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PREFACE

This document sets out the Government’'s gpproach to poverty reduction and is a firg
gep to developing afull Poverty Reduction Strategy Paper (FPRSP).

The Government of the Lao Peoplés Democratic Republic (Lao P.D.R.) has made the
improvement of the living dandards of its multrethnic populaion the essence of its
devdopment god of exiting the group of Least Developed Countries (LDC) by the year 2020.
To this end, the 6" Party Congress in 1996 identified sustained growth with equity as the main
indrument for achieving the 2020 god, and defined 8 National Priority Programmes as its
main support.

The following 8 priority programmes sarve as the mgor reference for the naiond
planning sysem, and consequently for defining the naiond invesment priorities 1) food
production, 2) commodty production, 3) dabilistion of chifting cdtivation, 4) rurd
devdlopment 5) infradructure development, 6) expandon of extend economic rddions and
cooperdion, 7) human resource devedopment, and 8) sarvices devdopment. They dso
repond to three omnipresent, transcendent concerns, namey, achieving permanent food
security, preserving the country’s naturd resource base, and developing the nationd human
resource potential.

The Government has dways daed that “the man focus of these 8t nationd priority
programmes is directed towards eradication of mass poverty” L.The objective of alleviating
poverty has, indeed, been at the bads of every development effort undertaken by the Lao
P.D.R. over the last 25 years. This commitment has not changed. It has been trandated
through many policy and drategy documents, and uppermost in the Nationd Socio-Economic
Deve opment Plans (NSEDP).

The 1996-2000 NSEDP focus on poverty reduction, especidly in the rurd aress where
mos of the multrethnic population lives and on the essentid physcd and socd
infrastructure and human resource development, hes yidded rdaively high economic growth
rates, which despite the Adan financid criss were mantained and resulted in a reduction in

the natic2>nd poveaty levd from 45 per cent of the population in 1992/93 to 386 per cat in
1997-98.

The Government is currently preparing the NSEDP for the period 2001-2005, which
will continue to focus on povety dlevidion, induding through the following decisons and
measures:

« the policy of decentrdization, patiently prepared snce 1996, in order to enhance
participation and locd ownership;

+ the Rapid Poverty Assessments (RPAS) made in 1998 to know more about the
population’ s perception of poverty;

% the preparation of longe-teem vison documents paticulaly for those sectors
which are a the center of the Government’ s gpproach to poverty dleviation;

% the reassessment of the macroeconomic Stuation in the wake of the Adan
financid criss, and the daboration of a strengthened Macro-economic Policy and
Reform Framework;

! Government Report to the 6" RTM, 1997, eg., p.3 and p. 28.
2Acoording to the Lao Expenditure and Consumption Surveys (LECS) of 1992-93 and 1997/98.
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% the undertaking, between March and October 2000, of an in-depth country-wide
Paticipatory  Poverty Assessments (PPA)® in order to gain further indights into
peopl€ s perception of poverty and the remedies proposed;

«» the underteking of sectord action plans, based on the respective drategic vison
documents, which will integrate the indghts learned from the PPA;

« the identification of povety citeia a the household, village disrict and
provincid levels in view of the need for an goproprigie povety monitoring
mechanism and, last but not leadt,

% the 7" Round Table Medting (RTM), aming a optimdly integrating, on the basis
of an inditutiondised didogue and exchange forum, nationd poverty dleviation
development priorities and resource mobilisation needs.

The many prepaations undetaken by the Government in view of a more focused
goproach to povety dleviation for its NSEDP 2001-2005 have been integraed into the
Government's Strategic Approach to Poverty Alleviation, presented in its Report to the 7"
RTM placed under the theme of “Fighting Poverty Through Human Resource Development
and Peopl€' s Participation”.

This document — the Interim Poverty Reduction Strategy Peper (I-PRSP)- represents a

summary of the Government's drategc goproach to poverty dleviaion as presented in the
Government’s Report to the 7" RTM.

The required F-PRSP will be findised by August 2002 as soon as the NSEDP 2001-
2005, focusng on a degpened goproech to poverty dleviaion, is goproved by the Nationd
Asmbly; the results from the PPA ae andysed and trandated into operationd priorities
through action plans, and the Government’ s monitoring system in place.

Between the I-PRSP and the F- PRSP, the Government intends to use its planning
system as wdl as decentrdisation to make the best use of avalable resources to further
drengthen its paticipaiory agoproach to povety dleviaion with the man gSakeholders
involved, especidly a the provindd and didrict levels regarding the planning and monitoring
of poverty dleviation activities, and the necessary concomitant cgpacity building.

In this document, the tentative process of workshops & centrd, provincid and didrict
levels in view of findisng the required FPRSP in due time will dso be outlined in a broad
way.

With important support from ADB.
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INTRODUCTION
1. National Development Objectives, Overall Strategy, and Poverty Reduction

The am of the Lao PD.R. is “to quit once and for dl the status of a least developed
country by the year 2020". Achieving this god is synonymous with “eradication of mass
poverty” by “ensuring economic growth with equity”, while “safeguarding the socid, culturd,
economic and politica identity”.

Eight National Socio-Economic Priority Programmes have been devised to channdl
the Government's development efforts in a focused way towards these objectives These
priority programmes sarve as the mgor reference for the nationd planning system, and for
defining the naiond invesment priorities. These programmes ae 1) food production, 2)
commodity production, 3) ddblistion of <hifting cultivation, 4) rurd devdopmet 5)
infragtructure development, 6) expanson of externd economic reaions and cooperdion, 7)
human resource development, and 8) services development.

These progranmes dso respond to three omnipresent, transcendent concerns of the
Government; namdy, achieving permanent food security, presarving the country’s neturd
resource base, and developing the nationa human resource potentid.

The Govenmet's devdopment efforts ae ceptured through the Nationd Socio-
Economic Devdopment Plans (NSEDP). All the NSEDPs ae geared to improving in a
sudanable way the living conditions of the Lao P.D.R’s multi-ethnic population, i.e poverty
dleviation, and to help the courtry achieve its 2020 god.

The objectives of the 19962000 NSEDPs amed a (1) poverty reduction, especidly in
rurd and multrethnic areas, (2) infrestructure devdopment; and (3) human resource
development. The generd guiddines emphassed the need “to continue to build sectord and
regiona economic dructures aong with socio-economic development and in conjunction with
the presarvation of the naurd environment”, daing that “regiond  socio-economic
development must be linked to the devdopment of ethnic mountainous arees and the gradud
reduction of the gap between urban, rurad and mountainous aress.”

The above mentioned 8 priority programmes as wel as the Government's macro
economic priorities have been, and will continue to be, the main compaonents for achieving the

netional development goals and this in the context of the “dages’ and “trangtions’ through
which the Lao P.D.R. will gradudly pass.

The stages must be understood as a logicd sequence, but they are intertwined; their
smultaneaus development is to ensure the progressve trandtion from a subsstence-based,
naturd, rurd economy to a production and sarvices economy as the condition for advancing
coherently towards the 2020 god. The dtages are essantidly i) the implementation of the New
Economic Mechanism (NEM)” officidly adopted in 1986, ii) the dtructurd transformation and
cgpadity building and iii) the creation and building up of the prereguistes for a people-centred
participatory devel opment.

The gradud but conseguent pursuit of these objectives helped the Lao P.D.R. achieve
a ressonably wdl functioning market-based economy, experiencing reaively high growth

* Derived from two concepts chin thanakaan mai (‘ new thinking’) and kanpatihup setthakit (* reform economy’).
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raes as wdl as an important level of physcd and socid infrastructure that contributes
decisvey to naiord integration and incressed accesshility to those many aess which up to
vay recently had for mogt of the year been excduded from the nationd economy due to their
inaccessibility.

At the same time, and despite the Adan financid criss, the Governmert’s efforts have
enabled to regiter some important achievements in the socid fidd such, as the high
vaccination rates covering 95 per cent of dl villages a marked increese in the literacy rates
(from 60.2 per cent in 1995 to 70 per cent in 2000), the eradication of polio, and the reduction
in child and maternity mortdity’. As a result, the overal poverty level has dedined from 45
per cent in 1992/1993 to 38.6 per cant in 1997/1998.

The Government of the Lao P.D.R. banks on economic growth with equity as the man
pillar for povety dleviaion. This assumption is a the bads of the Government's drategic
approach to poverty dleviation as presented in its Report to the 7" RTM.

Based on expeiences dsewhere and the lessons learned from dominant ideas in the
past, where growth objectives superseded socid/culturd development and were achieved at
the expense of the conservatiion of natura resources, the Government of the Lao PD.R.
prefers to follow a harmonious “triangular”, mutudly renforcing approach to growth and
development, as embodied in the notion of ‘growth with equity’:

Triangular relaionship between Growth, Socid/Cultura Development and Poverty

Alleviaion:
Economic Growth \
Socid//Culturd Consarvation of
Deve opment Resources

This “triangular” vison can be likened to a traditiond Lao kettle, which has to stand
on 3 pillas in order not to fdl on one dde or the other. If economic growth has to be
successful, it is the view of the Government that it has to be anchored on an ecologicaly
sound gpproach to resource management and enhanced socid and culturd  development.
Likewise, socid and culturd devdopment has to be backed up by solid economic growth,
while appropriate resource management is, in itsdlf, a potent way to improve living Sandards

All three pillas — economic growth, socid/culturd development and ecologicaly
sound resource management — have to mutudly reinforce themsdves to achieve sudtaingbility
in poverty dlevigtion. The Government of the Lao P.D.R. thus favors a baanced gpproach to

poverty reduction.

® Please refer to the Government Report 2000, p. 22-23.
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2. Thel-PRSP

The I-PRSP saves the objective of summarisng the Government's gpproach to
poverty dleviation.

The Govenment Report to the 7" RTM and the 2001-2005 NSEDP, presertly in
preparation, condtitute the Lao P.D.R’s politica references regarding the definition of its
devdopment priorities, including povety dlevidion. This interim document (I-PRSP) reflects
more pecificaly the Government' s views regarding poverty dleviation.

The FPRSP will incorporate a more operationd view of the Government's priorities,

as expressed in the various sectord action plans under preparation, which will dso indude the
ingghts gained from the PPA undertaken from March to October 2000.

The naiond planning system, built on consensus and wide participation, will be put to
good use, epecidly in the new context of the Government’s decentrdisation policy, thanks to
a series of capacity building workshops a the centrd, provincid and didrict levels. They will

provide the necessay planing and monitoring context for the Government's poverty
reduction strategy.

This document has 4 Pats 1) Povety Studtion in the Lao PD.R, 2) Government’'s
drategic gpproach towards poverty dleviaion, 3) Planned policy priorities regarding poverty
dlevigion and 4) Intended consultation process. The |-PRSP Policy Matrix 2001-2003 is
attached.

PART ONE:
POVERTY SITUATION IN THE LAO P.D.R.

Chapter 1. Poverty Stuation in theLao P.D.R.

Inthe Lao P.D.R,, the andlysis of poverty is till a an early stage (see Box 1)

The andyds shows that households have benefited from economic growth in the

1990s in that the per capita red totd consumption has been increadng a the annud rate of 5.8
percent; afaster growth rate than the per capita GDP during the same period (4.5 percent).

Tablel: Per Capita Real Consumption by Region
(In Kip; March 97 to Feb 98=100 (L ao urban areas))
Regions 1992-93 1997-98 Growth Rate

Vientiane municipality 34,676 59,577 10.8
North 20,184 25,770 49
Centrd 25720 32,586 47
South 23623 29,504 44
LaoPD.R. 24,595 32,848 5.8

Vientiane Municipdity is the richex aea in tems of its monthly totd red
consumption per cgpita, the Northern Region the poorest. The annud growth rate in totd red
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consumption per capita per month in Vientiane Municipdity haes been 108 per cent over time
far exceeding that of the 3 other regions. Although the North remained the poorest region in
the country, it has been growing faster than the Centre and the South: the red totd
consumption per capita per month in the North has increased a the annud rate of 4.9 percent.
The Southern Region is better off than the Northen Region but worse off than the Centrd
Region and Vientiane Municipdlity.

Per capita red consumption in rurd areas has been growing a annud rate of 54
percent, whereas the urban area growth rate in urban areas has been 9.0 percent. Thus the
ruralurban disparity has increased between 1992/93 and 1997/98 (Table 3)

Table2: Per Capita Real Consumption by Regicnsand Rural and Urban Areas
(In Kip; March 97 to Feb 98=100 (L ao urban areas))
Urban areas Rural areas

Regions 1992-93 1997-98 Growthrate 1992-93 1997-98 Growthrate
Vientiane municipality 36,438 62,098 10.7 29,378 55,304 12.7
Northern region 23,498 32914 6.7 19,495 24,995 50
Centrd region 30,111 2477 69 24,872 31,197 45
Southern region 30,842 39,938 52 22,138 28,378 50
Laos 31,035 48,721 90 22,609 29,663 54

The empirica result (Headcount indef) shows theat 45 per cent of the Lao P.D.R.
populaion lived in povety in 1992-93, whereas in 1997-98, the percentage of poor fdl to
38.6. Therefore, there was a marked reduction in poverty in the Lao P.D.R. between the two
periods. Although, the rich benefited much more than the poor, the reduction in poverty, a an
annua rate of 31 per cent, indicates that the benefits of economic growth have been
widespread between 1992-93 and 1997-98.

The incdence of poverty, however, varies quite subgtantidly across regions and
provinces. Among the four aress, the Northern Region has the highest percentage of poor,
which, fortunaidy, decressed from 584 percent in 19923 to 525 percent in 1997-8. In
contradt, the incidence of povety in Vientiane Municipdity has been the lowest: the poverty
incdence was 244 percent in 1992-3 and only 12.2 percent in 1997-98. The Southern region
has the second highest proportion of population living in poverty.

In addition to large differences in the poverty incidence across regions, there are dso
differences between provinces. Houa Phanh in the Northern region is identified as the
poorest province, where 784 percent of the populaion lived in povety in 1992-93. Although
the percentage of poor fel to 74.6 in 1997-98, this province gill remans the poorest in the
country. Severd provinces, incduding the Specid Zone Saysomboon, Phongsdy, Louang
Namtha, Oudomxay and Houa Phanh, had a poverty incidence exceeding 50 percent.

®The headcount ratio or incidence of poverty indicate the percentage of individuas in the population whose
income or consumption-expenditure fallsbdow the poverty line. There are two poverty lines that have been
constructed: thefirgt is the food poverty line and the second is the non-food poverty line. The average food
poverty linein Lao P.D.R. is15,218 kip per person per month in 1997/98 ,of which urban and rura poverty lines
are 19,270 and 14,407 kip per person per month, respectively.

