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LAOS

Basic Data

PoEulation (1981)

Population growth rate

Output
Fconomic growth (per cent change)
GNP value (in billions of kip)
Rice ('000 tons)
Timber ('000 cu. m.)

Prices
"TCOL in Vientiane
(change in per cent)
GDP deflator (change in per cent)
Parallel market exchange rate; kip per
U.S. dollar (average for rLhe year)

Monetary survey (per cent change)
Credit to the public sector
Credit to the private sector
Domestic liquidity

Budget (per cent change from previous year)
Current revenue
Current expenditure

Capital expenditure

Official exports (US$ mn.)
To the convertible area
To the nonconvertible area

Official imports (US$ um.)

~From the convertible area
From the nonconvertible area
Ald-financed imports

Commodity compostion of officlal exports to

the convertible area (US$ mn.)
Hydroelectric power
Timber
Coffee
Tin
Other goods

3.3 million

2.0 per cent per annum

1979

10
2.5
520
131

w

15

45
33
18

154

1980

10
5.2
625
140

100
90

21

150
700
164

179
161
209

OOk OWM
- e
v =W

1981 1982
Proj.
5 1
7.4 13.8
666 636
147 150
55 100
35 85
38 70-80
24 -1
63 2 T,
4 17 T.
32 178
- 120
24 247
19.4 47.8
14.0 29.9
5.4 17.9
90.2 120.9
36.2 35.9
13.8 35.0
40.2 50.0
7.9 22.5
5.1 5.9
- 102
0-4 -
0.6 0.3
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LAOS

Bagic Data (concluded)

1979 1980 1981 1982
Proj.
Commodity composition of official imports
from the convertible area EUS§ mn. ) 20.3 42.0 36.2 35.9
Foodgrains and other foodstuffs 1.3 10.7 2.0 1.6

Petroleum products 8.8
Equipment and raw materials 1.8 11.1 ) )
Other goods 8.4

External reserves (US$ mn.)

Ll W

Gross (end of period) 26.1 14.0 13.5 12.4
In months of imports 4.5 1.8 1.8 1.2

Net (end of period) 14.2 3.1 -1.5 -1.6

External debt (US$ mn.)

Outstanding (end of period) 215 266 312 395
To international institutions 29 39 47 56
To bilateral donors 183 224 262 336

Socialist countries ) (153) (192) (265)
Non-socialist countries (eve) (71) (71) (71)
Suppliers' credits 3 3 3 3
SerViCins 303 2-5 3.8 205
As a per cent of exports of goods
and services 15 15 13 5
Selected ratios, expressed
as a per cent of GDP

Total budgetary expenditure 25.4 34.2 26.4 39.7

Current revenue minue current expenditure -5.0 =5.4 ~0.5 3.6

Total budgetary deficit 14.7 19.8 13.1 19.7

Official exports of goods 2/ 3.1 2.6 2.6 12.1

Official imports of goods 2/ 11.2 17.8 12.2 30.7

Current account deficit 2/™ 11.5 19.8 12.4 23.9

External debt 2/ 34.4 51.2 42.2 100.2

External debt servicing 0.6 0.6 0.5 0.9

e e

1/ TFor January l-June 30 period.
Zf Computed by converting nominal GDP into U.S. dollars at the official rate of
exchange.

2/ Changes from 1981 are in part due to a sharp decline in the U.S. dollar value
of GNP.



I. Introduction and Summary

In early 1980, the authorities adopted a comprehensive economic piLo-
gram aimed at a high rate of growth, greater domestic resource mobiliza-
tion and a progressive improvement in the balance of payments. The main
policies adopted under the program were the removal of controls on in-
ternal and external trade, the adoption of flexible pricing policies,
including the introduction of negotiated procurement prices for paddy,
and a substantial devaluation of the kip. These policies, which w're
accompanied by an enlargement of forelgn exchange allocationa for imports,
led to considerable progress in 1980 and 1981 with regard to production
and the fiscal position; however, the balance of payments situation re-
miined weak and there have been rapld increases in domestic prices.

Agricultural output {ncreased significantly. paddy production rose
by 20 per cent in 1980 and another 7 per cent in 1981, and production
of root crops rose by 17 per cent in 1980 and another 21 per cent in
1981. While the large output gains were mostly attributable to succeas-
ful reclamation of land through resettlement of displaced population,
the new production-oriented policles were probably an important contri-
buting factor. The domestic rice availability per capita increased by
21 per cent between 1979 and 1981; at the same time, rice imports, which
represented l7 per cent of domestic production in 1979, could be halted
by 1981, Mainly as a result of the expansion in agricultural output,
GDP rose by 10 per cent {n both 1979 and 1980 and by 5 per cent in 1981.

The budgetary performance also greatly improved. Domestic budgetary
revenue benefited from the improved profitability of public enterprise,
and rose f{rom 10.7 per cent of GDP 1in 1979 to 13.4 per cent in 1981.
Budgetary expenditure was tightly controlled and there was a shift toward
more outlays for development; caplital outlays increased from 9.7 per cent
of GDP in 1979 to 12.5 per cent in 1981l. The excess of current expendi-
ture over domestic revenue, which amounted to about 5 per cent of GDP in
both 1979 and 1980, was nearly eliminated in 1981.

Notwithstanding a rise in domestic production, a higher level of
imports, and the liberalization of domestic and border trade, the rate
of inflation was high in both 1980 and 1981. More than two thirds
of the increase In the domestic price level in 1980 was attributable to
ad justments in administered prices, but excessive liquidity was also an
important contributing factor. In 1981, official prices were not ad-
justed, but a prolonged border clorsure and the substantial depreciation
of the kip 1n the parallel exchange market, with its attendant effects
on domestic free market prices, represented considerable inflationary
elements. The growing differential between official and free market
prices led to adjustments in agricultural procurement prices in January
1982. In addition, the preferential exchange rate was moved from K 30
to K 35 per U.S. dollar and made applicable to all official import and
export transactions that had previously benefited from the official rate
of K 10 per U.S5. dollar. The effects of the change in the exchange rate
system and of the higher procurement prices were, with the exception of



rice, fully incorporated in official retail prices. 1In part also because
of interruptions in road transportation, the rise in prices in the Vien-
tiane area during 1982 i1s expected to exceed that of 1981.

The current account of the oalance of payments fell from US$103 mil-
lion in 1980 to US$92 million in 1981, mainly because of the temporary
closure of the border with Thailand and reductions in imports of food-
grains. Since October 1981, there has been a sharp increase in receipts
from exports of electricity to Thailand, but exports of timber and some
other exportable goods have continued to stagnate. This, together with
a sharp {ncrease ir imports, has led to a widening of the current account
deficit to US$60 million during the first half of 1982. At the end of

June 1982, gross foreign exchange amounted to USS$12.5 million or about
one month of imports.

Real GDP growth 1s projected to level off to about 1 per cent in
1982. As a result of unusually dry weather during the summer months,
agricultural production may decline slightly, but, following a slowdown
in 1981, industrial production is expected to accelerate somewhat due to
greater avallability of imported raw materials and spare parts. Reflect-
ing mainly substantially higher profits by public enterprises and con-

tinued expenditure restraint, the budget performance is expected to im-
prove further in 1982.

II. Production

1. Changes in real and nominal GDP 1/

Real GDP rose significantly during the 1979-81 period, as a conse-
quence of increases in agricultural production due to an expansion in
acreage under cultivation, favorable weather, and the adoption of more
production-oriented policies. After rising by 10 per cent in both 1979
and 1980, real GDP increased by an estimated 5 per cent in 1981 (Table 1).
In that year, agricultural and forestry production rose by 7 per cent,
but, as a result of the Lao-Thal btorder closure from February to April,
production declined in the other sectors of the economy. Real GDP growth
13 estimated at about 1 per cent in 1982, agricultural output is likely

1/ National accounts data are available only in real terms and only
for 1980. Production figuraes for later years are avallable for the
agricultural and forestry sectors, which represent about 70 per cent of
GDP. Changes in real value-added of other sectors of the economy, in-
cluding construction and services, must be estimated. Both administered
and free market prices have been taken into account in estimating nominal
GDP and the GDP deflator. In line with the UN-SNA conventions, the
value or agricultural production that is consumed on the farm {s computed
at the free market price. To the extent that free markets are relatively
narrow and sensitive also to noneconomic factors, free market prices
can be quite volatile, which may have implications for the interpretation
of the GDP deflator.



to be sluggish, reflecting the impact of the drought that occurred during
the second quarter, but production in the other sectors 1is expected to
increace by about 10 per cent.

Table 1. Te2ua: Gross Domestic Product, 1979-82

1979 19860 1981 1982
Estimate
GDP value (in billions of kip) 2.5 5.2 7.4 13.8
GDP per cent change
in real terms 10 10 5 1
GDP deflator
(change in per cent) 8 90 35 85

Source: Based on data provided by the Lao authorities.

Between 1978 and 1981, rominal GDP increased by an estimated 250 per
cent, of which about 27 per cent was in real terms. The high rate of
inflation resulted from substantial adjustments in official prices, as
well as from sharp increases in free market prices; the latter reflected
the continued depreciation of the kip in the parallel exchange market
and frequent border closures during that period. 1In 1982, nominal GDP
is projected to increase by about 90 per cent as a consequence of fur-
ther large ad justments In official prices and salaries as well as accele-
rating inflation in the nonofficial markets.

2. Agricultural production

Most agricultural products recorded a sharp increase in output be-
tween 1977 and 1981. Production of paddy rose by 57 per cent, vegetables
by 42 per cent, cotton by 108 per cent, coffee by 79 per cent, tobacco
by 286 per cent, and soybeans and root crops by about 100 per cent
(Table 2). Total cultivated area increased by about 45 per cent, which
reflected government programs for the reclamation of abandoned land as
well as higher official prices for agricultural products. The increase
in the production of paddy resulted mainly from increased acreage during
the 1977-79 period and from higher ylelds thereafter. About 60 per cent
of the area under paddy cultivation 1s located in the lowland areas,
much of it subject to flooding, and about 35 per cent is in the upland
areas, where paddy is largely grown under a slash and burn system.



Table 2.

