 22% of the Louangphabang
tourism enterprises surveyed in 2019 were operating either fully or partially
in May 2020 (Table 4.18). Only about 52% of enterprises surveyed in all
four locations in 2019 were operating in May 2020, and this rate falls to 46%
assuming the enterprises not contacted for repeat interview had closed. In
Vientiane Capital, about 65% of the same enterprises were operating in May
2020, in Vangviang about 50%, and in Champasak 44%.

Relative to May 2019, 70% of tourism enterprises surveyed had reduced
employees, cutting employee numbers by 38%. More female employees (40%)
were laid off than male employees at 34%.%° Even in Vientiane Capital, where
many enterprises were still operational, about 65% had reduced employees.
In Louangphabang and Vangviang, more than 80% had cut over 50% of their
employees. The impact of COVID-19 is more severe in Louangphabang and
Vangviang, where tourism enterprises mainly target international and leisure
tourists, than in the other two destinations.

2 A nationwide lockdown was initially announced from 30 March 2020 to 19 April 2020 under Prime Minister
Order No. 06/PM (Savankham 2020a). On 15 April 2020, the lockdown was extended until 3 May 2020
(Phonevilay 2020).

30 To account for tourism seasonality, we asked about changes in employment since May 20719.
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Table 4.18: Tourism Enterprises under COVID-19 in the Lao PDR, May
2020
Among Resurveyed in 2020

Resurveyed Reduced % Change in Employees®
inMay  Operatingin Employees —

2020 May 2020 since May 2019°

%) (%) Female Male
Destinations A (B) ©
Louangphabang 84.2 21.6 82.8 (52.1) (549 (482
Vangviang 100.0 50.0 82.9 (50.9) (56.2) (38.8)
Vientiane Capital 88.9 64.7 65.1 (335 (354 (29.6)
Champasak 90.8 44.2 62.7 (28.3) (28.6) (26.1)
Total 89.3 51.6 70.0 (38.2) (40.3) (33.6)

() = negative, Lao PDR = Lao People’s Democratic Republic.

*  Datainclude all surveyed enterprises, not only those operational in May 2020.
> includes temporary and permanent employees.

Source: Authors’ calculations based on survey data.

About 55% of the enterprises surveyed said they have enough savings or have
access to immediate credit from friends and family to remain in (or resume)
business for about 5 months or until October 2020 (Table 4.19). But financial
condition varies across provinces, with 55% of enterprises in Vientiane Capital
reporting having enough savings to last more than 5 months, while only 48%
in Louangphabang have enough savings for 4.4 months. These numbers could
be underestimated because it is highly likely that the enterprises not reached
for the 2020 survey are financially worse off than those able to be interviewed.
About 38% of enterprises in the four regions responded that they would need
to borrow money to restart their business if the tourism downturn continued
beyond May 2020. More than 67% of the enterprises in Louangphabang said
they would apply for the government’s low-interest SME loan programs.®'

If the pandemic continued beyond May 2020, 83% of the enterprises said
they would have to temporarily close business, 56% said they would have to
lay off staff,and 50% said they would have to reduce wages and salaries of their
employees. Some enterprises would be forced to take drastic measures such
as apply for bankruptcy (21%) or sell their business (11%) (Figure 4.9).

3 Informal discussions with members of the Lao PDR tourism industry associations suggest that while there is
willingness to borrow for capital investment, there is less demand to take on debt financing to cover day-to-
day operating costs and salary payments.
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Table 4.19: Financial Resilience of Accommodation Enterprises by

Province, May 2020
Have enough Need to borrow Would you
savings or money from apply for
immediate For how financial government
credit many institutions beyond loan for SMEs
%) months? May 2020 (%) %)
Province A (B) (©) (D)
Louangphabang 48.4 4.4 43.8 67.2
Vangviang 60.0 3.6 37.1 60.0
Vientiane Capital 55.4 5.5 355 57.1
Champasak 55.2 5.4 36.2 53.4
Total 54.5 5.0 37.5 58.8

SMEs = small and medium-sized enterprises.
Source: Authors’ calculations based on survey data.

