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Synopsis

Laos faces a unique situation. While economic growth has risen rapidly over the past few years, poverty
reduction has remained stagnant. Much of the population are considered vulnerable households, relying
heavily on the agriculture industry to generate income. Technological innovation and entrepreneurship,
quality of education, and a decent social service system have been identified as key reduction drivers,
although these goals have proven difficult to achieve due to the logistical challenges rural areas pose.
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Philip Alston, the United Nations (U.N.) Special Rapporteur on extreme poverty and human
rights, arrived back home in New York City after a long drive from John F. Kennedy
International Airport. It was mid-March 2019, and he had just flown back from Laos, where
he spent eleven days visiting different cities to learn about the present state of poverty in the
country. A frenzy of thoughts ran through his mind as he recalled his visit, but he knew he
had to focus on the task at hand. His colleagues at the U.N. Human Rights Council were
expecting a detailed report of his visit in two days’ time, and he had to synthesize everything
he learned to create a set of recommendations for the council. Knowing that time was of the
essence, Alston took a deep breath, took out his notes, and started working.

BACKGROUND

The Lao People’s Democratic Republic (Lao PDR, Laos) is situated in Southeast Asia, directly
south of the People’s Republic of China. Its history traces back to the Kingdom of Lan Xang,
which existed as one of the largest kingdoms in the continent for four centuries between
1300 and 1700 C.E. During this time, the country was divided into three kingdoms—Luang
Prabang, Vientiane, and Champassak—during a period of internal conflict.1

1 “Laos’ History,” Tourism Laos, accessed November 8, 2019, www.tourismlaos.org/show.php?Cont_ID=339.
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In 1893, following the French colonization of Indochina, these kingdoms were united and
formed into what is now known as Laos.z It is the only landlocked country in the region,
bordering Myanmar and China in the northwest, Vietham in the east, Cambodia in the
southeast, and Thailand to the west.

PRESENT-DAY LAOS

Laos is a one-party socialist republic headed by the Lao People’s Revolutionary Party (LPRP),
the only legal political party. To this day, Laos is one of the few remaining countries in the
world openly endorsing communism. Government policies are determined by an 11-
member Politburo and a 61-member central committee.3

Laos’ foreign relations has expanded over the years. Laos is a member of the Asia-Pacific
Trade Agreement (APTA), Association of Southeast Asian Nations (ASEAN), East Asia
Summit, La Francophonie, and most recently, the World Trade Organization (WTO) in 2013.
These partnerships caused the country to open itself up to international relations in the past
few decades, fuelled further by the fall of the Soviet Union in 1991 and Vietnam’s diminished
ability to provide aid. This is a complete reversal of its past hostile attitude to the West. In
November 2004, it passed legislation to formalize trade relations with the United States.4

In 2018, Laos’ economy had the 16w-highest GDP growth rate in the world at 6.2%, good
enough for fourth-highest in the Southeast Asia region. Laos also ranked 139w in the Human
Development Index (HDI), which places the country in the category of medium economic
development. Agriculture is the economy’s main driver, accounting for half of Laos’ GDP and
80% of employment.s Particularly, the farming and fishing industries were the main methods
citizens achieved employment.

As aresult, Laos had become heavily dependent on investment and trade with neighbouring
countries with whom they trade goods with. Beerlao, a range of products produced by the
Lao Brewery Company, is the country’s most recognized product and exported to many
developed countries such as the U.S., Britain, Germany, Japan, and South Korea. The economy
also receives large amounts of foreign aid from the International Monetary Fund and other
international sources.s

2 “Laos’ History.”

