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1. Introduction  
 

The world financial crisis had immediate reverberations in many countries. It has a close linkage 

with the global financial markets. The more developed countries were believed to have been affected 

by this crisis especially the United States. The least developed countries (LCDs), in contrast were 

less integrated into the global financial markets. However, this consequently resulted to conditions of 

freezing of credit and the sharp fall in the market value of private wealth. 

  

Lao People's Democratic Republic of Lao (Lao PDR) is situated in East Asia sharing borders 

with China to the north, Myanmar to the north-west, Thailand to the west, Cambodia to the south, 

and Vietnam to the east. It has a total population of 5.6 million (2005); the density is 24.9. It is one 

of the least developed countries, with a small industrial base of economy, but depending heavily on 

subsistence agriculture. 

 

The National Growth and Poverty Eradication Strategy NGPES is the strategic framework under 

which all of the Government’s future growth and poverty eradication programmers will be developed 

and implemented. The NGPES is the result of a process that started in 1996 when the 6th Party 

Congress defined the long-term development objective as freeing the country from the status of least-

developed country (LDC) by 2020. The NGPES is a comprehensive framework for growth and 

development, and has a particular focus on the improvement of the poverty situation in the poorest 

districts. It has thus a dual objective: enhancing growth and development, and reducing poverty. The 

NGPES is designed to accelerate the positive trend in reducing poverty in the Lao PDR and to 

achieve the Millennium Development Goals (MDGs). (National Growth and Poverty Eradication 

Strategy-NGPES, June 2004). 

Poverty situation in the Lao PDR has decreased dramatically over the last decade, from 46 per 

cent of the population in 1992-93 (LECS I) to 33.5 per cent in 1997-98 to 33.5 per cent in 2002-03 

(LECS II) and 27 per cent in 2002-03 (LECS III). (Lao Expenditure and Consumption Surveys-

LECS, Ministry of Planning and Investment-MPI).  
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Luangprabang is a province located in northern part of Lao PDR, with the population of 

425,246, the density is 25. It has natural resources, attractive culture, architectural sites, long 

historical background and ecotourism. It has Luangprabang city as a world heritage. 85% of the 

provincial’s total land surface is mountainous. The province consists of 12 districts; four of them are 

classified as poor, but it was found that poor household reduced from 7.899 (11, 36% of all total 

household) in 2007-08 to 4.040 households (5,6% of all total household) in 2008-09. (Socio-

Economic Development Plan-SEDP FY 2008-09 of Luangprabang province, December 2008, SEDP 

FY 2009-2010 of Luangprabang province, October 2009). 

 

I. MACROECONOMIC ACHEVEMENT FROM 2000-2009. 
 
Before the crisis swept through East Asia in 1997, the Lao PDR like the region’s larger 

economy, were registering commendable real growth rates and had made good progress in the 

transition toward a market economy. The Lao PDR’s reforms had begun under the New Economic 

Mechanism (NEM) in 1986. The country reform supported macroeconomic stability, increased trade 

and investment flows and rebound in growth. 

 

From mid-1997 to the end of 1999, the economy of the Lao PDR faced arduous difficulties, 

especially the significant negative impacts of the Asian Economic Crisis and recurring severe natural 

disasters. However, the Fifth National Socio Economic Development Plan (NSEDP) spanning the 

five-year period 2001-2005 was developed under more favorable conditions. The economy has 

begun to resume expansion and build up the potential for growing at a faster pace in the following 

years. Production forces and socio-economic elements have built the necessary initial base for future 

growth. The legal frameworks were gradually adjusted and their positive impacts on socio-economic 

development have been increased. The market-oriented economy emerged further and operated in a 

more efficient manner. Political and social stability were enhanced. Relations with countries in the 

region and outside on economic and other fronts were expanded, with significant strengthening of 

the capacity and standing of the Lao PDR in the region and the global community. The developments 

outside the country also provided significantly favorable conditions. Stability and economic recovery 

in the Asian region and at the global level, scientific and technological innovations and globalization 

brought about many opportunities to overcome the difficulties and obstacles.  
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Chart 1. GDP growth rate from 2007 to 2010 (%). 

