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LAO P.D.R. PRODUCTION FORESTRY POLICY: 

STATUS AND ISSUES FOR DIALOGUE 

 

EXECUTIVE SUMMARY 

Forestry Resources and Development in Lao PDR  

Eighty percent of Lao PDR is forested, with more than half covered by extremely 
degraded forest. Two and one-half million hectares are designated as production forests, but 
these are not mapped, criteria for their designation are not published, and logging is not 
confined there.  Forests with potential for commercial production might actually total more 
than 5.6 million hectares. Deforestation is occurring at 0.6-0.8 percent per year. Log 
production has grown at an increasing rate since the 1980s. Only 57,000 hectares of 
plantations have been established, of which less than half is available for production. 

Forestry contributes 7-10 percent of Lao GDP and 15-20 percent of non-agricultural 
GDP.  In rural areas forest exploitation is one of the few available economic activities, and 
non-timber products provide more than half of family income.  The sector contributes 34 
percent of total export value, and even more of net foreign exchange. Forestry royalties as a 
share of GOL revenues have decreased from 20 percent in the mid-1990s to 6 percent of tax 
revenues and 5 percent of all revenues last year.  Collection rates are low, around 50 percent, 
and royalty revenues have been declining since mid-1990s.  Over the last five years, Treasury 
has realized only about one-third of the estimated market value of the timber harvested. 

Current wood industries’ capacity exceeds long-term sustainable AAC, and despite 
heavy investment, their performance has not met expectations. There is no evidence that 
wood production has had a positive impact on rural poverty; rather it has had a negative one 
by destroying the environment on which the poor depend.  This report concludes that 
fundamental problems in the forest policy framework can, and must be corrected for forestry 
to make its full contribution to national development. 

Incentives, Resource Mobilization, and Governance 

Forest management regulations, timber export restrictions, and log royalties are 
among the most important incentives affecting resource users.  Unfortunately, the ways in 
which royalties are applied, quotas set, and operations regulated provide few signals to users 
of the actual scarcity of forest resources, promote excessive demands on the resource base, 
and discourage resource management and conservation.   

Village-managed forestry (VFM) has been demonstrated successfully in terms of 
production, sustainability, revenue generation, and equity.  Analysis suggests that 54 percent 
of the production forest area and 51 percent of annual volume growth has potential for 
village management, with a potential beneficiary population of 1.54 million people.  VFM 
and government forest management (GFM) are complementary, and about half of the 
country’s forest area needs to be put under effective government management. Joint 
implementation of improved revenue collection procedures and expansion of village forestry 
could increase public forestry revenues from a predicted medium term unsustainable level of 
less than $6 million to a sustainable level of over $30 million per year. 
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Among governance concerns, there are inconsistencies in the legislative and 
regulatory framework, unaccountable state-owned enterprises (SOEs), and local-central 
assignment of responsibilities that may be failing to provide consistent protection of the 
national interest.  SOEs involved in logging are not subject to public scrutiny and have, in 
particular, grown increasingly independent and secretive, and are not monitored in any 
significant way.  Decentralization could lead to substantial improvement in forest 
management.  It is necessary, however, to retain national control where there are divergences 
between national and provincial priorities, such as in biodiversity conservation, watershed 
protection, foreign trade, and revenue collection.  Illegal and illicit logging are major 
governance issues. 

Towards a Reform Agenda 

This Review focuses on proposing a narrow and select set of priority policy and 
implementation initiatives: improving production forest management and utilization, 
community participation in forest management, and controlling illegal logging.  With 
interlinked and mutually reinforcing efforts in these areas, the production forestry sub-sector 
could be put on a sustainable path, greatly enhancing prospects or success in biodiversity 
conservation, watershed management and upland rural development.  The blend of policy 
institutional and investment action needed, and priority for implementation is indicated in the 
attached summary Forest Policy Matrix and Proposed Action Plan. 

Improve Forest Management and Utilization 

GOL needs to bring the production forest under long-term, scientific forest 
management:  

(i) Define Forest Management Units and Prepare Management Plans.  A first task 
is to define specific forest management units (FMUs) and prepare management plans for 
them, which in turn requires a clearly defined and mapped national forest estate and the 
establishment of management entities.   

(ii) Strengthen the Regulatory Apparatus. GOL needs to complete, clarify, and 
simplify the legal and regulatory framework and establish an effective regulatory body to 
oversee forestry operations; 

(iii) Increase Reliance on Market Approaches and Mechanisms.  GOL should 
move away from intervening in commercial decision-making in the wood market and in the 
wood industries sector;   

(iv)  Restructure State-owned Enterprises.  SOE reform should begin with 
disclosure of financial audits, non-performing loans, and data on logging activities, and then 
extend to discontinuation of preferential logging contracts, harvesting quota allocations, 
access to domestic and foreign markets, and clearing for land conversion. 

Community Participation in Forestry 

To provide credible endorsement to a village forestry policy, GOL needs to:  

(i)  Clarify the legislative and regulatory framework.  GOL should establish clear 
predictable procedures for the rapid expansion of the area under village 
management;  
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(ii) Ensure commercial autonomy for VFAs.  GOL needs to provide assurance that 
Village Forestry Association can conduct the full range of commercial and  
marketing activities needed to maintain themselves as viable commercial forest 
management entities; and  

(iii)Improve village land allocation. GOL should more substantively integrate the 
lessons learned from community forestry pilots into its village land allocation 
process to make it more equitably sustainable and productive.  

Controlling Illegal Logging 

It will be difficult for GOL to immediately launch a fully effective suppression 
program, but activities could be initiated that could quickly lead to a meaningful law 
enforcement effort. A program to control illegal logging needs to address prevention, 
detection, and suppression activities.  GOL can help in preventing illegal logging by curbing 
sources of pressure on the resource, such as stopping promotion of excess wood processing 
capacity, allowing inefficient mills to go out of business, and improving monitoring of log 
exports crossings.  As an immediate step, GOL can implement the prohibition of licensing of 
new wood processing plants, as stipulated in the Prime Minister’s Order No. 10/PM/2000.  A 
forest crime monitoring program to systematically collect data on illegal logging and to 
prioritize needs for suppression and prevention efforts could be established quickly and at 
low cost. 

Moving Forward with Continued Partnerships  

A major source of international concern is a seeming lack of resolve to put forestry on 
a sustainable path.  In its presentation to the “Policy Dialogue Meeting on the Strategic 
Vision of Forest Resource Management to the Year 2020” (September 8-9, 2000) and in  
Order 10/PM/2000, GOL expressed its intention to make concerted effort to attend to the 
challenges of the forestry sector.  Particularly significant was its recognition of the “critical” 
situation in forestry, its willingness to confront problems of forest law enforcement and 
determination to complete the legislative and regulatory framework.  In these and several 
other respects, Government’s expressed intentions are in line with recommendations in this 
report and suggest a scope for continued collaboration with the international community. 
GOL could further define its own proposal for policy change on the basis of the issues raised 
above, through a national process of consultation with key stakeholders.  It could then 
approach the international community with a program of reform that would include 
monitorable actions.  It would provide for long-term capacity building needs, and put 
forward a carefully phased investment program with measurable performance criteria. 