3 “Freedom in the World 2018, Laos,” Freedom House, accessed November 17, 2019,
https://freedomhouse.org/report/freedom-world/2018/laos

4 “L aos: Her Present and Future,” Warwick Asean Conference, accessed November 17, 2019,
http://warwickaseanconference.com/laos-her-present-and-future/

5 “Lao PDR,” United Nations Development Programme, accessed November 17, 2019,
https://www.la.undp.org/content/lao_pdr/en/home/sustainable-development-goals/goal-8-decent-work-and-
economic-growth.html

6 “IMF Office in Lao,” International Monetary Fund, accessed November 26, 2019,
https://www.imf.org/en/Countries/ResRep/LAO
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POVERTY REDUCTION GOALS OF THE LAO PDR GOVERNMENT

From his preparation prior to the Laos trip, Alston knew that the Lao PDR government’s
goals over the next decade have focused on two key areas. One of his scheduled tasks for this
trip was to assess how aligned the country was to meet these goals. First, Laos was working
toward the localization of the U.N. Sustainable Development Goals and implementation of
the 8w National Socio-Economic Development Plan (NSEDP) 2016-2020. The NSEDP is a
measure of achieving socio-economic development, industrialization, and modernization by
2020. Specifically, the government aims to reduce the poverty rate to 10% by 2020 and incur
real GDP growth no less than 7.5%.7

Second, the government aims to graduate from the Least Developed Country (LDC) status by
2025. LDC countries are defined as low-income countries facing structural impediments to
sustainable development; the LDC country list is reviewed every three years for graduation.
To become eligible for graduation, the threshold must be met for two of the three LDC
identification criteria, including a per capita gross national income (GNI) above $1,242, a
human assets index (HAI) of 66 or above, and an economic vulnerability index (EVI) of 32 or
below. Currently, Laos has a GNI of $1,232, HAI of 60.8, and EVI of 36.2.s Alston wondered
whether Laos had the capability to achieve these numbers in six years’ time.

HIGH ECONOMIC GROWTH, STAGNANT POVERTY REDUCTION

Laos experienced steady economic growth in the past couple decades, growing at a high-pace
rate of 7.5%. During this period, important progress was made to reduce poverty,
particularly in increasing living standards. According to the World Bank, the number of
people with access to electricity has doubled and the proportion of those without a toilet has
been halved in the last decade.o Improved skills and knowledge, access to land, and non-farm
job creation were found to be the main drivers of poverty reduction.

However, the high rate of economic growth has not translated to a commensurate decline in
overall poverty across all areas of the country. 23.2% of the population still live in poverty,
and an estimated 80% of the population still live on less than $2.50 USD per day.
Additionally, Laos is still ranked as the 36t hungriest country in the world out of a list of 52
countries with the worst hunger situations.10

A large part of the blame is being put on the country’s government and its one-minded
emphasis on economic growth, which has been labelled as counterproductive to poverty
reduction. Government policies have been scrutinized for a focus on “ticking boxes” and

7 “Lao PDR.”

8 “Criteria for LDC Graduation,” National Round Table Process, accessed November 17, 2019,
https://rtm.org.la/nsedp/criteria-ldc-graduation/

2 “Drivers of Poverty Reduction in Lao PDR,” The World Bank, accessed November 17, 2019,
https://www.worldbank.org/en/country/lao/publication/drivers-of-poverty-in-lao-pdr
1043019 Global Hunger Index by Severity,” Global Hunger Index, accessed November 26, 2019,
https://www.globalhungerindex.org/results.html
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“improving GDP numbers” rather than making the Lao people the main priority. Large
infrastructure projects, resource extraction, and attracting foreign investment have taken
the bulk of the country’s focus. This resource-driven and capital-intensive growth therefore
resulted in increasing GDP per person employed, but it did not generate a significant number
of job opportunities. Instead, it generated large debt obligations and disproportionately
benefitted the wealthy.11

PHILIP ALSTON’S LAOS TRIP12

Philip Alston took a recent 11-day official visit to the country in March 2019. During his time
there, Alston was able to visit the capital city of Vientiane, Attapeu, Champasack, Xienkuang,
and Houaphanh. It was an experience he would never forget—he spent the majority of his
time with both officials and locals in the communities. He met with healthcare workers,
farmers, village leaders, educators, and government officials, all of them working to evaluate
and inform each other of the current state of poverty in Laos.

