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Introduction

Macroconomic Indicator 2017 2016 2011-2015 2006-2010 2001-2005 1996-2000 1990-1995

Population growth (%) 1.47 1.41 1.54 2.16 1.58 2.07 2.71

GDP growth (%) 6.89 7.02 7.62 7.98 6.24 6.17 6.28

GDP per capita (constant 2000 US$) 1730 1643 1452.06 841 371 302 243

GDP per capita growth (%) 5.34 5.53 6.08 5.9 4.58 4 3.44

Broad money growth (%) 12.9 10.9 23.93 38.34 20.18 66.04 30.92

Inflation, CPI (%) 0.83 1.5 3.77 4.98 10.31 57 15.27

Trade balance /GDP (%) -4.82 -7.13 -0.99 -0.59 -10.43 -17.03 -13.02

External debt stock (% of GDP) 113.7 104.5 93.10 101.1 129.86 152.99 160.25

Budget deficit/GDP (%) -4.8 -4.6 -3.38 -2.53 -4.13 -4.87 -7.95

Exchange rate (kip per US$) 8352 8179 8072 9056 10164 4094 727

Sources: World Bank online database ‘World Development Indicators. Asian Development Bank (ADB).
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Laos maintains high economic growth since three decades.

But Laos is facing various economic challenges such as twin 

deficits, and high external debt.
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LECS 1 LECS 2 LECS 3 LECS 4 LECS 5

1992/93 1997/98 2002/03 2007/08 2012/13

Laos 64 39.1 33.5 28 23.2

Urban 27 22 20 17 10

Rural

With road 43 32 31 30

Without road 61 51 46 43

Lowland 28 20.5

Midland 36.5 29

Upland 34 33

28.6

Introduction

Note: LECS (Lao Expenditure and Consumption Census).

Source: World Bank and DOS (2009); LSB (Lao Statistics Bureau) (2004)

The impact of growth on poverty is quite small (small Trickle-down 

effect).
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Introduction

Inequality has trends to increase.

LECS 1 LECS 2 LECS 3 LECS 4 LECS 5

1992/93 1997/98 2002/03 2007/08 2012/13

Laos 30.5 34.9 32.6 35.4 36.17

Urban 30.9 39.7 34.8 36.3 37.51

Rural

With road 29.3 32.1 30.3 33.2

Without road 27.5 30.9 29.4 33.3

Region

Vientiane 29.3 36.9 36 38

North 26.9 34.5 30.7 35.2

Cental 31.5 32.5 31 34

South 32.3 32.4 31.4 32.2

32.52

Note: LECS (Lao Expenditure and Consumption Census).

Source: World Bank and DOS (2009); LSB (Lao Statistics Bureau) (2004)



• Resources sector is crowding out non-resources sector

(manufacturing, agriculture, and services, which could decline the 
growth (Sachs and Warner, 2001;  and Coden and Neary, 1982).

Introduction

• However, recent economic development is highly dependent on 
resources such as mining and hydroelectricity sector.

• Resource-based economies could suffer from slow growth due 
to “Dutch disease”.
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Introduction

Strong negative correlation between export of manufactures and 
export of natural resources.

6



Introduction

Strong negative correlation between real GDP and export of natural 
Resources.

Sources: Sachs and Warner (2001) 7



• In order to cope with Dutch Disease and to ensure long-term 
economic development, diversifying economic activity is crucial. 

• SMEs play an important role in diversifying the economy and 

generating employment, income and new technology for long-term 
development. 

• Therefore, the strengthening of SME development is one of the 
most important factors for long term growth in Laos.

Introduction
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• However, Lao SMEs are at an early stage of development, and 
face various problems. 

• In order to overcome these issues, it is important to understand 

the impact of trade-related human capacity development activities 
on SMEs in Laos.

Introduction
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• Lao SMEs are also facing high competition due to regional 

economic integration and int. trade agreements.



Introduction

The main objectives of this study are to assess the impact of trade-

related human capacity development activities of SMEs in Laos. 

(1) Estimate the impact of trade liberalization (WTO accession) 

on growth and poverty.

(2) Assess the impact of trade-related human capacity 

development activities in SMEs performance. 

(3) Assess the trade-related human capacity development activities 

of SMEs export. 
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Methodology Frameworks

Source: Author adaption from Chen and Ravallion (2004) and exiting literature.
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Methodology Frameworks

(1) Estimate the impact of trade liberalization (WTO accession) 

on growth and poverty

Model: GTAP model

Data: Lao Input-Output Table

(2) Assess the impact of trade-related human capacity 

development activities in SMEs performance.

Model: Multiple Regression model

Data: Economic Census 2013 from Lao Statistic Bureau

(3) Assess the trade-related human capacity development 

activities of SMEs export. 