The complementary investment and capacity building program would address the 
need for effective, scientific management of the production forest area and broad support for 
village forest management.  Building on over twenty years of intensive donor-government 
cooperation, a disciplined and targeted program backed by political commitment could 
mobilize donor support and revitalize the production forestry sector.  Moreover, such 
program would make it realistic to expect sustainable and meaningful results from 
investments in other areas, such as protected area management, plantation forestry, and 
watershed protection.   
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Lao PDR Summary Forest Policy Matrix and Proposed Action Plan 
 

Issue/ 
Objectives 

General Recommendation Policy and Institutional  Measures Investment Needs (including technical 
assistance) 

Timing 

Improve Forest Management and Utilization-- Bring the production forest resource under long-term, scientific management, increase Government 
revenues, reduce pressures on NBCA and other areas 

Improve Forest Management and 
Utilization 

Define structure and nature of 
arrangements for management of 
production forest areas (other than VFAs) 

Land allocation, demarcation, inventory 
and planning 
 

Medium Term 

Strengthen Regulatory 
Apparatus 

Complete, clarify and simply legal and 
regulatory framework 

 Immediate 

  Capacity of DOF, PAFO, DAFO and 
associated agencies to exert effective 
regulatory action 

Medium Term 

Increase Reliance on Market 
Approaches and Mechanisms  

Modify timber sales and marketing 
arrangements, modify log allocation and 
quota system  

Interagency capacity to administer, 
control and monitor timber market 

Medium Term 

Restructure State Owned 
Enterprises 

Disclosure of financial and performance 
audits 
Discontinue preferential contracts and 
access to quotas  

 Immediate 

Community Participation in Forestry-- Expand the management of well stocked forests by local communities under sound financial arrangements 
Clarify Legislative and 
Regulatory Framework 

Endorse VFA management of well 
stocked forest and set targets for 
expansion  

 Immediate 

Ensure Commercial Autonomy 
for VFAs 

Confirm timber marketing terms for 
existing and future VFA 

 Immediate 

Improve Village Land 
Allocation 

 Mainstream lessons from foreign assisted 
projects putting priority on allocation of 
well stocked forest on viable terms  

Immediate 

Controlling Illegal Logging – Control illicit, unmanaged and destructive harvesting and exploitation  
Prevention Cease approvals of new primary 

processing plant 
 Immediate 

  Integrate timber theft prevention planning 
into FMU standards 

Medium Term 

Detection  Establish illegal logging monitoring 
capacity 

Immediate 
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I. INTRODUCTION 
 

Lao production forestry, one of the country's few potential sources of sustainable 
economic growth, is in disarray. Along with the likely loss of the production forest resource, 
undisciplined exploitation has already begun to put pressure on the system of National 
Biodiversity Conservation Areas (NBCA).  Without fundamental and far-reaching reform, 
Lao PDR will not meet Government's often-stated objective of 60 percent forest cover in 
2020. More important, Lao PDR could soon lose the opportunity to combine well-stocked 
natural forest with the skills and energy of rural communities in a direct attack on rural 
poverty through village forestry.  This report aims to draw the attention of Government and 
its development partners to the untapped potential of the forest resource and move toward a 
renewed dialogue on policy reform and investment options in production forestry. 1 

Preparation of this report was triggered by recognition of the unfinished agenda in 
Lao forestry. Along with Government own efforts, various foreign-assisted efforts have 
helped to increase understanding of the sector's potential.  These have laid out the technical 
basis for environmentally sustainable forestry, and have elaborated social and institutional 
mechanisms for organizing communities, the private sector and external partners in forest 
development. While many technical and policy questions remain, the essential elements of a 
sustainable approach to forestry development in Lao PDR are clear.  Continued support 
needs to be considered and discussed in the context of Government's willingness and 
commitment to moving forward rapidly with the lessons learned from successful experience. 

In laying out a basis for the needed dialogue, the report begins, in chapter II, with a 
brief overview of the forestry sector.  Based on the latest available data, the report documents 
continued and accelerating quantitative and qualitative deterioration of the forest resource. It 
reports on the slow pace of plantation establishment, the rapid expansion of commercial 
logging over the last twenty five years, and the meager contribution which commercial 
logging has made to national economic development. The policy matrix presented in Annex 
1 summarizes key issues identified and reflects the perspective of Government as provided 
by an interagency team that assisted in the preparation of this report.  Detailed statistics on 
the forestry sector are provided as reference in Annex 2. 

Chapter III assesses the overall policy framework for forestry development based on 
three key considerations, incentives, resource mobilization arrangements and governance. In 
all three, serious weaknesses contributing to poor performance are identified.  Incentives 
facing resource users in forestry, including prices, royalties and regulatory mechanisms, 
consistently provide misleading signals on the scarcity and value of the forest. Arrangements 
for mobilizing forest resources in pursuit of key development priorities do not capture and 
maximize the economic and poverty reduction value of the resource. This discussion, among 
other things, draws on an innovative application of geographic information systems (GIS) 

                                                 
1 The report was prepared by a World Bank, Sida and Government of Finland team consisting of W. B. Magrath 
(Team Leader), J. B. Carle, T. Castrén, C. Feldkötter, J. Olivares and Thongleua Southavilay. The team 
benefited from consultations and support provided by an interagency GOL team assembled under the leadership 
of the Ministry of Agriculture and Forestry and the  Office for International Cooperation –OIC- of the Office of 
the Prime Minister.  While the team attempted to consult a range of stakeholders and informed observers of the 
Lao PDR forestry sector, the report and its findings represent an independent perspective on the issues facing 
forestry and are not the results of a collaborative negotiated process.  
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analysis, reported in detail in Annex 3, to provide a tentative estimate of the area of forest 
which could be brought under village forest management and the area needing alternative 
institutional arrangements.  Annex 4 projects the fiscal impacts of improved revenue 
collection combined with aggressive exploitation of the potential for community 
management of productive forests.  The chapter concludes that governance in forestry is not 
transparent, is widely seen as according special privilege to favored interests, fails to elicit 
the wide support and confidence needed to put the sector's resources to work and that without 
reform there is little prospect for sustainability.  

Chapter IV turns to measures that Government could pursue to put order to the sector.  
Among many opportunities the report suggest that Government place priority on: 1) putting 
in place an administrative and regulatory system ensuring sustainable forestry practice over 
the production forest area; 2) moving aggressively to replicate the success of village forestry 
and joint forest management; and, 3) beginning to establish controls on illegal logging 
starting with introduction of systematic monitoring measures to detect logging activity 
outside of the scope of controlled and authorized areas. Effective action on these will involve 
a blend of policy reform, capacity building and investment, all contingent on genuine 
political commitment for success. 

The final chapter concludes by summarizing the report’s findings, suggesting that, 
with demonstrated commitment, Government could seek international support for 
development and implementation of a comprehensive sectoral reform program. In view of 
the need for policy reform and specific investments, and the need to overcome entrenched 
interests and established patterns, assistance could be sought as a blend of general budgetary 
and project support. Government could begin by building on the recommendations of this 
report with a consultative and participatory process to extend the analysis begun here and to 
formulate a specific, locally-owned and monitorable sectoral adjustment program. 

This report takes a highly selective and prioritized approach to the production forestry 
sub-sector. Without minimizing the importance and difficulty of the varied challenges in, for 
example, biodiversity conservation, development of alternative upland agriculture systems, 
and plantation development, the report focuses intentionally on the key obstacles to restoring 
order to the production forestry sector.  The importance and need for biodiversity 
conservation in Lao PDR, is well documented and recognized by Government and others. 
Similarly, extensive work and analysis has focused on the as yet unfinished task of preparing 
a viable development strategy for upland agriculture. Without, however, an effective 
response to the challenges of the production forestry sector addressed in this report, it seems 
unlikely that a successful assault on the problems of upland agricultural development or 
biodiversity conservation can be sustained.     
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II. OVERVIEW OF THE FORESTRY SECTOR  
 
 
 Forests cover nearly half of Lao PDR.  They are a vital economic resource, provide 
essential contributions to the consumption and income of the rural poor and conserve 
biodiversity and soil and water values. The rural population, eighty percent of the Lao 
population, relies heavily on the forest for food, fuel, fiber, and shelter.  Despite the 
importance of the resource, deforestation and forest degradation are accelerating at an 
alarming rate.  The combined effect of extensive commercial exploitation and small-scale use 
and encroachment is serious forest loss and degradation.  Although data are limited, difficult 
to access and of mixed quality, enough is known of the contribution of the forest to 
development to indicate the importance of the sector and the priority need for policy reform 
and restructuring.  