As he visited the city of Attapeu, located in the southeast region of the country, Alston
discovered from a first-hand perspective about the detrimental effects of an economy-first
strategy. As he talked with farmers and village leaders in the area, he learned that during the
recent 2018 Laos dam collapse, survivors had to live in crowded camps since they had
nowhere to go; the collapse caused widespread homelessness in the province. The local
leaders described how parents did not have the money to send their children to the hospital,
and many were going into debt just to get by.

After this conversation, Alston realized this was evidence that the country was ill-prepared
to handle disaster events, and that one such event could, in an instant, put thousands of
citizens in poverty. In Alston’s analysis, one of the key problems this revealed was that large
parts of the country had been left behind by the transitioning economy. At the end of the trip,
he commented:

“By emphasising aggregate economic growth over poverty reduction, job creation,
and socioeconomic mobility, the Government has achieved impressive GDP growth
but failed to make meaningful changes in the lives of the very large number of
people in poverty. Meanwhile, the country has not developed a strong social
protection system to support the many people left behind by the transitioning
economy, and has failed to invest adequately in health, education, infrastructure,
and poverty alleviation.”

1yN Expert: Lao PDR’s Economic Strategy Entrenches Poverty,” Office of the United Nations High Commissioner
for Human Rights, accessed November 9, 2019,
https://www.ohchr.org/en/NewsEvents/Pages/DisplayNews.aspx?News|D=24416&LangID=E

12 “yN Expert.”

Laos Series: Case A | The Growing Economy Dilemma operationpoverty.org



OPERATION POVERTY 5

VULNERABLE HOUSEHOLDS: FALLING BACK INTO POVERTY

As he met with government officials and poverty experts in the country, Alston learned that
another problem facing Laos was the growing number of vulnerable households. Vulnerable
households are families that have pulled themselves out of poverty yet remain close or at the
poverty line. According to the World Bank, half of the poor population in 2013 were not
considered poor in 2008.

Relatedly, vulnerable employment (self-employed workers, unpaid family work) takes a
large portion of the workforce—own-account workers and unpaid family workers make up
84% of those employed. Alston wondered if vulnerable households and vulnerable
employment were interrelated, and why so much of the population were in this category.
Perplexed, he reached into his bag and pulled out the updated Lao PDR United Nations
Development Programme (UNDP) Report to see if he could gain any insights.

The Lao PDR UNDP report pinpoints the volatile state of the agriculture industry and sudden
health shocks as the main drivers of household vulnerability. Since vulnerable households
are heavily dependent on the success of the farming and fishery sectors, everyday changes
in product demand and weather events can be the difference between earning just enough
or falling below the poverty line. During these difficult times, unskilled farmers working
small plots of land, which represent the majority of the working population, face immense
hardships searching for non-agricultural jobs to supplement their meager incomes.13 Alston
wondered what both the government and organizations in Laos could do to create
opportunities or to support vulnerable households on a long-term basis.

THE BRAIN DRAIN CONUNDRUM

Alston also recalled reading a recent article that outlined Laos’ problem with emigration.
From it, he learned that Laos also suffered from severe “brain drain,” which refers to the
flight of human capital from a country. Following advanced training in their home country,
individuals left their country of origin to pursue opportunities elsewhere, usually to a first-
world nation. In 2017, only 79.7% of the population was literate and higher education could
only be pursued at a few universities in the country. As a result, Lao individuals who could
afford attending universities overseas tend to remain and work in those countries rather
than returning home. This has created a continuous outflow of talent and expertise the
country could have otherwise used to invest back in their economy.

STRATEGIES FOR DEVELOPMENT

Broadly, global organizations and institutions within Laos are in agreement that
technological innovation and entrepreneurship, quality education, and access to a decent
social service system are three facets the country needs most development in. Improvement

13 Johannes Loh, “Laos’ ‘Different Face’ of Poverty,” The DiplomatNovember 17, 2012, accessed November 9,
2019, https://thediplomat.com/2012/11/laos-different-face-of-poverty/
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in these areas would lead to a diversification of job opportunities and more secure
employment, which are goals that would benefit vulnerable households. Running through
the various programs and initiatives he learned about, Alston chose to focus on three areas
to base his recommendations on.