" Such finding was based on afirst attempt to evaluate the provincial provide with arelatively small sample size
(around 470 households per provinces). Therefore, the data should not be interpreted as exact or giving absolute
measurements of the percentage of the poor in the specific provinces.
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Table 3: Percentage of Poor by Regionsand Provinces
Annual ratein
Regiong/provinces 199293 199798 decrease of poverty

Vientiane municipality 24.4 122 -13.9
Northern region 584 525 -21
Phongsay 68.7 64.2 -13
Louang Namtha 60.3 575 -10
QOudomxay 511 732 72
Bokeo 63.5 374 -10.6
Louang Prabang 62.7 494 -48
Houa Phanh 784 74.6 -10
Xaygnaboury 30.1 212 -70
Central region 395 349 -25
Xieng Khoang 57.3 349 -99
Vientiane province 28.1 24.3 -29
Borikhamxay 10.6 25.8 17.8
Khammuane 437 41.6 -10
Savannakhet 457 371 -4.2
Xaysomboom-SZ2 55.0

Southern region 459 384 -36
Saravanh 36.7 39.6 15
Xékong 65.9 457 -73
Champasak 436 35.6 -41
Attapeu 72.2 453 -93
Laos 45.0 38.6 -3.1

The reduction in poverty is not uniform across regions and provinces as shown by
Table 3. In Vientiane Municipdity, the percentage of poor decreased a an annud rate of 13.9
per cent, whereas in the Northern Region, the percentage of poor decreased a an annud rate
of only 21 per cent. In the Centrd and Southern Regions, the percentage of poor diminished
a annud rates of 25 and 3.6 per cent, respectively. Thus, not only is the North the poorest
region in the country, but the rate of poverty reduction is aso the lowest.

The urbanrurd dispaity in the incidence of povety is large (Teble 4): in 1992-93 for
urban aress the incidence was 33.1 per cent, and for rurd aress it was 48.7 per cent. Large
differences in the percentage of poor between urban and rurd areas are prevdent across
regions. The digparities have, however, lessened dightly in 1997-98 where the incidence of
poverty was 26.8 per cent for urban areas and 409 per cent for rurd aess. On average,
economic growth benefited the urban areas more than the rura aress.

Table 4: Incidence of Poverty by Regions and Rural and Urban Areas

(Per centage of poor)
Regions Urban Areas Rural Areas
199293 1997-98 | Growthrate | 199293 1997-98 | Growthrate
Vientiane Municipality 22.46 16.7 -59 30.14 447 -38.2
Northern Region 48.93 4327 -25 60.4 53.53 -24
Central Region 3742 27.65 -6.1 39.89 35.89 -21
Southern Region 27.64 35.84 52 49.62 38.66 -50
LaoPDR. 33.14 26.86 -42 48.66 40.97 -34
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The socio-economic characteridics of the poor “how they differ from non poor” will
need to be further investigated and reflected in the context of the F- PRSP.

The empiricad results (Table 5) show that the bottom 20 percent of the population hed
a shae in totd per cgpita red consumption of 9.3 percent in 1992/93 while the richest 20
percent had a share of 384 percent. Unfortunately, the consumption share of the bottom 20
percent of the populaion declined to around 80 percent in 1997/98, while that of the richest
increesed to 44 percent. The Gini coefficient increesed from 28.6 percent in 1992/93 to 35.7
percent in 1997/98. This implies that the nequality in Lao P.D.R. has increased over time but
dill & a lower levd if compared to the region. Thus an increase in inequdity implies that the
benefit of economic growth have not been flowing uniformly across the populaion. The
proportional  benefit recaived by the poor is less than tha received by the rich. Despite an
annua increese of 56 percent in per capita red consumption in the Lao PD.R. between
1992/93 and 1997/98, the annud growth raie of the bottom 20 per cent of the populaion was
only 2.3 per cent while thet of the top 20 percent of the population was 8.7 per cent (Table 6).

Table5: Inequality of Per Capita Real Consumption

Regions/provinces 199293 1997-98 Growth rate

Gini coefficient 28.6 35.7 4.4
Quintileshares

Hrg 9.3 78 -35

Second 135 118 -2.7

Third 16.9 154 -18

Fourth 219 20.6 -12

Hfth 384 44.4 29

Table 6: Growth Rate of Per Capita Real Consumption by Quintiles

Regions/provinces. 1992-93 1997-98 Growth rete
All quintiles 24505 12872 58
Hrs 11490 1A 2.3
Second 16617 25319 31
Third 2726 33768 40
Fourth 26386 72851 4.6
Hfth 47258 32348 8.7

The Lao Expenditure Consumption Survey (LECS) povety esimates are primarily
basad on consumption as indicator of household wefare. But non-consumption or non —
income dimensons of wdfae ae dso taken into account. This is explored by the
condruction of the didrict vulnerability indices that combine income and non-income
indicators. These indices are Smilar in naure to Humen Deveopment Indices (of the
UNDP). The weights assgned to different dimensons are on ad hoc bass and imply vaue
judgements on the reative importance of different dimendons of wdfare But such
indices can be quite useful in highlighting non-income aspects of deprivation.

In respect, the World Food Program (WFP) conducted a vulnerability andysis and
mapping exercise based on some rdevant andytica inputs and a ddidicd database
provided by the Nationd Staigicd Centre (NSC). The wvulnerablity andyss identified
poor digricts usng the didrict vulnerability index.
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The didrict vulnerability index dso conditutes an informaive way to asess
povety a digrict levds® It is caculaed through access indicators (rice production per
cpita, large animds per capita, forest area index per household, access to roads within 6
km) and socid indicators (percentage of people with no education; crude degth rate),

The result of the andlyss shows that out of the 134 assessed didricts, 52 reach the
minima requirements for the 6 indicators, while 25 respond pogtively to 34 of the 6
criteria. Poor didricts are those which saisfy only 2-3 of the gx indicaors (22 didtricts),
while the very poor didricts are those satidfying less than 2 indicators (35 didtricts). In

other words, gpproximady two fifths of dl didricts in the Lao P.D.R. are poor or very
poor. Very poor digricts condtitute one quarter of dl the didtricts.

The comparison of how the LECS-based didrict level poverty esimates compare
with the district vulnerebility indices shows that these two measures are complementary.®
The detaled information on the comparison will be reflected in the FPRSP. In addition,
in the context of the F-PRSP, further work will invedigate for didricts poverty

monitoring/targeting aspects. (See Chapter 3, paragraph 3.1 and 3.2).

Box 1. The Precision of Poverty Estimates and the M ethodology
for Setting up the Poverty Lines

A. The precision of the poverty estimates

- Although the two expenditure and consumption surveys (LECS of 92/93 and 1997/98) provided a complete
st of databases. However the andysis of the poverty Stuation in Lao P.D.R. is Hill facing problems such as
thelevd of caloriesfor setting
The poverty line, habit of food consumption and the prices data.... There are 3 researches on poverty
analysisthat had been undertaken for the LECS97/98 as following:
- The Analysis of Poverty in Lao P.D.R., SCB Alm StenF0.G, 1999;
- Poverty in Lao P.D.R.: 1992/93-1997/98, Gaurav Datt, World Bank, 2000;
- Poverty in Lao P.D.R.: N. Kakwani, ADB, 2000.
In this |-PRSP the poverty Stuation is based preliminary on the firgt result of an atempt to
combined the data from the LECS97/98 and the Participatory Poverty Assessment (PPA) Survey
which is undertaken with the support of ADB during the first semester of 2000. A plan for a
further join approach to combine the three quantitative is underway.
The socid indicators are mainly derived from the National Health Survey and Reproductive Hedlth Survey
which have been undertaken during 1999-2000

B. The methodology in setting up the poverty lines
The construction of poverty lines

The food poverty line is congructed on the basis of energy needs or cdorie requirements of individuds
or families. The caorie norm used for Lao people was the same as the caorie norm for people of the Northern
Eagt of Thaland. The average cdories regquirement of the population is obtained by aggregating the person
cdories reguirement for each individud. This aggregation was peformed by means of a weghted average
method, weighted by the population share of each sample household. The average cdories requirement per
person per day is 1,983 kca (urban: 2,009 and rurd: 1,976 kcal per person per day).

Box 1: Continued

®In co-operation between the NSC and the WFP; the didtrict vulnerability analysisis based on data from the
LECS 1997/98, the Agricultural Census 1989/1999, and the Population Census 1995.
% See World Food Program, Draft “ Vulnerability Analysis’, August 2000.
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Having defined a reference average caories requirement of the population across regions, and urban
versusrura areas, the following stepswere followed in constructing the food poverty line:

2 After obtaining the person caories requirement for a household, the cost of cdories was converted in
kip based on the sdection of food items in basket. 31 food items were sdlected for the reference food
bundle. Based on the monthly expenditures on these 31 food items and the average prices of 5 cities
(Vientiane Municipality, Louang Prabang, Khammouane, Savannankhet and Champasack), the cogt of
calories for each household was computed in terms of number of caories obtained by spending one kip
on food. Since rurad pices are not collected in Lao P.D.R,, it was conddered reesonable to assume that
therural prices are 20 percent lower than the urban food prices.

Ideally, the unit cost of calories should reflect the unit cost for the poor. Therefore, the food poverty line
was congructed on the basis of the consumption patern of poor households. To determine the
consumption pattern of poor households, dl the sample household in LECS 1997/98 were ranked
according to real per capita tota household consumption and grouped them in five quintiles. Then, the

average cdories cost in each quintile, which gave the lowest cdories cost for the first quintile, was
caculated.

2 To derive the cdories prices (cost) for each household, the spatia food consumer price index was used,
sncethecost of food variesin different regions and every month.

(©)] The food poverty line was then caculated by dividing the caories requirement by the caories cost
measurein terms of pending one kip on food.

The Non-food Poverty Line - Usng the idea given by Ravallion™ that if a person’s total income is just enough
to reech the food threshold, anything that a person spends on non food items will be considered as basic non-
food need. Thus, a non- food to tota consumption ratio was computed or those households whose per capita tota
consumption was equa to their poverty line. Since the food poverty line varied by household, the Ravdlion
gpproach was modified in the following manner:

(1) Fird, the food wedfae of a houschold was caculaed, defined as the per capita household consumption
multiplied by 100, divided by the household specific per capitafood poverty line;

(2) Second, households were arranged in ascending order of food welfare using the LECS 1997/98 data;

(3) Third, the households were selected whose food welfare lied between 90 and 110™; and

(4) Fourth, theratio of food to total expenditure for individuals belonging to these households was calcul ated.

To cdculate the non food poverty line for households in different locations and interviewed in different months,
the spatial non food consumer price index was used so that the value of the non food poverty line was the same
for every household.

Thetotal poverty linefor each region isthe sum of food and non-food poverty linesfor that region.

Updating the poverty lines

Since the objective of the study is to compare poverty edtimated in 1997/98 with that estimated in
1992/93, the regiond specific poverty lines for 1992/93 are derived from the corresponding poverty lines for
1997/98. This is done by deflating the food poverty lines for 1997/98 in each month and each region, by the
change in consumer prices between 1992/93 and 1997/98. Similarly, the nonfood poverty line is deflated by the
change in non-food consumer pricesover the same period.

19This applies awell—known and widely used approach to estimating basic non food needs first suggested by
Ravalion and Bidani (1998).

" Accordi ng to Ravallion, households should be sdlected whose incomeis equd to the food poverty line, which
means sdlecting the househol ds a a point where the household food welfareis equd to 100. Sinceitis
impossible to caculate the ratio of food expenditure to tota expenditure a a point, arange of food welfare lying
between 90 to 110 was sdlected.




LaoP.D.R. I-PRSP March 2001 13

Chapter 2. Perceived Determinants and Causes of Poverty, and Suggested
Solutions

From the prdiminary results of the PPA, it gopears tha the primary determinant of
poverty is dill the degree of rice sufficiency but other dements ssem to be increasingly
important, such as livestock diseases, lack of arable land, poor hedth, lack of access to cash.
Regular naiurd disssters (eg. flooding as well as draught) and widespread unexploded
ordnance (UXO) contamination must also be added to the difficulty of dleviating poverty.

The PPA showed that the problem most cited by villagers as preventing economic
growth is the lack of al-westher roads. Accessibility to markets in the wet season is essentid
snce that iswhen most agricultural goods are mature and reedy for sde.

The findings regarding determinants and causes of poverty, and possble solutions can
be summarised asfollows:

1) The primary determinant of poverty is the degree of rice sdf-sufficiency. The
primary indicator of westh is livestock.

2) The seconday conditions of povety incdude lack of arable land; livestock
diseese poor hedth; hiring out of labour; lack of technicd knowledge, sKills
and accesshility; insufficdent dothing and poor housing;, prevdence of ghifting
cutivation.

3) The most commonly cited causes of povety indude (in order of priority): i)
land problems, ii) no cash invesment to pay for rice while improvements are
being made, iii) livetock diseese, iv) naurd dissstes and peds V)
evironmental  degradation, and vi) lack of waer for potentid agriculturd
production, vii) difficult accessto rurd crediit.

4) Other causes indude lack of village leadership, reocation, insufficient hedth
svices, too many children, lack of commercid skills lack of government
assdance, low prices for agriculturd products, opium addiction, UXO
contamination, and theft.

5 The man <olutions to povety, in order of priority, indude rexlve rice
cultivationrdated issues, in paticular increese the amount of production land;
increese livestock holdings, solve livestock diseese problems, provide funding
mechaniams for increesng livesock holdings as wel as micrefinance in
gened; more rdidble cash cropping with gppropriste extenson Savices,
induding roads and acoess to markets, better schools (building and teachers),
improved hedth, dean water supply, and dectricity.

6) The oolutions to povety dfecting women pedficdly indude skills
devdopment for income generaing activities and maketing of products,
family planning and birth spacing, and rice mills to reduce women's labour in
pounding rice.

The Government will dudy the findings of the PPA caefully; they will be an
important reference and an essentid input for identifying dl possble policy and drategy
implications, especidly through the sectord action plans and the subsequent investment
dlocations that will be reflected in the FPRSP.
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Chapter 3: Poverty Criteria for Monitoring at Household, Village, and
District L evel

Poverty criteria

The complexity of the poverty picture in the Lao P.D.R. requires a breskdown of the
daa according to didricc and village redities Especidly within  the context of
decentrdisation, didricts are the planning and budgeting units, and villages, the implementing
wnits. It is necessary for the Government to determine a Smple poverty criterion for the use of
locd authorities. This will dlow assessment and monitoring of poverty based on exiging daa
collection through a standard reporting system.

The proposa d poverty criteriacan be summarised asfollows:

With regard to households, it is suggested to indude among other poverty criteria “no
access to 16 kg of rice per head and per month™”.

At the village levd, a poor village could be consdered as poor if (i) there are more
than 50 percat of poor households in the village (ii) there is no schod in the village or
nearby and no dispensary or traditiond hedth care, and people have to wak for more than 6
hours to reach a hedth centre or the didrict hospitd; have no access to clean water; and no
road (peth) access to the village.

At the didrict leve, a poor digtrict could be consdered as poor if (i) there are more
than 50 per cet of poor villages in the didrict, (i) no access to education (school), hedthcare
(hedth centre), or clean water for more than 40 per cent of villages, (iii) more than 70 per
cent of villages have no access to dectricity; and (iv) more than 60 percent of the villages
have no accessto aroad (for trucks).