Model: Logit model

Data: Economic Census 2013 from Lao Statistic Bureau



SMEs Promotion Policy

• The Government of Laos (GoL) has enhanced private sector 

development to promote growth (GoL, 2004). Therefore, in order 

to promote SME and private sector development in Laos, GoL has 
promulgated Primary Office Decree No.42/PM.

• The institutional framework of SME in Laos is based on The 

Seventh Five-Year National Socio-Economic Development Plan 

(2011-2015) (GoL, 2011) and Small and Medium Enterprise (SME) 
Promotion Law (GoL, 2011).

• Degree of Implementation on SME Law (2012), and Decree on 

the Promotion and Development of Small and Medium Sized 
Enterprises (GoL, 2004). 
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SMEs Promotion Policy

• SMEPDO had transformed to Department of SME (DSME) 
under Ministry of Industry and Commerce (MIoC) in 2013. 

• This transformation might be limited roles and duties of institution 

to coordinate with inter-government agencies and formulate and 

implement policies related with SMEs promotion and development 
in Laos.
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SMEs Promotion Policy

SME Development Plan 2016-2020

1. Promote productivity, technology and innovation;

2. Enhance access to finance;

3. Enhance access to business development services (BDS);

4. Enhance SME accession to expanding domestic and 

international markets;

5. Create and develop entrepreneurs;

6. Create an enabling environment for the establishment and 

operation of SME businesses

7. Customs and Tax Incentives and Financial Support

Source: Department of SME Promotion (2015).
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SMEs Contributions

2006 2013

By unit of enterprises

SMEs (%) 99.8 99.8

   Small Enterprises (%) 100.0 95.2

   Medium Enterprises (%) 0.9 4.6

By employment

SMEs (%) 81.4 82.4

   Small Enterprises (%) 69.2 62.0

   Medium Enterprises (%) 12.2 20.4

Source: Department of SME Promotion (2015). 16

SMEs contributes 82% of employment. But it is estimated that SMEs

contribute only 16 percent of GDP. 



Activities Number Sharing 

Trading on wholesale and Retails and        

car and motorbike repair 78,407 62.80%

Manufacturing 15,573 12.50%

accommodation and food service 14,549 11.70%

Others 16,344 13.00%

Total 124,873 100%

SMEs by Economic Activities

Source: Department of SME Promotion (2015).
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Most of SMEs are wholesale, retails, car and motorbike repairs



18

Characteristics of SMEs

Source: Economic Census, 2013, and authors' estimations

Owner of micro enterprises are dominated by female, while other 

enterprises’ size is overwhelmed by male. 
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Unit Share Unit Share Unit Share Unit Share Unit Share

Post-graduate 619 0.55 490 4.52 84 22.52 91 29.26 1,284 1.03

Bachelor 3,039 2.68 1,527 14.10 108 28.95 89 28.62 4,763 3.81

Diploma 3341 2.95 1101 10.17 62 16.62 46 14.79 4550 3.64

Technical 5353 4.72 871 8.04 23 6.17 11 3.54 6258 5.01

Vocation/elementary vacation 2800 2.47 282 2.60 6 1.61 3 0.96 3091 2.48

General education 84,059 74.15 5,634 52.03 70 18.77 48 15.43 89,811 71.92

Other 10665 9.408 449 4.146 8 2.145 4 1.286 11126 8.91

No response 3484 3.073 475 4.386 12 3.217 19 6.109 3990 3.195

Total 113,360 100 10,829 100 373 100 311 100 124,873 100

Owner's education
Micro Small Medium Large Total

Source: Economic Census, 2013, and authors' estimations

Characteristics of SMEs

Majority of Lao enterprises’ owners have completed general education 

(secondary school), and a large firm has better education comparing to 

a small firm. 
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Characteristics of SMEs

More than half of Lao enterprises (65.12%) do not have business 

registration license, which mainly dominated by micro enterprises.

Source: Economic Census, 2013, and authors' estimations
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Applying technology (computer) for supporting businesses in 

general is still relatively low among Lao enterprises. 

Enterprises have the computer 

to use for runing business Unit Share Unit Share Unit Share Unit Share Unit Share

Yes 3,349 2.95 3,816 35.24 319 85.52 279 89.71 7,763 6.22

No 109,358 96.47 6,982 64.48 53 14.21 30 9.65 116,423 93.23

No response 653 0.58 31 0.29 1 0.27 2 0.64 687 0.55

Total 113,360 100 10,829 100 373 100 311 100 124,873 100

TotalMicro Small Medium Large

Characteristics of SMEs

Source: Economic Census, 2013, and authors' estimations
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About 88% of the micro, 73% of the small and 67% of the 

medium enterprises do not have access to finance from financial 

institutions.