 

Forest Resources and Production 
 
Land Resources 

Conflicting data, alternative definitions, and genuine change in the resource base 
hamper discussion of the size and condition of the Lao forest resource.  Of a total land area 
of nearly 23 million hectares, approximately 4.7 million, including permanent and shifting 
agricultural areas and grassland, is clearly not forested and is unlikely to have significance 
for forest management.  More than half of the remaining 18.3 million hectares is extremely 
degraded forest or non-forest (including small and fragmented remnant forests that have 
never been comprehensively mapped).  These areas have some, although very low, potential 
productivity (based on stocking and vegetative cover).  The remainder is forest at various 
levels of potential productivity (Table 1).  

Slope and protected area designation (NBCA) are significant factors in constraining 
land use.  Approximately 10 percent of the total area is steeper than 30° (a common standard 
for the limit to logging and significant for watershed protection).  An additional 2.9 million 
hectares is under NBCA status (after deduction of steeply sloped areas to avoid double 
counting).  Note that about a quarter of medium productivity land and more than one third of 
the high productivity area is located within NBCAs.  
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Table 1 
Forest Area by Potential Productivity 

Potential Forest Productivity  
Nil 
(1) 

Very Low  
(2) 

Low 
(3) 

Medium 
(4) 

High 
(5) 

Total  
3-5 

Total 

Total Land Area 4,716 10,044 2,762 3,914 1,543 8,219 22,979 
 Percent Total Area 21% 44% 12% 17% 7% 36% --- 
Percent of Potential 
Forest Area  

--- 55% 15% 21% 8% 45% --- 

Steep Slopes 298 1,130 185 350 146 681 2,110 
NBCA (net of steeply 
sloped area) 

293 751 341 905 603 1,849 2,893 

Physically/Legal 
Accessible. 

4,125 8,163 2,235 2,659 794 5,688 17,976 

Percent of Potential 
Forest Area  

--- 45% 12% 15% 4% 31% --- 

Source: Based on MRC/GTZ, See Annex 3 for discussion of Productivity classes  

Forest Resources 

The dominant evergreen forest types are dry- or semi-evergreen forests and hill 
evergreen forests.  The dominant deciduous forest types are mixed deciduous.  Many 
evergreen and deciduous forest species2 are commercially valuable and targeted for 
harvesting wherever accessible.  Commercial volume stocking rates are estimated at 30 cubic 
meters/hectare, substantial but not high by international standards.  The importance of 
evergreen/mixed forest (dense, disturbed, and mosaic) in the total forest area (7.7 million ha, 
or 82.3 percent) is notable, followed by deciduous forests (1.3 million ha, 14.2 percent) 
(Table 2).  Maps 1 and 2, respectively, show forest area by productivity class and 
accessibility.   

Table 2 
Forest Types, 1997 

1997 Evaluation  
Forest Classes  Area (ha) Percentage Land Area 

Evergreen/Mixed Dense 1,589,653 6.7 
Evergreen/Mixed Disturbed 4,033,725 17.0 
Evergreen/Mixed Mosaic 2,113,086 8.9 
Deciduous 733,141 3.1 
Deciduous Mosaic 600,227 2.5 
Regrowth Forest 317,999 1.3 
Forest Plantations 1,997 0.0 
Sub-Total Forest Cover 9,389,828 39.7 
Sub-Total Non-forest Cover 14,290,173 60.3 
Total Land Area 23,680,001 100.0 

Source: Forest Cover Mapping Project, 1997, MRC/GTZ 

                                                 
2  Dipterocarpus alatus, Hopea ferrea, Anisoptera costata, Alfzelia spp. Among the evergreen forests, 
Cinnamomum, Fraxinus, Podocarpus and Quercus spp. among the semievergreen, and Tectona grandis, 
Lagerstroemia spp. Pterocarpus spp. Terminalia spp. Dalbergia  spp. among the deciduous forest types are the 
mixed deciduous ones. 
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Preliminary results of the National Forest Inventory (NFI) indicate that forests cover 
11.6 million ha, or 49.1 percent of Lao PDR.  Using different criteria, an assessment by the 
Mekong River Commission (MRC) classified 9.6 million ha, or 40.6 percent of the national 
area, as forest cover in 1993, and 9.4 million ha, or 39.7 percent, in 19973.  Forests are 
unevenly distributed, with the greatest concentration in the Central Region (43.3 percent of 
total forest cover).  Three provinces, Bolikhamsay, Khammouane and Savannakhet account 
for 30 percent of the national totals (Table 3, for details see Annex 2).  

Production Forest Area 

There are 2.5 million hectare officially designated as production forests, which are 
somewhat more evenly distributed than the total forest area (see Annex 2 for details).  Of the 
official production forest area 969,222 hectares (39.0 percent) are in the Northern Region; 
1.3 million hectares (52.4 percent) in the Central Region, and 217,100 ha, or 9 percent, in the  
Southern Region.  The Central Region, however, has 51.2 million cubic meters (65.7 percent) 
of the potential production forest volume due to superior stocking (volume/ha). 

Criteria for designation are not published and the official production forest is not 
mapped.  Production forest designation seems to be largely administrative and not technical 
or economic.  The arbitrariness of the production forest designation is distorting and a serious 
constraint to planning and policy making.  Smaller remnant forests, for example, are not 
included in production forest statistics, therefore underestimating the resource.  Production 
classification also appears related to access to transportation.  As road access is related to 
settlement patterns, the subjective nature of the designation process may compound conflict 
between harvesting and social values.  Particularly significant is that logging does not seem 
to be confined to officially designated production forests, but this is impossible to verify 
because of the absence of maps or boundary demarcation. 

 
Table 3 

Forest Area, Production Forest Area, and Volume by Region, 1996 

Land 
Area 

Forest Area Production Forest Area Potential Production Forest Volume  
Region/Province 

000 Ha 000 Ha % 
Forest 
Cover 

000 Ha  % 
National 

Total 

000 Cubic 
meters  

 % 
National 

Total 

Ave. Yield 
m3/ha 

Northern Region 9,821 3,902 39.7 969 39.0 18,773 24.1 19.4 
Central Region 9,405 5,004 53.2 1,301 52.4 51,202 65.7 39.4 
Southern Region 4,454 2,732 61.3 217 8.6 7,919 10.2 36.5 
Total 23,680 11,638 49.1 2,487 100.0 77,894 100.0 31.3 

Source: DOF, MAF, 1996 Columns may not add due to rounding. 
 
 

 

 

 
                                                 
3  Based upon FAO, IUFRO, UNESCO internationally accepted criteria, MRC used a 20 percent forest 
cover as a threshold for Dry Dipterocarp  forests and 30 percent for the Evergreen and Mixed Forests. The base 
level thresholds recommended by FAO and used in the NAFRI/NFI evaluation were 10 percent forest cover. 
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Deforestation and Forest Degradation  

Forest area was estimated at more than 70 percent in 1940; 64 percent in the 1960s, 4 
and at 47.2 percent in 1988/89 equivalent to a cumulative 0.80 percent per year loss.  The 
MRC study estimated deforestation at 54,047 ha/year between 1993 and 1997 equivalent to 
0.57 percent per year. 5  At this rate, forest cover will fall below 35 percent by year 2020.  
The MRC study estimated that, between 1993 and 1997, evergreen forests, with 82 percent of 
total forest cover, contribute only 74 percent of total deforestation (159,379 ha); deciduous 
forest (14 percent of total forest cover) contribute 16 percent of total deforestation (35,031 
ha); and re-growth forest (3.4 percent share) contribute 10 percent (21,777 ha). This is 
consistent with gradual and iterative process of deforestation that could be initiated by poorly 
planned logging and infrastructure development 

Deforestation due to shifting cultivation (245,877 hectares in 1990 and 115,800 in 
1999, a reduction of 130,000 ha 6); fuelwood collection (2.5 cubic meters/person/year); fire; 
agricultural encroachment (primarily lowland farmers), and unsustainable logging practices, 
has been variously estimated from 0.3 percent to 1-2 percent of the national forest area per 
year.7  Shifting cultivation is conducted on a rotational basis that does not impose every year 
onto new forest areas.  In recent years, deforestation has been increasingly caused by 
infrastructure projects (reservoirs, roads) and conversion of forest lands for agriculture and 
rural development projects including resettlement of population. 