Laos:

Major Agricultural Crops, 1977-82

Area, Yield, and Production of

1977 1978 1979 1980 1981 1982
Estimate
Area ('000 hectares)
Paddy 570.0 590.0 690.0 724 .0 738.0 740.0
Vegetables 3.9 4.4 5.3 5.3 5.4 5.8
Maize 29.7 27.0 23.0 28.3 30.9 31.6
Cotton 3.7 5.0 6.9 7.0 7.1 7.4
Cof fee 4.5 4.8 5.4 6.5 7.7 7.7
Tobacco 1.3 3.0 3.4 4.0 4.4 4.9
Root crops 5.6 5.7 8.6 9.1 11.0 oos
Soybeans 3.1 4.3 4.4 4.8 5.6 cee
Tea (hectares) 62.0 66.0 73.0 82.0 83.0 e
Yield (ton/hectare)
Paddy 1.2 1.2 1.2 1.4 1.5 1.4
Vegetables 7.9 8.1 8.0 8.0 8.1 7.8
Maize 1.2 1.0 0.9 1.0 1.1 1.1
Cotton 0.7 0.6 0.7 0.7 0.7 0.7
Coffee 0.6 0.6 0.6 0.7 0.7 0.7
Tobacco 0.5 0.6 0.6 0.6 0.6 0.6
Root crops 8.7 8.9 8.0 v-8 8.8 .o
Soybeans 0.6 0.7 0.7 0.7 0.7 .
Tea 0.4 0.4 0.4 0.3 0.3
Production ('000 tons)
Paddy 707.0 724.0 86740 1,042.0 1,110.0 1,060.0
Vegetables 30.8 35.4 42.7 42.6 43.6 45.1
Maize 31.4 45.4 27.6 28.3 32.8 33.5
Cotton 2.4 3.7 4.8 4.9 5.0 5.3
Coffee 2.8 3.0 3.5 4.4 5.0 5.2
Tobacco 0.7 1.8 2.1 2.4 2.7 3.1
Root crops 48.7 50.6 68.6 80.3 97.1 105.0
Soybeans 1.9 2.9 3.3 3.3 3.9 “es
Tea (tons) 24,7 27.0 30.3 29.0 29.7 .

Sources:

Data provided by the Lao authorities.



Only 5 per cent of the total paddy area 1s irrigated. Inclement weather
may cause year—to-year fluctuations in paddy output of up to 15 per cent,
but in most years, flood losses in the lowlands are partially offset by
higher rainfall and production in the upland rice areas. Conversely,
drought and iow production in the uplandrs may coincide with a favorable,
flood-free season in the lowlands. Mnst of the cultivated area permits
only one crop a year. The area under rice cultivation accounts for

about 90 per cent of tue total cultivated area.

In 1981, paddy production increased by about 7 per cent to a record
high of 1.11 million tons; che average yield rose by 7 per cent and cul-
tivated area by 2 per cent. Per caplta rice production increased further
in 1981 to an estimated 160 kg. a year, compared with 132 kg. in 1979
and 153 kg. in 1980 (Table 3).1/ These figures suggest that, while Laos
has not yet reached full food self-sufficiency, there has been rapid
progress in narrowing the food deficit. The production of vegetables
and root crops—--which constitute with rice the mainstay of the local
diet-~rose by 2 per cent and 21 per cent, respectively, due to both
increases In acreage and a higher yield. The production of other agri-
cultural crops, such as malze, cotton, coffee, and tobacco, increased
by percentages ranging from 2, in the case of cotton, to 16, in the
case of malze. The increase in agricultural ocutput was broadly in line
with the 1981 production plan.

The 1982 production plan had forecast a 2.5 per cent increase in
paddy production, to 1.2 milljon tons. This increase was projected to
result mainly from a 2 per cent increase in average yield; only a marginal
expansion In acreage was anticipated. The production of other crops was
to increase by percentages ranging from 4 for coffee and vegetables to
15 for tobacco. 1In order to facllitate the attainrent of these objectives,
the authorities ralsed the procurement price of paldy and a number of other
agricultural products in early 1982. They also substantially increased
the flow of consumer goods to the countryside. Based on the production
performance during the first eight months of 1982, only the production
target for paddy may fall short of the plan target, due to insufficient
rains during the second quarter of the year, which led to an estimated
10 per cent decline in the wet season crop. The current official estimate
of paddy production in 1982 is 1.06 million tons, 5 per cent less than
in 1981. Per capita rice avallabity i1s expected to decline to 150 kg. a
year, after three years of continued increases.

3. Forestry production

Production of timber, which had increased by about 32 per cent be-
tween 1978 and 1980, increased by only 5 per cent in 1981 to 147,000 cubic
meters (Table 4). This represented a shortfall of 9,000 cublc meters
from the 1981 Plan, due to shcrtages of fuel and spare parts, difficulties

I] By comparison, the FAO~suggested norm of foodgrain intake is about
180 kg. 1In Thailand, where there are many additional kinds of food
available, per capita rice consumption is 155 kg.



Table 3. Laos: Production, Availability, and Distribution
of Rice, 1979-82

(1 _thousands of tons, unless otherwise indicated)

1979 1980 1981 1982

Production of paddy 867 1,042 1,110 1,060
Production of rice (net) 1/ 468 563 599 572
Population (millions) 3.56 3.67 3.75 3.82
Per capita production (kg.) 132 153 160 150
Imports of rice 80 46 - 5
Total availability 548 609 599 577
Per capita availability (kg.) 154 166 160 151
Official rice procurement 100 124 92 99
Purchases 8 42 51 52
Agricultural tax 12 36 41 42
Imports 80 46 - 5
Official rice distribution 100 124 92 99
Civil servants 80 55 46 45
Other 2/ 20 69 46 S4

Source: Based on data provided by the Lao authorities.

l/ Paddy production, minus 10 per cent for seed requirements and
animal feed, converted into rice at a rate of 0.6.
2/ Including movements in stocks.



in reaching more remote areas of exploitation, and low procurement
prices. The 1982 Plan calls for a production of 150,000 cubic meters,
a target that appears within reach based on the performance during the
first half of 1982.

Table 4. Laos: Forestry Production, 1978-82

1978 1979 1980 1981 1982

Estimate
Timber ('000 cu. m.) 106 131 140 147 150
Secondary products
Sticklac (tons) 140 132 . e .ea ‘e
Benzoin (tons) 80 81
Cardamom (tons) e .ee 28 42 oo

Source: Data provided by the Lac authorities.

Laos' forest resources used to be viewed as an economic assget that
required only efficient explioitatiou to provide a large increase in ex-
port earnings. The lack of a national forestry inventory and insuffi-
cient knowledge of the more remote regions helped perpetuate btelief in
the substantia® contribution forestry could make tc export earnings and
the economy. .t has recently become apparent that, at no more than
3 million hectares, the accessible forestry area 1s much less than once
thought. 1In 1981, the authorities therefore suspended the permission
granted to provincial authorities and the private sector to engage in
timber exploitation and trading, and transferred the exploitation of
the country's timber resources to eight regional state companies, set
up with foreign assistance. By 1982, three companies, each with an
allotment of 50,000 hectares, were fully operational. Based on new
official guidelines on exploitation and reaffc restation, the potential
timber yield is about 2.5 cubic meters per hectare but the actual yileld
appears to be substantially less. Provincial authorities may obtain
rights to cut and export timber in order to pay for essentlial imports.
Effective April 1981, the State Trading Company (STC) was granted the
monopoly of timber exports and, in mid-1981, the authorities declared a
ban on the export of newly cut logs in order to promote domestic processing
of timber. 1In view of the limited domestic processing capabilities, the
ban has been enforced rather flexibly so far.

No reliable information is available on the production of other
forestry products, such as benzoin, sticklac, and cardamom. While some
of these products are still officially procured, it appears that the
Government has now accepted that these products are largely handled outside



official channels and exported by the private sector and provincial

authiwrities. The private export of benzoin from northern Laos is esti-
mated at between 10 and 30 tons a year.

4. Industrial production

The industrial sector 1s relatively small, providing employment to
probably fewer than 10,000 persons and contributing about 5 per cent of
GDP. 1In addition to electricity and mining, the sector comprises two
distinct kinds of industries, i.e., small factories that supply inputs
to the domestic economy or process domestic raw materials and a group of
larger factories, established before the mid-1970s, that produce mainly
consumer goods, such as beer, soft drinks, tobacco, textiles, detergents,
and wood products.

At present, there are hydroelectric facilities with a capacity of
113 megawatt (mw); the capacity of the Nam Ngum hydroelectric plant 1s
110 mw. 1In 1979, generation of hydroelectric power increased by nearly
300 per cent, as a result of the addition of two new generators at the
Nam Ngum dam. In 1981, production declined by 10 per cent, as a conse-
quence of a low water level and reconditioning work on the first two
units. All four units are expected to become operational again in the
course of 1982, which will permit an increase in gross generation of
electricity. Domestic consumption of electr.:ity is relatively small,
amounting to only 9 per cent of generation; the bulk of generated elec-
tricity 1s exported to Thailand and constitutes the most important source
of foreign exchange for Laos.

Tin production has been falling steadily since 1977, from about
700 tons to less than 250 tons In 1981, because of a decline in the ore
content of several veins and difficulties related to repairing or main-
taining equipment dating back to the 1940s. With the assistance of the
USSR, new tin veins havc been identified and new investments have been
undertaken; it Is expected that, by 1984, tin production will resume an
upward trend. The other mining operation in Laos concerns gypsum.
Mining began in 1980 and in that year 30,000 tons were produced, chilefly
for sale to Viet Nam. In 1981, production rose to 40,000 tons, compared
with a plan target of 80,000 tons. The plan target was kept unchanged
for 1982. .

Production in the larger factories was hampered during the early
months of 1981 when the closure of the Lao-Thal border prevented the
importation of raw materials. When the border reopened, production
picked up briskly and for the year as a whole most of these factories
recorded Increases in output--starting from a low base in most cases.
The production of cigarettes rose by 3.5 per cent, zinc products by
50.0 per cent, and beer and soft drinks by 55.0 per cent. The 1in-
creased allocation of foreign exchange to industrial companies 11, 1982
may permit a rise in production of about 10 per cent.



ITI. Price Developments and Jfficial Procurement
and Distribution

The Lao economy consists of a public sector where prices are deter-
mined administratively and a private sector where prices are determined
by market forces. Prices that are determined administratively include
prices paild for the procurement of agricultural and forestry products by
the STC, the state procurement agency, prices at which fndustrial state
enterprises purchase their inputs and sell their production, and prices
at which public sector employees obtain rations of selected commodities.