Domestic commercial banks are the main source of 

borrowing for enterprises.

Characteristics of SMEs

Source: Economic Census, 2013, and authors' estimations



Internal constraints for SMEs

Source: GIZ (2014), Enterprises Survey 2013.
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The Challenges of SMEs



External constraints for SMEs

Source: GIZ (2014), Enterprises Survey 2013.
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The Challenges of SMEs
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SMEs Obstacles

Source: Department of SME Promotion (2015).

The Challenges of SMEs
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SMEs Obstacles

• Access to finance

• Informality 

• Infrastructure 

• Innovation and technology 

• Regulation and taxes

• Workforce 

• Corruption

Source: Enterprise Survey 2016 from the World Bank

The Challenges of SMEs
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Effects of Trade Liberalization on macroeconomic 

variables 2013-2016 (average)

Source: The authors’ estimation of GTAP model (Kyophilavong, 2018).

Impact of Trade-Related Human Capacity Building Activities on 

Growth and Poverty 
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The Effect of Trade Liberalization on Trade by Sector (%)

No. Sector Without WTO With WTO Imact of WTO 

1 Grains and Crops -5.67 -8.23 -2.56

2 Livestock and Meat Products -38.97 -45.28 -6.31

3 Mining and Extraction 12.35 15.31 2.96

4 Processed Food -44.21 -82.67 -38.46

5 Textiles and Clothing -14.87 -30.88 -16.01

6 Light Manufacturing 64.8 128.15 63.35

7 Heavy Manufacturing 4.04 5.08 1.04

8 Utilities and Construction 2.59 7.03 4.44

9 Transport and Communication 2.75 6.77 4.02

10 Other Services 3.04 5.27 2.23

1 period (2013-2016).

Source: The authors’ estimation of GTAP model (Kyophilavong, 2018).

Impact of Trade-Related Human Capacity Building Activities on 

Growth and Poverty 
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No. Sector Without WTO With WTO Imact of WTO 

1 period (2013-2016).

Laor demand 16.36 28.25 11.89

   Un-skilled labor demand 7 13.29 6.29

   Skilled labor demand 9.36 14.96 5.60

The Effect of Trade Liberalization on labor demand (%)

Source: The authors’ estimation of GTAP model (Kyophilavong, 2018).

Impact of Trade-Related Human Capacity Building Activities on 

Growth and Poverty 
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No. Sector Without WTO With WTO Imact of WTO 

1 period (2013-2016).

Un-skilled labor wage 6.41 12.31 5.90

Per capita utility of aggregate 

household expenditures
6.02 8.57 2.55

The Effect of Trade Liberalization on Poverty

Source: The authors’ estimation of GTAP model (Kyophilavong, 2018).

Impact of Trade-Related Human Capacity Building Activities on 

Growth and Poverty 
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Impact of Trade-related human Capacity Building 

Activities on SMEs Performance 

The variables and definition of variables for regression
Expected

sign

Natural logarithm of Firms' labor Productivity, the firm's labor index

 productivity is caculated from total revenue divide by total labor

OB The ownership completed bachelor and higher 1= Yes; 0= otherwise Positive

OD The ownership completed diploma 1= Yes; 0= otherwise Positive

OV The ownership completed vocational/technical 1= Yes; 0= otherwise Positive

OG The ownership completed general education 1= Yes; 0= otherwise Positive

EB Ratio of employee completed bachelor and higher percent Positive

ED Ratio of employee completed diploma percent Positive

EV Ratio of employee completed vocational/technical percent Positive

EG Ratio of employee completed general education percent Positive

FE The firm employs foreign employee 1= Yes; 0= otherwise Positive

FM The firm employs the foreign as manager 1= Yes; 0= otherwise Positive

FC The firm employs the foreign as chief of unit and expert 1= Yes; 0= otherwise Positive

Small enterprises (6 - 50 staff) 1= Yes; 0= otherwise Positive

Medium enterprises (51 - 99 staff) 1= Yes; 0= otherwise Positive

Large enterprises (100 staff and above) 1= Yes; 0= otherwise Positive

Agriculture, forestry and fishing 1= Yes; 0= otherwise Positive

Manufacturing 1= Yes; 0= otherwise Positive

Small

Medium

Human capital (HC)

Education of owner

Education of employees

Foreign staffs

Size of  firms (SF)

Large

Sector of economic activities (SE)

Agri

Manu

Variables Definition 

Dependent variable

Ln(LP)

  Independent variables
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Impact of Trade-related human Capacity Building 