Less apparent than deforestation but probably of greater economic and ecological 
importance to production resources is degradation of forest quality through uncontrolled 
over- logging of select commercially valuable species.  Species composition is downgraded, 
average log size becomes smaller, and only lower-valued lesser-known species and a 
malformed low-grade assortment remains.  
 
Wood Production 

Log production has been growing at an increasing rate since the 1980s, particularly 
from the mid 1990s onwards (Table 4 and Graph 1).  There has been increasing reliance on 
production from infrastructure and land development projects.  Of nearly 2 million cubic 
meters harvested between 1990-1994, less than half (48.2 percent) were from conversion for 
development projects, while of 3.3 million cubic meters harvested between 1995-99, almost 
two-thirds (63.1 percent) came from conversion (Table 5). 8    

                                                 
4  Phantanousy, B. 1994. The Experience of the Shifting Cultivation Stabilization Programme of the 
Department of Forestry. Reported in Gansberghe, D. and Pals, R. (Editors), Shifting Cultivation. 
5  As mentioned above, different evaluation criteria were used to assess forest cover in the 1988/89 SPOT 
and the 1996/97 LANDSAT satellite photo imagery, so the 9.4 percent difference in national forest cover over 
the 8-year period (deforestation at 0.99 percent per year) is not directly comparable. 
6  DOF, Shifting Cultivation Data, July 1999 
7  Government’s Strategic Vision for the Agricultural Sector, Draft, October 1999 
8  Worley International Consultants, Feasibility Studies on Potential Hydro Electricity Dam Projects, Dec 
1999 
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Table 4 

Log Production Volume, 1965-1999 

5 Yearly Periods  Industrial Log Production  cubic 
meters  

  
1965-69   391,662 
1970-74   518,416 
1975-79   505,624 
1980-84   786,839 
1985-89   911,000 
1990-94 1,987,000 
1995-99 3,291,869 

Sources: USAID, 1970; ECAFE, 1972; DOF, 1977; FAO, 1980; World Bank, 1988;  
TFAP, 1990; FORTECH/ADB, January 1999; and DOF, January 2000 

 
The amounts of timber harvested from production forests average 224,300 cubic 

meters per year over the decade (Table 5).  At least 620,000 cubic meters per year are 
harvested or collected for traditional wood use, and some 1.5 million cubic meters for 
fuelwood and charcoal.  These other wood products, however, do not come entirely from 
forests; the species and dimensions are different, and non-forest trees and very degraded 
forests and shrublands may play an important role as their source.  If half of these traditional 
forest products were to come from production forests, they might amount to more than one 
million cubic meters per year.  Total extraction from production forests would thus be some 
1.3 million cubic meters per year.  Unfortunately, there is no official estimate of the AAC to 
be used as a comparison; an interim AAC of 600-700,000 cubic meters of commercial 
species per year was recently suggested.9 
 

Graph 1
Lao Industrial Log Production (1964-2000)
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9  Castrén and Southavilay, 1999.  Other estimates range from 282,600 cubic meters per year (TFAP) to 
1.0 million cubic meters per year (Director General, pers. comm.). 
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Table 5 
Log Production Sources, 1990 to 1999 

 
Production Forests Development Conversion Forests

10
 Total Log Production  

Year 
000 m3  Percent 000 m3   percent 000 cubic meters  

1990 220 73.8 78 26.2 298 
1991 200 51.2 190 48.8 390 
1992 120 61.5 75 38.4 195 
1993 340 66.7 170 33.3 510 
1994 150 25.3 444 74.7 594 
Sub-Total 1990-94 1,030 51.8 957 48.2 1,987 

1995 204 23.3 670 76.7 874 
1996 263 39.9 396 60.1 659 
1997 170 30.4 389 69.6 559 
1998 257 55.3 208 44.7 465 
1999 319 43.5 415 56.5 734 
Sub-Total 1995-96 1,213 36.9 2,078 63.1 3,291 

Total 1990-99 2,243 42.5 3,035 57.5 5,278 

Source: 1990-1994, FORTECH/ADB, January 1999; 1995-99, DOF, November1998 
 
Forest Plantations  

Only 57,281 hectares of plantations  were established in the past decade (Table 6); 
equivalent to 2.3 percent of total forest area.  This figure over-estimates successfully 
established plantations due to poor management and double counting of replanting. 11  As a 
significant proportion of plantations have been established for protection purposes, future 
wood supply from plantation sources is even more limited than plantation area estimates 
would suggest.  Adjustments need to be made for non-commercial plantation land-use, non-
commercial species, failed plantations, replanting of failed plantations, under-estimates of 
planting, losses (fire, insect, fungus, early harvest, etc.), and poor silviculture.  Forest 
plantations by province are detailed in Working Paper I. 12  
 

Table 6 
Forest Plantation Development, 1990-99 (ha) 

 
Regions/Totals 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Total 

Northern Region n/a n/a n/a n/a 1,992 3,121 3,956 3,909 3,554 1,589 18,121 
Central Region n/a n/a n/a n/a 1,331 4,521 5,823 5,855 3,181 3,478 24,189 
Southern Region n/a n/a n/a n/a 470 1,129 2,070 2,526 2,295 1,286 9,776 
TOTAL  716 1,359 901 2,219 3,793 8,771 11,849 12,290 9,030 6,353 57,281 

Source: Forest Management, Plantations and Wood Industries, DOF, January 2000 
 
 
 
 
 

                                                 
10  Conversion from existing forestry to non-forest land uses (infrastructure development, agriculture, 
rural development).   
11  Timber Trade and Wood Flow Study, Castrén and Thongleua, 1999 
12  Available on request. 
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BOX 1 - EXPERIENCE WITH PLANTATIONS IN LAO PDR 

 
GOL puts great emphasis on plantations as a future source of timber to replace material from 

natural forests.  However, industrial plantations are not a direct substitute for the natural forest.  
Transition from processing large natural logs to smaller plantation production needs to be well 
planned in view of differences in handling, utilization, end-use properties, sales and marketing.  If 
current rates of deforestation and forest degradation continue, the natural forest resource will be 
exhausted before the plantation resource is mature. 

Prior to 1995, there were less than 18,000 hectares of plantations, much of poor quality due to 
bad site/species matching, low investment in inputs, and lack of research. ADB supported the 
establishment of 3,000 hectares of smallholder and industrial plantations since the mid 1990s.  The 
Lao/ADB project also developed a National Strategy for Sustainable Plantation Forestry. 