In both 1981 and 1982, overall price developments have been ctarac-
terized by high rates of inflation, particularly in the Vientiane area.
An important source of inflationary pressures in Laos is the insdequate
transport system which makes it difficult to supply the food-deficit
areas of the north (including Vientiane) with surpluses of the south.
With the attainment of food self-sufficiency and the corresponding re-
ductions in imports of foodgrains through Vientiane, the deficit areas
have become more dependent on the surpluses of the south and thereby more
prone to supply interruptions. Other causes of inflation have been the
closure of the border with Thailand during a five-month period in 1981
and a sharp depreciation of the kip in the parallel market. 1In January
1982, the Government 1increased a number of official procurement and
retall prices. At the same time, the preferential exchange rate was
moved from K 30 to K 35 per U.S. dollar and made applicable to all ex-
change transactions, including all official imports and exports that had
previously benefited from the official rate of K 10 per U.S. dollar. The
cost-of-living in the Vientiane area in 1982 is estimated to reach about
100 per cent, from about 55 per cent in 1981,

1. Developments in administered prices

In the course of 1981, the authorities doubled the price the SCL is
allowed to offer to farmers for their paddy, from an average of K1 to
K 2 per kilo (Table 5). The higher price and a larger supply of essential
consumer goods permitted an increase in official rice procurement from
42,000 tons in 1980 to 51,000 tons in 1981. Another increase in the offi-
cial price for paddy, from K 2 to K 3 pe:r kilo of paddy, took place in
early 1982. Based on half-yearly data, it is expected that the STC will
be able to Increase its domestic rice procurement to 52,000 tons in 1981
or about 7.5 per cent of total domestic output. The authorities increased
the procurement price of coffee from K 7.8 to K 16 per kilo during 1981
and to K 28 per kilo in January 1982. As in the case of paddy, these in-
creases almed at providing stronger production incentives i1nd at enabling
the STC to acquire larger amounts of coffee for export. The official
procurement price of timber, which had remained unchanged rince 1978,
was raised in the course of the latter half of 1981. Another, more sub-
stantial increase took place in early 1982. While the official procure-
ment price of timber is presently three to five times higher than in
1978, 1t 1s still too low to provide adequate incentives to the timber
cutters. Official procurement prices for other products, such as sticklac,
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benzoin, and cardamom, have not been increased, despite substantially
higher prices in the private market. In some areas, cardamom is pri-
vately marketed at a price of K 150 per kilo, compared with an official
price of K 20 per kilo,

Table 5. Laos: Selected Official Procurement Prices, 1978-82

1978 4l71979 1980 1981 1982
December June Necember June
Paddy ks.) 0.2-0.3 008_102 008_1l2 0-8-1'2 2.0 300
(national (national
average) average)
Maize (kg.) 0.3 1.0 1.0 1.0 1.0 1.0
Coffee (kg.) 2.5 7.8 7.8 16.0 16.0 28.0
Timber (cu. m.)
Hard wood 500 500 500 500 845-1,055 2,000-2,500
Soft wood 400 400 400 400 400-700 1,000-1,400
Cardamom (kg.) 5.0 20.0 20.0 20.0 20.0 20.0
Sticklac (kg.) 4.0 16.0 16.0 16.0 16.0 16.0
Benzoin (kg). cee 56.0 56.0 56.0 56.0 56.0

Source: Data provided by the Lao authorities.

Effective January 1982, prices at which industrial public enter-
prises sell their production were substantially increased. Prices were
raised from K 3 to K 6 to K 9 per pack for cigarettes; from K 6 to K 20
per bottle for beer; from K 1 to K 6 per bottle for cola drinks; from
K 0.02 to K 0.04 per unit for electricity; and from K 20 to K 44 per
kilo for detergents. These increases reflected higher costs including
higher agricultural procurement prices, the effect of the application of
the K 35 per U.S. dollar rate of exchange to all official imports, and
higher depreciation allowances. In some cases, such as beer and ciga-
rettes, the rise in prices also reflected the elimination of subsidies
or an increase in profit margins.

Public sector employees beneflit from rations of a number of basic
commodities at subsidized prices. As part of the price adjustments of
early 1980, the number of these commodities had been reduced to 11, and
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a plan was established to periodically review their prices in order to
keep the cost of subsidies under control. However, during the remainder
of 1980 and in 1981, the prices were not changed, and by early 1982,
substantially subsidies had developed. Therefore, in January 1982, the
authorities reduced the number of rationed commodities to four (rice,
sugar, fabrics, and detergent). At the same time, prices were increased
£0 as to cover costs of production, except in the case of rice where the
subsidy 1s now substantial (Table 6).

Table 6. Laos: Rice Subsidy, 1979-82

(In kip)

1979 1980 1981 1982

Cost per kg. 1.8 3.0 3.8 6.6
Procurement price of rice 0.5 1.7 2.5 2.3
Transportation and milling 1.0 1.0 1.0 2.0
Other distribution costs 0.3 0.3 0.3 0.3
Distribution price per kg. 0.45 3.0 30 3.0
Subsidy per kg. 1.35 —_ 0.8 3.6
Total subsidy (in millions) 135 - 80 360

Source: Based on data provided by the Lao authoritiles.

Public sector salaries are closely linked to the price level of
rations. By deleting seven products from the ration system and increas-
ing the sales price of three out of the remaining four products Iin early
1982, the cost~of-living of public sector employees is estimated to have
increased by about 60 per cent. Accordingly, salaries of civil servants,
which had not been changed in 1981, were increased, on average, by 60 per
cent In the course of the first half of 1982. Salaries of other public
sector employees were, however, not adjusted. As shown in Table 7, the
cost-of-1iving for public sector employees living in Vientiane may have
increased by as much as 135 per cent between the first quarter of 1980
and the first quarter of 1982.1/ This would mean that public sector
employees, although 1in varying—Hegrees, have suffered a loss in real
income since early 1980. Higher real incomes were probably experienced
in the agricultural sector and in private trade.

1/ Information on free market prices are avallable only for Vientiane.
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Table 7. Laos: Cost-of-Living Indices, 1980-82

(January 1980 = 10C; monthly average)

Cost of Index of Cost of

Living Official Living Index of Parallel

Index for Sales Index for Free Market Market
Public Sector Price Other Income Sales Price Exchange

Employees of Rice Earners 1/ of Rice 1/ Rate

1980 Mar. 109 100 118 113 100
June 129 100 173 165 160
Sept. 135 100 216 213 147
Dec. 123 100 167 150 160

1981 Mar. 141 100 197 150 187
June 160 100 288 275 267
Sept. 185 100 323 275 267
Dec. 185 100 323 275 400

1982 Mar. 256 100 408 350 400
June 362 100 696 625 500

Sources: Data provided by the Lao authorities; and staff estimates.

l/ Based on free market prices in Vientiane only.

2. Developments Iin free market prices

A large number of products, including domestic agricultural and
industrial products and imports which are not subject to a state monopoly,
can be traded on the free market. Nonofficial imports consist mostly of
non-food consumer goods that have been paid for by foreign exchange
obtained on the parallel foreign exchange market. The supply of foreign
exchange in the parallel market originates mostly from the foreign commu-
nity in Laos and from nonofficial exports. Another source of foreign
exchange consists of payments received by the private sector from foreign
timber buyers for transportation and handling of logs purchased from the
STC. Free market prices in the Vientiane area tend to be influenced by
movements in the exchange rate on the parallel market, which, in turn,
tend to respond to psychological factors in addition to demand and supply
conditions. The supply of foreign exchange In the parallel market during
the first six wmonths of 1982 appears to have been affected by a drastic
drop in official timber exports, which reduced the amount of private re-
ceipts for transportation and handling of logs.



Inflationary pressures increased during the first half of 198l.
Demand increased due to record payments of paddy by the STC 1in late
1980-early 1981 and precautionary buying in response to the border closure
in February 1981. 1In April, the border trading points were reopened,
but free market prices failed to stabilize as the kip began depreciating
on the parallel exchange market. Between end-March and end-June, it had
depreciated by close to 45 per cent, probably because of the authorities'
decision to reorganize foreign trade and to require private traders to
obtain official licenses. During the third and fourth quarters of the
year, free market prices were relatively stable; the parallel wmarket
rate of exchange stabilized and the reopening of the border permitted
imports of consumer goods (Chart 1). In December 1981-January 1982, the
exchange rate on the parallel market depreciated by 50 per cent just
before the sharp increase in official prices. 1Influenced by these two
developments, free market prices increased by 26 per cent during the
first quarter of 1982. They increased by another 71 per cent during the
second quarter of 1982, as prices of major foodstuffs rose substantially,
due to adverse weather conditions and difficulties in transportation.
Other factors were a further depreclation of the kip on the parallel
market and the increase in civil service salaries. 1In August, when it
appeared that rain patterns were returning to normal, fears of a major
crop loss diminished, and food prices in the free market started to
stabllize.

3. Official procurement and distribution

Control of the digtribution system to regulate supplies and prices
of major commodities is one of the Government's main concerns. Under cur-
rent policies, the STC is in charge of all official procurement and dis-
tribution, including official exports and imports. However, electricity
exports do not fdall under 1its purview. The STC procures from state enter-
prises at official, administered prices and from the private sector mostly
at negotiated prices. It distributes imported and domestically procured
products at cost plus a markup of 15 per cent for transportation, other ex-
penses, and profit. Only commodities available to public sector employees
under the rationing system may be distributed at prices below cost;
these prices are determined administratively and may remain unchanged
often for a long perlod of time. OQfficial distribution of rice to civil
servants declined sharply in 1980 when the authorities restricted the
number of beneficlaries per family of civil servants. 1In 1981, a further
reduction was achieved by excluding nonworking spouses. The official
distribution of other consumer goods has, however, been increasing.

IV. Medium-Term Development Strategy

In November 1980, the Council of Ministers issued a decree that out-
lined the basic orientation of economic and social development for 1981-85,
under the First Five-Year Plan. Following the 1976~80 transition perio-,
the basic economic objective for the 1981-85 period is to create a socia-
list economy with developed agriculture, forestry, and industry gectors
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able to satisfy the growing needs of the population. Quantitative tar=-
gets have been established as an indication of relative priorities and
of the direction in which the economy is to be developed:; these targets,
however, are not intended to serve ae a quantitative guideline for
decision-making. Annual planning will remain flexible and guided by
pragmatism, in particular with regard to availability of domestic and
external resources, and the absorptive capacity of the country.