Figure 4.9: Actions Forced to Take If COVID-19 Continues
Beyond May 2020 (%)
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Although 79% of respondents cite lack of working capital as a major obstacle
to continuing or resuming their businesses, they are reluctant to borrow
from financial institutions. As shown in Figure 4.10, the demand for special
refinancing and loan repayment moratoriums is generally low at 35% and 26%,
respectively. This is not surprising given the limited use of formal financial
institutions for individual credit needs in the Lao PDR. Only 9% of adults (aged
15 and above) borrow from financial institutions while 31% borrow from family
and friends.?? The surveyed enterprises most favored government policy
interventions in the form of tax relief (85%) and cash transfers (69%).

32 World Bank. The Global Findex Database 2017. Washington, DC. https://globalfindex.worldbank.org/.
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Figure 4.10: Tourism Enterprises’ Approvals of Possible
Government Policies, May 2020
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Source: Authors’ calculations based on survey data.

Concerns about safety and the need to rebuild consumer confidence and
demand are reflected by the high percentage of respondents that strongly
support improved COVID-19 screening at borders (83.0%) and improved
COVID-19 testing for the general population (71.5%). Tourism-specific
interventions, such as waiver of tourist visa requirements (41.5%) and entry
fees to tourist attractions (63.5%), are also considered important (Figure 4.10).
This view is consistent with the finding of an earlier study conducted in Macau,
China in February 2020 (Fong, Law, and Ye 2020). Through a phone survey of
228 residents the study found that the respondents’ outlook for the tourism
industry depended on their government’s ability to control the COVID-19
epidemic. They were more confident about the outlook of the tourism sector
if they had a favorable view of the government’s ability to control the epidemic.

As travel restrictions continue in much of the world, international travel is not
expected to return to normal soon. In the meantime, domestic tourism has
been put forth as a strategy to revive the sector. To assess if the magnitude
of the impact varied significantly between tourism enterprises that cater
primarily to domestic guests and those that are international guests oriented,
the accommodation enterprises were grouped according to the proportion
of domestic guests in August 2019 (Figure 4.11). The results are clear. Only
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about 30% of accommodation enterprises that targeted international guests
remained open in May 2020;*® while 69.4% of enterprises that targeted
domestic guests did so.** Consequently, enterprises that primarily hosted
domestic guests laid off fewer employees (26.5%) than those targeting
international guests (46.3%). This indicates that enterprises catering to a
larger number of domestic guests are more resilient during times of global
crises, and that promoting domestic tourism should be part of the Lao PDR’s
post-COVID-19 recovery plan.

Figure 4.11: Tourism Enterprise Operation by Domestic
Orientation, May 2020
(%)

80 774 76.4

-46.3 -44.9

-60 T T
Operating in May 2020 Reduced employees % change in employees
since May 2019

[l 0%-30% domestic guests in 2019
I 30%-70% domestic guests in 2019
70%-100% domestic guests in 2019

*

*Includes temporary and permanent employees.
Source: Authors’ calculations based on survey data.

Conclusion

The 2019 ADB survey of tourism enterprises in Louangphabang, Vangviang,
Vientiane Capital, and Champasak revealed that the tourism sector has strong
linkages to the domestic labor market and agriculture industry, which means
that the locals were benefiting from the expansion of tourism services.

3 Enterprises that target international guests are defined as enterprises with less than 30% domestic guests in
August 2019.

3 Enterprises that target domestic guests are defined as enterprises with more than 70% domestic guests in
August 2019.
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The majority of tourism enterprises are small, employing 6-20 workers.
Accommodation enterprises and restaurants in the four locations employed
about 12,209 workers in 2019, half of whom were women. There was an
overall shortage of qualified managers, with most firms across location and
size reporting difficulty in recruitment. Most tourism enterprises recognized
the importance of training and skills development for their staff, to upgrade
service quality. About half of the enterprises provided training opportunities
for their staff, although many also recognized the inadequacy of their training.