Productivity of established plantations is low.  Private investors have measured Mean Annual 
Increment (MAI) for Eucalyptus camaldulensis of 25-30 cubic meters/ha/year for the first 3 years, 
tapering off to 10-12 cubic meters/ha/year over a 6-8 year rotation.  Smallholder and non-forester 
private investors under the ADB financed-project achieve growth of less than 5 cubic meters/ha/year.  
These compare poorly with improved hybrid stock that, managed with appropriate silviculture and 
site/species matching, can achieve MAI in excess of 100 cubic meters/ha/year.13  

Future forest plantations need to be directed to sites that ensure economic and environmental 
benefit to investors.  Barren, degraded lands do not hold potential for sustaining productive, 
commercial plantations and may need a different focus in management with greater emphasis on 
protection.  Areas capable of supporting commercially viable forest plantations are likely to have 
potential for cultivation of food crops meaning that promotion of plantations may ultimately conflict 
with agricultural development priorities. 
 

 

Forestry in the Economy 
 
Macro-Economic Aspects 

Forestry accounts for slightly more than 5 percent of GDP.  Its significance is much 
larger: wood processing industries contribute 12 percent of manufacturing industry 
production value (2 percent of GDP) and informal subsistence utilization is unmeasured.  As 
agriculture accounts for some 50 percent of GDP, forestry may contribute some 15-20 
percent of the non-agricultural GDP.  

In 1998, 34 percent of total export value came from forest products (Table 7).  As 
other exports are heavily based on imported inputs, the importance of the forestry sector is 
even larger in terms of net foreign exchange earnings.  Further, there are in-kind barter and 
other exports to neighboring countries not included in export statistics. 
 
 

                                                 
13  Growth rates of E. camaldulensis x E. urophylla hybrids, 100-120 cubic meters/ha/year, Aracruz, 
Brazil 
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Table 7 

Exports 1994-1998 (US$ million) 
Export Category 1994 1995 1996 1997 1998 

    
Logs 41.8 28.7 34.3 16.7 10.5 
Sawnwood 48.5 51.5 78.7 67.4 87.4 
Other wood products 5.8 8.1 11.6 5.6 17.5 
Sub-total wood products 96.1 88.3 124.6 89.7 115.4 
Garments 58.2 76.7 64.1 90.5 70.2 
Electricity 24.8 24.2 29.7 20.8 60.7 
Other exports 121.3 124.1 103 115.9 90.4 
Total exports 300.4 313.3 321.4 316.9 336.7 
 % wood products/total exports 32 28 39 28 34 

     Source : IMF (2000) 

Although it could be substantially higher (see chapter III), the contribution of log 
royalties to government revenues has decreased from 20 percent of tax revenue and 16-17 
percent of total revenue in the mid 1990s, to 12 percent and 9 percent, respectively, at the end 
of the decade (Table 8).  Collection rates have been low in the last five years, only 50 percent 
of royalties on logs was paid, representing a cumulative loss of some US$ 114 million in 
1994/95-1998/99.  Due to low recovery rates and log price development, GOL royalty (in US 
dollar terms) has been declining since mid-1990’s (Table 8).  

Table 8 

Government Revenue 1994/95-1998/99 (nominal, Kip billion) 
 Fiscal Year 

     Revenue Category 
1994/95 1995/96 1996/97 1997/98 1998/99  

Log royalties 26.7 34.6 31.7 36.8 89.5 
Tax revenue 134.9 176.0 190.2 290.3 745.5 
Total revenue 159.5 217.4 238.1 367.0 960.5 
Share of timber royalties      
 - % tax revenue  20 20 17 13 12 
 - % total revenue  17 16 14 10 9 

     Source : MOF, Budget Department (December 2000), IMF (2000) 

Table 9 
Royalty payments 1994/95-1998/99  

Fiscal Year 
Measured Parameter 

1994/95 1995/96 1996/97 1997/98 1998/99  

Royalties paid in:      
          Kip million 26,727 34,584 31,700 36,788 89,461 
          USD 000 28,895 36,252 25,179 11,161 12,586 
Volume paid for  (000 m3) 380 504 312 134 371 
Volume harvested (000 m3) 874 659 559 465 613 
     Source : DOF, MOF, Mission Estimate 

 
Social Development and Poverty Alleviation 

Remaining production forests are mostly located in areas with limited accessibility 
where poverty rates are high and opportunities are few.  Forest exploitation for both wood 
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and non-wood products is often the only available economic activity.  Forestlands in some 
production areas are the only source of land, leading to continued shifting cultivation despite 
eradication efforts.  There is no evidence that wood production has positive impact on rural 
poverty, and it usually has negative effect by destroying the environment on which the poor 
depend.  At best, harvesting gives villagers short-term, low-paying jobs and, if the forest 
lands have been subject to the Land and Forest Allocation Program, villages may receive a 
minimal "village tax". 14  One way in which poorly executed logging can be especially 
harmful to the poor is through damage to non-timber forest products resources.  

Non-Timber Forest Products (NTFPs)15 

For rural Lao NTFPs are the most important products from the forest.  Key NTFPs 
include food (game, fish, bamboo shoots, fruits, greens, and honey); fiber (khem grass, used 
to produce brooms, and paper mulberry); condiments and medicinal products (cardamom and 
malva nuts); inputs for chemical and perfume industries (benzoin, peuak meuak, resins and 
oleoresins, ‘kisi’ resin, and lamxay); bamboo poles, rattan, and fuelwood.16  In Saravan 
province, for example, the IUCN-NTFP project found that virtually all food except for rice is 
derived from the forest. 

A rural family consumes some US$280 equivalent per year in NTFPs (inc luding 
fuelwood).  Thus, the 800,000 rural families (4 million people) may consume the equivalent 
of US$ 224 million per year in NTFPs, which may provide some 40 percent of total rural 
family income 17 (see Table 10 and Graph 2) equivalent to 20 percent of Lao GNP. 

  
 
 
 
 

                                                 
14  For example, in Ban Nong Hin, Champasak Province, a team operating on a special quota proposed to 
pay a village tax of 5,000 kip (US$ 0.67) per cubic meter on first quality wood, worth about US$180/cubic 
meter.  The requested 26 trees could easily amount up to 300 cubic meters. The value of the wood to be taken 
from Nong Hin village could be up to US$ 54,000, compared with US$200 paid to the village.  IUCN, Travel 
Note No 13:  Malva nuts, fish, rattan, khem, cardamom and other forest use in Champasak, field trip by Joost 
Foppes, 3-7/4/2000. 
15  Most of the contents of this Section are taken from J. Foopes and S. Ketphanh, No More Timber, More 
Non-Timber?  IUCN Discussion Paper, May 2000, 9 pages. 
16  The IUCN-NTFP project has identified over 700 species generating NTFPs.  
17  In a malva nut year, families can gain another $200 each, and exports increase even further.  Malva 
nuts (‘mak chong’ or ‘pandahai’) are a popular medicine in China found only in the evergreen forests of 
Southern Laos and Northern Cambodia. The trees (Scaphium macropodum)  produce fruits only every 3-4 years.  
In Champasak Province, the 1995 mast year produced 1,236,615 tons, and the 1998-99 mast year, 837,940 tons. 
The local value of the exported product was US$ 911,000 in 1995 and US$ 1,307,000 in 1998-1999.  Because 
most malva nuts are derived from two protected areas, Dong Hua Sao and Xe Pian, the economic worth of this 
product provides an excellent incentive for co-management by village communities.  IUCN, “Supporting the 
sustainable use of Non-Timber Forest Products Project”, April 2000 
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Table 10 
Simplified income model of an average Lao rural household of five persons  

Income category US$   Percent Remarks Source of data/estimate 
Forest foods   $200   28 % Bamboo-shoots/fish/greens K. Clendon, IUCN-NTFP, 1999 

Firewood     $40     6 % Firewood & local use wood Southavilay T. & T. Castrén,1999 
Other NTFPs    $40     6 % Medicines/rattan/bamboo etc. Sounthone Ketphanh, pers. comm. 
Total NTFPs  $280   40 % Equivalent to 80 % of rice   
Rice  $350   50 % 350 kg paddy/person/year Various IUCN-NTFP field reports 
Total non-cash   $630   90 % Very little cash income  
Cash income    $70   10 % NTFPs 55 %, livestock 30 % Various IUCN-NTFP field reports 