To assess the nationd or provindd povety profiles, two types of informaion will be
collected: 1) information from the didricts villages and households and 2) additiond
quartitative as wdl as quditaive information regarding nutritiond and socid qudifying
indicators such as cdorie consumption, life expectancy, housng and dothing, number of
primary schools and of qudified teachers in comparison with the total number of teachers net
school enrolment rates for children, and  accessbility (to roads markets, cleen water, and
dectricity), adult literacy, and infant mortality.*®

These criteria ae dill under condderation. Right now the bulk on the technicd data
gathering and andyss in conjunction with team discusson and technicd asssance of various
ad agencies as wdl as conalltation with the government is completed. The proposa of
povety criteria has been submitted to  Charmen of the State Planning Committee who, in
turn, will submit it to the Prime Miniger's Office for gpprovd. The State Planing Committee
in coopeation with the Rurd Deveopment Committee will organise workshops to
dissminae information and tran people in assessing and monitoring poverty. This process
may not catch up with the timeframe of the FPRSP. In addition, the assessment of these

2 The amount of 16 kg is derived from the research on poverty lines during the 1997/98 household consumption
and expenditures surveys, aswell as on the basis of other countries’ experiences.
'3 | ndicators similar to those of the HDI (of the UNDP).
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criteria will not use as dngle measurement of poverty but serve as a complementary piece of
informetion to andyse poverty levels

Poverty monitoring
An important dement rdaes to the monitoring as follows:

At village leves, didrict officds in collaboration with villages officds have
to vidt the households in order to assess the Stuetion regularly.

At digrict levds provindd authorities in collaboration with digrict officds
have to vidt the villages in order to monitor the poverty Stuetion.

At the naiond and provincd leves in addition to the results of the
assesaments a the villages and didricts levels, assessments will dso be based
on quantitative as wedl a quditative indicators in order to make them
comparable to internationd standards.

In order to improve its database and have up-to-date information on these indicators,
the Government envisages organising the households survey on aregular besis.

Chapter 4: Social Indicators

Mog of the mgor sodid indicators for the Lao P.D.R. improved from the ealy to the
late 1990s, with some aress of drong improvement.  According to the Human Devel opment
Report data, in just 9x years, life expectancy increased by 2.2 years illiteracy dropped 4.2
percent and poverty fell by 7.1 per cent.

More importantly, the momentum created by the achievements obtained so far in the

socid fidd should reinforce the continuous progress expected from the Government’'s efforts
in these fidds

From a povety reducion pespective it is important to deal some of the
achievements on the socid front.

Marked improvements on the socid front have taken place in the lagt few years,
especidly with regard to the Stuation of children and women.

Thanks to the successful implementation of the immunisation programme, a top
priority of the Government, today, 95 % of dl the villages of the Lao P.D.R. are covered by
basic vaccinations. In October 2000, the Lao P.D.R. was declared polio-free.

Combined with other factors such as improved qudity of care and family planning
activities, this immunization program led to an important decreese in immune preventable
diseases. Decreasss in the infant mortdity rate, namey from 104 per 1,000 live births in 1995
to 82 in 2000 have been registered.

Smilar progress has dso been made with regard to the under-5 mortdity rate, which
declined from 170 per thousand live births in 1995 to 106 per thousand live births in 2000.
An equdly impressve decline was regigered in the materrd mortdity rate, which decreasd
from 656 per 100,000 live birthsin 1994 to 530 in 2000.
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Progress can dso be reported on, the reduction of micronutrient deficiencies. Today,
the didribution of iodinefortified sdt covers 90 per cent of the totd populaion, and
household consumption of iodine-enriched st has increased from 71 per cent in 1995 to 95.3
pe cent in 2000, gredly reducing iodine-deficiency-induced illnesses. Likewise, Vitamin A
supplementation is today provided to 80 per cet of dl children unde-5, which in turn will
reduce vitamin-A-induced illnesses.

Other noticesble improvements on the hedth front include increased food security. In
severd hundred villages, rice banks have been edablished. Access to latrines in the whole
cauntry improved from 29.2 per cent to 36.2 per cent between 1995 and 2000 and in the rurd
aress from 19.7 per cent in 1995 to 25.5 per cent in 2000. However, the overdl access to safe
drinking water improved only dightly between 1995 and 2000, namdy fran 51 per cent to
59.3 per cent for the whole country.

Many other improvements a the microlevel have taken place throughout the country
thanks to many “sndle” proects, some under the umbrela of larger programs. Severd
income-generating projects have been devedoped in 391 villages These directly improved the
living conditions for agpproximatdy 40,000 people in 9 provinces Furthermore, 150 villages
have devdoped thar own village devdopment plans — an encouraging fact for the
Government’ s decentrdization palicy.

An aea where socid progress has been paticularly evident is in educetion, as the
adult literacy rate rose from 60.2 per cent in 1995 to gpproximately 70 per cent in 2000.

UXO community educetion awareness usng mass media like TV and radio as wdl as
traditiond media was ds0 very successful in improving child protection, through educaiond
programmes which draw the atention of children to the UXO danger. Indeed, 50 per cent of
the Lao PD.R. is UXO contaminated, which means tha hdf of the country cannot be
cultivated or is not accessible, because of the danger thiswould present for the population.

HIV-AIDS awareness was dso rased by damilar means (through modern mass media
a wdl as through traditiond means of communicaion). Improved school curricula with
information on UXO and HIV-ad issues reached more than 70.000 school children, raisng

awareness of UXO and HIV-ad contamination for 100,000 personsin 9 provinces

Degpite these notable achievements, there is ill a need to further improve the
stuation and to bring dl indicators up to regiond andards as shown by the following hedth
and education indicators

| Some HEALTH Indicators

Infant mortality rate (per 1,000 live births): 82 (1995-1999) RHS 2000

> Under-five mortality rate (per 1,000 live births): 106 (1995-1999) RHS 2000

»  Materna mortality rate per (100,000 live births): 530 (1995-1999) RHS 2000

> Proportion of households with accessto a
dispensary, medical practitioner, trained nurse
or community healthcare worker in 1998: 75% LECS 2 1997
1998

>  Household accessto atraditional healer in 1998: 53% LECS 2 1997
1998

> Proportion of villages covered by
basic immunization programs: 95% in 2000 UNICEF

» Accessto latrinesin rura areas: 21.6% in 2000 (16% in 1995) UNICEF

>  Access to safe drinking water: 59.3% in 2000 Nam Saat
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| Some EDUCATION Indicators

»  Adult literacy rate (15 years plus): 70% (60.2% in 1995) NC
»  Proportion of the population 6 years plus
who never went to school: 37.6% National
Census 1995
»  Proportion of the population 6-10 years not
enrolled in primary education (1997-1998): 23.8% EFA 2000
»  Proportion of complete primary schools (1996-97): 34.8% EFA 2000
> Pupil/teacher ratio in primary education: 311 EFA 2000
»  Proportion of primary school teachers certified 1998: 37.4% EFA 2000

Chapter 5: Macro-Economic Overview

The macroeconomic Stuation is an important component for assessng correctly the
poveaty gtuaion. From a meacro-economic point of view, the pergpectives for poverty
dleviation seem again encouraging. Because of the Adan financid criss, the planned targets
of annud growth (8 per cent) could not be achieved nor could the per capita income of US$
500 in the year 2000 be reached. Neverthdess, the economy behaved reasonably wel and the
outlook dlows for optimiam.

For a detaled andyss of the macro-economic Stuation and the impact of the Adan
financid crigs as wdl as of the Government’s countermessures and priorities, plesse refer to
the Document on the Government's MacroEconomic Policies and Reform  Framework.
Table 1 illugrates the main economic indicators and shows that the growth rates have been
relaively high throughout the decade, with the exception of 1998 where the economy grew by
only 4 per cent, arae clearly higher than the regiond average.

The economic outlook is pogtive. The overdl economic growth perspectives appear
podtive, with the outlook concerning money growth and inflation dso being encouraging a
the moment. With the money supply under control, the regained macreeconomic dability,
dthough dill somewhat fragile, should continue. With regard to the foreseedble evolution of
the baance of payments and its main components, the perspective is encauraging for the near
future, thanks to the expected increese in foreign investment and exports as the region
recovers from the cids Much effort, however, must be devoted to achieving a gradudly
more bdanced budget and to drengthening macrceconomic  dability through  enhanced
revenue collection, better expenditure management and increased resource mobilization.

Chapter 6: General Assessment

From a poverty andyss point of view, the following generd assessment can be made
With an anud growth rate in per capita GDP between 1992/93 (LECS 1) and 1997/98
(LECS 2) of 4.6 per cent and red per capita consumption growth of 5.8 per cent per annum,
the prospect for poverty dleviation over time looked very encouraging.

4 Document finalised in September 2000.
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Recent trends, however, have dampened the optimism prevaling until the outbresk of
the Adan financid criss This event has played havoc with the Government’s plans, crested
macro-economic indability by serioudy affecting public finances, and though rdatively high
growth rates have been mantained, the impact of the socd cids through inflaion, the
depreciaion of the kip, and the reduction in current expenditures has had a ddeerious effect,
especidly on the poor and those living on fixed sdaries such as the public servants.

On the other hand, farmer families in remote up-land areas were probably the least
dfected by the crigs precisdly because of their remoteness from the market economy.
Nonethd ess, isolated areas need investments the modt.

It is the dtructurd impact o the crigs, which must be taken into account in order to
asess the impact of the Adan finandd crigs in its true dimensons. One mugt dso take into
congderation, beyond the direct effects on individuds, the structurd degradation induced by
the crigs. Indeed, the cancdlation or the postponement of so many investment projects has
harmed the poor, especidly in the rurd areas, where these projects were intended. This has
increesed further the digparities between different segments of the population and different
regions of our country.

The decisve fiscd and monetary actions taken by the Government in mid-1999 have
gnce then, restored macroeconomic dability (especidly with regpect to inflaion and
exchange rate), afundamenta preconditionfor successful poverty dleviation.

In 2001, the Government will findise dl rdevat information on the povety sStuation
in the Lao PD.R, in paticular the povety citeia edabdlish an officd povety line and
define its gpproach to povety monitoring by formulaing key poverty indicators and a
capacity building gpproach to monitor poverty reduction accordingly.
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PART TWO':

THE LAO P.D.R’sPOVERTY REDUCTION PLANNING, POLICY AND
STRATEGY FRAMEWORK

Chapter 1: The National Planning Context

Policy making through nationd consensus implies a wide participation of dl dakeholders.
With the decentrdistion process, patiently built up snce 1996, peopl€s paticipation has
reeched a new dimenson. The Govenment condders socio-economic plans and  ther
accompanying budget as the most adequate tools to plan and manage the development of the
country.

Paticipation, decentrdisation and the Lao PD.R’s mass organisaions play an
essentid role in the Government’ s system of planning for poverty dleviation.

Participation

The Lao P.D.R.s five-year deveopment plans are the result of sometimes lengthy, but
highly interective processes of didogue and assessments, snce policymeking in the Leo
P.D.R. isfundamentaly based on consensus building.

The fiveyear plan is trandated into a Public Investment Progranme (PIP), based on
an anud expenditure framework as defined by the Minisry of Finance. Baoth the fiveyear
planning process as wel as the PIP process imply a wide participation of the stakeholders at
evay levd. For ingance village and didrict authorities prepare and submit ther development
requirements to the concerned inditutions a the provincd levd. Provindd planning
departments build a consensus about the provincid priorities and proper resource dlocations
needed by the province, which are submitted to the centrd leve.

The procedure for preparing the PIP is thus very much both a ‘top-down’ and ‘bottom-
up process as it combines guiddines from the Prime Miniger’'s Office and the SPC,
according to the nationd priorities (‘top-down’), and the planning and project identification at
provincd, didricc and village levds (bottom-up), based on the villages, didricts and
provinces mogt urgent needs.

In order to improve the paticpaiory planing process by building enhanced
inditutiond capacity a the provindd and didrict levels, the Government has caried out in
the firsg place an in-depth paticipatory planning exerdse in a pilot province (Bolikhamxay),
and is exending it now to Houa Phan Province and laer to other provinces A potent
ingrument for rurd devdopment, the approach chosen by the Government through
participatory planning is a conscious effort to empower provinces and didtricts to achieve and
defend a vidon, to identify the dynamics of the devdopment process tha they favour, and to
coherently plan adequate responses to the people€s aspirdions as expressed by their close
involvement in the planning process.
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Decentralisation

The Government's decentrdisation policy is another mgor dimenson of the planning
and progranming context in which the Government concelves its gpproach to poverty
dleviation.

The decentrdisation policy increesingly guides the nationd planing context as
cgpadty builds up. The Govenment gives, indeed, the utmost importance to its
decentrdisation policy whereby provinces are now becoming drategic units, digtricts are the
new planing and budgeing units, and villages, as implementing units are required to st up
evaudion sysems to monitor the development plans that they have formulated.

At the village leved, before formulating a plan, villages will collect data and observe
the living conditions of each family in order to caegorise them into wedthy, sdf-sufficient
and poor families The reaulting plans will then provide a framework within which to assgt
the poores families. To cary this out efficiently, in order to identify “poverty-reducing’
measures and to rank investment priorities accordingly, the causes of poverty, as villages see
them, mugt be understood.

The Government is thus constioudy promoting an inditutiondised process to ensure
that “bottomrup” planning is based on the very views and needs felt by the main stakeholders,
i.e. the people. It is in this context that the Government will further Srengthen its participatory
goproach to povety dlevigion with a gpedd emphess on planning, implementaion,
monitoring and capacity building.

Mass Organisations

The naiond planning for povety dlevidion, both in its paticipatory planning and
implementation dimendgons, is supported dl over the country by an extensve network of
“mass organisations’, carrying out most of the participatory activities & grassoots leve, i.e
a the village levd, waking dosdy with the populaion, and dructuring and mohbilisng
development efforts at the locd levd.

The Lao PD.R’s mass organisdions, as the country's main participation framework,
have a draegic responghility in the achievement of the identified socid gods. Inditutiond
drengthening, the improvement of the individud capabiliies (skills acquistion) within the
organisations, and the achievement of a wider socid outreech with the view to dleviate
povety through paticipatory community devdopment are the main requirements needed to
drengthen the mass organisations, especidly in the rurd aess and to empowering the
grassoots level to meder ther own socio-economic devdopment in view of permanent
poverty reduction.

Lao Women'sUnion (LWU)

Present in each village, the LWU focuses on hedth and educaion activities a the
grassoots leve, to promote income generaing activities and dl economic activities in which
women are involved, egpecidly in the productive sectors such as livetock, fish ponds and
cottage indudtries.

The LWU Action Plan (1998-2003) has 4 man themes policy guiddines for women
and gender equity; cgpadity building and human resource deveopment; children and women
rights and poverty dleviation. A human resource deveopment (HRD) programme devised

for the LWU should yidd the following poverty dleviaion impect: 50% of women in rurd
aress having completed basic literacy dasses, more than 50% of women in rurd aress having
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basc primary hedthcare traning;, ad 2000 women having income geneaing activities
through vocationd skills training courses.

The Lao Y outh Organisation (LY O)

The LYO ams to develop youth leedership a dl levds. The immediate target is to
have 50 per cent of the youth committees a provincdd, didrict and village leves in place and
operaiond by 2001. The purpose is to enhance, through skills development, information and
paticipaory involvement & dl levds the roe of the Lao youth in the shaping of the
country’ s development pracess and future.

From a poverty dleviaion perspective, the expected output of the proposed HRD sub
programme for the youth sector, in tems of inditutiond cgpacity and improved cgpabilities,
include 2500 youth leeders traned a dl leves more than 4,000 youth possessng sills to
meke a living (mushroom growing, cross fish breeding, fruit tree planting and pruning, brick
meking, taloring, ec). In the Government's povety dleviaion drategy, this will contribute
to decreasing youth unemployment and creeting wesdlth for the people.