Tourism enterprises in the four locations spent about $6.6 million per year
on food, a majority of it domestically produced. Most of the food was bought
from the local market, while large firms relied on contractors. The survey
also showed that demand for organic fruits and vegetables is growing, with
a significant share of enterprises already purchasing some organic produce.
Besides unavailability, unreliable labeling and higher price discourage the
purchase of organic products.

The onset of COVID-19, along with consequent restrictions for containment,
is expected to have a devastating impact on the tourism sector of the Lao
PDR. The ADB survey conducted in May 2020 revealed that most tourism
enterprises were struggling to stay afloat; about half of the 327 tourism
enterprises surveyed were temporarily closed and had reduced employees
by 38%. The impact was larger for enterprises that primarily served
international guests.

COVID-19 response and recovery options favored by the enterprises in the
2020 survey were consistent with UNWTO (2020) guidelines and priorities
to restart tourism, which include providing businesses with liquidity and
protecting jobs, recovering confidence through safety and security, and
opening borders responsibly. Other preferred government interventions
include tax relief and cash transfers. These policies are essential in the short
and medium term to support cash flow of the enterprises so that they can stay
in business. More enterprises in operation also imply fewer job cuts. Tourism
enterprises also favor improved COVID-19 screening at borders and expanded
testing for the population. This suggests that they are worried about increased
risk of infections from domestic and foreign tourists and recognize the need
to rebuild consumer confidence to travel. Finally, the importance of rolling out
COVID-19 vaccines cannot be emphasized enough to control the spread of
the virus and restore confidence to reopen international borders.
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in the Lao PDR: The Roles of
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In the last 3 decades,®® gross domestic product (GDP) growth in the Lao
People’s Democratic Republic (Lao PDR) averaged a remarkable 7%,
quadrupling per capita income from $445 in 1989 to $1,840 in 2019 in
constant 2010 dollar terms. However, this growth was accompanied by rising
inequality, with the GINI coefficient increasing from 31.0 in 1993 to 38.8 in
2019. Due to the unequal nature of growth, the Lao PDR’s pace of poverty
reduction was slower than other countries in the region.? In 2019, almost
one-fifth of the population was still living under the poverty line (World
Bank 2020).%7

With nearly 90% of the poor living in rural areas, poverty is still a rural
phenomenon. Lack of employment opportunities outside of agriculture is
driving poverty in the country. The agriculture sector employs over 60% of
the labor force, while industry, primarily driven by capital-intensive sectors,
employs only 12% of the workforce and has been unable to absorb surplus
labor from agriculture. The highest poverty rate is among households whose
heads are unemployed (28.7%), and the majority (90%) of these household
heads were previously engaged in the agriculture sector (World Bank 2020).

Given its abundant natural resources and rich cultural heritage, the Lao PDR
can generate benefits for the rural population and thus lift many out of poverty
by harnessing the synergies between the agriculture and tourism sectors. For
instance, the government has set a goal to establish organic markets in all
provinces by 2025. Tourism enterprises can be important buyers of organic

35 GDP growth between 1989 to 2019 averaged 7%. World Bank. World Development Indicators. https://data.
worldbank.org/products/wdi (accessed 9 January 2021).

3¢ Growth elasticity of poverty for the Lao PDR is 0.71, compared with 1.33 for Viet Nam and 2.84 for Thailand.
37 The national poverty rate declined from 46% in 1993 to 18.3% in 2019.


https://data.worldbank.org/products/wdi
https://data.worldbank.org/products/wdi

106 Developing Agriculture and Tourism for Inclusive Growth in the Lao PDR

agricultural products as indicated in the previous chapter. Meanwhile,
agritourism (marketed as “farm-stay” or “community-based tourism”) is
expanding in the Lao PDR. Agritourism allows tourists to experience life on a
farm and engage in activities like trekking, rice production, planting and picking
coffee beans, and visiting traditional weaving villages.