Total income  $700 100 % NTFPs provide 44 % of non-cash and 55 % of cash income 
Source:  Foppes & Ketphanh, Forest Extraction or Cultivation, Local Solutions from Lao PDR, forthcoming 

Graph 2  
Sources of Income of a Lao rural household

Forest foods 
Firewood 

Other NTFPs

Rice
Cash income

 
NTFPs have been found to provide, on average, 55 percent of family cash income of 

villages near forests.  Income from NTFP sales is difficult to estimate, but might amount up 
to some $31 million per year, of which roughly US$ 6-7 million (or 2 percent of Lao exports) 
are exported.  In times of shortage, poor families go into debt to borrow rice, but debt 
repayment often fo rces people to harvest and sell forest products in a destructive manner.  
Trade is  poorly documented, but exports of several products have risen considerably over the 
last few years.  Cardamom and malva nuts, both used in medicines, are the most important 
together representing 60-70 percent of total NTFP export value.18  
 

Demand-Supply Balance 
 

Demand for commercial wood comes from domestic demand for sawnwood and other 
products, exports of sawnwood and other wood products, and log exports.19  Sixty-five 

                                                 
18  Foopes, J. and S. Ketphanh, "The Use of Non-Timber Forest Products in Lao PDR", Paper presented at 
the International Workshop on Sustainable Management of Non-Wood Forest Products, UPM, Serdang, 
Selangor, Malaysia, 14-17 October 1997. 
19  Although the largest share of wood in volume terms is consumed as fuel and domestic construction 
material, this material is largely separate from the potentially commercial volume harvested from production 
forests. 
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percent of log production is for export and 35 percent for domestic processing. 20  State 
Owned Enterprises (SOEs) and major special projects (also managed by SOEs) export a 
greater proportion of logs.  Khammouane (province and BPKP) by itself accounted for more 
than 70 percent of domestic lumber sales, 50 percent of export lumber sales, and 80 percent 
of log exports in 1995/96.21 

  Inconsistent and unreliable data restrict detailed analysis of demand-supply balance 
in Laos.  At any rate, log exports must be far larger than reported - assuming moderate levels 
of unrecorded logging.  Only a substantial allowance for unreported exports would make the 
supply and demand data match (Table 11).  

Table 11 
Commercial Demand–Supply Balance, 1995-99 

Description Volume (000) m3 
Supply/Demand 1995 1996 1997 1998 1999 

Supply      
Log Production (Official) 874 659 559 465 734 
Est. Unrecorded Log Production (10%) 87 66 56 47 74 
Estimated Log Supply (m3 r.w.e.) 961 725 615 512 808 
Demand      
Sawn Timber (Processed Volume) 304 232 220 185 300 
Plywood (Processed Volume) 10 15 25 25 15 
Equiv. Roundwood Input  (m3 r.w.e.) -628 -494 -490 -420 -630 
Log Export Volume (Official) -150 -238 -68 -83 -28 
Estimated Unreported Exports  -100 -100 -100 -100 -100 
Annual Supply/Demand Balance 83 -107 -43 -91 50 
Cumulative Balance  -24 -67 -158 -108 

Fiscal year figures (Oct.–Sept.) presented in the latter calendar year, recovery rate assumed at 50 percent. 
 

Sustainability  

Sustainability in commercial forestry has at least two dimensions; even if logging 
were not unsustainable in pure volume terms (i.e. total harvesting < total AAC) it may still be 
unsustainable by leading to degraded forests if only a small number of valuable species are 
harvested. As mentioned, total extraction (recorded commercial logging and estimated 
household use) from production forests is in the order of 1.3 million cubic meters.  The 
interim AAC for commercial species has been estimated at 0.6-0.7 million cubic meters. The 
resource base for household use is generally estimated as greater than that for commercial 
use due to the wider range of species used. Despite the inadequate data, a number of factors 
indicate that the current utilization pattern may be unsustainable. This would be the case 
particularly in the areas of most intensive forest utilization in Central Laos.. First, logging is 
carried out without proper, scientifically based management plans. Loggers harvest the most 
valuable species, leaving behind a forest whose economic worth has been severely depleted. 
Second, since logging quotas are granted annually, and each firm has to re-apply every year, 

                                                 
20  DOF, November 1998.  The lumber market data is inconclusive because of the carry over of stock from 
the previous year.   
21  DOF, November 1998 
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there is a very strong incentive to harvest as much as feasible because there is no assurance 
that a new quota would be obtained the next year.  Third, since the quota is measured not in 
the forest but at second landing, there is a strong incentive to leave in the forest valuable 
though not perfect logs. This also evidently leads to recorded logging being well below the 
volume cut. Fourth, high intensity logging systems degrades the forest and causes 
environmental damage.  Fifth, seed-trees are not left and post harvest forest management and 
care is not practiced, compromising the recovery of logged stands (see Box 2). 

Almost two-thirds of timber production over the last five years has come from 
infrastructure or development conversion projects.  Moreover, logging in the Nam Leuk 
reservoir, Nam Ngum, and Huay Ho are completed, and the Nam Theun II reservoir will be 
completed within the next 1-2 years.  Feasibility studies indicate that, with the possible 
exception of Nam Theun II, the GOL should not invest in new hydropower projects under 
prevailing conditions.  Thus, the contribution of major infrastructure projects to timber 
production would reduce rapidly in the next 1-2 years. 

BOX 2 – WOOD PRODUCTION PRACTICES 

No sustainable strategies to manage a region’s, province’s, or district’s forest on an annual allowable 
cut basis have been prepared.  The significance of this is demonstrated by contrasting the two ways in which 
wood is harvested from natural forests in Lao PDR and by recognizing that Government policy implicitly 
sanctions only what is described below as the High Intensity Harvesting Model. 

High Intensity Harvesting Model 

Historically, logging in Lao PDR is based on harvest of 25 cubic meters/hectare or more, on a 50-year 
cycle.  Few post-harvest management measures ensure that the residual growing stock is nurtured and protected 
between cycles.  High intensity logging has not proven environmentally, economically, or socially sustainable.  
DOF and PAFOs are responsible for overseeing and controlling forest production management, but neither has 
the required capacity or capability.  NOFIP, PAFO, DAFO, and the SOEs and other companies jointly inventory 
the areas identified by the latter for harvesting, and assist in preparing operational plans.  PAFO and MCT 
measure log volumes at landings and monitor stocks at processing plants and trade at borders.  Logging 
companies undertake harvesting operations, often through sub-contractors, without reference to codes for 
harvesting practice, standards, or guidelines for roading, landing locations, and reduced-impact felling or 
extraction.  Roading, landings, and harvesting operations are conducted with minimal investment and 
specifications.  The resulting poor harvesting and roading practices degrade the forests and cause environmental 
damage.  

Low Intensity Harvesting Model   

In addition to village-based participatory models, FOMACOP has introduced forest management using 
low intensity harvesting systems.  Based upon forest resource data and Permanent Sample Plots (PSPs), village 
decision-making determines rates and densities of harvesting, and management and marketing strategies.  
Villagers then conduct pre-harvest inventory, obtain up-to-date market intelligence information, undertake sales 
negotiations, manage, and implement low impact harvesting, and conduct joint grading, scaling and sales 
documentation on landings.  The over-riding principle has been sustainability of forest resources through low-
intensity reduced impact logging as a silvicultural tool to simulate natural mortality of trees.  Coupled with this, 
low-impact logging is practiced with directional felling, self-loading 6x6 truck forwarders, and operations 
restrictions to dry season months only. 