In particular, thanks to a focus on youth aflicted by drugs and other socid problems,
traning in sodd daa collection on youth problems (drug addiction, youth prodtitution, and
petty crimes), awareness workshops fa parents and the generd public, visuaaids and
communication meterids, and formad and nonforma educationd activities the LYO will
contribute substantidly towards poverty dleviaion in rura aswell as exposed urban aress.

This focus on sodidly exposed youth, due to rgpid socid and economic changes is
one of the priorities of the Lao Government in its fight againgt poverty.

The Lao Front for Nationad Recongtruction (LFNR)

The Lao Front enjoys in dl parts of the country the highest respect for its genuine
impact on locd devdopment, for the predigious role it plays in increesing solidarity within
Lao PD.R’s multi-ethnic and plurdidic rdigious society and for its active involvement in
defining and implementing codes of ethical conduct in mgor professond sectors.

Through the drengthening of its ethnic groups department, the Lao Front ams to
improve its management and technicd capacities to respond to the aspirations of the ethnic
minorities At the same time, through its training and cgpecity building activities, the Lao
Front contributes decisvely, especidly through rurd development programmes, to incressng
the knowledge and the ability to ded with ethnic minorities, for foreign patners and nationd
actors dike.

Thanks to its madae to improve the livdihood of dl people the Lab Front caries
out important tasks linked to poverty dleviation, especidly for those most in need, i.e ehnic
minorities who represent more than two thirds of the totd populaion and who have the lowest
dandards of living in every respect. In the Government's poverty dlevidion priorities the
Lao Font is a key organisation because of its involvement with ethnic minorities and
underprivileged socid classes.

The Lao Federation of Trade Unions (LFTU)

The LFTU regroups trade unions from the public as wel of from the private sector.
About one quarter of its members (76,000) are from the private sector.

In the Lao PD.R’s planning context for poverty reduction, the LFTU is involved in
promoting a naiona labour force cgpable of negotisting wage and socid  benefits issues, and
of responding to the growing needs in maiters of management and knowledge of dl the rules
regulaing labour rations.




LaoP.D.R. I-PRSP March 2001 23

In particular, the LFTU ams to upgrade educationd levels of labourers and employees
in dl provinces in order to increese employment opportunities an important dimenson for
poverty reduction.

Chapter 2. Strategic Coherence Regarding Poverty Reduction

The Govenments Report to the 7" RTM (November 2000) focused on the
Government’'s drategic approach to poverty dleviation. The Government has established its
draiegic coherence regarding the gpproach to poverty dleviation by identifying the main
sectors, which & this point in time will contribute most decisvely to poverty reduction. They
have been chosen in congderation of the country’s congdlaion of development obstacles and
needs, resource base and deveopment fectors but in particular in response to the priorities
identified through the RPAs and the continuous expresson, through the planning process, of
the provinces and digtricts development requirements.

Four sectors have been identified for the time being as the man pillars for poverty
dlevigion in reponse to the peoples expresssd needs; namdy, Agriculture/Foredry,
including Livestock, Education, Hedlth and Road infrasiructure.

Food security defined in its largest sense, but dso improved hedthcare and access to
education for the children as wdl as integration into a maketdriven emnomy are the
expected results.

While development and improvement in al sectors of the economy are needed to
achieve sudtaingble long-term development, these four sectors represent the backbone of the
Govanmet's goproach to immediate povety dlevidion; in this they respond to the
population expectations.

For this reeson, a mgor effort was underteken by the Government in view of
edablishing a naiond long-term drategic vison for these sectors, and which has been, as
planned, the subject of a policy didogue with the donor community. Seven policy didogues
were held during the year 2000 as pat of the Roundtable process 2000-2002. Action plans
will concretise the drategic visions into operaiond progranmes and projects, which in turn
will beintegrated into the PIP.

For the Government, the quintessence of the investments in these sectors is to enhance
rurd development in such as way as to “cryddliss’ in an optima way the linkages between
the sectord priorities and poverty dleviation. The foca dte gpproach, in the centre of the
Government's rurd  development programme, targeting both the remote aress where poverty
is endemic and aress with growth and development potentid, dlows to tackle development in
an integraed manner by opening up access to remote aress, dabiliang shifting cultivation,
fadlitating economic activities in a maket-oriented context, improving livdihoods and
ultimately by integrating dl the regions of our country into a dynamic nationd economy.

In its drategic gpproach to poverty dlevidion, the Government is keenly aware of the
need to maximise dl possble linkages between these four main sectors in order to achieve the
amed-for objectives For example, the development of road infrastructure is expected to be a
driving force for povety dleviation by fadlitating the Smultaneous achievement of various
gods Indeed, improving exiding rurd roads or cregding new ones will not only promote
regiond integration; it will dso improve the access to public savices sch as hedth and
education with a podtive impact on these two sectors and increese access to locd, regiond
and internationd market places thus promoting the development of an integraied nationd
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marketoriented economy — a mgor source of economic grovth and  employment
opportunities.

Likewise, the development of a competitive indudrid sector (and through it, of trade
and savices), enhanced by energy and mining deveopment, will heavily depend on the
success of the agriculturd drategy through vadue-added transformation and processing, as
well as on the consequent road and communication infrastructure.

For the Government, macroeconomic management and governance (decentraisation
policy, €ic) ae a trans-sectord st of conditions supporting the sectord policies, enabling
them to be implemented in optima drcumdances Improved governance and sound mecre
economic policdes are underlying and enabling conditions and as such, they have an essntid
pogtion in the Government’ s gpproach to poverty dlevidion.

The rationde of the Government approach is as follows. From key invesments in the
four main sectors (agriculturefforestry, education, hedth and road infrastructure) coupled with
a sound macroeconomic framework and policies such as decentraisation, the Government
expects anumber of direct and/or combined outputs. These are:

1. Food security, the achievement of which is one of the Government's immediate priorities
since food security is perceived as asine qua non to poverty reduction.™

2. An improved nationd Human Resource base ale to cary out the tasks of development
and bring the country forward. The deveopment of human resources is dso conddered
necessary to ensure effective peopl€ s participation.

3. National integration, which is indrumentd in reducing the regiond and rurd/urben
income gaps by fadlitating a more equd digribution of resources and a wider access to
public goods and sarvices. As such nationd integration is key in building a sable nationd
economy to provide deveopment opportunities for each citizen.

4. Sudanable Social progress guaranteeing quality hedthcare devdopment, protection and
participation rights of children and women; qudity educaion and other socid services to
every member of the society.

Indeed, food production and sound natural resources management are a the centre of
sudanable development; the necessty of having a srong human resource base is embodied in
the hedth and education priorities as wel as other capacity building programmes, while the
vitd access issues (enabling isolated aress to increedngly paticipate in the nationa economy)
is the essence of the road infragtructure programme.

Thus, the agriculturefforestry, hedth, education and road infrastructure programmes
ae the man components of the coherent Government gpproach to achieve continued
economic growth with equity by cresting and enhancing the conditions of its expanson and
promoting a bads for sudainable socid progress. They are dso the badc factors for nationd
coheson and for the socid/economic integration of the Lao PD.R. within the region, and
gradudly within the rest of the world, which is crucd for wedth cregtion and equiteble
growth digtribution.

With the Lao P.D.R.’s mgor engines of growth related to the naurd environment, it is
impossble to divorce the management of this resource from an overdl poverty draiegy. The
main sources of growth are manufacturing, agreindusry, hydropower, culturd and eco-
tourism, and agriculturd  production. In addition Lao P.D.R. will benefit from an economic

™5 All RPA showed that * enough food’ was considered as the first condition to exit poverty.
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corridor. The Government hes undertaken many efforts in order to achieve sudtaingble
environmental practices, which are essentid to preserving the Lao PD.R’s advantage over
many of its neighbours in abundance of naturd resource environment as wel as to improving
livelihoods

Currently, 10.3 percent of the forest coverage is protected, much of which is in the
Nationd Bio-diversty Consarvation Aress (NBCA). An environmentd legd framework is in
place to protect this resource, but implementation is ill difficult. The Government is aware
of the cods of deforedtaion, aguably the man environmenta problem of the country,
induding eroson, loss of wetlands (the primary breeding grounds for both aguetic and non-
aguatic life), and loss of naturd hebitaa and bio-divesty and dimaic and other risks
sgemming from deforedtation. Tourism, one of the mgor growth sectors, is dso threstened
because the naturd environment is a mgor atraction. For these reasons, the Government

undertook the preparation of a foredry drategy whose outline has dready been the subject of
apalicy didogue with the donor community.

The Government's drategic framework for povety dleviaion includes aso “support

drategies’ which address mgor nationd priorities such as the UXO decontamination, the
Drug Control, HIV/AIDS, and Mother and Child programmes.

Its drategic framework is currently marked out by four man sectord priorities two
inter-sectord priorities aswell as by severd “support” programmes.

Chapter 3: Sectoral Priorities With Respect to Poverty Reduction

The Government hes identified the man sectord priorities from a poverty perspective
asfollows

Aogriculture and Forestry

The mog important policyrelated objective regarding agriculturd  development  is
rurd poverty dleviation, and the improvement of household food security.

The agriculturd/forestry devdopment in Lao PD.R. is mog conspicuoudy embodied
in the Government's rurd development priorities. The agricultural and forestry sectors are the
true “mangoring” for rurd devdopment. For the rurd devdopment programme to be
successful and sudtainable, the necessary guidance (i.e an indegpth drategic view on the
future of agriculture) and technicd support must be provided. For example, technica
drategies for the doping lands where mogt of the country’s focd Stes are located must come
from wdl-understood and sudtainable agriculturd and forestry plans. In this way, the rurd
development objectives of poverty dleviation can be achieved.

The agriculturd policy thus intends to support in the best possble way, and according
to the bet priority sequence, fames livdihood agpproaches which am a achieving
household and community food security, as wdl as channdling the avalable land and capitd
resources into livestock, fisheries and a diversfied cash crop faming system, according to
market demands.

At the same time, a profound and sound agriculturd drategy is of criticd importance
fa us in order to promote agriculturd trandformation and market integration, thus indudria
ativities by giving the highest priority to an efficdent famto-market road network, which is
pat of the Naiond Rurd Devdopment Programme, but dso of the Commodity Production
Programme.
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Education

A dgrong educationa system is a necessity for poverty reduction in the Lao P.D.R. and
thusto achieving the Lao P.D.R.’s 2020 god.

The god of the Government's education policy is thus to drengthen the educaion
sysem as the cornerstone of an HRD drategy, centrd to poverty dleviation. Indeed, as one
of the 8 nationd priority programmes the HRD priority programme holds a particular
importance as it is the response to the lack of technicd and managerid <kills which is
probably the mog limiting factor for the country’s devdopment prospects The immediae
focus of the Government’ s education Strategy with respect to poverty reduction consstsin:

Univesdisng compulsory education a primay leved and  kegp incressing
paticipation a lower secondary leve, thus ensuring theat dl the people have the opportunity
to gpply their education to serve the Socio-economic programmes.

Sriving to completdy abalish illiteracy among the populaion, thus providing people
living in abosolute poverty with the means to improve their qudity of life.

Expanding vocationd, technica and higher education to meat the needs of new labour
markets and to improve economic rates of return.

Traning skilled workers, technidans, professonds and intdlectuds to have the
cgpecity to goply modern sciences and technology to sarve the needs of socio-economic
development.

Through the achievement of these gods, in widening access to qudity education, the
disparities between locdities, provinces, regions and ethnic groups will be reduced and labour
productivity increased, thus enabling the people to improve their qudity of life.

Road infrastructure

A wdl maneged road network is one of the essentid prerequidtes for economic
growth and, given the growing focus on devdoping rurd aress it is a sine qua non for
balanced and equitable growth for dl sectors of the community.

The Government's overdl god of poverty reduction views the road sysem as criticd
to naiond and regiond integration. Providing essentid trangportation and communications
infrastructure to the proportion of the population thet does not have ready access to roads is
thus among the highest priority. It is expected that economic growth through infrestructure
invesments will have a profound impact on the domestic economy and assgt the rurd sector
by drengthening its physcd infragtructure in order to provide rurd producers with the
trangport, communications, and power networks which  will  encourage  socio-economic
activities.

After the rehabilitetion of the main aterid roads of the country, the devdopment of
the nationd, provincid and didrict/rurd network into rurd aress is the next priority to ensure
that socid and economic bendfits from the arterial road improvements are maximised and thet
benefits are channdled to the rurd populaion. The road nework will then provide baesic

infragtructure for rurd deveopment and thus enhancing the socid and economic impacts of
the rehabiliteted arteria roads.

The provison of dl-weather access to areas and within the provinces will be a mgor
contributor to reducing poverty by providing the rurd and the more disadvantaged groups

with access to trangport, hedthcare, education, markets as wdl as to non agriculturd
activities.
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Many of the rurd poor and ethnic minorities, as wdl as remote and mountainous aress
ae without dl-weather road connections It is the Government's policy priority to provide
improved road access to these areas ensuring thus access to agricultura support, hedth and
education services and connect dl provincdd and digrict centres to the dl-wesather road
network

In the medium term, the priority is to deveop further sections of the nework to dl
wegther sandards, which will permit traffic throughout the year, and dso to redise the
Government's policy objective of linking the provincid capitds together s as to cregie an
enabling environment to support our regiond and internationd trade and commece — a
powerful meansin the longer-term to ensure sustainability of poverty reduction.

The edablisment of a Road Mantenance Fund reflects the Government's
determination to secure over time the required funds for the nationd and locd road network,
which will be a mgor achievement in the Government's gpproach to poverty dlevidion by
guaranteeing the maintenance of the rura road systems.

Hedth

The generd god of the hedth sector by the year 2020 is “to free the hedthcare
savices in the Lao P.D.R. from the state of underdevelopment, ensure full hedthcare services
coverage, judice and equity in order to increese the qudity of life of al Lao ethnic groups’.
Indeed, dAl Lao people regardiess of sex, age, economic satus and ethnic group in dl arees of
the country should have equitable access to dl hedth care services by the year 2020.

In order to achieve this god, evey dtizen must have access to complete and
comprehensve hedthcare services, which include the development of referrd systems and an
effective balance between preventive and curative gpproaches, and will be daed in deail in
the Part Three, Chapter 5 of this documen.

Chapter 4: Inter-Sectoral Priorities

The Govenment conddes as “inter-sectord” priorities a paticua st of
policies/straiegies necessary to i) cayddlise various sectord linkages into a development
purpose (rurd development), and/or ii) to support the sectord policies and endble them to be
implemented in optima crcumdances (macro-economic  management), and/or i) improve
the underlying conditions and the endbling development context (governance and public
adminigration).

In the Government's overdl framework guiding its approach to poverty dleviation,
the inter-sectoral priorities ae key to a sustainable success in poverty reduction and as such
commeand high priority.