Harnessing the potential of tourism services provides an opportunity for the
Lao PDR to create good jobs, especially in rural areas and among women
and other disadvantaged groups. As discussed in Chapter 1, tourism has
many backward linkages with the agriculture sector, providing the potential
to absorb excess labor in rural areas and encourage the production of
higher valued-added agriculture goods and related products. In addition to
increasing income for those directly employed in the tourism sector, this will
generate multiplier effects for the rest of the economy and contribute toward
inclusive growth.

Unfortunately, tourism is one of the worst affected sectors by the ongoing
COVID-19 pandemic. The Lao PDR has been relatively successful in
controlling the spread of the virus by implementing swift lockdown measures
as soon as the first few cases were reported. The priority right now is to
adopt appropriate policies for COVID-19 vaccine procurement, delivery, and
communication to control the spread of the virus and restore confidence to
restart travel and tourism. In the meantime, tourism enterprises will require
support and assistance to survive the crisis and quickly bounce back when
travel restrictions are slowly lifted.

The following are recommendations to implement immediately and in the
short term:

1. Provide financial support to tourism enterprises and linked
businesses. The ADB survey of Lao PDR tourism enterprises showed
that the majority of them are small and will be unable to endure the
protracted COVID-19 crisis. Most tourism enterprises are already
struggling to stay afloat; about half of them temporarily closed in
May 2020, while 83% said they would be forced to temporarily
close if the crisis continued. About 70% of the surveyed enterprises
had already reduced employees by around 38% in May 2020. The
tourism enterprises will require financial assistance in the form of
tax relief, low interest loans, and conditional cash transfers to stay in
business. About 59% of enterprises in the ADB survey said they would
apply for the government-established low-interest loan program
for small and medium-sized enterprises (SMEs). The surveyed
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enterprises most favored government policy interventions in the
form of tax relief (85%) and cash transfers (69%). Similarly, lowering
value-added tax from 10% to 5% has been requested by owners of
hotels and restaurants and other tourism-related businesses (Vientiane
Times 2021a). However, the government should also pay attention
to expenditure efficiency and gradually improve the fiscal situation.
Linked businesses affected by the closure of tourism enterprises
should likewise be given the same support, such as farmers; transport
service providers; small commercial establishments and market
vendors; and those that provide associated services like cleaners,
guides, and temporary and part-time workers in accommodations and
food establishments.

2. Restart the travel and tourism sector. In 2019, domestic travelers
totaled 2.3 million, while outbound trips among a population of only
7 million amounted to more than 2.6 million. In mid-2020 inter-provincial
travel within the Lao PDR was allowed, and by the end of the year
domestic travelers totaled 1.58 million (MICT 2020). Domestic tourism
has the potential to reduce the impact of the reduction in international
visitors and lead recovery of the tourism sector. To stimulate domestic
travel when it is safe to travel again, local destinations and travel products
can be promoted by waiving fees of tourist attractions and encouraging
hotels, airlines, and tour operators to develop and advertise travel
packages at reasonable prices. Similar programs have already been
launched in neighboring Viet Nam and Thailand (Minh 2020; The Nation
Thailand 2020). The Lao Thiao Laos (Lao Visit Laos) marketing program
launched under public-private partnership was contributing to tourism
recovery in 2020.