 
 

 
 

                               
 

 

Source: NSEDP FY 2009-10, Vientiane capital 2009, Report from Department of Planning, Ministry of 

Planning and Investment, May 2010, Socio-economic development plan  FY 2008-09 of Luangprabang 

province,December 2008,  Socio-economic development plan FY 2009-2010 of Luangprabang province, 

October 2009. 

 
 

Chart 2. GDP per capita from 2000 to 2009 (USD). 
 
 

 
 

           
  
     

Source: NSEDP FY 2009-10, Vientiane capital 2009, Report from Department of Planning, Ministry of 

Planning and Investment, May 2010, Socio-economic development plan  FY 2008-09 of Luangprabang 

province, December 2008,  Socio-economic development plan FY 2009-2010 of Luangprabang province, 

October 2009. 
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.Chart 3. Sector share in GDP 2007 to 2010 by country (%). 

 

 
Source:  NSEDP FY 2009-10, Vientiane capital 2009, Report from Department of Planning,  

Ministry of Planning and Investment, May 2010. 

 

 

Chart 4. Sector share in GDP 2007 to 2010 of Luangprabang province (%). 

 

 
Source:  Socio-economic development plan  FY 2008-09 of Luangprabang province, December 2008,       

Socio-economic development plan FY 2009-2010 of Luangprabang province, October 2009. 

 
 

II. IMPACT OF THE GLOBAL FINANCIAL CRISIS ON POVERTY IN  LAO PDR .  
 
1. IMPACT ON THE LAO AND LUANGPRABANG ECONOMY  
 

Lao economy is small, its financial system and trade are underdeveloped and are not yet 
integrated to the world economy. Thus, Lao economy will not be fully affected by this crisis in short 
term. If the crisis is promptly solved and recession continues longer, then some Lao economic 
sectors will experience a difficulty in medium to long term as can be seen below: 
 
1.1) Macro Economic  
 
- GDP growth: In the Lao PDR is less affected by the global financial crisis than many of its 

neighbors. Real GDP growth for FY 2008/09 will expand at 7.5% (Target 8%).  
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- Inflation Rate: Is expected to remain low and will fluctuate in very narrow band due to 

continuing to decline of oil and food price based on statistical report. Inflation declined from 6.5% 
in October to 4.5% in November 2008, 3.17% in December 2008 and -1.59% in May 2009 in 
average 2.14%. Lao exports would fall significantly in 2009 due to sharp decline in export 
products: mining (copper & gold), wood products, garments, electricity and agriculture (coffee, 
rice, maize and other crops) 

 
- Mining: This sector is important for Lao exports such as copper and gold. The crisis causes the 

price of copper dropped 70% in the world commodity market. The commodity price slump has 
affected the Government revenue collection which is estimated at 50% reduction in revenue 
collection from resource sector (base on report of ministry of energy and mine). While the impact 
on gold price was so little.  

 
- Rubber: The global price of rubber continues to drop significantly from $3.5 per kg to $1.4 per 

kg. Even though Laos exported little quantity of rubber products to China it has some impact to 
income of villagers in province.  

 
- Export of rice and food stuffs: A declining rice price has an impact to Lao rice export to 

Thailand. The Ministry of Industry and Commerce reported that the import-export for the nine 
months of 2008 showed that import –export of food stuff were $ 47.6 million and $27.1 million 
respectively. This means that Laos has current account deficit on food stuff with Thailand at $20.5 
million. If the demand for Lao food stuff in Thailand becomes weaker then it will have a negative 
on Lao earning from exports (Its value is not huge if compared to total value of trade).  

 
- Garment has received some impact: European market is one of the most important markets for 

Lao garment product export. The current global financial crisis has hit Europe hard however, the 
economic contraction of countries in Europe has not yet materialized the impact to Lao exports 
and has not been able to measure the full impact to Lao garment export as currently Laos still gets 
GSP on garment which has finalized volume of export at the beginning of the year. Thus, the 
impact on Lao garment sector has not been so severe. However, if the world economy continue to 
contract then the export volume trend is likely to decline.  