Rural Development

The Govenment's rurd devedopment priorities sem from the perception tha a
comprenensve and focused approach to rurd deveopment best responds to the nationd
needs. Foca stes, i.e “integrated rurd devdopment cluders, located in the mogt deprived
aess’, or “an aea goproach targeting rurad poverty”, adopted by the Government in 1994 as
the bass of its Rurd Devdopment Programme, have been sdected by the provincid
auhorities throughout the country in order to identify aeass in their respective provinces
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where the need for poverty reduction was the highest and where Government resources could
be concentrated to improve the living Sandards of the populaion.

The criteria proposed for the sdection of focd dtes include i) urgency for poverty
dleviation (aress with isolated communities difficult access remote aress, presence of
manutrition and illnesses soil conservation problems, need to counter land degradaion due
to high incidence of dashrand-burn agriculture, etc) and ii) an economic potentid justifying
invesments in view of the credion of deveopment poles (avalability of land resources
posshility for irrigation, accesshility, etc). Additiond criteria induded ‘risk aress  (opium
plantation, UXO, flood hazards, ec.).

The Focd dte gpproach ams a credting growth zones (devdopment poles) in any
given province whereby the populations living there, or moving there (because of the
atractive conditions such as access to land and socid services), will find a stable environment
with a high potentid to improve ther livdihood. As srong nationd economic growth has not
yet reached the rurd areas, which explans growing dispaities, focd dtes ae seen as
cregiing/promoting  the necessry potentid  for  economic  growth, and hence, will lessen
deve opment digparities.

From a povety dleviation perspective which is the primary objective of focd gtes
their firda god is to prepare the conditions for enhancing food production and commercid
production (crops other than for immediate consumption) which can be marketed. Promotion
of commercidisation of agriculturd production ranks high in most focd dtes as access to
markets and income generdion activities are conddered to be a mgor indrument for poverty
reduction. Livestock ectivities as wel as the development of vocaiond <kills are dso high
priorities. Smultaneoudy, access to educaion and basc hedth sarvices goes in padld with
the opening up of land and the extension of productive ectivities.

Focd dtes ae “centres of change and learning” whereby the trandtion from a
subsgence agriculture to a market-oriented one is enhanced and where, thanks to the
accumulated experience in participatory planning, it is expected that a process of df-
sustained growth will lead to sustainable poverty eradication. Presently some 59 locations are
designaied as focd gtes in Lao PD.R, in which the government has paid particular attention
to development.

Macro-economic Priorities

The Government's macroeconomic priorities have been defined in the “Macro
economic Policy and Reform Framework” document, which was the subject of a policy
diaogue with the donor community on August 31, 2000.

The Government’'s approach to macro-economic management supports the objectives
and targets of the socio-economic plan in rdaion to dabilisstion (controlling of inflation,
maintaining the vaue of the kip), growth (achieving a growth rate of 7 per cent by 2003), the
implementation of the budge and invesment plans and the enhancement of the
decentralisation process.

The Government condders the macro-economic priorities as badc priorities in its
goproach to poverty dlevigtion. Low inflation, i.e price dability, is a basc requirement to
improve the dtuation of the poor, as are fiscd dability to ensure a continuous support to pro
poor invetments, and a wel-functioning financia sector to enhance access to credit and thus
to income generating activities, increesed production for the market, improved socid sarvices,
and soforth.
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In the Macroeconomic Policy and Reform Framework document, the Government
outlined its priorities and identified a series of priority reform aress. These ae the monetary
and exchange rate polices the finanda sector reforms (induding date-owned commercid
banks, the regulaory framework, rurd finance); the fiscd policdes (induding tax policies
expenditure  management, public  savings); the trade polices (induding cutoms
adminidration, export promotion, regulatory framework); the restructuring of <ate-owned
enterprises; the legd and regulatory framework with regard to the promotion of al economic
sctors  (incduding domesic and  foreign  private  invesment, the drengthening of
implementation and dissemingtion of laws, regulations and legd informetion).

High sudainable growth rates in view of laging poverty reduction needs continuous
decisve efforts to sugain the reganed macro-economic dability and to address underlying
sructura wesknesses, something the Government is firmly committed to.

Governance and Public Administration

The Government has adopted a more holisic or comprehensve notion of governance
and public adminigration reform. The Govenmet defines good governance a an
incrementd  process aming for the bet possble dae of inditutiond and sructurd
arangements,  decisorrmeking processes, policy formulation, implementation ad oo
ordination capacity, information flows leadership and reaionships between the Government
and the people.

Therefore, public sector management improvement is seen to be one of the
cornersones of the governance programme and one of the key prerequistes for further
economic and socid development. Currently, the most serious condraints which need to be
addressed are the lack of a cdear framework for adminigrative accountability, the lack of
effective  mechaniams for policy devdopment and coordination, the lack of domedic
resources, inefficient systems fa- public service management and under-qudified steff.

Sound financid management will be achieved through a mixture of traning programs,
improved  policymeking, planing and  budgeting, accountsbility and  trangparency,
adminidrative and regulatory frameworks for fiscd management, internd and externd
monitoring and auditing sysems improved mobilisstion of resources, public  invesment
management, procurement management and improved records management and  financid
reporting systems.  In doing so, the Government will implement the agreed recommendations
of the ongoing Public Expenditure Review.

A Nationd Audit Office (NAO) was cregted in 1999 in the Prime Miniger's Office to
ensure that public funds are used in an agppropriate and efficent manner and to enforce the
Decree on anti-corruption. The drengthening of fiscd and customs reforms, the Land Titling
Proect as wel as the disseminaion of timdy and comprehensve information ae other
essentid  factors to improve governance, financid management and reforms and thus to
contribute to poverty dleviation.

Effective public sarvice personnd management, is currently congtrained by the lack of
gopropriate  organisationd  dructures, inadequate Saffing levels low <daries lack of job
descriptions and  job dasdfication sysems, wesk edtablishment control and  manpower
planning sysems, inadequate personnd management information sysems and overdl public
svice cods. To dlow for subgantid improvements with regard to pay and compensation in
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the public sarvice, the Government has decided to tackle the criticd issue of performance
management, to gradudly reduce the number of public servants and to replace non-productive
government staff with more resultsoriented employees.

Judicid/Legd reform is dso an important part of the process of redefining the Sate
and its rdaionships with the society and the private sector. The Government is committed to
increese its efforts to drengthen the rule of law by deveoping and congantly improving the
legd frameworks, improving the qudity of judidad decson-meking and legd enforcement,
improving public awareness on exiding laws and regulaions and cutting “red tgpe’ which
should hdp egpeddly smdl and labour-intensve busnesses which will contribute to reduce

urban poverty.

The implementation of the Government's recent decentrdisation policy, focusng on
the ddegation of specified authorities and responghilities from the centrd to the locd leves
(and the urban centres in paticular), is probebly the grestest reform and adminigtrative
development chdlenge for the foreseegble future,

Under the pressure of rgpid urban devdopment, locd governance reform initiatives
have dso been launched in four secondary towns (Pekse, Savannakhet, Luang Praang and
Thakhek) and in the capitd of Vientiane, exploring new ways of improving centra-locd
didogue Addtiond legidaion will be required to inditutiondise these municpd
adminigrations and to enable them to become fully responsble for the deivery of services in
these urban aress.

Currently, few locd condituencies have adequate human, economic and financid
resources avalable The decentrdisation policies therefore imply redlocation of (human and
other) resources from the centrd ministries towards the locd administrations and accderating
the implementation of the much needed training and cgpacity building programmes to encble
these locd adminidgrations to shoulder ther new responghilities in the Government's ant+
poverty strategy.

Human resource development remains a prerequisite for good management, improving
technica capabilities, enhancing participatory devdopment, and building nationd ownership.
Empowerment of locd communities and active paticipation of dl dtizens in the deveopment
didogue and decison-making processes require improved levels of education and, in generd,
a higher degree of human and socid devdopment, deriving from improved standards of living
and progressin poverty dleviation.

Chapter 5: Support Srategies

Support  drategies ae the draegic programmes that the Government consders
essentid from a poverty dlevigion perspective and which are integrd parts of its draegic
gpproach to poverty dleviation.

The UXO Decontamination Programme

More than 25 years dfter the war, severe UXO contamination gill affects 15 of our 18
provinces and paticulaly the provinces of Oudomxay, Luang Prabang, Houa Phan, Xieng
Khouang, Vientiane, Bolikhamxay, @Khammouane, Savannekhet, Saravane,  Sekong,
Champassak and Attapeu. The areas affected represent over 50% of the Lao territory.
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UXO ocontamination impects negaivey on the devdopment of the country a many
levels as UXO continue to maim and kill a& a Steady rate, causng grest humen suffering for
the victims of accidents and their families.

By limiting the expandon of agriculturd production and preventing many villagers
aoility to achieve sudaingble livdihoods the UXO contamingion is thus one of the root
causes of poverty and food shortages in the affected provinces. Infrastructure developments,
such as roads irrigaion sysems and public utiliies, are dso inhibited by the presence of
UXO and the extra cot and time involved in extending these essentid sarvices to
contaminated communities is subgtatid. Given the country’s rgpid populaion growth, UXO
actsasamgor condraint to development and contributes to endemic poverty.

The UXO Lao Trug Fund edablished in 1995 contributes to UXO dearance and
education. The mgority of resources avalable are used for community-oriented and people-
centred projects to clear inhabited and cultivable land.

The Drug Control Programme

Opium production is both a symptom and a cause of poverty. It lies a the heart of the
widespread poverty in the Northern Region, which is the leest wdl-off in the country in terms
of life expectancy, education and gross domedtic product. In the Northern Region, it is not
possble to dleviate poverty without effectively addressng opium issues.

The Government is srongly determined to end the production of opium once and for
dl as a basic reguirement to bresking the poverty circle in the Northern Region, and haes set a
time limit to do so (2006). The Government is awvare of the socid and economic bendfits to be
obtained from the diminaion of opium cultivetion and from the reduction in drug abuse
within the country.

In 1996, the Government revised its drug control law (Artide 135 of the Crimind
Code on Drug Trafficking or Possesson) and for the fird time officdly prohibited the

production of opium. The scde of pendties for illicit trafficking was incressed and
dispositions were introduced for precursor control.

The agpproach focuses on three man dements i) dtendive devdopment, i)
community-based drug demand reduction and iii) law enforcement.

Other support programmes are equdly important and represent an integrd part of the
Government' s gtrategic gpproach to poverty dleviation.

The National Population and Development Policy gives high prioity to solving
isues linked to reproductive hedth and family planning. The HIV/AIDSSTD Control
Programme emphasses in paticular the responses to be put in place to prevent further
trangmisson of HIV and to minimise the negative socid and economic consequences of the
HIV epidemic for families, communities provinces and ultimatey for the whole country,
through the provison of basic information, education programmes, and a safe blood supply.

A Gender Equity Strategy (addressng magor gender issues such as gender equdity,
gender and educetion) as wdl as an Environment Strategy (emphesisng the link between
udanadle devdopment, ie presaving the enironment through ecologicdly sound
management of natural resources, and poverty) are under preparation.
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Chapter 6: Decentralisation

Decentrdisation, as dready mentioned, is key in the Government's scheme of poverty
reduction. The decentrdistion policy represents a conscious effort to empower provincid
and didrict authorities to achieve and defend a vison, to identify dynamic dements and to
ensure coherence in their undertakings.

In Mach 2000, HE. Mr. Ssavah Keobounpanh, the Prime Miniger, sgned the
Ingtruction™® “building up provinces as drategic units, districts as planning and  budgeting
units and Vvillages as implementing units’. This Indruction was complemented by a
Recommendation from the State Planning Committee!’” specifying the sharing, between the
vaious dakeholders of competence, functions and responghilities regarding planning, and by
a Recommendation from the Minisry of Finence'® on the divison of roe tasks and
responghilities in the edablishing and implementing of the Provincid Budget, which builds
on the State Budget Law and the Prime Miniger's Decree N0.192/PM on the implementation

of the State Budget, and details the extent of the decentrdisation of the State budget as well as
the respongihilities of the provinces, didricts and villages in thisfield.

Building the Provinces, Prefecture and Specid Zone into draegic units means that
these dakeholders have to formulate their own socio-economic 5year and anud plans as
wdl as devise and implement ther corresponding budgets. They ae given the responghility
of macromanagement a locd levd in the fidds of naiond defence, security, economic
development and sodo-culturd  promoation. Provinces  responshilities regarding macro-
management incdlude inter alia: international co-operation, management of the Stae's dfars,
goprovad and management of mogt amdl-scae busness investments, with a capitd of no more
than one bhillion Kip, from both internd and foregn investors, responghility for revenue
collection, control of the budget expenditure, and the isuing of locdlity-gpecific regulaions to
facilitate the contral of the budget.

The decentrdisation policy edablishes that the provinces, the Prefecture and Specid
Zone are in charge of collecting revenues which have to go towards covering the expenditures
associated with the provinces 5yer and annud plans and with their macro-management.
The expenditures are divided up between adminidrative expenditures, capitad expenditures
and subsdiesfor the central and didtricts budgets.

Building didricts to become the planning and budgeting units is to build sufficient
cgpacity to enable them to be respongble for formulating, implementing and evduating ther
planning and budgeting processes.  Based on their own characterigtics and potentid, didtricts
ae aked to formulae ther own five-yer and annuad socdio-economic devdopment plans,
within the scope of their respongibilities as defined by the State.

Building villages to be the implementing units is to enddle them to formulate
devdopment and revenue collection plans based on commodity production and services
provison plas of each family unit or production groups involved in the locd market
economy.  Before formulaing a plan, villages have to collect data and observe the living
conditions of each family and categorise them into wedthy, sdf-sufficient and poor families,
The resulting plans provide the framework for dl the families to work together to improve the
economic gtuation, for asssance to the poorest families and thus should ensure the socio-
economic devdopment and wel-being of the villages. To ensure the efficency of this new

%8 nstruction No. 01/PM (11/03/2000).
7 Recommendation No. 128/SPC (11/03/2000).
18 Recommendation No. 475/MF (22/03/2000).
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endeavour, villages ae reguired to put in place an evduaion sysem to monitor the
implementation of these plans on aregular bass

Didricts share with the villages the respongbility for collecting in the villages the
fdlowing revenues. land taxes (to the amount set by the didrict), resource taxes, fees from
fluvid trangport, animd regidration, TV and from the leesng of public assts  These
revenues are used for the socio-economic devdopment of the villages and will contribute, for
example, to building access roads and antHflood dams, to developing irrigaion and water
aupply and to support socio-culturd expenditures incurred by the village committee, medicd
deff, teachers, security forces, school, and dispensary. This is a decisive step towards
involving the grassroots level, which the Government considers as the real strength of the
nation, in the formulation of development plans and plans for revenue collection in order
to better manage and improve their socio-economic Stuation and wel-being, i.e
eliminating poverty.

The decentrdisation policy has to be perceived as a way to improve the management
of the plan and budget and consequently of the State by reducing the shortcomings in ther
implementation, daifying the divison of regponghilites and management between the
vaious dakeholdes by combining the working and finencid programmes more efficiently
and harmonioudy and by exploiting fully the potentid of grassroots leve.

Summary Statement

The above presented “Povety Reduction Panning, Policy and Strrategy Framework”
has patiently been prepared over the past 23 years thanks to a collective governmentd effort.
Degpite the Adan financid criss and its unforeseesble disastrous impact, the Goverrment of
the Lao PD.R. has deadily pursued what it conddered as the necessary decisons and
measures in view of the preparation of the NSEDP 2001-2005, which will continue to focus
on poverty dleviation.