The objectives of the First Five-Year Plan are improvements in the
transportation system, self-sufficiency in rice--which would require a
level of paddy production of up to 1.4 million tons--development of
other agricultural crops, and improvement in the country's export
potential. Recognizing the vital role of transport and communications,
the Plan envisages allocating up to 40 per cent of investments to this
sector, compared with 26 per cent to agriculture, forestry, and irrigation,
20 per cent to industry, and 14 per cent to other sectors, including
soclal services. The major priority within the transport sector 1is the
construction of Route 9 and the rehabilitation of Route 13. Route 9
will connect southern Laos to the port of Danang in Viet Nam, and reduce
the country's dependence on Bangkok as 1ts main seaport. Route 13 runs
north-south and connects Laos' major cities. The Plan also envisages
establishing a public company ttat would be in charge of internal trans-
portation and that would manage the public sector's means of transport-
ation. The country's vast timber resources will be exploited, but in
an orderly and planned fashion by strictly prohibiting unlicensed felling
and requiring the reglioral state enterprises in charge of forestry
exploitation to grow trees in areas that have been logged. Finally,
the Plan aims at rehabilitating the country's industrial base in order
to absorb and process the rising agricultural and forestry production;
with the exception of a cement factory, no new industrial enterprises of
any size will be established.

In pursuing these «:lms, the authorities face a number of constraints.
Laos suffers from a severe shortage of manpower at both the technical and
manageril levels. The capacity of the cHuntry to absorb foreign assist-
ance 1s limited, due not only to ma power limitations and lack of ex-
pertise, but also to cumberwome admi-istrative procedures and lack of
coordination among ministries involve®. Domestic savings fall short of
domestlc i-wvestments by a wide margin and, in many instances, implement~
ation of fureign-financed investments slowed because of lack of counter-
part funds. To cope with these constraints, the authorities intend
to avcid excessive reliance on administrative procedures, and to let
the private sector play a larger role in production, trading, and in-
vestment. They also 1ntend to increase do-~stic resource mobilization
by improving the efflciency of public enter rises the climination of
subsidies, and a more efficient tax collecti n.

Improving the country's export performanc- 1s a major objective of
the Five-Year Plan. It calls for developing ernorts of timber, coffee,
tin, gypsum, electricity, and handicraft items. For the first four pro-
ducts, the authorities are relying on assistance from foreign countries.
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Sweden and a number of CMEA countries are assisting with the _reation

of the eight regional forestry companles; the USSR and East Germany have
expressed interest in rehabilitating and developing coffee plantations.
The USSR 1s also providing assistance in exploiting newly discovered tin
veins and Viet Nam is providing assistance in the exploitation of gypsum
mines. Recently, Laos obtained financing from the World Bank Group and
the OPEC Fund for the installation of a fifth generator to the Nam Ngum
dam, which will increase total electricity generating capacity at the
dam from 110 megawatt to 150 megawatt. The new generator 1s expected to
become operational in 1984. Export receipts from electricity will also
increase as a result of the new agreement signed in 1981 between Laos
and Thailand. Under this agreement, the export price for electricity
was increased by 200 per cent in 1981 and annual increases of 9 per cent
per annum will apply to subsequent years.

V. Public Finance

1. Structure of the Lao public sector

The public sector consists of the Central Government, 13 provincial
administrations, and a number of public enterprises which are either under
the supervision of specific ministries or of a provincial authority.

The budget is prepared in combination with the annual production plan

and reflects the activities of both the Central Government and the
provinces. State enterprises maintain their own accounts, but their
operations affect budget revenue (through transfers of operating surpluses
and turnover taxes) and budget expenditure (100 per cent of theilr invest-
ment capital and 50 per cent of their working capital is financed by the
central budget; the remalning 50 per cent of working capital 1is financed
by the central bank). Foreign commodity and project assistance that
enters Iinto the budget 1s valued at contract or world market prices.

2. Overall fiscal performance, 1979-82

After a slackening of budgetary discipline following the 1975 war,
measures were adopted in 1979 and 1980 to strengthen public finance.
They included stricter enforcement of the tax code, expenditure controls,
the ad justment of official prices to cost levels, and tighter supervision
of the financial activities of public enterprises. These measures, com-
bined with a growing economic activity, resulted in a considerable im-
provement in fiscal performance. The share of budgetary revenue 1in GDP
rose from 11 per cent in 1979 to an estimated 20 per cent in 1982 as
transfers from public enterprises, which account for approximately 70 per
cent of total revenue, Increased considerably (Table 8). The ratio of
expenditure to GDP also rose from 25 per cent in 1979 to an estimated
40 per cent in 1982, reflecting chiefly an expansion of development
outlays. From 10 per cent in 1979, development expenditure is estimated
to rise to about 23 per cent of GDP in 1982.
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Table 8. Laos: Fiscal Performance in Relation to GDP, 1979-82

(In per cent of GDP)

1979 1980 1981 1982 1/

Revenue 10.7 14.4 13.2 20.0

Of which: transfers from public
enterprises 7.4 10.9 9.5 16.3
taxes on the 1.9 1.9 2.7 3.0

private sector

Expenditure 25.4 34.2 26.1 39.7
Current 15.7 19.8 13.7 16.4
Capital 9.7 14.4 12.4 23.3
Deficit (-) 14.7 19.8 12.9 19.7
Domestic financing 0.5 -0.1 - -
External financing 14.2 19.9 12.9 19.7

Source: Staff estimates.

1/ Based on the revised 1982 budget.

In spite of its considerable expansion, revenue remained signifi-
cantly lower than expenditure, resulting in large budget deficits. 1In
1980, the deficit increased to 20 per cent of GDP, from 15 per cent in
1979. 1t declined to 13 per cent in 1981, but is expected to reach
20 per cent again in 1982. Although the deficit has been financed
entirely by foreign assistance in recent years, the share of foreign
assistance in total expenditures has gradually declined. From 56 per
cent of total budgetary expenditure in 1979, it fell to less than 50 per
cent for the revised budget for 1982. Furthermore, domestic revenue 1is
expected to exceed current expenditures for the first time in 1982. The
excess 1s estimated at about 4 per cent of GDP.

3. The 1981 budget

a. Revenue

Domestic revenue had expanded by 179 per cent in 1980, largely as a
consequence of adjustments in officlial prices; transfers from public
enterprises had tripled and tax receipts from the private sector had
doubled. The 1981 budget incorporated a further expansion of revenue by
28 per cent, mostly on account of a 25 per cent rise in transfers from



public enterprises (Tahle 9). Tax collection from the private sector
was to increase through stricter enforcement, a modification of the
agricultural tax, and a change in the definition of business income to
take into account the previous year's inflation. Tax receipts from the
private sector were estimated to grow by 61 per cent, or to 16 per cent
of total revenue.

Actual results for 198l indicate that revenue rose by 32 per cent
to K 989 million. This occurred in spite of a slowdown in economic
activity during the {irst half of 1981, due tc the three—month closure
of the border with Thailand. The border closure resulted in lower-than-
projected receipts from taxes on international trade. These taxes
amounted to K 109 miliion compared with a budgeted level of K 164 mil-
lion (Table 10). 1t also resulted in 1 lower than expected level of
production in state enterprises, which caused revenue from the turnover
tax on state enterprises to amount to K 119 million, compared with a
budgeted amount of K 133 million. However, operating surpluses and
other transfers of public enterprises rose by 35 per cent and exceeded
budget estimates by 14 per cent.l/ This reflected in part higher profits
recorded by the State Electricit;'Company (Electricite du Laos) as a
result of the tripling in the price of electricity sold to Thailand,
and in part transfer of excess working capital to the budget by certain
public enterprises, the STC in particular. Depreciation allowances
transferred to the budget by public enterprises also exceeded the bud-
geted level as new equipment became operational; these allowances rose to
K 100 millfon, from K 53 million in 1980. Revenue from the turnover
tax on the private sector also exceeded the budget estimate, reflecting
increased economic activity as well as better collection of tax arrears.

b. Expenditure

Expenditure in 1981 was originally budgeted to grow by 23 per cent;
44 per cent of total expenditure was planned to be financed by domestic
regsources. Current expenditure was to increase by 10 per cent, primarily
to meet the higher costs of imported materials and supplies and, to a
lesser extent, the higher level of interest payments on foreign indebted-
ness. The size of the civil service was to decline by about 25 per cent.
Capital expenditure was to expand by 41 per cent, most of this increase
was to take place in the industry and communication sectors (Table 11).

l/ While revenue from the turnover tax on public enterprises fell
short of the 1981 budget forecast, these enterprises transferred larger
operating surpluses than the budget forecast. This discrepancy reflects
methods of calculation. The turnover tax is levied on goods valued at
a certaln price at the beginning of the fiscal year; this valuation does
not change in case of price increases in the course of the year. In
1981, profits by the State Electricity Company were affected in this way
by the Increase in electricity prices.
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Laos: Budgetary Revenue, 1980-82

(In millions of kip)

1980 1981 1982
Preliminary Preliminary
Budget estimates Budget estimates
Fiscal receipts 300.3 418.2 395.6 503.8 775.0
Tax on industrial and commercial
profits 15.4 28.4 30.8 35.0 60.0
Tax on wages and salaries 1.3 1.5 1.0 3.0 2.0
Agricultural tax 31.0 57.2 55.4 81.0 117.0
Other 0.1 0.8 ves ‘e 1.0
Turnover tax 90.5 155.3 195.1 256.0 383.0
of which: public enterprises (81.0) (132.7) (119.3) (166.0) (223.3)
Business licenses 6.6 11.2 4.4 5.0 7.0
Tax on foreign trade 155.4 163.8 108.9 123.8 205.0
Import duties (ses) (104.7) (83.9) (89.2) (142.5)
Of which: public enterprises [«e¢] [71.0] [54.9] [56.0] [83.5]
Export duties (ers) (59.1) (25.0) (34.6) (62.5)
Of which: public enterprisges [ooe] [56.3) (21.3) [30.1) [53.2]
Nonfiscal recelipts 447.9 543.2 593.6 686.2 1,980.0
Operating surpluses of public
enterprises 312.4 367.2 420.4 474 .4 1,595.0
Depreciation allowances paid by
public enterprises 53.4 83.2 100.0 150.0 300.0
Other 82.1 92.8 73.2 61.8 85.0
Total 748.2 961 .4 989.2 1,190.0 2,755.0
urce: Ministry of Finance.