Activities on SMEs Performance 

The Impact of Human Capital on SMEs

t P > | t |

OB The ownership completed bachelor and higher 0.1156 *** 4.38 0.0000

OD The ownership completed diploma 0.0499 * 1.76 0.0790

OV The ownership completed vocational/technical 0.0615 *** 2.94 0.0030

OG The ownership completed general education 0.0198 1.50 0.1320

EB Ratio of employee completed bachelor and higher 0.0011 * 1.86 0.0630

ED Ratio of employee completed diploma 0.0032 *** 5.56 0.0000

EV Ratio of employee completed vocational/technical 0.0010 ** 2.49 0.0130

EG Ratio of employee completed general education 0.0006 *** 2.71 0.0070

FE The firm employs foreign employee 0.1583 *** 10.33 0.0000

FC Eemploys the foreign as chief of unit and expert 0.1788 *** 4.39 0.0000

Small Small enterprises (6 - 50 staff) 0.1400 *** 9.38 0.0000

Medium Medium enterprises (51 - 99 staff) 0.2511 ** 2.48 0.0130

Large Large enterprises (100 staff and above) 0.2393 * 1.68 0.0930

Agri Agriculture, forestry and fishing 0.7244 *** 21.10 0.0000

Manu Manufacturing -0.0342 ** -2.34 0.0190

Trade Wholesale and retail trade 0.5593 *** 47.21 0.0000

Trans Transportation and storage 0.2765 *** 11.80 0.0000

Acc Accommodation and food service activities 0.3608 *** 24.27 0.0000

Firm ownership and legal status (FO)

Sector of economic activity (SE)

Size of  firms (SF)

variables Coefficient

Human capital (HC)

Independent    Definition Dependent variable: Ln(LP)
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Impact of Trade-related Human Capacity Building 

Activities on SMEs Export 

The variables and definition of variables

Expected

sign

The enterprises export their products to 1= yes; 0= otherwise

 other countries (serve foreign market)

OB The ownership completed bachelor and higher 1= Yes; 0= otherwise Positive

OD The ownership completed diploma 1= Yes; 0= otherwise Positive

OV The ownership completed vocational/technical 1= Yes; 0= otherwise Positive

OG The ownership completed general education 1= Yes; 0= otherwise Positive

EB Ratio of employee completed bachelor and higher percent Positive

ED Ratio of employee completed diploma percent Positive

EV Ratio of employee completed vocational/technical percent Positive

EG Ratio of employee completed general education percent Positive

FE The firm employs foreign employee 1= Yes; 0= otherwise Positive

FC The firm employs the foreign as chief of unit and expert 1= Yes; 0= otherwise Positive

Human capital (HC)

Variables Definition 

Dependent variable

Export

  Independent variables

Education of owner

Education of employees

Foreign staffs
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Impact of Trade-related Human Capacity Building 

Activities on SMEs Export 

The Impact of Human Capital on Firm's Export in Lao PDR

Coefficient z dy/dx z

OB The ownership completed bachelor and higher 0.031804 0.30 0.000549 0.29

OD The ownership completed diploma -0.072340 -0.62 -0.001192 -0.64

OV The ownership completed vocational/technical -0.002496 -0.02 -0.000042 -0.02

OG The ownership completed general education -0.153400 ** -2.07 -0.002701 ** -2.00

EB Ratio of employee completed bachelor and higher 0.000210 0.10 0.000004 0.10

ED Ratio of employee completed diploma 0.004466 ** 2.03 0.000076 ** 2.03

EV Ratio of employee completed vocational/technical -0.000169 -0.09 -0.000003 -0.09

EG Ratio of employee completed general education 0.001999 * 1.72 0.000034 * 1.72

FE The firm employs foreign employee 0.476181 *** 6.80 0.009977 *** 5.61

FC Eemploys the foreign as chief of unit and expert 0.514475 *** 4.65 0.011273 *** 3.68

Small enterprises (6 - 50 staff) 0.762659 *** 11.81 0.017951 *** 8.86

Medium enterprises (51 - 99 staff) 1.313933 *** 8.16 0.044078 *** 4.76

Large enterprises (100 staff and above) 2.089974 *** 12.53 0.106986 *** 5.90

Small

Medium

Large

Size of  firms (SF)

Human capital (HC)

Independent 

 variables

   Definition 
Dependent variable: Export

Maximum Likelihood Marginal Effect
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Conclusion and Policy Suggestion

Development and promotion of SMEs are key strategy 

and policy for promoting growth and reduce poverty in 

Laos. 

The  trade liberalization (WTO accession as a case study) 

could increase real GDP, welfare. However, WTO 

accession will lead to increase trade deficits, surprisingly 

the trade deficit will be declined. 
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Conclusion and Policy Suggestion

The demand for skilled labor and un-skilled labor will 

also increase. The poverty will be reduced from the WTO 

accession.

The human capital indicators have a positive and 

statistically significant on the SMEs’ labor productivity. 

The human capital has a positive affect the probability of 

the firm’s exporting decisions. 