In this respect, the Government of the Lao PD.R. wishes to redtate that its
commitment to poverty dleviation is a longdanding one in fact, the improvement of the
living dandards of the Lao P.D.R’s multiethnic population has dways been a the centre of
each one of its development plans.

The measures and decisons taken to increase the impact of the next NSEDP in terms
of its objectives — enhanced poverty reduction — incude the policy of decentrdisation, the
RPAs and the PPA, the longer-term drategic visons prepared for key sectors in reation with
povety dleviagion and an indispensdble fird deps towards operationd action plans The
importance of these measures and some of the indghts gained have been described in Pat 1
and 2 of this document.

In the wake of the Adan financid criss, the Government adso reassessed the macro-

economic gStuaion, drew from the lessons learned and eaborated a drengthened macro
economic policy and reform framework.

The launching of a RTM process with its subsequent 7 policy didogues on the
drategic visors of the man sectors involved in povety dleviaion has dso proven very
indructive and enabled the Government to findise its draegic approach to poverty
dleviation, which was presented a the 7" RTM in November 2000.

The Govenment of the Lao PD.R. is confident that dl the condituent eements
patiently put in place, and the progress so far dready achieved, are the key to a subgtantia
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improvement on the povety dleviation front. The Government's povety dleviaion draiegy
is currently being eaborated, on the bass of its drategic approach to poverty dleviation, and
co-ordinated by the I-PRSP Commiittee, under the chairmanship of SPC.

PART THREE:

PLANNED PRIORITIESREGARDING THE GOVERNMENT’'S
POVERTY REDUCTION STRATEGY

The Lao PD.R’s Povety Reduction Panning, Policy and Strategy Framework, as
outlined in Pat Two, is the reference for the priorities planned in terms of polices and
drategies for the period 2001-2005.

This period coincddes with the Naiond Soco-Economic Devdopment Plan 2001-
2005 (NSEDP), presently under preparation. It will be submitted, for condderation and
goprovd, to the Nationd Assembly (Seventh Legidature) in thefirst haf of 2001.

Pat Three deds briefly with policy priorities in the context of poverty reduction such
& the next AveYear Flan, the Medium-teem Expenditure Framework, the Public Investment
Pan, the Macroeconomic Policy and Reform Framework, as well as the steps leading to the
findisation of the Lao P.D.R.’s poverty srategy as such.

By presnting the following priorities, it is understood thet in the course of
implementation, revisons in cetan aess may be made as needed according to changing
circumstances and/or to new insights gained.

Chapter 1: TheFive-Year Socio-Economic Development Plan 2001-2005

The next FiveYear Devdopment Plan, the 1% of four leading to the 2020 god, will
concentrate on the targets enabling to achieve this god of graduding definitively from the
daus of an LDC, while safeguarding, through increased nationa integration, the Lao
PD.R’s sodd, culturd and politicd identity. Achieving this god is synonymous with mass
poverty eradication.

To drive to free the country from the leest developed datus by the year 2020 the
tentative benchmarks sat that will be achieved progressvely ae : 1) by 2005, the proportion
of the Lao households living under the poverty line should be sharply reduced, 2) by 2005, the
Lao PD.R. should become an opium free country, and by 2010 mog of the population will
enjoy abetter life which will aso have adirect poverty reduction impact.

A condition for achieving this is to continuoudy increese the pace of economic growth
to reach a high sustainable level. At the same time, the necessary foundations for progressng
towards indudtridisation and modernisation will have to be lad.

In teems of policy priorities, the implementation of a market-oriented mechanism will
continue, and economic rules and regulations will have to be respected. The development
potentid of our country will progressvely and efficiently be exploited in an efficient way and
for thisal economic sectors will be mobilisad.

The adoption of management policies in line with decentrdisation of authority and
sf-determination to locdities and grassroots level must be fostered. Minigtries and centrd
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organisations will have a macro management role to play, while provinces will be established

as drategic units, digricts as planning and budgetary units and villages as implementing units.

Furthermore, public adminigration will have to be dreamlined, while a “one-stop-
shop” gpproach will be favoured where it is possble, and law obedience reinforced. At the

same time friendly
organistions  will  be
welcomed.

rdaions and cooperdtion with al
enhanced, and foreign

investments and

countries  and

internationa
internationd  assstance

The eight nationd priority programmes™® will be continuoudy implemented according

to the targeted poverty reduction objectives and the need to promote economic opportunities.

The folowing Table summarises the badc hypothess underlying the next 5Year
Pan, in particular with respect to GDP growth and PIP.

Indicators Unit Est. 2000 Proj. 2001 Proj. 2002 Prgj. 2003
Nomina GDP Bill(l_ion 13483 15534 17,784 20,114
1p
GDP deflator % 23.7 9 75 5.7
Red GDP Bill(l_ion 1,127 1,191 1,268 1,357
p
Red Growth rate % 5.7 5.7 65 7.0
PIP/ GDP % 135 14.1 13.7 125
Pl / GDP % 69 75 149 170
o/w Hydropower 0 0 64 7.7
other 6.9 75 85 9.3
Tota | / GDP % 204 216 28.6 295

Sources : SPC and IMF Staff estimations and projections, January 31%, 2001

Chapter 2: The M edium-Term Expenditure Framewor k (2000-2003)

The main features of the mediumterm expenditure scenario are asfollows :

Totd revenues wil be rased to amount 15 per cent of GDP, with an important
increese in direct and indirect taxes , including custom duties .

Current expenditures will increase from 9.3 in 1998 percent to 10.3 percent of GDP in
2003, while capitd expenditures will see their reaive share dedine (from 17.6 per cent of
GDP in 1998 to 125 per cent in 2003). The overdl fiscd deficit will dso dedine markedly
from 15.7 per cent in 1998 to 7.8 per cent in 2003.

The man features of the budget for FY 2000-2001 incdude a higher increase in
revenues than in expenditures, an increase of 41 per cent of current expenditures, and an
increase in the wage hill of 20 per cent to partidly compensate for past inflation. The sze of
the civil service will be reduced by 5 percent by the end of 2001/02. Subsdies to SOEs will
continue to be avoided.

The budget for FY 20002001 is pat of the mediumterm expenditure framework
scenaio for the Government sector for the period 2000 — 2003 (see Table below).

The Govenment is confidert tha its mediumterm expenditure framework will be a
cornadone in mantaining macro-economic  dability and in optimisng growth prospects,

19 See Preface, p. 3.
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Medium-Term (3-year) Expenditure Framework Scenario
(As percent of GDP, unless specified otherwise)
Actua Projections
Magro-economic Variables
1998 1999 Est.2000 2001 2002 2003
1. Red GDP Growth (%) 40 73 5.7 57 65 7.0
2. Total Revenues, ind. grants 173 16.6 159 15.7 176 18.0
3. Totd Revenues (exd. grants) 11.2 10.6 12.7 139 145 15.0
4. Officid grants 6.1 6.0 32 28 31 3
5. Expenditures: 26.9 20.6 210 217 25 228
Current 93 6.1 82 84 95 10.3
Capital and on-lending 176 144 12.8 133 130 125
6. Fisca Deficit exd. Grants 157 100 83 78 80 7.8
7. Nationd Savings 148 164 146 148 155 156
Government 19 44 45 55 5 4.7
8. Investment 249 27 204 216 286 295
of which Private 73 8.3 69 75 149 17
Government 17.6 144 135 141 137 125
9. Merchandise Exports 64 7.7 83 7.4 86 90
10. Merchandise Imports -14.7 03 6.6 10.6 238 10.6
11. Foreign Savings 101 6.3 58 6.8 131 139
Exd. hydropower 87 44 58 6.8 6.0 55
12. Inflation 90.1 1284 232 9 75 5.7
13. Foreign Reserves
(months of imports) 2.2 2 24 25 27 3
Sources: SPC and IMF Staff estimations and projections, January 31, 2001.

Chapter 3: The Public Investment Plan (PIP) 2001-2003

The 20012003 PIP will continue to reinforce the fundamentds of the Lao PD.R’s
economy and improve the living sandards of its multrethnic population. The 2001-2003 PIP
presents the framework in which an on-going “ralling” PIP will be deveoped, regulaly
adjusted according to the evolving needs and continuous assessments, and in particular, to the
on-going sectord action plans aming at poverty dleviation.

The proposed 3year PIP is dosdy linked to the mediumterm expenditure framework
whaose main components have been presented in the Table above.

In accordance with the Govemment’s priorities, socid sectors and rurd  development
will see ther shares increasing, while the relative shares of the economic sectors, especidly
trangport and communication, will decrease over time,

The Table bdow shows the planned sectord dlocaion for the PIP 20002003 in kip,
and asashare of thetotal.
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Actual and Planned Expendituresfor PIP by Sectors
(In per cent of total)

1998/1999 | 1999/2000 2000/2001 2001/2002 2002/2003
Sectors (actual) (Egtimated)| (planned) (planned) (planned)
% % % % %
Economic Sectors 79 713 66 58 58
1. Agriculture 13.2 125 23 19 18
2. Industry 36 10 5 6 7
3. Transport 62.1 56.4 38 33 32
4. Other economic sectors - 13 - - -
Social Sectors 11 24.1 17 25 27
5. Education 54 5.2 7 10 10
6. Public Hedlth 33 64 3 6 7
7. Culturelinformation 12 31 3 4 4
8. Socid Wdfae 14 36 4 6 6
9. Other socid sectors - 58 - - -
Rural Development 45 26 5 10 10
Other (offices, provision) 55 19 13 6 5
TOTAL 100 100 100 100 100

Source : Public Investment Plan for 2001-2005 , State Planning Committee.

The relative share of the socid sectors in the PIP was dready raised from 11 per cent
in 1998/99 to 24.1 in 1999/00. The planed sectord dlocation of the PIP 2000/01-2002/03
shows that in the current FY’s PIP budget, the share dlocated to these sectors amounts to 25
per cent of the totd PIP. The reative share of the socid sectors will continue to increase to
reech 25 per cent in 2001/2002; the share of rurd development dso will increase from 2.6 per
cent to 10 per cent of Totd PIP in 2001/2002. The sectord dlocation reflects the
Government's  conviction that the devdopment threshold reached, especidly with respect to
the infragtructure investments which are dating to bear fruit, dlows for more and more
resources to be devoted to the socid sectors and thus to direct poverty dleviation.

Although the redive shares of the economic sectors have diminished, from 79 per
cent in the 19981999 budget to the planned level of 58 per cent for 20022003, there is dill a
need for heavy infragtructure to reech our gods of nationd integration, regiond deveopment
and subregiond cooperation. Indusry’'s shae dso will increese makedly once the
mederplan for production is completed and priority invesments in the indudrid sector
identified.

Furthermore, the Govenment introduced 3 years ago a ‘progranme-oriented
budgeting sydem, giving line minidriess, mass organisstions and sdected  government
agencies, new resources to enable them to increase their socid outreach.

The PIP 20002003 as planned will continue to drengthen further the foundations for
the expected success of the Government’ s anti-poverty srategy.

Chapter 4: Macro-Economic Framework

Macro-economic gability is a precondition for efficient poverty reduction. Raisng the
levdl of sugtainable broadbased red economic growth and per capita income, enhancing
production/employment and income gengraing opportunities for the poor by inproving
access to markets, credits and productive assets are the Government’s top priorities in view of
reducing widespread poverty. To atan these objectives, the Government continues to
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undertake dl efforts needed to preserve macroeconomic Sability, accelerate structurd and
inditutiond reforms, which in turn will further promote the development of dl economic
sectors, including the private sector, and encourage economic diversfication.

In the weke of the Adan criss, the Government of the Lao P.D.R. has reassessed the
macro-economic  Stuation and eaborated a drengthened meacro-economic policy and reform
framework. This has been the subject of a policy didogue megting with the donor community
and won wide consensus Based on this a consequent matrix for fiscd policy and financid
sector reforms has been presented by the Government in its Report to the 7" RTM.
Furthermore, the Government has darified its policy regarding the restructuring of the dae-
owvned enterprises (SOE) (Policy Decison No 368/PMO/October 16, 2000) which has dso
been summarised in the same Report.

In the context of the aove the Government is currently exploring a possble
arangement with the IMF for a Povety Reduction and Growth Fecility (PRGF) supported
progranme, coveing the peiod 2001-2003, in order to enhance its policies amed a
udanable macro-economic  gability and the implementaion of the identified dructurd
reforms.

On the bass of the reinforced Macro-economic Policy and Reform Framework
presented by the Government a the Policy Didogue on August 31, 2000, of the Mediumterm
Expenditure Framework presented in the Government Report to the 7" RTM, as well as on
the bads of the assumptions undelying the 5Year Plan 20010-2005 with regard to GDP
grownth and PIP as outlined in Pat Three, Chapter 1, the Government's medium-term (2001-
2003) minimum meacro-economic targets include:

- economic growth of 7 per cent by 2003,

- inflation reduced to under 8 percent per annum;

- exchange rate managed flexibly;

- import coverage of gross officia reserves to rise to 3 months;

- gross naiond investment of 25 percent of GDP,

- externd current account (including officid trandfers) not to exceed 15 percent of
GDP,

- total revenues (excluding grants) to increase to 14 percent of GDP,

- total expendituresto rise by asmdler amount to less than 21 percent of GDP, with
as reault;

- overdl budget deficit to declineto 7 percent of GDP,

- current expenditures to rise to 11 percent of GDP,

- capita expenditures to Sabilize around 12 percent of GDP.

The budget for FY 20002001 responds to the above outlined mediumterm macro
economic  scenario.  Budget provisons for the FY 20002001, bessd on a moderady
optimigic appreciation of the generd economic context, provide for an increese in ovedl
revenues of 36 per cent and of 31 per cent in overdl expenditures. The man feaures of the
budget for FY 2000-2001 have aready been presented above (Part Three, Chapter 2).

The following paragrephs detall further some of these priorities aming a protecting
mediumterm sustainability and generating more resources for poverty reduction.

Some of the Government's targets are ambitious, but nevertheess redidic. Revenue

targets will be achieved through broadening the tax base, some increases in excise duties, and

mgor improvements in tax and cusoms adminigration. However, the Government is
prepared to revised targetsin light of experience with budget implementation.
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Overdl expenditures will be redrained, while ensuring increesed funding fa criticd
aess. Operations and maintenance and loca counterpart spending will be increased for key
socid services in support of poverty reduction, epecidly for primary education and basc
hedth services and for vital socid and economic infragtructure for rural development.

Fscd trangparency and  expenditure management will be enhanced through improved
fiscd reporting and budget monitoring. Support for the implementation of the Government's
decentrdistion policy in order to increase accountability a the provindd, didrict and village
levelsis essntid.

Hrm monetary policy will be continued, based on drict control of centra bank credit
and prudent lending by commercid banks Hexible exchange rate manegement will dlow for
banks to adjust to the exchange rates and to kegp a margin of no more than 2 per cent with the
pardld market rate.

Sructurd  reforms  will be geared towards dgrengthening macrc-economic  gability,
reducing the drain on public resources from the banking and SOE sectors, attracting private
investment, domestic and foreign as well asto increasing financid trangparency.