Table 11. Laoe: Economic Classification of Budgetary Expenditure, 1979-82

(In millions of kip)

1979 1980 1981 1982
Preliminary " Preliminary
Budget estimates Budget egtimates
wurrent expenditure 393.9 1,028.0 1,127.1 1,028.3 1,053.6 2,259.0
Wages and ealaries 113.9 769.6 "‘1‘9‘6’3 _'76-5-6 1/ "'2'6'63 1/ _m 1/
Materials and supplies 95.5 667.8 816.7 725.0 © 765.0 ~ 1,798.0 —
Subsidies to public )
enterprises ) - -~ - - -
Scholarships ) 165.3 55.9 61.5 56.1 58.0 82.0
Pensions ) 2.4 3.0 2.6 3.0 3.0
Other subsidiea and )
transfers ) 9.7 10.7 - - -
Debt service 19.2 22.6 37.2 44.6 27.6 96.0
.apital expenditure 242.1 T4R.9 1,054.3 927.5 1,098.4 3,216.0
Education 3.8 23.5 64.7 20.7 30.0 77.0
Health 2.2 1)7.4 134.5 66.5 84.0 253.5
Agriculture ) ) 186.2 )
Forestry ) 74.3 ) 178.8 47.2 ) 282.8 307.3 955.5
Industry, mining,
energy 24.5 43.4 153.1 148.9 2/ 174.3 2/ 573.0 2/
Transportation and com~ N
munications 113.1 282.8 Y 373.0 440.0 1,237.2
Trade and cooperatives ) 442.9 )
Public works ) 24.2 108.0 )
)
Other - - 25.8 35.6 62.8 119.8
Total 636.0 1,776.9 2,181.4 1,955.8 2,152.0 5,475.0

Source: Ministry of Finance.

1/ Estimated.
2/ Includes also STC.
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Actual expenditure in 1981 increased by only 10 per cent to
K 1,956 million, falling 10 per cent short of the original budget.
Current expenditure remained at its 1980 level of K 1,028 million,
while capital outlays increased by 23.8 per cent to K 928 million.
Most of the shortfall in current expenditure was due to lower-than-
expected outlays for material and supplies. Expenditure on wages and
salaries fell as budgeted to K 200 million. Capital outlays rose by
K 178.6 million compared to 1980, but were gtill K 127 million smaller
than originally budgeted. Capital outlays in the agriculture and
forestry sectors exceeded budgeted levels, but investment ir industry,
communication, and trade fell short of the targeted amounts.

The factor which caused capital =xpenditure to fall short of the
budgeted level was a lower-than-expected level of foreign assistance,
combined with the authorities' commitment to avoid bank financing of
budgetary deficits. Actual disbursement of foreign assistonce amounted
to only K 966.5 million, K 253.5 million less than budgeted; tni= was
attr‘hutable to delays in disbursements related to the border clogure,
internal transportation and security problems, and to a reduction in
commodity assistance provided by CMEA countries.

4.  The 1982 budget

According to the original 1982 budget, revenue was projected at
¥ 1,190 million, K 201 million or 20 per cent higher than in 1981.
Tranafers from public enterprises were to increase from K 713 million to
K 876 million on account of a higher 1l~vel of economic activity, higher
official prices, and the full year impact of the tripling of the export
price of electricity. Tax receipts from the private sector were to
increase from K 200 million to K 252 million, reflecting an expancion
in private sector activities. Expenditure was budgeted to grow moderately
in 1982. Current expenditure was budgeted to rise by only 2.5 per cent
to K 1,054 million, by keeping public sector empluyment =unchanged and
permitting only a small increase in purchases of materials and supplies.
Capitel outlays were planned to grow hy 18 per cent to K 1,098 million.
The budget deficit was expected to decline from K 966.5 million in 1981
to X 962.0 million. As in previous years, it was to be financed entirely
from foreign sources.

The outturn of the 1982 budget will be strongly affected by two
major reforms introduced in the first part of the year. First, official
prices were increased sharply following the depreciatlion of the kip and
the introduc*ion of higher procurement prices in the agricultural sector.
Second, to _ompensate for higher official consumer prices, public sector
salaries were Increased by 50 to 70 per cent during the January-June
period. The depreciation of the kip affected the valuation of foreign
aid, the value of which more than tripled, and the cost of government
imports. As a consequence of these developments, {he revised budget
egtimates for 1982 differ conslderably from the original budget.



According to revised budget estimates, revenue i1s presently projected
to reach K 2,755 million, an increase of 180 per cent over 1981, reflecting
primarily a sharp increase in transfers from public enterprises. Their
oprrating surpluses are estimated to increase by 280 per cent from the
1981 level, as unchanged profit margins are applied to much higher prices.
Furthermore, the State Electricity Company will be able to raise its
transfer to the budget to as much as K 685 million due to the tripling
of the export price of electricity and the conversion of its foreign
exchange receipts at a depreciated rate. Depreciation allowances paid
by public enterprises are projected to triple from the 1981 level, as

all imported equipment 1s being revalued to reflect the depreciated rate
of exchange.

Transfers from state enterprises will be adversely affected, how-
ever, by a sharp increase in the cost of rice subsidization which the
STC covers with profits made on trading other products. Since the 1980
price reform, when the rice subsidy was reduced to nil, the official
sales price of rice has not been allowed to keep pace with rising costs.
The recent increases in the negotiated procurement price of paddy and
higher transportation costs have led to an estimated quadrupling in the
total rice subsidy between 1981 and 1982, to an estimated 2.6 per cent
of GDP and 13.1 per cent of budgetary revenue.

Further liberalization of private sector activities is projected to
have a siguificant impact on tax revenue. An important d - :velopment in
this context is the permission recently granted to the private sector
to sign contracts with the Government and supply construction materials.
Tax revenue from the private sector 1s projected to rise to K 415 million,
more than double the 1981 amount, about 72 per cent of the total will be
obtained from taxes on trade and industry (i.e., licenses, turnover tax,
aad the taxes on profit). The agricultural tax, valued at the new official
procurement price, is estimated to yleld X 117 million, or mo.. than twice
the 1981 amount. Import duties are expected to increase by 70 per cent
from their 1981 level, with custom duties still belng assessed at the rate
of K 10 per U.5, dollar, this increase reflects a higher level of imports
compared with the depressed level of 1981.

Budgetary expenditure {gs estimated to increase by 180 per cent over
ite 1981 level, In real terms, however, expenditure will be approximately
the same as in 19R1. Current expenditure Is projected to increase by
120 per (ent, reflecting the higher level of domestic costs and prices,
an Incteasce in debt servicing as a result of the depreciation of the
klp, and 2 90 to 70 per cent increase in civil service pay. This
salary increase became effective In January 1982 for some branches of
the public sector and was extended to the remaining branches during the
April-June peilod. The salary increase 1s expected to be partly offset,
however, by a further reduction in public sector employment. Salary
payments dare estimated to amount to K 280 million, only 40 per cent
more than in 1981. At that level, they represent only 12 per cent of
current expenditure. Capltal expenditure is expected to reach
K 31,216.0 million, a 250 per cent increase over 1981; a real decline 1in



foreign budgetary assistance will be largely offset by a rise in public
earnings. About 20 per cent of capital outlays is to be allocated to
agriculture and forestry, 18 per cent to industry and energy, and 38 per
cent to transportation, communications, and public works.

The overall budget deficit is expected to amount to K 2,720 million
in 1982, wholly financed from foreign sources. Although it represents a
sharp increase from 1981, it does not indicate a move toward expansionary
policies. To a large extent the increase is attributable to the valuation
of aild receipts and the corresponding expenditure items at an exchange
rate at K 35 instead of K 10 per U.S. dollar. In terms of GDP, the

budget deficit is expected to increase to 20 per cent, from 13 per cent
in 1981.

5. Reforms in the public enterprise sector

In the course of tlie last three years, the authorities have intro-
duced measures which, combined with a more flexible pricing policy,
almed at improving the financial performance and increasing the produc-
tivity of the public enterprises. These measures included greater auto-
nomy Iin investment and production decisions, increas~d accountability
and stricter financial discipline. Public enterprises are now required
to maintain balanced budgets as well as a small reserve to countervene
temporary deficits. In January 1652, additional reforms were Introduced.
Sales prices of public enterprises were increased, and managers were
required to determine the number of employees on the basis of the amount
of work to be performed. The integration of the cost of excess labor in
total production costs was no longer permitted. Furthermore, on a
trial basis, three enterprises (i.e., those producing plywood, tobacco,
and beer) were granted larger autonomy and permitted to retain wider
profit margins. More specifically, these enterprises have been authorized
to negotiate directly with foreign customers and suppliers, as well as
with other national firms. They have been allowed to retain 40 per cent
of their planned profits versus the 10 to 20 per cent share allocated to
the other firms. Half of the retained profits are directed to investment,
25 per cent to the security fund, and 25 per cent to bonuses for the
workers. In view of the small size of the investment fund, the latter
can only be used, at present, for purposes such as improvement in working
conditions. Although the retention of higher profits will initially
mean lower transfers to the Government, the greater incentives could
result in larger production and, ultimately, increased revenue for the
Government. This new management and profit system will be extended to
other public enterprises, 1f the experiment proves successful.
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VI. Money and Credit

Two institutions make up the Lao monetary system: the Banque
Nationale du Laos (BNL), or the central bank, which issues domestic
currency, e:tends credit in kip for domestic use, and keeps the
accounts of the Central Government and the provincial authorities; and
the Banque pour le Commerce Exterieur Lao (BCEL), a subsidiary of the
BNL, which is reaponaible for Laos' international transactions. It is
the holder of international reserves and maintains the accounts related
to commercial agreements with foreign countries, as well as the accounts
of foreigners working in Laos.

1. Policies and developments

Credit policy is largely determined by the state enterprises' annual
production plans and the level of official prices; in the recent past, cre-

dit policy has also been influenced by the authorities' desire to expand the
role of the private sector in economic activity. To this effect, 52 new
branches of the BNL were established in rural areas between 1979 and 1982.

Total credit increased by 25.1 per cent in 1981 (Table 12). Although
substantially less than in 1980, when domestic credit requirements rose
sharply as a result of large price increases and special import programs,

Table 12. Laos*® Monetary Survey, 1979-82

(In millions of kip; end of period)

1979 1980 1981 1982
December June December June
Assets

Net fore’gn assets 1/ =243 =446 -478 -524 -367
Domestic credit - 451 899 1,098 1,125 1,130
Government (nex) “56 55 15 18 7
Public enterprises 288 812 1,040 1,055 1,070
Private sector 4 32 43 52 53
Other items (net) 183 315 282 194 164

Liabilities
Total liquidity 291 768 902 795 927
Currency 1in circulation 100 157 165 169 231
Public enterprises deposits 169 519 656 551 610
Private sector deposits 18 82 71 65 77
Saving deposits 4 10 10 10 9

Source: Data provided by the Lao authorities.