A strong factor for sustainability is the role of forests as a source of food, wood, and other non-wood 
products.  Villagers have a substantial stake in maintaining a healthy forest environment as their livelihood 
depends upon it because, unlike outside commercial operators, they cannot simply move to other forest areas. 
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The Wood Processing Industry 
 
Wood Industry Capacity 

GOL policy is to encourage modernization and integration of wood processing plants 
to maximize operating capacity and conversion factors.  In principle, Lao PDR has the 
potential to develop a comparative advantage in value-added wood processing.  Recent 
partnerships with the private sector, including with IKEA, a world leader in wood products 
manufacture and marketing, illustrate this possibility.  Government needs to carefully assess 
its success with IKEA and other reputable private sector wood industries to determine how 
this experience can be replicated. Despite heavy investment, however, particula rly in the 
Central Region, the general result of Government’s efforts have not met expectations due to 
intermittent raw material supply, inconsistent policy decisions, and GOL interventions in 
marketing. The large scale wood industry being attracted to Lao PDR is highly capital 
intensive and generates relatively little employment in the production of semi-processed 
goods (veneer, rough sawnwood).  

Current wood industry operating capacity is estimated at 1,165,700 cubic meters/year.  
This is generated by adding the more detailed Khammouane Province data22 and accounting 
for the new Chang Lin operating capacity (300,000 cubic meters/year) to the 1999 DOF 
statistical data (Table 12). Operating efficiency is likely to remain between the 31 and 59 
percent levels of the 1990 and 1996 studies, respectively.  On this basis, the installed capacity 
of the wood industries sector in year 2000 is in the range of 2-3 million cubic meters, far in 
excess of the AAC (Table 13).  A risk associated with such a large processing capacity is 
that, having invested in wood processing, investors pressure the GOL and provincial 
authorities to secure raw material supplies to operate their mills profitably, at the expense of 
sustainable management of the production forest resource. 

Table 12 
Wood Processing Industries, 1999 

Region/Province Operating 
Capacity 

Number Conversion
23 

Potential Lumber 
Output 

 (m3  log input) (No.) (Percent) (m3  lumber) 
Northern Region 34,100 16 49.3 16,811 
Central Region 482,500 91 49.9 240,768 
Southern Region 76,500 26 48.2 36,873 
TOTAL 593,100 133 49.7 294,452 

Sources : Forest Management, Plantations and Wood Industries Division, DOF, January 2000 
 Working Paper I, table 12 

Wood Industries Ownership 

The most recent data available on the ownership structure of wood industry is more 
than one decade old.  At that time, SOEs owned some 28 to 38 percent of processing plants 
and 39 to 49 percent of operating capacity, between 1988-90 (Table 14).  There was a 
corresponding increase in private and joint venture investments during the period. 

                                                 
22  Forestry Report, Nam Theun 2 Hydro-power Project, Margules, Groome, Pöyry, May 1996 
23  Conversion factors reported in the 1990 Sawmill Survey, LSFP, Department of Forestry 
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Table 13 
Extrapolated Wood Processing Industry Capacity, January 2000 

Operating Capacity Operating Efficiency/Installed Capacity Scenarios  
Region (cubic meters log input) 31 percent  

(1990 Survey) 
59 percent  

(1996 MGP) 
80 percent  
(1996 Mill) 

Northern Region 34,100 110,000 57,800 42,600 
Central Region 1,055,100 3,403,500 1,788,300 1,318,900 
Southern Region 76,500 246,800 129,700 95,600 
TOTAL 1,165,700 3,760,300 1,975,800 1,457,100 

 
Table 14 

Ownership of Wood Processing Industries, 1988-90 
Ownership 1990 Data 1988 Data 

 Number 
of Mills 

% Capacity  
Cubic 
meters 

% Number 
of Mills 

% Capacity  
cubic meters 

% 

         
SOE 7 8 42,000 9 5 10 32,000 11 
Province SOE 29 33 130,000 30 21 40 110,000 38 
Military SOE 2 2 2,000 - 2 4 2,000 - 
Private 26 30 163,000 35 11 21 81,000 28 
Joint Venture 
SOE/Private 

22 25 113,000 25 12 23 64,000 22 

 88 100 455,000 100 52 100 291,000 100 

 
 

Scenario Without Policy Change 
 

Current policies and practices are severely depleting and degrading Lao forest wealth, 
If these continue, production forestry could soon disappear as a major economic sector, and 
Lao PDR will be out of the wood business within the next decade or two: 

• Unsustainable harvesting will draw down the accessible production forest for as long 
as SOEs continue to be granted special access and are subsidized through unpaid 
royalties and other mechanisms; 

• The rural poor will continue to harvest and forage natural forests for traditional and 
commercial forest products, but with limited prospects for lasting reductions in 
poverty and with increasing environmental degradation; 

• Deforestation, continuing at the current rate of 0.5% per year, will reduce natural 
forest cover to less than 30% by 2020; 

• Severe degradation will occur in production forests due to harvest of the most 
valuable high grades species and large trees and there will be loss of unique forest 
ecosystems and endemic species; 

• The limited plantation resource will provide only a limited and partial alternative 
source of raw material supply to wood industry resulting in deepening pressure  
NBCA and other fragile areas; 

• GOL will face severe reductions in forestry sector revenue earning activities and role 
of forestry in the economy will decreases; 
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III. ASSESSING POLICIES  
FOR PRODUCTION FOREST MANAGEMENT AND UTILIZATION 

 
Policies in well functioning forestry sectors have three broad characteristics: 

appropriate incentives that make users aware of scarcity; arrangements to get the right land 
used for the right purposes and the economic value generated put to developmentally 
important purposes (sound resource mobilization), and arrangements for management and 
control of resources that are considered by most stakeholders as fair, legitimate, transparent 
and predictable (good governance).  This chapter presents an assessment of the Lao forestry 
sector against these standards.  In summary, the sector falls considerably short of what is 
needed to provide for sustainable management and utilization.  Turning to selected policy 
issues and instruments, the next chapter explores specific options for reform that Government 
could use to begin to put the sector’s natural and human resources to work. 

 
Incentives 

 
Among the most important and powerful incentives affecting resource users in Lao 

forestry are timber management regulations, timber export restrictions, and log royalties.  
Unfortunately, the ways in which timber revenue systems are applied, quota levels set, and 
operations regulated provide few signals of the actual scarcity of forestry resources, promote 
excessive demands on the resource base, and discourage investment in resource management 
and conservation. 

Log Prices and Royalties 

 Wood prices are one of the most important incentives in any forestry sector. Prices 
can provide powerful information on the scarcity of forest resources and give users important 
signals on the value of conservation, efficiency and investment. The appropriateness of these 
incentives can be judged by the relation of domestic and international prices and by 
qualitative assessment of the mechanisms by which prices are set.  