FOCAL SITES: CREATING OPPORTUNITIES IN THE NON-FARM SECTOR

In the mid-2000s, the Government of Laos came out with a strategy to identify “focal sites”
within the country to focus their development budget and build industries to create
opportunities in the non-farm sector. Development activities could include improving
infrastructure, healthcare facilities, and the creation of employment. In the end, the purpose
of these sites were to create a system that would enhance the conditions for improved living
standards in specific geographic areas of the country. While the identification and budget
allocation of these focal sites are a good start, this government program still lacked the
sufficient amount of funding to create meaningful impact—only 112 billion Kip (USD $12.6
million) was budgeted for these sites throughout the country.

Additionally, several conditions made it difficult to promote non-farm employment creation.
First, geographical conditions, particularly the mountainous and forest-covered regions of
the country, make it difficult to develop infrastructure and the access to roads, water supply,
and telecommunications. Second, rural areas are sparsely populated. These areas do not
have a sufficient supply of labour workers, which means it would require high amounts of
investment to start-up industries. Third, most of the population are unskilled workers, and
would require training before being able to work in non-farm industries. Considering these
challenges, both the government and businesses had to search for new solutions and to
identify the best path forward on how to penetrate the non-farm industry to create
employment opportunities.

DIGITAL LITERACY: MICROSOFT YOUTHWORKS PROGRAM

In November 2016, the Government of Laos partnered with Microsoft along with the Asian
Development Bank to develop an online technology platform called YouthWorks that
provides Lao youth free-of-charge access to technical and vocational training courses. The
purpose of this partnership was to help youth gain the skills they need to seek jobs and gain
income for their families. By integrating technology with education, the program would
stimulate innovation, productivity, and drive private-sector development. As part of a global
network including Middle Eastern and African nations, the YouthWorks program is
operating in 18 different countries and has focussed on continuous expansion to other
developing countries.

The challenge of implementing such a global-scoped program is integrating it into the unique
context and situation of a country. So far, YouthWorks has been successful in its content
development and partnerships but are lacking in distribution and usage capabilities, since
most of YouthWorks in Laos is situated in vocational schools in the capital city of Vientiane.
Presently, the program managers need to figure out what sort of plan would bring youth

Laos Series: Case A | The Growing Economy Dilemma operationpoverty.org
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from rural areas to Vientiane, or whether they should branch out and establish the
YouthWorks program in other areas around the country. Alston wondered what strategy
Microsoft and the Government of Laos could take to achieve this.

MICROFINANCING

Microfinancing is a form of financial services that provides conventional banking access to
low-income populations. Microfinancing involves microcredit, which allows small loans,
chequing and savings accounts, and microinsurance to poor clients. Generally, these loans
are given to aspiring entrepreneurs to build small businesses (buy assets, create a source of
income, etc.) to meet their household needs. Microfinancing institutions (MFI) in Laos have
been growing since the early 1990’s. Most of the microfinancing services are led by the
central Bank of the Lao PDR (BOL), although many other smaller institutions have started
offering services in recent years. By the end of 2017, 123 MFIs have been approved by the
BOL, serving 62,000 active borrowers with a total loan portfolio of USD $88 million.14 Despite
the large number of MFIs now offering savings and products, the MFIs mostly deal
exclusively with clients who have collateral. Moreover, almost all the MFI branches are
located in or close to the capital of Vientiane, away from the rural populations it has the most
potential to impact. Unquestionably, microloans paired with educational opportunities
would open doors of opportunities for vulnerable households; but Alston had concerns on
how you can get these exclusive services to vulnerable households and to those in poverty.
Even if they did, who would teach the largely unskilled workers how to effectively use these
microloans to build personal assets and generate their own sources of income?

On top of these programs, Alston wondered if there were other innovative insights and
recommendations he could provide based on his analysis of the poverty situation in Laos.