1/ Excludes balancers under bilateral payment arrangements.
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the increase in 1981 was still relatively large. The main factor contri-
buting to the Iincrease in credit outstanding was a 40 per cent increase in
credit to the STC, mainly on account of increased procurement of paddy at
higher prices. The share of credit to the STC in total credit outstanding
to public enterprises rose from 69 per cent at end-1980 to 75 per cent at
end-1981 (Table 13). Credit to other public enterprises increased during
the first half of the year and declined thereafter; the increase for the
year as a whole was relatively small. Domestic industrial production,
which had been relatively buoyant Iin the early part of the year, weakened
as the impact of the border closure started being felt throughout the eco-
nony, furthermore, the increase in the price of electricity and the im-
provement in the liquidity position of the State Electricity Company re-
sulted in a net repayment of credit by that company to the banking system.

Credit to the private sector expanded by K 20 million in 1981,
rising from K 32 million to K 52 million. 1In spite of this expansion,
it accounted for only 4 per cent of total credit outstaading at the end
of 1981. The increase in private sector credit reflected the Government's
decision to rely more on the private sector to distribute consumer goods
to the countryside. It reflected to a lesser extent the provision of
bank credit to finance the rehabilitation and expansion of small family

enterprises that can provide services to the public sector, such as
transportation and repairing.

Domestic 11 juidity increased by only 3.5 per cent in 1981; it had
increased at an annuc? rate of about 35 per cent during the first half
of 1981, but declined 1uring the second half. The main factor behind
this pattern was a bui 1up, followed by a decline, in deposits of stat
enterprises. The incre :se in domestic liquidity in 1981 was substantial -
less than the estimated ;rowth rate of 40 per cent in nominal GDP.
Factors that may account {>r this difference include (1) the stabi ity
of prices in the public se tor where most of the liquidity 1is held, :nd
(2) indications that the relatively large circulation of foreign cur rncy
in the private sector has been increasing further.

During the first half of 1982, total domestic credit remai- d more
or less unchanged as a decilne iIn net credit to the Government was
af fected by a risc of K 15 million Iin credit to public enterprises.
Despite the substantl | increases in official prices that became effective
in early .952, the increase in total domestic credit was relatively
modest, mainly because a further reduction ot excess Inventories by

public enterprises at con {lirably t 'gher price¢s reduced the need for
credit. Credit to the STC rose by ci1ly 3.4 per cent diwring the first
half of 1982. Credit te *' privatc sector remained m re or less sta-

tionary during the first 1alt of 1942, norwithstanding a continued expan-
sion In private sector activity. The slowdown was caused mainly by the
private sector's 1lnability to repay ast credit, as a result of which

the banks have begun requiring additional Iinformation and the submission
of a work plan for all new credit applirations. This new requirement

led to a reduction 1in credit applications and may have resulted in in-
creased nonbank borrowing from Thailand. Domestic liquidity expanded at
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Table 13. Laos: Coneolidated Ba. -ice Sheet of the BNL and BCEL, 1979-82

(In millions of kip; end of period)

1979 1930 1981 1981 1982
December June Dec. June
Assets
Foreien assets 270 192 140 139 292
Domeetic credit 417 1,034 1,273 1,297 1,313
Governmment 125 190 190 190 190
Private sector 4 32 43 52 53
Public enterprises 288 812 1,040 1,055 1,070
Of which: SCL (157) (564) (655) (788) (815)
Other assete {(net) 183 315 282 194 164
Total 870 1,541 1,695 1,630 1,769
Liabilities
Foreign liabilities 499 619 614 653 649 1/
Short-term ) 27 25 23 L T
Letters of credit 56 123 64 66 70
Long-term 9! 97 97 97 97
International organizations 33, 374 426 464 435
Other 2 3 3 3 3
Foreign currency deposits 14 19 4 10 10
Demand deposits 253 736 902 788 870
Govermment 66 135 175 172 183
Private sector 18 82 71 65 77
Public enterprises 169 519 656 551 610
Savings deposits 4 10 10 10 9
Currency 1in circulation 100 157 165 169 231
Total 870 1,541 1,695 1,630 1,769

Source: Data provided by the Lao authorities.

1/ Not all foreign liabilities have been recorded at ths new exchange

rate of X 35 per U.S. dollar.
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an annual rate of .~ per cent during the first half of 1982. Currency
in edrculation iner. ised significantly, because of the rise in c¢ivil
service salariee that became effective during the first half of 1982.

2. Interest rates

The structure and level of interest rates have not been changed
since June 1979, and real rates of interest have been negative by a
substantial margin (Table 14). In combination with noneconomic consider-
ations, this situarion has kept domestic savings deposits at a low level
that has remalned unchanged since end-1980. The demand for bank credit
originates mostly from the public enterprises; credit is allocated to
that sector on the basis of annual production plans rather than on the
basis of the cost of credit and the financial return on investment.
Therefore, the rate of interest has probably little impact on the demand
for credit and credit outstanding. Although the demand for bank credit
by the private sector 1is certainly more cost-sensitive, a preference for
confidentiality and limited investment possibilities are probably still
the most important determinants of private sector demand for credit.

In conjunction with recent moves toward a price structure that
reflects production costs and relative scarcities, the authorities have
also initiated a study on Interest rate policy. The results of this

study could lead to a change in the structure and level of interest
rates during the course of 1983

Table 14. laos:- Interest Rates, 1979-82

(In per cent)

Until June 1979 Since June 1979
Deposit ra-es
Saving deposits 1.2 3.6
Time deposits
1 year 3.6 7.2
6 months 3.6 4.0
3 months 3.6 5.0
Lending rates
For agriculture, industry,
and transportation
Short-term 6.0 4.8
Long-term 3.0 3.0
For trade
Private “ e 12.0
Public 12.0 7.2

Source. Data provided by the Lao authorities.
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VIi. Balance of Payments

1. Background and overall developments

Balance of payments developments have been marked by a deterilorating
current account and, although considerable external assistance in the
form of both grants and loans has been made available to Laos, overall
balance of payments deficits were incurred in both 1980 and 1981.
External assistance from the nonconvertible area has assumed growing
importance, as have trade relations with that area in general.

The major factor underlying the current account deficits, which, on
average, were equivalent to some 15 per cent of GDP in the 1979-81 period,
has been the gtructural weakness of the export sector. This has resulted
mainly from ingsufficient price and other incentives in the production of
traditional export commodities as well as policies aimed at giving the
state a monopoly over certain exports, through the creation of the SCL.
Other important factors have been a poor transportation system and
frequent closures of the border between Laos and Thailand. In the
recent past, attempts have been made to improve export performance, the
kip was devalued in early 1980 and again in early 1982, producer prices
for exportable commodities, timber and coffee in particuldar, were in-
creased, and private sector economic activities were liberalized. The
impazt of the poor export performance has been compounded by Laos' sub—
stantial import needs. Although the country's relliance or food imports,
especlally of rice, has diminished over the past twoc or three years, the
development effort has necessitated heavy reliance on imports of raw
materials, capital equlpment and petrcleum.

In 1980, the overall balance of payments weakened .onsiderably and
registered a deficit of USS$11 million, compared with a surplus of
US$6.6 million in 1979 (Teble 15). This was largely attributable to a
decline in official exports to the convertible area and a sharp rise in
import payments; exiernal assistance remained largely unchanged. The
overall deficit was financed by a reduc’ion in reserves.

In 1981, the overall balance of payments position showed some im-
provement, recording a deficit of USS$5.8 million. O0fficial eyport earn-
ings revived by about 44 per cent to their 1979 level of US$19 miilion,
while official import payments remained more or less the same at about
US$90 million. The improvement in exports was exclusively due to higher
revenues {rom sales of electricity to Thailand (electricity prices had
been tripled on October 1) and increased exports to soclalist countries
under the bilateral clearlng arrangements. Exports of traditional
commodities continued to stagnate, partly as a result of the closure of
the trading points along the Lao-Thal border from February to April
1981. TImports were affected by the general scarcity of foreign exchange,
following the enlarged overall deficit in 1980, and the border closure
with Thailand. Nonaid imports from the convertible area were reduced
from US$42 million in 1980 to USS$36 million, reflecting mostly a decline
in 1imports of food. As a result, the current account deficit was con-
tained to US$92 million, equivalent to 12 per cent of GDP, compared with
US5103 million, or 20 per cent of GDP, 1in 1980.
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Table 15. Laos: Balance of Payments, 1979-82

(In millions of U.5. dollars)

1979 1980 1981 1982 1982
Jan.-June Plan
Merchandise trade -50.9 -78.8 -70.8 -51.6 -73.1
Exports (f.o.b.) 19.4 13.5 19.4 18.0 47.8
To the convertible area 19.4 13.5 14.0 11.8 29.9
To the nonconvertible area 1/ cee “ee 5.4 6.2 17.9
Imports (c.i.f.) - -70.3 -92.3 -90.2 -69.6 -130.9
Non-aid imports from
convertible area -20.3 =42.0 -36.2 -21.3 -35.9
Imports from nonconvertible area 1/ -4.1 =4.7 -13.8 -18.3 -35.0
Imports under aid programs 2/ T =45.9 -45.6 -40.2 -30.0 -50.0
Services (net) -21.2 -24.2 -20.8 -E;é_ -21.1
Recelpts 7.4 7.5 14.5 9.0 16.0
Payments -28.6 -31.7 -35.3 -17.3 -37.1
Interest -2.1 -1.8 -2.0 -1.3 -2.1
Technlcal assistance -25.0 -27.9 -28.0 -15.0 -30.0
Other -1.5 -2.0 -5.3 -1.0 -5.0
Current account balance -72.1 -103.0 -91.6 -59.9 -94.2
Capital and transfers (net) 80.7 83.8 86.9 56.2 95.7
Import aid 50.0 50.3 58.6 52.1 77.1
Commodity aid (...) (15.3) (en0) (er2) (ees)
Project aid (...) (35.0) (eee) (ees) (oee)
Technical assistance 25.0 27.9 28.0 15.0 30.0
Amortization -1.9 -1.3 =2.4 -0.9 -1.4
Trust Fund 5.0 4.3 0.1 - -
SDR allocation 2.6 2.6 2.6 - -
Short~term capital and errors
and omissions _249. 2;3 -1.1 2;2 -
Overall balance 6.6 —ll;p -5. —2;1 1;2
Change 1in reserves (increase -) -6.6 11.0 5. 0.2 -1.5
Assets (increase -) -4.6 12.¢ 0.5 1.T ..
Liabilities (decrease =) -2.0 -1.0 5.3 -0.9

Sources:
projectiouns.

Data provided by the Lao authorities; and staff estimates and

1/ Under clearing agreements.
Zy Includes both the convertible and the nonconvertible areas.



