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n February 25, 2018, the Executive Board of the Intemational Monetary Fund (IMF} concluded the Article
IV Consultation with Lao P.DUR. (1] (#1)

Lao P.D.R.s economy continues to perform well, supported by a favorable external envirenment and
strong flows of foreign direct investment from its dynamic neighbors. Growsth in 2017 was supported by
the expansion of electricity exports, construction activity and financial services, but moderated 1o 6.8
percent &z a result of the prehibition on illegal logging. tighter credit conditions and fewer towrist arrivals.
Inflaticn remained low at 0.2 percent in December 2017, reflecting a stakle exchange rate and & decline
in food prices. Private sector credit growth was robust at 17 percent year-on=year in 2017, a pace
consistent with dynamic economic activity and maoderate financial deepening. The current account
deficit was high at 13 percent of GDOP in 2017, although it is estimated that about half the deficit reflected
imports related to large foreign direct investment projects, including the Kunming=Vientiane railway
praject, which is part of China's Belt and Road Initiative. MNevertheless, gross internaticnal reserves remain
lowr at about 1 month of prospective imports.

The authorities have develeped a reform agenda to address some of the vulnerabilities in the economy,
with the goal of supporting stable and sustainable growth to graduate frem Least Developed Country
{LDC) statws. Aware of the challenges presented by high public debt and deficits, they are moving to put
in place & gradual fizcal consolidation mainky through tax pelicy and administraticn reformns. They are also
rmowing to strengthen the banking systemn by recapitalizing and restructuring public banks, restructuring
loans related to infrastructure projects and improving regulation and supenvision. The authorties have
alzo focused on integrating the Sustainable Development Goals (SDGs) into their S-year development
plan to promote inclusion and envircnmental susteinakbility.

Looking ahead, the outlook is positive, with growth on the erder of 7 percent per year, and gradual
econcmic diversification matched by integration with ASEAN and China. Downside risks stem from high
public debt and deficits, pockets of weakness and high dollarization in the banking secter, and a
vulnerable external position with low gross intemational rezenves. Addressing these risks and successfully
implementing the authorities” reform agenda will help ensure susteinable and inclusive growth and
graduation from LOC status.

Executive Board Assassmant [2] (#2]

Ezecutive Directors welcomed Lac P.D.R."s good record of high growth and stable inflation. However,
they noted vulnerakilities in key areas, in particuler, a high fiscal deficit and public debt, a weak extermnal
sector and low external reserves, and a highly—dollarized banking systern. While the cutlock is for
continued high growth, risks could materialize if government finances do not improve, or if extemal
conditions deterorate, which could be amplified in the domestic economy through negative
macro—financial feedback loops. Directors encouraged the authorities to continue to address these risks.


http://www.adb.org/Documents/RRPs/?id=47137-006-2

Directors stressed the importance of a gradual fiscal consolidation to bring the public debt on a credible
but realistic downward path over the medium term. They agreed that this could best be done by
improving fiscal revenue, and welcomed the authorities’ interest in developing a medium-term revenue
strategy. They noted that there is also scope to rationalize expenditures and reorient spending to improve
health and education outcomes, and welcomed efforts to contain the wage bill. Directors recommended
stronger debt management and a more rigorous selection of public investment projects.

Directors welcomed the progress in strengthening banking regulation and supervision and the reform of
public banks, but noted that further efforts are needed to reduce foreign currency lending risks, identify
non-performing loans, and strengthen capital buffers. They took positive note of the prospects for
putting in place crisis management and prompt corrective action frameworks, and the progress in
developing the AML/CFT regime.

While noting that external sector vulnerabilities are being ameliorated, Directors considered that the
overvaluation of the exchange rate and the high current account deficit call for a further accumulation of
international reserves. They welcomed the gradual depreciation of the exchange rate and recommended
letting the exchange rate move gradually within the official band to support competitiveness and help
accumulate reserves. They agreed that a cautious approach is warranted, given possible currency
mismatches in the non-bank private sector. They noted that further reforms to improve the functioning
of the interbank and domestic debt markets are important steps to put in place the preconditions for
greater exchange rate flexibility in the medium term. A number of Directors urged removal of the interest
rate caps.