Regional travel is likely to resume before long-haul travel. Fortunately, the
Lao PDR is already a popular destination among visitors from neighboring
countries. Only three countries (Thailand, the PRC, and Viet Nam)
account for over 85% of arrivals and 55% of tourist spending. Vaccination
programs currently being rolled out in the Lao PDR and neighboring
countries are making good progress and should be accelerated.®
Government, in coordination with the private sector, should plan for a safe
and managed reopening to select international markets, starting with the
critical neighboring markets. While domestic tourism and travel bubbles

% About 13% of the population in the Lao PDR had received at least one dose of vaccine in July 2021. The
Ministry of Health is planning to vaccinate at least 50% of the population by the end of 2021. The PRC
provided an additional 300,000 Doses of COVID-19 Vaccine to the Lao PDR (Sengpaseuth 2021). And
neighboring countries like Thailand and Viet Nam started their COVID-19 Vaccination Program in Feb 2021
(Thanthong-Knight 2021, Hai 2021).
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with its neighbors may not recover pre-COVID-19 levels of arrivals and
spending, they may be able to save thousands of jobs and prevent many
enterprises from going out of business.

3. Adopt transparent, effective, and clearly communicated health and
safety protocols and travel policy. Domestic travel and regional travel
bubbles will require transparent and evidence-based health and safety
protocols and a clear communication strategy to inspire confidence
among travelers. As expressed in the ADB 2020 survey, many tourism
enterprises strongly support improved COVID-19 screening at borders
and improved COVID-19 testing for the general population. Although
travel bubbles are challenging to prepare and maintain in a fast-
changing environment and with resurgence of infections highly possible,
efficient cooperation and harmonization of health and safety protocols
could make them viable. It is imperative to adapt travel restrictions and
safety protocols in line with evolving developments of the COVID-19
pandemic to ensure they remain relevant and effective in deflecting
public health threats. This would include travel and quarantine policy for
vaccinated travelers. Over the long term, the Lao PDR will need to invest
more heavily in modernizing health-care facilities and training medical
professionals.

International tourism will become even more competitive once the
pandemic subsides and international borders start to reopen. It is
critical that the Lao PDR continues to invest in tourism infrastructure
and services, as recommended below, so that it is able to attract high-
spending tourists. More importantly, to fully benefit from the expansion
of tourism services, linkages between tourism and other sectors,
particularly agriculture, should be strengthened. Investments in rural
infrastructure, research and development, and extension services
are crucial to modernize the agriculture sector and achieve more
inclusive growth.

Recommendations to strengthen the linkages between the tourism and
agriculture sectors in the medium and long term are as follows:

1. Invest in human capital development. The Lao PDR must continue
to strengthen human capital so that Lao workers can innovate, deliver
higher-value tourism services, rebuild public confidence to travel
post-COVID-19, and manage growth sustainably. Increasing investments
in education and skills development in tourism are necessary to address
the skills gaps identified in the ADB survey. The establishment of the Lao
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National Institute for Tourism and Hospitality (LANITH) is a welcome
development that will help address the lack of qualified educational
institutions and training centers for tourism. However, further support
is needed for LANITH to provide international-level training programs
that respond to the dynamic needs of the tourism sector. Special
attention should be given to developing managerial and digital skills
at beginner and expert levels. In addition, training programs should be
made accessible by increasing the number of training centers and
promoting approaches such as on-the-job training and blended (online
and face-to-face) learning methods. The government should engage
regularly with tourism enterprises, particularly micro, small, and
medium-sized enterprises, to extend the necessary support for staff
development. Support should include the establishment of effective
recruitment and training practices and collaboration with training
institutions. Based on the AGRO Matrixin Chapter1, thisrecommendation
falls under the sociocultural-human dimension. Among the general
recommendations is advancing training and expertise in the agricultural
value chains with the aim of enhancing equity.

Assist tourism enterprises and agribusinesses to acquire digital
connectivity. In the Lao PDR, e-commerce development has been
largely constrained by the lack of reliable and affordable internet service
providers. E-commerce remains in a development phase and more
specific e-commerce laws are still under consideration. The current
pandemic has highlighted the need for the country to invest in and
expedite the development of its digital infrastructure to keep up with the
evident shift of consumer behavior toward e-commerce. Moreover, the
crisis has created opportunities for the use of various digital platforms to
innovate and design creative means to get the economy running despite
the lockdowns.