The reform drategy for the banking sectors ams a fundamentaly restructuring the
insolvent date banks to avoid the recurrence of large nonpeforming loans and to foster
effident financid intermediation, while the Government's mediumterm programme for SOE
reforms ams primaily a improving the effidency and competitiveness of the enterprise
sector and to facilitate Lao P.D.R.’s progress in regiona and globa integration.

Other dructurd reform aress include i) the trade sector through the smplification of
documentary requirements for exports and the gradud liberdisaion of imports in view of the
implementation of commitments under AFTA and the prepardtion to access to WTO, ii) the
foredtry resources sector management, essentid for sustaingble development, i) the
promotion of the private sector by removing bariers to entry and leveling competition with
the State sector.

Satidicd isses, policy trangparency and externad debt management are other aress
where improvements will be made.

Chapter 5: Investment Prioritiesfrom a Poverty Alleviation Per spective

The sectord invesment priorities from a poverty perspective are a direct outcome of
the draegic long-term visons prepared for the main sectors intervening in the Government's
mediumterm approach to poverty dleviation as present in its Report to the 7" RTM. Both
this document as wedl as the drategic vison documents contain investment priorities
presented in a tentetive matrix form.

There is no need to reproduce paticular investment programmes here, nor the targets
st for various sectors, nor the projects matrices. Mog of this information is contained in the
vaious sectora drategic vison papers, mos of which have been synthessed or summarised
in the Government Report 2000. As the Government is presently preparing the undertaking of
operational action plans for the mgor sectors which will become the essence for the future
“ralling PIPS’, it makes much more sense to integrate these matrices into the PRSP once the
action plans have resulted in integrated, interlinked priority programmes and once the policy
implications of the PPA (see adove Pat One Chapter 2) have been dudied, and the
Government’s poverty dleviaion grategy isfinaised (See dso Chapter 6 of Part One).
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Consequently, prepared action plans will thus form the bass of the Government's
investment programme towards poverty reduction and serve as the reference for officid
development assigance (ODA) mobilisstion within the RT process 2000-2002 and beyond.
The operationd action plans will have to be as synergetic as possble enhancing drategic
linkages between sectors in order to identify “dudgters of activities’ enhancing each other with
maximum impact on poverty reduction.

For the purpose of the I-PRSP, the man sectorad vectors for priority invesments in
view of poverty reduction are briefly outlined below:

Adgriculture/Forestry

Severd draegies cut across most agpects of agriculturd development in the Lao
PD.R:

Cregion of a enddling environment in which politicd, adminigrative and
regulaiory policies and practices encourage private sector initigives in the
agriculture sector;

Recognition and delinestion of the respective Government and private sector
rolesin agricultura devel opmert;

Recognition of the important role of women and young people in agricultura
development;

Importance of sustainable environmental management; and

Equitable development for ethnic minorities.

Beddes the dbove mentioned “crosscutting policyrdaed” dimendons the
agriculture grategy priorities are based on the following approaches:

In tems of Inditutiond and Paming Approaches, priority will be given, among
others, to:

- Development of a*“dlient relaionship”, whereby extenson sarvices will build
on what the farmers dready know;

- Equd and smultaneous emphasis on flatland and doping land deve opment;

- Areabased devel opment plans, and “bottom-up” planning;

- Areabased natura resource managemern;

- Farmer-driven gpplied research and extension;

- Strengthened links between the Ministry of Agriculture and Forestry (MAF)
and other Government inditutions involved in planning; and

- better definition of the respective roles and mandates of provincid and didtrict
authorities, epecidly in the context of decentrdization.

An absolutdy essentid component of a successful agriculturd  drategy is Capacity-
Building and Human Resource Deve opment with:

- Strang emphass on human resource development in MAF, the Provinces, the
Didricts, the villages and the Nationd Universty of the Lao PD.R, to
strengthen the capabilities of seff at dl levels,

- Devdopment of an effective agriculturd, forestry and livestock extenson
savice, with a core framework of “training of trainers’, “bottom-up’ planning
a the village and didrict levels, and appropriate functions for provincd and
didrict saff; and
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- Strengthening  of Provincid  AgricultureForestry  Sarvices and  Didrict
Agriculture and Forestry Offices, and promoting Subject Matter Specidids at
the provincdd levd and Farming Sysems, Foresry and Livesock Extenson
Workers at digtrict levels.

Supportive sysdems, trade and regulatory reforms ae an integrd pat of the
implementation of the agriculturd grategy. They incdlude:

- Rurd savings mobilization and credit extenson a podtive red interest rates
implemented through transparent policies and practices,

- Liberdization of extend trade policies and revison of reguldions rdaing to
business licenaing, product qudity, quarantine and customs,

- Devdopment of precticd pos-havest standards and technologies for storage and
processing;

- Deveopment of market informetion sysems and linkages,

- Reviews and inventories of the exising busness regulations followed by the
implementation of streamlined time-phasad revisons in these reguleions; and

- Reviews and inventories of exiging trade regulaions followed by the
implementation of dreamlined time-phased revison of regulations according to
the Association of South East Adan Nations (ASEAN), the ASEAN Free Trade
Area (AFTA), and the World Trade Organization (WTO) specifications.

The linkages with the Government's Macroeconomic Policy and Reform Framework
and the ‘Magter Plan for production’ will be optimised.

Adaptive research and monitoring and evadudion conditute the remaning two man
dimengions of the agriculturd Srategy’ s priorities with repect to poverty dleviation.

With regad to the technicd drategies for deveopment of doping lands and the
flatlands, which are at the centre of the Government’s effort to develop the rurd aress of the
country, a dud, but complementary, gpproach is re%uired. For thee reasons differentiated
technical but complementary strategjies have been devised?

The top invesment priorities for agricultura/forestry/livestock sector are

- Human resources development in maiters of extenson sarvices regarding farming
systems, forestry and livestock to respond to farmers: demand,

- ‘Trid and eror experimentation in the upland aress, where poverty is most acute,
to identify the most appropriate doping farming systems, and

- Support for amdl-scae farmers in market-driven lowland aress.

Education

The Govenment's immediae priority is to improve the equitable access to, and
qudity of, education in order to develop nationd human resources able to meat the need of
the country’s socio-economic development plan. Attention will be pad to improve the qudity
of pimary education and increase the enrolment school rate.

For this reason, priority will be given to expand vocationd and higher education to
megt the needs of new labour markets and to improve productivity and economic raes of
return. In this regard, trained workers, skilled technicians and professonds, etc. will have the

% For more detalls, epecidly with regard to the 5 “umbrela programmes’, please refer to the Government
Report 2000, and the Agriculture Vison Document, Dec. 1999.
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cgpability to apply modern science and technology to sarve the needs of socio-economic
development & dl levels of the society.

The Govenment dso intends to expand public and private education, while co
oddinding formad and nonformad education in accordance with the country’s expressed
needs.

Under these programmes, mgor projects and sub-projects will be developed according
to the needs and the funds avalable notably from extend assstance. Each of these
programmes requires close verticd and horizontd rdaionships and coordingtion between the
vaious leves involved, as wdl as numerous links between the sub-sectors. This gpproach
will ensure flexibility in the implementation, fecilitate ad co-ordingion and endble the
government to properly appraise and assess the projects.

The Government has defined 4 priority investment programs.

1- Equitable Access Improvement;

2- Qudity Improvemert;

3- Rdevance Improvement; and

4- Planning and Management Strengthening as the top priorities anong
priorities in the education sector.

Among the priority invesment programs the top priority projects are:

1- The Education Qudity Improvement Project Il ( EQIP-I1);

2- TheEducation Development Project Il ( EDP-I1);

3- Thelmprovement of Quality and Relevance of Vocationa-Technicd and
High Education Project; and

4- The Basic Education Project.

Road sector

Investments have s0 far been concentrated on the rehabilitation and improvement of
the arterid road network, severdy dameged due to the war. They dso focused on upgrading
Nationd Road 13 (NR13), which is the northsouth backbone of the road sysem. The
rehabilitation and improvement of NR13 and of the criticd east-west links connecting
Thailand and western Lao P.D.R. to the eastern border with Viet Nam (NR6, NR7, NRS,
NR9) are expected to be completed by 2003 with the assistance from the funding agencies.

In accordance with the Government’s decentrdisation policy over the last five years,
the Minisry of Communication, Trangport, Pog and Condruction's (MCTPC) responghilities
have increesngly been ddegaed to the respective provinces This has given the provinces
ownership and involvement in the road sector a dl levds incuding didricts and the rurd
community. %

The Government's man objectives for the road sector from a poverty reduction
perspective can be summarised as follows:

2 For more details, please refer to the “ Strategic Directions for the Development of the Road Sector”, a
document which was presented &t the corresponding Policy dia ogue meeting, June 2000.
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>

Provide “Focd Stes’ with access to agriculturd  support, hedth and educaion
sarvices ad connect dl provincd and didrict centers to the dl-weether road network.
However, given the dgnificant condrants on sector funding for rurd
devdopment/focd dtes, investment projects ae expected to be limited to the
rehabilitation of unrmantanable roads. Thee investments would target high priority
roads which extend access to the rurd areas, and support objectives such as hedth and
educationd  development, provide economic opportuniies and dleviae poverty,
support drug control programs, and the development of ethnic minorities.

Continuoudy develop road sector inditutions and integrated manegement systems by
progressvely implementing more accountable management.

Bdance the funding dlocaion across the road sector and give priority to the
preservetion of the cepitd vaue of road sector assts by identifying and prioritizing
periodic maintenance needs throughout the country’s road sysem and continuing
developing its mantenance planning capability and consolidate previous assgtance
into a nation wide road management system.

Enforce measures to protect road sector assats from overweight vehicles by improving
enforcement of the legd maximum axle and vehide weghts and reviewing the

application of the pendty system.

Egablish a sudanable domedtic funding base by condituting an inditutiona gructure
and dedicated Government account to which road revenues would be credited (Road
Maintenance Fund).

Provide an environment suitéble for a susanable domestic industry by assdting
among other things, with indudry training programs in conjunction with the indudry’s
representetive organization.

Minimize negdive ewironmentd and sodd impects by fully implementing and
further deveoping the MCTPC Environmentd Guiddines (1999), and by identifying
aiitable basdine Key Peaformance Indicaiors (KP) for incorporaion into
environmental monitoring procedures

Continuoudy improve road sdfety, by edablishing a high levd Nationd Road Sdfety
Council (NRSC) with representation fram the Government minidries involved directly
and indirectly in road safety.

Encourage community participation in the planning and execution of road sector
attivities, by devdoping guiddines for conaultetion and community paticipaion in
digrict and rurd road devdopment proects involving village communities in didrict
and rurd road maintenance.

Hesdlth sector

The fird priority is to improve the humaen resources in the hedth sector. The

immediate focus of the hedlth strategy with regard to poverty reduction consgsin:

» Strengthening the ability of hedlth care providers,
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> Improving community-based health promotion and disease prevention;
» Improving and expanding hospitals a dl levels and in remote aress,

» Paying atention to norncommunicable discases rdated to food consumption,
amoking, acohol and drug abuse;

» Promoting and drengthening the use of traditiond medicne with the
integration of modern and traditiond care, ensuring the qudity, safety and
rationd use of food ad drugs and pronoting nationd pharmaceutica
products;

» Promoting operationd hedth resserch to improve and devdop the hedth
sector; and

» Enauring effective hedth adminigration and management, a sdf-sufficient
financid system and establishing a hedth insurance fund.

The main priority for the hedth sector as seen from a poverty dlevidion perspective is
to address the main weskness in the hedthcare sysem, namely the human resources, in order
to improve the country’s primary health care sysem. The improvement of human resources in
the hedth sector in order to provide higher qudity basic hedthcare services by raisng the
levd of technicd skills and mativaion of the hedth personnd is the firda and foremost
chdlengeto be met.

For this reason, the Human Resources Development Programme in the hedth sector is
multi-faceted in order to address this problem in a globd and coherent manner. It contains
both quantitative and quditative aspects in order to develop and diversfy the hedth network
to meke it mare adagpted to the needs of the populaion. This implies increesing the number of
nursng school dudents and ensuring a more bdanced didribution among the vaious
caegories of nurses It is hoped that this will remedy the problems semming from a
digorgportionate digtribution of daff, which creates shortages of daff in some areas and over-
abundance in others.

The gaffing of peripherd hedth facilities a the centre of poverty reduction, is
addressed  through the odection and training of locad daff based on hedth workers
performances and on adequate choices in the location of peripherd hedth fadilities. The issue
of daff motivation is dedt with through a st of incentive systems. Furthermore, due to the
topography of the country, priority will be given to the devdopment of outreach teams
operding in each province in order to ensure vaccingion and to educate people on basic
hedth issues  Thus, people living in remote arees and isolated ethnic groups, for whom
sarvices are the most needed, will be better looked after.

The Human Resource Development Programme of the Minisry of Hedth dso ams to
remedy the wesknesses in hedth management and hedth co-ordingtion, thus promoting a
better integration of the different projects a the various levds of planning, monitoring and
evauation in order to avoid overlgoping and to economise nationd budget.

From a perspective of sudainable improvement of the hedth of the whole population,
the Government of the Lao P.D.R. has sdected as a mgor nationd task for the hedth sector,
namely cean water provison for everybody before the end of this decade. While mog of the
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socid indicators have known a marked improvement in the last 5 years, access to safe water
has dagnated. The time has thus come for a mgor initidive regarding poverty dleviation:
clean water accessfor al by the end of this decade.

The second priority, which is dosdy rdaed to the fird one, concerns the renovaion
and improvement of the exiging hedthcare fadilities, notably of the three universty hospitas
Mahosot, Friendship and Sethatirath, as wel as the completion of the Lao/Luxembourg
Hospitd in Vientiane Province The renovaion and completion of these mgor hedth
fadlities together with the provison of better equipment and training fadlities is key to
improving the overdl levd of expatise The same can be sad for the three regiond
hospitdls Luang Prabang for the Northern Region, Savannekhet for the Centrd Region and
Champasssk for the Southern Region. These hospitds will become regiond references and
traning centres for sadlite provinces and didricts  Once the medicd practitioners are
effectively trained, they will be ade to go and train locd daff and village volunteers. It is
expected that ther knowledge will trickle down to locd levd and enable a comprehensve
coverage of reliable hedthcare for the whole population.

The third priority conggts in reviewing the financing sysem for hedth care in order to
achieve the ovedl objecives of the hedthcare sector since chronic resource deficits have
traditiondly hampered the smooth implementation of hedth policdes With regad to the
promotion of an agppropricte hedthrinsurance scheme, severd options are presently  under
congderaion such as acommunity-based and informa sector health insurance schemes.

The fourth immediate priority is to devdop a sst of rues and regulaions

(legidation/decrees) for improving the legd and regulaory framework in various arees such
as the food and drug sector for increesed consumer protection and the roles and
respongbilities in the management of the hedth system.

Once these four priorities are efficiently tackled, the Lao P.D.R’s hedth care sector
will be adle to contribute immediatdy and in an efficient and coherent manner to the overdl
god of sugtainable poverty dleviation.

Rurd devdopment

One of the man obdades to achieving rapid progress in the focd gtes is the lack of
resources both human and financid.