The balance of payments prospects for 1982 point to a small overall
surplus. In the first six months of the year, the overall balance of
payments was almost in equilibrium. With the increase in electricity
prices now having their full effect, official exports to the convertible
area reached nearly US$12 million in the January-June period. Exports
to the nonconvertible area were also quite buoyant and reached more than
US$6 wmillion. This improved performance has permitted a sharp rise in
nonaid imports from the convertible area: there have also been increases
in aid-financed imports and imports under the clearing arrangements.

For the year as a whole, both export receipts and import payments are
anticipated to be markedly higher than in 1981. A significant widening
of the current account deficit to an estimated US$96 million, or 24 per
cent of GDP, is projected for 1982. But with external assistance pro-

Jected to rise to US$96 million, a small balance of payments surplus of
US$2 million may be registered.

Laos' balance of payments records only international transactions of
the official state sector. In 1979, the private sector and provincial
authorities were permitted to import and export; the substantial improve-
ment in the domestic availability of numerous imports suggest that this
private trade has expanded very rapidly since then. In April 1981, the
STC was glven a monopoly over the exporting of six essentiai products
and the importing of a specific list of commodities, including rice,
sugar, building materials, spare parts, and equipment. All other products
may be freely traded by the private sector and the provincial authorities.
There are no reliable data on the transactions that are conducted out-
slde the official state sector.

2. The current account

a. Export,

The most noteworthy feature of Laos' export sector 1in recent years
has been the disappointing growth in official, traditional exports,
such as wood and wood products, tin, and coffee, that are directed to the
convertible area. While to some extent this has been the result of
weakening international prices, a more ilmportant cause has been failure
to provide adequate incentives to local producers combined with the
authorities' desire to ensure that all exports are undertaken by the STIC
which, however, 1s lacking technical and managerial expertise. Forestry
products other than timber have been particularly affected by these
policies, with official exports virtually disappearing by 198l. More
generally, transportation and distribution problems as well as frequent
border closures have also been important factors. 1In addition, a growing
share of exports which had been traditionally sold for cash in convertible
currencies are now being directed to CMEA countries under the annually
negotiated bilateral clearing arrangements.

A recognition by the Lao authorities of the need for a dynamic ex-
port sector has prompted some recent me-"sures designed to stimulate pro-
ducts for exports. Effective January 1982, officilal exports and imports
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were valued at a rate of K 39 per USS$1, comp red with a rate of X 10
prior te that aate, producer prices for timber and coffee have been
raised significantly over the past twe years--although a substantial
gap remains between these prices and world market prices--and local
authorities have been permitted to negotliate procurement prices of
exportable products with private producers.

Exports to the convertible area declincd by about 30 per cent iIn
1980, due largely to a sharp fall in coffec and timber ezports
‘Table 16). This was In part a vesult of the closure of the border with
Thalland for two months {n mid-1980 and to the opening of only one border
point near Vientiane thereafter. Export receipts from the convertible
area remained depressed in 1981 at about their 1980 level. Timber ex-
ports declined further, and tnere were virtually no cash export sales of
cof fee; however, the overall value of exports was sustained by increased
revenue from the sale of electricity to Thailand. The fall in coffee
exports to the convertible area was duc to a sharp rise in shipments to
socialist countries under the bilateral clearing arvangements, the
decline in timber exports resulted from difficulties with traders in
Thairand, particularly over approp-iate prices, and from the Govern-
ment's resc Inding previous rights of the private sector dand provincial
authorities to exploit and export timber. The export price of electr-
fcity was t-ipled effective October 1, 1981, bringing export receipts
from electr city from US$5.3 million in 1980 to US$7.9 million in
1981. Total export receipts were buoyed by sales of traditional com-
modities to socialist countries at prices generally comparable to
world market prices.l/

Data on exports for the first «i%x months of 1982 follow the pattern
established in 1981. With the exception of electricity, there have
been virtually no merchandise exports to the convertible area except for
a small quantity of timber. The poor performance of timber exports was
attributable to a reluctance on the part of the STC to sell timber
against low prices. Currently, negotiated prices for sawn Lao logs in
Thailand are about two thirds of world market price¢s for comparable hard
woods. Out of total exports of US$11.8 million, electricity exports
amounted to US$10.2 million. With petroleum imports now amounting to
about USS17 million a year, the sharp increa<e in earnings from elec-
tricity exports bas resulted in a substantlial improvement in Laos' energy
balance. While in 1980, this balance recorded a deficit estimated at
US$7.6 million, a surplus of about USS6 million is projected for 1982.
Exports to the nonconvertible area increased sharply, reaching USS$6.2 mil-
lion and increasing total official exports to some USS$18 million.

1/ Beginning in 1981, the valuation of trade flows between Laos and
the CMEA countries has been made on the basis of a three-year moving
average of world market prices of the commodities being traded.
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Table 16. Laos: Composition of Official Exports, 1979-82

(In millions ¢f U.S. dollars)

1979 1980 1981 1982 1982
Jan.=June Proj.

Exports to the con-

vertible area 19.4 131.5 14.0 11.8 29.9
Timber B.S 6.1 5.1 1.8 L)
Tin 0.2 0.5 0.4 - -
Coffee 4.1 1.1 - - 1.2
Forestrv products 0.2 0.2 - - 0.1
Hydroelectric power 6.1 5.3 7.9 10.2 22.5
Other exports 0.3 0.3 0.6 - 0.2

Exports to the non-
convertible area 1/ gy e 5.4 6.2 17.9
Total official exports 19.4 13.5 19.4 18.0 47.8

Source: Data provided by the Lao authorities.

1/ Under clearing arrangements.

Prospects for the remainder of 1982 appear, on the whole, more favor-
able. Substantial timber stocks have accumulated following legislation
introduced in 1981 banning the sales of unprocessed timber, and the
authorities have recently signed contracts for exporting part of these
stocka. Receipts from electricity sales will remain buoyant, and sales
of coffee are also expected to show some revival. For the year as a
vhole, exports to the convertible area are projected at about US$30 mil-
lion, and to the nonconvertible area at about US$18 million.

The evolution of exports since 1980 illustrates the growing importance
of the CMEA group of countries in the pattern of Laos' trading arrangements.
Until 1980, bilateral trade agreements with these countries allowed wide
imbalances, and virtually all Lao exports were directed to the convertible
area, such imbalances (excluding project-related imports and technical
assistance) were financed through long~term credit. However, starting
in 1981, merchandise trade with most CMEA countries has been subject to
more stringent arrangements. In 1981, Laos entered into five-year
bilateral clearing arrangements with certain CMEA members, which are
implemented through annual protocols. Under these five-year agreements,
there are annual limits on the deficits which Laos can incur in its
transactions with these countries and these deficits are to be settled
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through trade transactions within six months starting at the end of the
year during which they developed. However, it is possible that any
remaining {mbalances be converted into long-term loans (30 vears, at an
interest rate of 2 per cent per annum). The deficit Laos incurred vis-
a-vis CMEA countries amounted to the equivalent of US$8.4 million in
1981. It appears that this deficit will widen substantialiy in 1982,
possibly to the equivalent of some US$27 million.

b. ImEorcs

With virtually no domestic manufacturing capacity, Laos is heavily
dependent on imports of capital goods and consumer commodities. Prior
to 1981, i{mports of foodstuffs were necessary to supplement domestic
rice production; rice imports have, however, been eliminated due to more
successful harvests. Mos. of Laos' Imports have been financed through
foreign grants and loans, especially machinery and equipment related to
projects. Certain commodity imports, such as petroleum, cereals, and
sugar were provided by the CMEA countries as commodity aid until 1981.
Since then, these imports have taken place under the clearing arrange-
ments. Some countries from the convertible area have also provided
commodity assistance, mostly in the form of grants. Nonaid imports from
the convertible area have mainly comprised certain foodstuffs, raw
materials, petroleum and, increasingly, consumer goods for distributien
as incentives to farmers.

The decline in total official imports in 1981 was entirely attribut-
able to the fall in nonaid imports from the convertible area, from
US$42 million in 1980 to US$36 million (Table 17). Payments for capital
equipment and raw materials remained largely unchanged but payments for
foodstuffs declined sharply. In addition to the more abundant rice
harvests of 1980 and 1981, this decline reflected a return to normal
levels following the decision in 1980 to increase imports of certain
foodstuffs to barter against locally produced paddy. Imports from the
nonconvertible area under clearing arrangements grew sharply, from
USS5 million in 1980 to US$14 million. By contrast, imports financed
under aid programs, at USS40 million, were slightly lower than in 1980,
implying some further reduction in real terms. This decline resulted
from the atsence of any new loan commitments from the convertible area
and the full utilization of existing loan agreements. Disbursements
for projects from multilateral agencies were also sharply reduced, re-
flecting domestic obstacles to the ilmplementatlion of certaln projects
and the closure of the border between Laos and Thailand.

In the first half of 1982, total official imports rose sharply to
attain approximately US$70 million. Nonald imports from the convertible
area amounted to US$21 million, and imports from the nonconvertible area
under clearing arrangements to over USS$18 miliion. Aid-financed imports
rose to an estimated US$30 million, due to an intensification of the
implementation of three mailn projects. a project to construct a university
center; the continuation of work on Route No. 9, and a cooperative pro-
ject with Hungary in the agricultural sector. For the year as a whole,



Table 17. Laos: Composition of Official Imports, 1979-82

(In millions of U.S. dollars)

1979 1980 1981 1982 1982
Jan.=-June Proj.

Non-aid imports from the

convertible area 20.3 42.0 36.2 21.3 35.9
Rice and other foodstuffs 1.3 10.7 2.0 0.4 1.6
Petroleum products 8.8 12.9 12.9 7.5 12.0
Machinery and raw materials 1.8 11.1 ) 7.8 )

) 21.3 ) 22.3
Other imports 8.4 7.3 ) 5.6 )
Imports from the non-

convertible area 1/ 4.1 4.7 13.8 18.3 35.0

Of which: credit financed (7. D) TN (8.0) (27.1) 7.0
Imports under aid progrems 2/ 45.9 45.6 40.2 30.0 50.0
Convertible area e 8.0 e s e
Nonconvertible area e 37.6 e . ‘e
Total official imports 70.3 92.3 90.2 69.6 120.9

Source: Data provided by the Lao authorities.