CONCLUSION

Alston knew that the welfare of the Lao people is largely dependent on agriculture. A large
portion of the population are considered vulnerable households—while not being
categorized below the poverty line, they stay close to it, with limited opportunities to
sustainably rise up. Due to these circumstances, weather conditions and economic events
have significant effects on the daily lives of these groups. The Lao Government has made it
clear that technological innovation, access to social service systems, and quality education
are key drivers to a long-term poverty reduction plan. While there has been progress in
making these services and resources available, challenges remain that prevent these groups
access to them.

Refreshed from reviewing his notes and recalling the conversations he had from the trip,
Alston pulled out his laptop and started typing out his report and recommendations.

14 “Microfinance in Laos,” Lao Microfinance Association, accessed November 9, 2019,
https://www.laomfa.org/about-us/microfinance-in-laos/
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EXHIBITS

Exhibit A: Map of Laos and Surrounding Areas

100°

U

Pakx
- Nakhon Ratchasima Champasa
hampasak9) pu

lakhon j'

>AMBODIA

\\ ©1998, Encyglopzdia Britanhica, Inc.

Source: “Laos,” Encyclopaedia Brittanica, Inc., 1998.

Exhibit B: Percentage of Population Below the Poverty Line in Asian Countries

Viet Nam
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Philippines 25.2
Myanmar 25.6
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Lao PDR 23.2
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Source: Asian Development Bank Data (ADB), 2014.
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Exhibit C: Monetary Poverty in Lao PDR, (%)

Poverty Head Count Distribution of the Poor
2003 [2008 |2013 | 2003 |2008 |2013
National Poverty 335 | 276 | 23.2 100 100 100
Urban Poverty 19.7 17.4 10.0 13.5 18.1 12.4
Rural Poverty 376 | 31.7 | 28.6 86.5 81.9 | 87.6
Poverty at Provincial Level
Vientiane Capital 16.7 15.2 5.9 5.7 6.3 3.1
Phongsaly 50.8 | 46.0 12.3 5.1 5.1 1.6
Luangnamtha 228 | 30.5 16.1 1.7 3.3 2.0
Oudomxay 451 33.7 | 30.1 6.2 6.1 5.7
Bokeo 211 32.6 44.4 1.5 2.9 5.2
Luangprabang 395 | 272 | 255 9.4 7.2 7.8
Huaphanh 515 | 50.5 | 39.2 8.2 10.1 7.8
Xayabouly 25.0 15.7 15.4 4.8 3.4 3.9
Xiengkhuang 416 | 420 | 31.9 5.5 6.7 6.0
Vientiane Province 19.0 | 27.8 12.0 3.5 7.6 4.2
Borikhnamxay 28.7 | 215 16.4 3.1 2.8 2.7
Khammuane 33.7 | 314 | 26.4 6.0 6.8 5.7
Savannakhet 431 28.5 27.9 18.9 14.4 17.1
Saravan 543 | 36.3 | 49.8 9.1 83 | 126
Sekong 41.8 51.8 42.7 1.8 3.1 4.2

Source: Scientific Figure on ResearchGate. Available from: https://www.researchgate.net/figure/Monetary-
Poverty-in-Lao-PDR_tbl1_331638938 [accessed 17 Nov, 2019]
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Exhibit D: Laos’ Overall Employment by Industry Sector

Employment by sector (% of total
employed)
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Source: 2010 Labour Force Survey. Lao Statistics Bureau (LSB), Ministry of Planning & Investment

Exhibit E: Total Division of Enterprises in Laos

Table 2.1. Overview of Enterprises in the Lao PDR
Enterprise Size Units Percent
Small enterprises (1 to 19 staff) 125,616 98.98
Medium enterprises (20 to 99 staff) 1,081 0.85
Large enterprises (more than 100 staff) 196 0.15
No answer 20 0.01
Total 126,913 100.00

Source: Department for Small and Medium Enterprise Promotion (DOSMEP), Ministry of Industry and

Commerce (2010)
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Exhibit F: Urban vs. Rural Poverty Gap
Percentage of population below national poverty line, by

residence
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