Successful rurd  development is essentidly a humanresource intendve  undertaking,
which exceeds the Government's present cgpabilities both in terms of recurrent financid
needs and of enough extension workers.

Given the lack of resources, the Government is presently consdering concentrating its
efforts on “3 modd focd dtes’ in each of the country’s 3 Regions North (Nam Thuan Focd
Ste in Nambak Didrict in Luang Prabang Province, South (Houe Kong Focd Site, Pk Song
Digrict, Champasssk Province) and Centre (Muang HomlLong San Didrict Focd Site of
Vientiane Province).

The objectives of concentrating on these focd Stesare to:

Develop modd focd dtesin different contexts, and in each region of the country;
Encourage the population to plant food crops (food security), commercid crops
and to develop income generating activities,

Initiste cgpecity building a each leve for the daff involved in the devdopment of
focd dtes s0 asto ensure improved knowledge and capabilities; and
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Promote, by showing successful gpproaches and increesng awareness in the
population, the new methods of production and the potentid of market-oriented

crops.

The criteria for the sdection of these 3 modd focd dtes indude ther
representativeness for the region in terms of physcd chaacteridtics, presence of a multk
gthnic population, presence of a potentid for economic expandon with some basc
infrastructure dready in place to facilitate the activities. The sdlected foca Stes are to become
a modd for the region dnce new gpproaches will be tested and the progress will be
monitored. From this perspective, the sdected focd dtes will truly become centres of
“learning’. Indeed, the “modds’ that the Government wishes to edtablish ams at identifying
goproaches, which under smilar agrogeogragphic, dimdic and sodo-economic conditions as
wel as culturd traditions should serve as a catdyst promoting good praectice and enhancing
people-centred deve opment.

In the longer term, these 3 focd dtes one for each region, should become “sdf -
aufficient” in the sense that over time the Government as the primary supplier of dl inputs
will gradudly be withdravn in favour of the extendon of private sector ectivities which,
through product maketing and private initigtives will ultimatdy provide for market linkages,
inputs, technology, tc.

For this reason, the Government gives high priority to gppropriate invesments in these
3 SHected ‘regiond reference focad dtesin terms of poverty dleviation.

Support programmes

As indicated in Part Two, Chapter 5, the support Srategies are an essentia part of the
Government's drategic goproach to poverty dleviaion, because of ther direct involvement in
removing causes of wide pread poverty.

The Drug Control Programme ams to smultaneoudy diminate the causes of opium
production, to replace it with dternaive income sources and to deveop hedth, education and
other socid sarvices through dternative development. The need to produce opium to generate
cash income for food and other purposes will be removed by providing infrastructure
improvements in roads and smdl scde irrigation, access to markets, credit knowledge about
non-opium based farming systems, improved cropping and livestock production practices.

Community-based drug demand reduction focuses on the hedth aspect of drugs and
on the economic wdl-being of the individuds and families usng drugs and seeks to rase
community knowledge of the harmful effects of opium, while asssing community efforts to
reduce the incidence of new addiction. Efforts will be concentrated on detoxification and
community-based  rehabilitation programmes linked to the improved hedth ddivery savices
These will be combined with prevention campaigns

Lav enforcement is a separate nationd governmentd responghility that operates in
padld with dtengtive devdopment and community-based demand reduction. It is a
complementary and cataytic requirement for the successful dimination of opium.

With respect to the UXO Decontamination Programme, the Government will drive
to degpen UXO-rdated activities because of ther direct impact on improving the livdihood of
people in the affected areas (more than 50 per cent of the country). The long-term need for
UXO clearance and awareness should indude

1. Emergency response units, Smilar to the current roving teams as an “on cal” sarvice
for reported or discovered UXO;
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2. Humanitarian clearance for life saving, high risk areas where accidents are likdly to, or
have occurred;

3. Devedopment clearancefor community development where no other sources of
funding are available

4. Commercid, private dearance, in support of gemyminerd mines, commercid
factories, touriam, and dectricity supplies; and

5. Risk reduction educetion, to raise awareness of risks associated with UXO.

Good coordingion is crucid in order to ensure that the UXO threat is taken into
acocount in development plans when necessary, and that the use of resourcesis optimd.

Chapter 6: Finalisation of the Poverty Alleviation Strategy
In the fird dx months of 2001, the Government will findise its Eoverty dleviaion
strategy based on the strategic approach detailed in the Government Report to the 7" RTM.

Thiswill be done essntidly by:

i) Prepaing and findisng the sectord action plans (responghility of line
minigtries and concerned agencies)

i) Andysng the results of the PPA a centra and provincid and sdected
digricts leves (responghbility of: SPC, in conjunction with mass organisations,
other Lao representatives, non-governmenta organisations, and donors.)

iii) Trandaing the indghts ganed into policy and draegy priorities
(respongihility of: SPC)
iv) Identifying and findisng a poverty line povety criteaia and indicators

for  monitoring, anxd edablishing an agoproprile  monitoring system
(repongbility of: Centrd Leading Committee for Rurd Deveopment
(CLCRD) and SPC); and

V) Ensuring coherence among the sectord action plans by identifying
cross-cutting strategies of each sector with macro-economic management, and
governance, with a view to creding maximum Synergy, inter-sectord
programme duders, and multiplier effects — as indicated a severd places in
this document — (responghility of: SPC in cooperaion with concerned line
minidries, agencies, provincd and sdlected didtrict authorities).

Once the Government has findised its poverty dleviation draegy, dl the rdevant
dimensons will be integrated in the FPRSP and its particular format, with specid emphass
on monitoring and evauetion.

Paticular atention will be given by the Governmett to the coherence and the
magtering of its poverty dlevidtion drategy a the provincid and didrict levels, in the context
of decentraisation and participation.

A technicd inter-minigerid committee (TC), composed of reresentatives from the

SPC, the Centrd Bank, the Minidry of Finance (MOF), the CLCRD, and mass organistions,
will assst the responsible agency in the accomplishment of its tasks.

Once the find PPA is avalable the results will be debaed with dl the naiond
dekeholders in order to identify specific provincid and didrict measures to dleviate poverty.
Conggent with the decentrdisation drategy, there will dso be important inputs from the
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provinces and sdected didricts. In this way, the PPA wil contribute to devdoping dSrategies
and actionstailored for locdly identified needs.

The Govenment will in due time identify the criteria for didrict and province
sdection and proceed to sdect provinces and didricts for the discusson of the PPA results
and ultimately the findisation of the FPRSP.

The Govenment has dreedy produced a “Planning Guide Manud” to hep provinces
and didricts improve planning and management functions As pat of that effort, there is a
primer on basc monitoring.  This resource is in wide use for monitoring and the Government
intends to use it its poverty reduction drategy & locd leve, before adopting more complex
monitoring sysems A patidpatory monitoring mechanism will be proposad in the FPRSP
and probably tested before its generdisation in a pilot district/village/province.

A Memorandum of Undedanding has dready been dgned with the Agen
Devdopment Bank (ADB) regarding a povety monitoring Sysem agppropriate for monitoring
poverty dleviaion, covering both implementation and impect.

The approach proposed by the WFP (vulnaability index) dreedy mentioned, is
conddered by the Government as an excdlent didactic indrument to raise awareness and
commitment to poverty dleviation a the didtrict and provincd levd.

Agan, with support from the ADB, the Committee for Investment Co-operdion
(CIC), in conjunction with SPC and MOF, has taken action to improve procedures to co
ordinate internationd ad and monitor outcomes of ad finenced projects. Staff from these
three agencies are working to dandardise aid co-ordingion and monitoring sysems This will
make it possble to integrate planning, programming and budgeting.

With regard to the methodology of poverty identification (poverty meesurements), the
Government will findise its goproach in the coming months s0 as to ensure tha a vdid
methodologica bas's can be used for future monitoring.

Action plans will be findised according to a methodologica approach discussed
between SPC and the agencies concerned in order to harmonise information available.

PART FOUR : CONSULTATION PROCESSFOR F-PRSP

This document 0 far has focused on the firm commitment by the Government to
reduce povety (Preface and Introduction), the nationd poverty stuation (Pat One), the
Government’s current drategic gpproach to poverty dlevigion (Pat Two) and the planned
priorities with regpect to the implementation of the ongoing poverty reduction draegy,
including the meacro-economic framework and the intended findisation of the draegy itsdf
(Part 111).

Part Four will focus on the process leading to the preparation of the FPRSP.

The Government's commitment to participation and involvement of the population is
deeply anchored in the nationd tradition and shown by the fact, for ingance, that mogt policy
decisons ae the subject of nationwide consultations. The Government’'s commitment to
paticipation is further demondrated by the determination with which it has conceived, tested
and now genedised its decentrdistion policy. In addition, the paticpaory rurd
devdopment planning project teted in Bolikhamxay province and now in Houa Phan
province, before being extended to other provinces, further attests of the Government’'s
determination to place people in the centre of development.
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On a levd not yet seen before, the Government of the Lao P.D.R. undetook an
exhaudive, and most successful stakeholder conaultation in the case of the Nam Theun 2
(NT2) hydropower project. The NT2 shows that the Government has ample experience in
conaultations with dl dakeholders, and in paticular with the population a the grassoots
levd.

The Government bdlieves thus that it has aufficiently shown how keen it is on the best
possible participation process to achieve nationa development gods.

The TC, once it is fully functiond, will, in co-operation with mass organistions and
provincid and didrict representatives, identify the best possble way to get as wide a
paticipation as possble and to ensure that the netiond poverty dleviation plan will become
pat of the nationd landscgpe, within the decentrdisation process giving provinces the
drategic lead, the didricts planing and budgeting, and the villages, implementation
respongbilities

This process will be undetaken and enhanced according to the naiond

characteridics, the present dae of devdopment and avalable human resources and in
harmony with the Government’ s gradud gpproach in dl its endeavours.

The Government wishes to indicate that a series of nationd workshops have been
hed, over the last 3 years incountry, a severd leves of the Government on issues linked to
the nationd povety dgtudtion. These have involved a rdaivey wide paticipation of
dakeholders a the village, digrict and province levels, be it in rdation with the RPAs or the
preparation of the then planned National Poverty Alleviation Action Plan (1997/1998)%.

More recently, a the centrd levd, severd seminars or workshops have been organised
within the Government on vaious themes linked to the poverty problématique, in reaion
with the improvement of the livdihood of ethnic minorities, rurd development priorities and
participatory planning, aswell asto the preiminary results from the PPA.

For the Government, the paticipatory planning exercise, a the didrict and provincid
levd like the one caried out in Bolikhamxay province (dreedy mentioned), is a good
illugration of the dynamic tha must be promoted, in paticular in the context of
decentrdisation, to empower locdities to achieve a vidon on priorities and coherence within
which they will fight poverty, in accordance with loca needs and resource potentid.

The timetable presented beow suggests tentative “checkpoints’ for the process
leading to the findisation of the FPRSP.

#2 See Government Report 1997, p.28.
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Timetable for Preparation and Finalisation of a PRSP
Objectives Activities Stakeholder sconcer ned Timeframe
1. Interim Discussion with TC on draft > StaePlanning < Dec.12,2000
PRSP I-PRSP Committee
(SPC) and
Technica
Transmisson of I-PRSPto Committee % Dec. 12,2000
IMF (10
Organise ameding with TC, .
line ministries/agenciesto > S.PC.:S’tTC' line % Fab
reech agreement on the mini rr}éd
revised draft of 1-PRSP conoer
Prepare arevised draft of |- .
PRegg » SPC,TC,line < January-March
ministries 2001
Circulate the revised draft of > n?:]? st-l;g line
I'PRSPo government conoerned WB & Mid-March
agencies, donors ((including and IME
theIMF and WB) & NGOs.
SPC/TGto convene a )
workshap with the above » SPC,IMF,WB <  Mid March
stakeholders to be dicit
feedback on the I-PRSP
A consolidated summary of
the comments should be > SPC,WB, IMF @ 3%wesk of
attached to I-PRSPwitha March
view to addressing themin
the preparation of the F-
PRSP. > SPC,WB, IMF
I-PRSP (in Leo and
English) completed & 3% wekof
March
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2. F-PRSP After the|-PRSPis SPC,TC, line ministry % 2001-2002

Preparation approved, the formulation of and agencies concerned,

and the FPRSP will gtart, in ADB, IMF, WB, UNDP

findisation collaboration with Lao and other donors.
representatives of civil .
Society, mass organisations, Bxpected timeframe
donors, and NGOs.
Preparing and findising the Lineministriesand .
sectoral action plans. concerned agendies -y 2001
Analysing the resuits of the SPC, in conjunction with & May 2001
PPA at central and provincial massorganisations, other ¢ My

NGO, and donors.

Trandating theinsights
gained into policy and SPC. < July 2001
strategy priorities
Identifying and findising a
poverty line, poverty criteria CLCRD and SPC. % June2001
and indicators for

monitoring, and establishing
an appropriate monitoring
system.

Ensuring coherence among
the sectoral action plans by
identifying cross-cutting
srategies of each sector with
Macro-economic
management, and
governance, with aview to
Cregting maximum synergy,
inter-sectord programme
clusters, and multiplier
effects.

SPC in co-operation with
concerned line

ministries, agencies,
provincia and selected
district authorities.

< January-March
2002

For severd of the “check-points’ mentioned above, the Government will determine,
according to its resources and the perceived needs, the particular moddities once the time has
come to define them, and the needed inditutiond sdttings are in place. For the time being, the
Government condders the following timetable as its reference for the next seps leading a

PRSP.

The edimated cost for organisng some of the planned manifesations (workshops,
conaultations) amounts to approximatdy US$ 300,000. Indead, a broad edimetion is the only
indication that the Government is able to provide a this moment in time, smply because the
detail of these manifestations will be findised once the conditions are in place to do 0 ad

the SPC with the TC has adopted concrete proposas.

Final observations:
Sevad of the above activities will

have to be closdy co-ordinaed with initiatives

undertaken at various levels and in various areas 0 as to cregte maximum Synergy: eg.
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the planning activities a the provincid/digrict levds must progressvely integrae and
adapt to locad circumgtances the monitoring/evaluation framework once it has been tested
in a given province — which indicates the need to proceed with discernment and to adapt
intiatives, ec. within a time frame of 2 years or more while driving for optima and
progressive into the particular locd contexts. Some of the ideas/consultations expressed
by the Government in this document will have to be adgpted, when the time has come, to
the paticular crcumstances of the moment: eg. the linkages between capacity
building/decentrdisation (a probable topic for a policy didogue meeting with the donor
community in the context of the RT process) and M+E/capacity building needs for
poverty monitoring in the context of a decentrdised planning ought to be integrated for
maximum efficiency.

Each province will have to identify the mog gopropriate way to proceed with the
conaultations regarding the discussons on the result of the PPA. The SPC will assg the
provinces in ther choices and their implementation. Each province has dso particular
projects a the didrict or village levels which could become interesting vectors for testing
idess or policy recommendations.

In the context of the nationd planning sysem and the decentrdisation policy, villages will
formulate ther own village devdopment plan. Provincid authorities with support from
the line minidries and the SPC, will hdp devedop capacities in this respect. ldentifying
povety fighting priorities will thus become the villages own respongbilities, ther needs
will be then taken into account in the digtrict’s planning and budgeting priorities.

*k*