Directors noted that the gap between income per capita and welfare indicators points to the need to
pursue more inclusive and sustainable growth. To promote economic diversification, developing public
infrastructure and improving conditions for private investment will be critical. Improvements in human
capital will also be important, in particular through workforce training, public education, and health
services, particularly for women and children. This will help reduce regional and gender disparities.

Directors called for improvements in economic statistics and welcomed the authorities’ interest in joining
the General Data Dissemination System.

Lao P.D.R.: Selected Economic and Financial Indicators, 2013-19

2013 2014 2015 2016 2017 2018 2019

Proj. Proj.  Proj.

GDP and prices (percentage change)

Real GDP growth 8.0 7.6 7.3 7.0 6.8 6.8 7.0
CPI (annual average) 6.4 4.1 13 1.6 0.9 2.3 3.1
CPI (end year) 6.6 2.4 0.9 25 0.9 2.6 29

Public finances (in percent of GDP)




Revenue and Grants

Of which : Resources

Of which : Mining

Of which : Hydro power

Of which : Grant

Expenditure

Expense

Net acquisition of nonfinancial assets 1/

Overall balance

Nonmining balance 2/

Public and public guaranteed debt (in
percent of GDP)

Money and credit (annual percent
change)

Reserve money

Broad money

Bank credit to the economy 3/

Bank credit to the private sector

Balance of payments

Exports (in millions of U.S. dollars)

In percent change

Imports (in millions of U.S. dollars)

20.9

2.9

2.1

0.8

4.8

25.2

14.0

11.1

-4.3

-6.2

56.3

7.7

18.8

34.5

36.3

3,501

5.4

7,163

21.0

2.1

1.8

0.9

4.5

23.8

13.8

10.1

-2.8

-4.6

57.9

30.3

23.4

142

117

4,299

22.8

7,817

17.9

1.6

13

0.8

2.2

22.4

142

8.1

-4.5

-54

57.7

6.6

147

16.8

19.3

3,743

-12.9

7,366

15.8

1.6

0.9

0.8

1.4

20.5

14.5

6.0

-4.6

-5.5

58.5

-1.4

10.9

20.9

22.0

4,379

17.0

6,636

16.7

17

0.9

0.9

1.8

215

13.5

8.0

-4.8

-5.7

611

9.9

12.9

15.0

16.5

5,084

16.1

7,538

17.0

13

0.7

0.6

1.8

21.2

131

8.1

-4.3

-5.0

65.3

9.4

22.8

18.5

16.7

5,303

4.3

8,313

17.4

2.0

1.0

1.0

1.8

21.5

13.4

8.1

-4.1

-51

65.9

10.2

22.0

17.0

15.0

5843

10.2

8822




Sources: Data provided by the Lao P.D.R. authorities; and IMF staff
estimates and projections.

1/ Includes off-budget investment
expenditures.

P/ Net lending/borrowing excluding
mining revenue.

3/ Includes Bank of Lao P.D.R. lending to state-owned enterprises and subnational levels of
government.

In percent change 151 9.1 -5.8 -9.9 13.6 10.3 6.1
Current account balance (in millions of -2751
U.S. dollars) -3,400 -2,657 -2,586 -1903 -2,204 -2,728

In percent of GDP -28.4 -20.0 -18.0 -12.0 -13.0 -14.9 -13.7
Gross official reserves (in millions of U.S. 1224
dollars) 662 816 987 815 979 1,023

In months of prospective goods and 15
services imports 1.0 13 17 1.2 1.3 1.3
Exchange rate

Official exchange rate (kip per U.S.

dollar; end-of-period) 8,030 8,096 8,119 8,231 8,279

Real effective exchange rate (2010=100) 113.9 120.9 1311 1345 1259

Nominal GDP

In billions of kip 93,868 106,797 117,252 129,279 140,019 152,822 168,514
In millions of U.S. dollars 11,974 13,266 14,363 15,916 16,984

[1] Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members,

usually every year. A staff team visits the country, collects economic and financial information, and
discusses with officials the country's economic developments and policies. On return to headquarters,
the staff prepares a report, which forms the basis for discussion by the Executive Board.
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[2] At the conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the
views of Executive Directors, and this summary is transmitted to the country's authorities. An explanation
of any qualifiers used in summings up can be found here:
http://www.imf.org/external/np/sec/misc/qualifiers.ntm
(http://www.imf.org/external/np/sec/misc/qualifiers.ntm) .
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