1/ 1Includes imports financed by credit under clearing agreements with CMEA
countries.
2/ Partially estimated data.



ft {s anticipated that total official imports will recach US$121 million.
There are likely to be further {increases in imports from *he convertible
area and substantial imports from the nonconvi .tible airea:; the lattey are
projected to attain around US$35 million and are egtimaied to include
USS5 million for petroleum products. In additfon, {t 1s expected thal
aid-financed imports will exceed their 1981 level.

c. Services

Net service paym>nts in 1981 amounted to about US$21 million, slightly
down from the US$24 million recorded in 1980. Underlying this marginal
improvement was a sharp rise in service receipts from US$7.5 million to
US$14.5 million. The major sources of foreign exchange earnings in the
service sector have been sales of foreign currency to the BCEL by embassies
and tourists, Interest earnings on official foreign exchange reserv. s,
communications and transportation earnings, and overflight fees. The
rigse in receipts in 1981 resulted mainly from an improvement in the
collection from state enterprises and ministries, and from an increase
in expenditure by diplomatic missions and f-reign visitors. Overflight
fees at some US$3.5 million were little changed from the previous year.

On the expenditure side, the major 1item is payments for foreign technical
assistance, estimated at about US$28 million in 1981. Other important
iteme are interest payments on external debt and government expenditure
abi>za, the latter has been rising steadily. Over the first six months
of 1982 the rising trend in saervice receipts has continued, hut the net

position for the year as a whole is not anticipated to show much change
from 1981.

3. The capital account

The persistence of large current account imbalances has necessitated
continued reliance on external assistance.l/ Since 1976, loans from
the nonconvertible area have been the most—importdnt source of external
agsistance. Typically, these loans carry very long maturities with
generous grace periods and low rates of Interest. 1In addition to commo-
dity and project loans, the nonconvertible area has also provid-d tech-
nical assistance and financing for trade imbalances under the clearing
agreements. With the prospect of the Imbalance under these agreements
widening in 1982 and beyond, this form of financing is likely to assume
growing importance, while commmodity assliatance is rapidly being phased
out.

In recent years, bilateral loans from the convertible area have been
only modest. There were no new commitments from these bilateral creditors
in both 1980 and 19¢1, and most loans, which were contracted prior to
1976, have now been fully utilized; disbursemeats in 1980 amounted to
only US$0.6 million, and there were no disbursements in 1981 and 1982.
Grants from the convertible area have, however, been substantial,
amounting to US$23 million in 1981, and are expected to be of the same

l/ Due to data limitations {t is not possible to provide a clear
distinction between loans and grants in the balance of payments.
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order in 1982. The main donors have been Sweden, the Netherlands, and
Japan, as well as the UNDP. New loan commitments by multilateral agencies
and OPEC have also been significant, amounting to US$19 million in 1980
and US$23 million in 1981. Disbursements amounted to USS$6.4 million in
1981, a.d a similar amount is expected to be disbursed in 1982. Laos

also benefited from disbursements under the Trust Fund.

4. International reserves

Gross international reserves declined from US$26 million at the end
of 1979 to US$14 million at the end of 1980, equivalent to about three-
and-a-half months of nonaid imports and less than two months of total
official imports (Table 18). The gross reserve position changed little
in 1981, and . wounted to US$13.5 million by year-end. There was a fur-
ther small decline in the first six months of 1982 to US$12.5 million,
equlvalent to less than two months of nonaid imports and about one month
of total official imports. The liabilities in convertible currencies
of the banking system consist only of liabilities to the Fund. They
declined in 1980 due to net repurchases. However, net purchases from
the Fund in 1981 increased external liabilities to the equivalent of
US$15 million at year-end, they have remained approximately constant
since that date.

5. External debt

At the end of 1981, external public and publicly guaranteed debt
amounted to an estimated US$312 million, including two Trust Fund Loans
totaling US$15.8 million (Table 19). Of this amount, US$192 million
represented indebtedness to the nonconvertible area. In general, loans
from this area bear either zero or very low rates of {nterest, have long
maturity periods of up to 40 years, and grace periods of up to 10 years.
Indebtedness to the convertible area, including the Trust Fund loans,
amounted to some US$120 million, of which US871 million was provided by
bilateral sources and (lie bulk of the remainder from multilateral 1insti-
turions, particularly the Asian Development Bank and IDA. There were
no new bil 'teral loan commitments from the convertible area in 1981 and
no further disbursements, as outstanding commitments had been fully
utilized. There were three new commitments from multilateral institu-
tions, US$15 million from the IDA, US54.73 million from the AsDB ard
US¢4 million from the OPEC fund. Disbursements from multilateral sources
amounted to US$6 4 million in 1981 and have amounted to US$3 million
suv far {n 19B2.

The matut 1ty structure and relatively low interest rates on loans
contracted in recent years, especially stice 1976, have resulted In
relatively low debt service payments even in relation to the poor per-
formance of exports. Debt se.vice payments in 1981 amounted to only
JSe4,4 million, equivalent to about 13 per cent of exports of goods and
services, and are expected to fall slightly to about US3%3.5 millii+ in
1982, equivalent to 5 per cent of export earninga (Table 20). Thi
decline in dollar terms 1s principally due to the recent strength of the
1.5. dollar as many of the loans are denominated 11 other currencles.
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International Reserves, 1979-82

(In millions of U.S. dollars; end of period)

1979 1980 1981 __ 1982
December March  June Sept. Dec. March  June
Gold 0.70 0.82 0.88 0.88 0.88 0.88 0.88 0.88
Foreign exchange 24.31 13.21 9.81 10.57 10.16 12.09 13.63 11l.21
SDRB 1-05 0-01 - 0092 0'32 0-56 0-35 0-35
IMF reserve
position - - - - - - -- -
Gross reserves 26.06 14.04 10.69 12.37 11.36 13.53 14.86 12.44
External liquid
liabilities 1/ 11.85 10.97 9.58 11.39 14.77 15.02 14.36 14.09
Net official
reserves 14.21 3.07 1.11 0.98 -3.4 =1.49 0.50 =1.65

Sources: Data provided by Lao authorities; and IMF, International Financlal

Statistigg.

1/ The banking system has no external 1liabilities in convertible currencies
other than the use of IMF credit.,



- 38 -

Table 19. Lace: External Public Debt, 1981-82

(In millions of U.S. dollars)

Outstanding at 1981 1982
Dec. 31, 1981 New _January  June
Com~ Dis- Disburse~ commit- Disburse- Commit-
mitted bursed ments ments ments ments
Suppliers' credits 3.0 3.0 == - - -
Multilateral loans 104.3 31.3 6.4 23.3 3.1 ==
ASDB 35-8 1201 6.8 ZI§ 1.7 -
EEC 2.7 0.6 0.4
IFAD 6-1 0-2 0-1 - - ——
IDA 47.0 11.5 5.1 15.0 1.0 cee
OPEC 12-7 6!9 - 4.0 Ooa -
Bilateral loans
Conver+tible area 70.5 70.5 - - - -
France 10.1 10.1 - -— - -
Germany 35.8 35.8 - - - -
Indonesia 1.0 1.0 - - - -
Japan 23.6 23.6 - -— - -
Nonconvertible
afeﬂ L N ] 191.8 39-1 L 3 ) 30-7 LN )
Total 193.6 lj 312.4 45.6 23.3 l/ 33.8 - 1/

Source: Data provided by the Lao authorities.

1/ Excluding nonconv-rtible area.
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Table 20. Laos: External Uebt Service, 1979-82

(In millions of U.S. dollars)

1979 1980 1981
Debt service 3 98 3.07 4 .40
Principal (1.90) (1.26) {(2.45)
Interest (2.08) (1.81) (1.95)
Suappliers' credits 0.35 - 0.63
Principal (0.26) (--) (0.19)
Interest (0.09) (-=) (0.44)
Multilateral loans 1.10 1.03 1.24
Principal (0.21) (0.25) (0.25)
Interest 1/ (0.89) (0.78) (0.99)
Bilateral loans
Convertible area 2.53 2.04 2.47
Principal (1.29) (1.01) (1.95)
Interest (1.10) {(1.03) (0.52)
Nonconvertible area ees ces 0.06
Princip&l ("l) (co-) (0-03)
Int("rest (-oc) (.--) (ll.)
Memorandum item-*
Debt servic~ payments as per
cent of exports of goods
and services 14.9 14.6 12.9

‘ource* Data provided by the Lao authorities.

1/ Includi g Fund charges.
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6. The exchange and payment . system

The currency of the Lao Peojl¢'s Democrat. Republic is the kip (K).
In early January 1980, the official exchange rate was devalued from K 4
to K 10 per U.S. dollar. Over the course of Lhe past several years,
a parallel market in for:. ign exchange has developed. This has resulted
from the general restric iveness of rhe exchange and payments system and
the low level of officia reserves. This markc: has been supplied by the
growing numbers of expatr ates in Laos receivi g salaries in foreign cur-
rencies, unofficial borde trade with Thailand, and local payments made
in forelign currency by foreign buyers of official exports. The exchange
rate in the parallel market has depreciated steadily, and by mid-1981
stood at about K 40 per U.S. dollar, compared with an average of about
K 22 per U.S5. dollar in 1980. 1In order to attract foreign exchange
from the parallel market into official channels, a periodically determined
exchange premium giving rise to a preferential rate was introduced in
December 1979 for transactions with tourists and embassies and for inward
remittances. This preferential rate was K 30 per U.S. dollar on June 1,
1981.

Throughout the second half of 1981 and in early 1982, the exchange
rate on the parallel market continued to weaken. In response to this
widening differential, the preferential exchange rate was depreciated from
K 30 to K 35 per U.S. dollar in early 1982, and this new rate was made
applicable to all official transactions, including official imports and
exports that had previously been transacted at the official rate of
K 10 per U.S. dollar. The official rate is now used only for customs
valuation purposes.

Since the beginning of 1982, the exchange rate in the parallel mar-
ket has declined sharply and reached X 105 per U.S. dollar by August.
Factors that have contributed to this development include a decline
in private receipts for services to Thal timber traders, following the
slowdown of official timber exports, and a recent decislion by official

shops to accept only foreilgn currency in payment for {mported consumer
goods.

In general, Lnos' trade and payments system remains highly restric-
tive.l/ Restrictions are in effect on current transfers and payments
for servites. Laos has bilateral payments arrangements with the USSR,
Bulgaria, Czechoslovakia, the German Democratic Republic, and with two
Fund members, Viet Nam and Hungary. Imports bv the private sector may
be undertaken provided that importers possess foreign exchange of their
own. Payments may be made through Lao banks who will arrange the necessary
letters of credit. However, only a limited number of private sector im-
porters are permitted to hold foreign exchange accounts with the banking
system.

1/ A detailed description of the system is contained in the IMF's
Annual Report on Exchange Arrangements and Exchange Restrictions for 1982.
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