 
- Lao Kip appreciation has increase the cost of production such as labour, electricity, water supply 

and others. The cost of production of garment sector has been rising as its payment on these is in 
kip while its revenue is in dollar. However, this is not a big burden and severe for garment 
manufacturing. If the kip continues to appreciate against US dollar and Thai Baht the impact may 
be greater. 

 
1.2) Tourism industry  

Global financial crisis has a negative impact to world tourism market since mid of August as 
well as political instability in neighboring countries: Based on these factor we can say the drop of 
number of tourist arrival at 8% for fourth quarter of 2008 (October, November and December). 
Eighty percent of visitors were from neighboring countries and most of them were backpackers. 
Even though there is a small impact there will be an impact on their spending behavior. Another 
reason is that most of tourists come to Laos via Thailand. Therefore we could estimate the growth 
of tourist arrival for 2008 would increase about 1% compared to 2007 (Statistic of Lao National 
Tourism Authority). 
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1.3) Foreign Investment  
 

•  Lao PDR does not have broad form of fund mobilization such as stock market so the impact is 
more or less different from other countries. Clearly, the impact is on the foreign direct 
investment projects as they could not find financing sources. The credit crunch causes a delay 
in implementation of the project, total FDI will be over $1bn a year during 2009-13; In case of 
delay, FDI would drop to around $700m a year on average.  

 
•  Weak external demand and declining price of export products caused a decline in capital 

inflow to the country which is also a cause for a drop in foreign direct investment. If the crisis 
continues further they may cause a further delay in big projects such as hydropower, mining, 
construction. Investment in other sectors will also have negative impact especially agriculture.  

 
•  Eleven of the projects in the planning stage will be delayed, 45 projects in the feasibility stage. 

The feasibility studies for the additional 45 projects will go ahead, but progression to the 
planning stage and to construction may be delayed if the global recession is long. 

  
Source: Country report on the impact of the global economic slowdown on poverty and sustainable development in 
Lao PDR, 3nd China-ASEAN Forum on Social Development and Poverty Reduction, 4th ASEAN + 3 High-Level 
Seminar on Poverty Reduction and Asia-wide Region High-level meeting on the impact of the Global Economic 
slowdown on poverty and sustainable development in Asia and the Pacific from 28-30 September 200,Hanoi, 
Dr.Bounthavy Sisouphanthong, Vientiane, Lao PDR September 2009. 
 
Luangprabang province: 
 

Base on the economic structure of Luangprabang province, over 40% of total GDP from 
agriculture sector. Some of agriculture products had been impacted by low price and low 
demand such as maize, job’s tear. Even though it has some impact to income of villagers. 
(Report on Industry and Trade Implementation FY 2008-09, No.1280, Luangprabang 8 Octopber 2009) 
 

- Foreign direct investment in 
Luangprabang has been slightly affected by the crisis because the investment focus on the 
micro projects with small capital. The production from this investment is just for provincial 
consumption. The affected business, however, has not gone far to the bankruptcy; and some 
ongoing projects have not achieved the mission as planned.  

 
- For tourism sector, the number of tourist arrivals to Luangprabang has a is still stable increase, 

23.15% in 2007 compared 2006 and 23.95% in 2008 compared 2007, but in 2009 the number 
has increased only 5.38% compared 2008 (2009 Statistical report on Tourism in 
Luangprabang, Tourism Department of Luangprabang). 
 
 

2. IMPACT ON THE LAO AND LUANGPRABANG POVERTY  
 

Impacts on Agriculture: Decline in demands (China, Thailand & others), falling agricultural 
products prices (coffee, maize, rubber…); most affected people – rural cash crops farmers; 
social impacts (livelihood, poverty) and rural finance: borrowers & lenders (Bank, 
microfinance, other schemes). 
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Farmers Producing for Export: The number of women and men producing for export in 
2008 is estimated at 360,000, increased from 277,000 in 2004. Agricultural exports, including 
non-food agricultural exports, thus employ the most Lao workers and impact the largest 
number of Lao households. The exports also provide some employment for landless rural 
families. 
 
Manufacture Exports  
 
Manufacture exports employ an estimated 200,000 Lao workers (but 120,000 of these make 
handicrafts on a part-time basis.) The workers, in turn, support their families via remittances 
back to rural areas. Some of the manufacture exports depend on imported inputs, garment 
exports particularly. Others have stronger backward linkages, including, wood products, food 
processing, and handicrafts.  