The agriculture sector was part of the “e-strategy” developed to help
boost demand for Lao products and services through domestic value
chains. The platform links together food value chain players alongside
local government units and entrepreneurs, through the use of mobile
e-market services that are compliant with the government’s protocols on
COVID-19. Through fintech solutions, local government units are also
able to monitor prices of food items and basic household commodities
during the pandemic.

Digitalization brings opportunities for tourism enterprises to expand
their market and improve competitiveness and productivity. In the
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ADB survey, enterprises with web presence are associated with higher
levels of occupancy. However, many micro, small, and medium-sized
tourism enterprises have limited access to knowledge and skills, finance,
and infrastructure. Traditional business owners may have an aversion to
new technology or may perceive it as risky and not beneficial. This can
be managed by doing demonstration projects that provide hands-on
experience to raise awareness on the benefits of digital technology. Lack
of resources to engage information technology experts can be mitigated
by hiring experts on a short-term basis and upskilling existing staff.
Social media, like Facebook and Instagram, are effective and inexpensive
avenues to communicate with the target audience. Access to digital
infrastructure, such as high-speed internet, can be made possible in
collaboration with private internet providers.

Invest in transport infrastructure and urban services. To enable easy
access for both locals and tourists, and to move goods efficiently, it is
important to invest in transport infrastructure. In particular, secondary
roads and rails that connect underdeveloped and rural areas will
help narrow the urban-rural divide by stimulating economic activity.
The Lao PDR-PRC Railway gives the Lao PDR several advantages to
expand agricultural production, marketing, and trade; and attract light
manufacturing in the areas along the 414-kilometer railway from the
Boten border gate in northern Louang-Namtha province to Vientiane
Capital. In addition, upgrading airport facilities and services and starting
more direct routes will facilitate faster growth in tourist arrivals, as evident
from the rise in arrivals after upgrading of the Louangphabang airport.
Urban services investments such as solid waste and wastewater
management facilities, clean water supply, urban greenspace, and
public markets should also be prioritized to help catalyze quality private
sector tourism services investment, attract higher-spending tourists and
lengthen their stay, and create opportunities for local producers to sell
their goods directly to tourists and tourism enterprises.

The second and third proposals fall under the production-trade
dimension of the AGRO Matrix. Among the general recommendations
is to promote competitive rural enterprises. The overall objective is to
promote competitiveness in line with the need to enhance productivity.

Visa exemption policies and support for small and medium-sized
tourism enterprises. Policy reforms must complement investments
in human capital, transportation, and digital infrastructure to



Fostering Inclusive Growth in the Lao PDR 111

improve the business environment for tourism enterprises. To attract
higher-spending visitors, the Lao PDR should expand visa exemption
policies to countries with high outbound tourism expenditure. As the
source market with the largest amount of tourist spending in 2019, the
PRC could potentially supply more tourists to the Lao PDR if visa fees are
waived, in the same way the Republic of Korea and Japan are encouraged
to do so. According to the UN World Tourism Organization and the World
Travel & Tourism Council, visa exemptions increase arrivals compared
with electronic visa or visa on arrival policies. Case studies comparing visa
exemption with other forms of visa facilitation show 5.3% higher arrivals
growth when visa requirements are eliminated (UNWTO). Similarly,
easing of regulatory and tax compliance requirements for SMEs and
implementing modernized cross-border transport agreements to ease
congestion at the Lao PDR’s busy land borders are essential.

Referring to the AGRO Matrix in Chapter 1, these proposals fall under
the political-institutional dimension. The primary objective is to promote
good governance.

Facilitate organic food production. International tourists and even
domestic consumers in the urban centers have shown preference for
organic produce and better packaged food. There is significant interest for
organic produce from tourism enterprises if made available in the market.
Knowledge creation and knowledge sharing on the skills, practices, and
technologies for organic farming are necessary to expand organic food
production. Certification, labeling, and quality control measures must be
putin place to ensure food safety and build consumer confidence. Current
bureaucratic procedures for certification need to be streamlined and made
accessible to small farmers. As discussed in Chapter 4, one approach
that has worked in developing countries is the participatory guarantee
system (PGS) which requires the involvement of farmers, traders, and
other stakeholders in the verification process. Aside from serving as an
alternative to the expensive third-party certification, this approach has
resulted in greater empowerment and responsibility sharing, and improved
knowledge and skills among small farmers. It has proven effective in
opening organic markets to farmers while providing local organic produce
to consumers more easily (Loconto, Poisot, and Santacoloma 2016).
The three existing PGSs in the Lao PDR should be strengthened through
regular training for farmers and alignment of standards with international
guidelines such as those set by the International Federation of Organic
Agriculture Movements. The PGS approach should be expanded to areas
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where there is a large demand for organic food and high potential for
organic farming such as in Louangphabang. Establishing a local market
system involving producers, buyer groups, and tourism enterprises, along
with the use of digital platforms will enable farmers to sell their produce
easily. Referring to the AGRO Matrix in Chapter 1, this recommendation
falls under the ecological-environmental dimension. The overall objective
is to promote sustainability. Organic farming can also be the anchor of a
vibrant food tourism sector.

6. Invest in irrigation infrastructure. Its abundant land resources give
the Lao PDR enormous potential to expand its irrigated areas and boost
agriculture productivity to compete in the global market. Irrigation
development is the fastest and most direct way to increase crop
productivity and diversify into high-value crops that have high demand
in the market. The improved water availability from irrigation during the
dry season allows the farming of high-yield varieties and improves the
efficacy of fertilizers and pesticides to raise yields by as much as 50%
on average (ADB 2018). In the past, many irrigation schemes had fallen
into disrepair as a result of design flaws and limited funding for operation
and maintenance because most of them were principally developed for
rice cultivation with limited orientation toward other higher-value crops.
New investment in irrigation will need to be properly engineered based on
specific production needs and complemented with an effective extension
system. Water management and firm operation and maintenance
arrangements will make the country more resilient to impacts of climate
change and ensure the sustainability of irrigation investments.

7. Modernize agriculture for growth and poverty reduction. Investment
in agricultural research, development, and extension (RD&E) has
proved to be one of the highest-payoff aspects of public investment.
If such research is focused on improving not only yields but also the
nutritional content of food staples, the resulting new varieties can boost
incomes, nutrition, and health in farm households, as well as raise food
self-sufficiency and lower food prices in local markets. Modernization
will require agricultural research on adapting high-yielding crop varieties
to local conditions and ensuring the supply of complementary modern
inputs, such as chemical fertilizer and pesticides, rural credit, and access
to rural electricity, in order to create a sizable marketable surplus and
entice farmers to shift to more commercially oriented production. RD&E
on improving the quality of cash crops, such as coffee, tea, and other
crops, in which the Lao PDR has comparative advantage and established
ready markets abroad, can also generate high returns.
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Like the second and third proposals, the sixth and seventh proposals fall
under the production-trade dimension of the AGRO Matrix. The tenor
of the proposals is aligned with the general recommendation to promote
competitive rural enterprises in order to enhance agricultural productivity.
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Developing Agriculture and Tourism for Inclusive Growth
in the Lao People’s Democratic Republic

The Lao People’s Democratic Republic has witnessed remarkable economic growth over
the last 3 decades, quadrupling per capita income between 1989 and 2019. However, this
growth was accompanied by widening inequality as the economy generated limited job
opportunities outside of agriculture. This report explores the potential linkages between
the agriculture and tourism sectors and emphasizes the need to develop synergies
between them for an inclusive post-pandemic recovery. Major recommendations of

the report include investing in infrastructure and human capital and promoting digital
connectivity in agriculture and tourism enterprises.
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