 
Food Processing Workers— In 2008, food processing employed 22 percent of all 
employment in manufacturing, though only an estimated 2000 workers are in firms that export. 
The Economic Census 2006 found 2,242 in large firms and 3,033 in medium firms. There were 
only two export firms in 2004-2005, with a total of 760 workers.  

 
Food processed exports go mainly to the EU and to Thailand. The outlook for 2009 is 
uncertain. Food exports to the EU are niche products. They may hold up. Exports to Thailand 
depend more on price and thus, to some extent, on the value of the Kip. Because the industry 
also benefits farmers and middlemen who purchase and collect the produce, their livelihoods 
may also be at risk if exports drop.  

 
Handicraft Workers - There are an estimated 22,000 full time and 120,000 part time workers 
producing handicrafts. Some handicrafts are exported, some are sold locally. Weaving of silk 
and cotton textiles and embroidery are done by women. Jewelry-making and wood sculpting is 
done mostly by men. Weaving of rattan and bamboo items is done by both. Full time 
handicraft workers including weavers, wood carvers and jewelry-makers typically earn an 
average of US$ 50 per month—more than most garment workers. Weavers are spread all over 
the country and include minority households.  

 
Source:  Country report on the impact of the global economic slowdown on poverty and sustainable development 
in Lao PDR, 3nd China-ASEAN Forum on Social Development and Poverty Reduction, 4th ASEAN + 3 High-Level 
Seminar on Poverty Reduction and Asia-wide Region High-level meeting on the impact of the Global Economic 
slowdown on poverty and sustainable development in Asia and the Pacific from 28-30 September 200,Hanoi, 
Dr.Bounthavy Sisouphanthong, Vientiane, Lao PDR September 2009. 
 

 
Luangprabang province: 

 
Some of agriculture products had been impacted by drop price of maize from 1,200 Lak (Lao 
kip) per kg to 800 Lak and job’s tear, the price drop from 10,000 Lak to 6,000 Lak. Even 
though it has some impact to income of villagers. (Report on Industry and Trade Implementation 
FY 2008-09, No.1280, Luangprabang 8 Octopber 2009.) 
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Even there is less impact on the economic development in Lao PDR, particularly 
Luangprabang Province, these following factors are needed for consideration to accelerate the 
socio-economic development in order to sustainable development and to support the strategies 
of poverty eradication. 

 
1. Promote domestic production and exports 
  To promote domestic production Government should encourage reducing the interest rates, 

particularly in remote area. 
 Study new mechanism to find way how to reduce cost of production. So Lao products can 

compete internationally especially focusing on small and medium enterprises. Focusing in 
producing new products which has high quality.  

 Study promotion measures to increase domestic production which will satisfy domestic needs 
and wants and minimize the imports by controlling of import products that domestically can 
produce 

 Further quality improvement of processing industry to add value the agriculture products to 
domestic consumption and export.   

 Further quality improvement of processing industry to add value the agriculture products to 
domestic consumption and export. 
 

2. Should create more favorable environment for trade and investment:  
 Laws and regulations should be clear and strong enforcement. 
 Promote an involvement of all economic sectors equally to boost domestic production base 

on resource allocations. 
 Increase opportunity to access for financing, particularly in remote areas should have special 

policies. 
 

3. Promote tourism industry:  
 Increasing advertising and promotion on tourism.  
 Expand tourism industry and tourist sites.  
 Should have clear tourism plan and policy to quickly respond to problem especially in 

tourism season. 
4. Maintain domestic currency stability. 
5. Strengthening banking supervision especially on lending to business sectors in order to 

avoid rising NPLs. 
 
Conclusion 
 
The crisis has influenced in many countries’ socio-economic development causing social and 
economic problems. Some countries faced stagnation of economy. Later, the global crisis has been 
gradually rehabilitated. In order to prevent the new form of crisis and to sustainable development, 
these measurement and mechanism above - law, regulation, policies and encouragement are strongly 
recommended for consideration. 

 
-------------------------------- 
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