Comparison of Lao royalties with international prices must be done with caution, as 
specifications, classifications, and points and terms of delivery vary.  Moreover, officially 
quoted royalties may not correspond to charges actually levied or to Government receipts. 
They are, however, the only available point of departure for analysis.  Data on  two indicator 
species groups − Rosewood or Pterocarpus macrocarpus.  (Lao local name, May Dou), and 
Keruing or Dipterocarpus spp.(May Sat, May Nhang, May Koung, May Sabeng) − show that 
Lao royalty rates have generally been lower than international prices (Table 15). There have 
been instances when the system has led to royalties above their world market equivalents. 
The failure of royalties to track their international comparators suggests serious weakness in 
the royalty system. Royalties above border equivalents are clearly not viable, and the more 
frequent below-market rates represent lost revenue opportunities and promotion of excessive 
demand.  
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Table 15 
Comparison of Royalty Rates with International Reference Prices (December 1999) 

Species Group International($/ m3 ) Lao PDR Lao/Int. Price (%) 

Rosewood (Pterocarpus 
macrocarpus) 

400 285-370 71-93% 

Keruing (Dipterocarpus spp) 140 93-107 67-76% 

Source: (i) ITTO International Market Reports: Rosewood: Myanmar auction prices; Keruing: Sarawak export 
price (FOB); (ii) Ministry of Commerce and Tourism, Lao PDR: Laos: Royalty (higher: log export rate, lower: 
processed log rate) + average harvesting and transport cost (US$ 50/m3), 

Price lists for logs per species, issued by the Ministry of Commerce and Tourism 
(MCT), are frequently, but not systematically, updated.  MCT aims at incorporating market 
information obtained from buyers, Lao embassies and trade representatives abroad, SOEs, 
and other stakeholders.  Much of the information is obtained from sources that are either 
biased (buyers) or not log trade professionals (embassies).  Officials responsible for  price 
setting do not have adequate independent market information or access to regular trade 
publications, sales bulletins, or web sites.  As a result, price lists issued by MCT do not 
necessarily mirror international trends nor do they reflect true end-use potential of species 
group or forest product. 

Payments for logs are comprised of three elements: royalty, reforestation fee, and 
provincial/local development taxes and fees.  The first two are payable to the national 
treasury.  The third are based on local leve l decisions that vary from province to province, 
and their legal basis is ambiguous.24  Wood buyers may be exempted from the reforestation 
fee by replanting, but as discussed in chapter II, the scale of planting is not commensurate 
with harvesting.  There are separate rates for logs for  a) export, b) sawnwood production, 
and c) finished product/secondary processing (including veneer).  The highest rates are 
applied for logs exported unprocessed; the lowest for logs for secondary processing.  
Differences are not uniform but range from 12-20 percent per step, i.e., the log export rate 
may be up to 35-40 percent higher than the finished product rate.   

This presents significant distortions reducing the usefulness of the information 
provided to resource users.  Buyers have a strong incentive to utilize only premium logs. 
Imperfect logs abandoned in the forest are not measured at log landings and do not count 
towards the quota.  Observers note that even medium-quality, fully-utilizable logs are left in 
the forest. Excess waste has been estimated at 20-40 percent of commercially utilizable 
volume. Lower royalties for plywood and other secondary processing industries also 
inappropriately subsidize integrated processing mills against specialist sawmills and 
secondary processing chains.  The current system requires a single mill to handle the whole 
production chain from wood procurement to secondary processing but more specialized 
enterprises would benefit from both technical and commercial efficiency. 

Recent changes in the regulatory framework for log sales have introduced more 
flexibility to the system.  Recently introduced Prime Minister's Order No. 10 (10/PM/2000, 

                                                 
24  The range may be notable.  For example, in Savannakhet province the rates range from USD 25 to 
USD 50 per m3.  
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October 4, 2000) allows provincial authorities and their departments of commerce and 
tourism to establish contract prices in negotiations with the buyer. MCT only establishes 
minimum royalty levels. If the contract price is above the floor price, part of the margin may 
be allocated as bonuses to the province. This is, however, at the discretion of GOL. As the 
system has only recently been introduced, there is no experience on its implementation. 

 

Logging Quotas 

In the absence of effective market signals, quantitative restrictions are the major class 
of instruments available to control resource allocation and use.  If applied on the basis of 
scientifically sound techniques that reflect the potential of the resource, quotas and other 
quantitative controls could be of great value. However, allocation of production forest 
resources to firms is not systematic, competitive, or transparent, nor is it related to the AAC.  
Allocations are based on ad hoc short-term administrative criteria rather than on long-term 
sustainable forest management principles. 

Annual logging volumes are reportedly set through logging quotas issued by the 
Prime Minister’s Office on the basis of proposals from Ministry of Agriculture and Forestry 
(MAF), Ministry of Commerce and Tourism (MCT) and the industry.  In theory, the agencies 
base their proposals on information obtained from provincial authorities.  PAFOs and 
DAFOs, however, report frustration at the lack of consideration of their inputs in this 
process.  Logging quotas may be divided according to source (production forests, 
infrastructure development areas, conversion for agriculture or rural development) and target 
(domestic industries, exports). There is no assurance, however, that quotas granted with 
respect to development projects are genuine; in some cases, logging may be carried out in 
anticipation of developments that are unlikely to be realized.  

Procedures for quota setting and granting are not clear, criteria not made public, and 
guidelines not available. The 1999/2000 regulation on forest management (O. 11/PM/99) 
only stated that there are separate quotas for local use and export processing.  Usually, 
company proposals are submitted through PAFO or Province Governor to DOF and/or MAF 
for review.  There are, however, suggestions of companies circumventing this process and 
submitting proposals directly to the Prime Minister’s Office.  

Annual logging quotas are set based on the production potential of the forest, the raw 
material supply needs of the industry (up to 4-5 times the AAC), and GOL fiscal needs.  No 
information is available on how these factors are weighted, or if either serves as a fixed limit. 
Other considerations such as politics, and personal financial gain may be involved.  Due to 
lack of definition of net operable areas within production forests, detailed forest inventory 
data, management plans, and growth and yield data, it is clear that annual logging quotas are 
not based on AAC determined on the basis of sustainable yield data.25  

Until recently, much of the annual logging quota was issued on an ad hoc basis to 
finance barter trade and local development projects.  Quotas were either decided at the 
national level or based on province-to-province agreements with Vietnam and China.  From 
late 1999 (O.11/PM/99) these are officially banned, but there is still a strong pressure to 
                                                 
25  For more discussion on management plans and growth/yield data, see Working Paper I, available on 
request. 



 

  
20 

 

continue these practices. There is little information on the issuance of war debt repayment 
quotas, but these appear to be granted to Vietnamese and Chinese companies in 
compensation for assistance received during the liberation war in the 1970s.  There is no 
estimate available on the volume of this type of logging in the 1999/2000 quota.  In 1998/99, 
90,000m3  were reportedly logged for debt repayment.26 

Further, additional quotas are issued during the logging season.  If a wood industry 
has need for raw material beyond its initial allocation, it may obtain it by applying either to 
provincial authorities or directly to higher levels of GOL.   In 1998/99, the quota was 
increased by 60 percent, from 450,000 m3 (reported in October 1998) to 714,000 m3 (reported 
in October 1999).  This leads to over-allocation of annual cuts and inequitable access to 
forest resources.  For logging season 1999/2000, the initial quota set was 500,000 m3.   

In some years actual recorded logging has exceeded the quota by more than one third, 
all of which has been authorized by the authorities.  In 1998/99, the final reported harvest 
was 735,000 m3, above even the increased quota. (Table 16).   

Table 16 
Annual Quota and Actual Logging, 1994/95–1998/99 

Year 94/95 95/96 96/97 97/98 98/99* 

Quota/Production 000 m3 

Quota 610 712 680 540 714 

Share of dam sites 71% 66% 72% 54% 31% 

Production 874 659 559 465 735 

Share of dam sites 77% 60% 70% 45% 26% 

Quota utilization 143% 93% 82% 86% 103% 

* As reported in October 1999, i.e., post logging season  
   Source: MAF/DOF, annual statis tics 27 

As in the case of provincial quota setting, log allocation to mills is not based on 
competitive bidding or auctioning, but through administrative allocation that is neither 
systematic nor transparent. Registration is needed for the mill to be able to buy logs; export 
contracts are usually required for an exporter to buy logs.  Registration is done on the basis of 
recommendation of the provincial authorities (PAFO, MCT, MOF, and Governor). 
Registered companies need to apply annually for a log quota. Quotas seem to be based on: a) 
capacity of the mill, b) financial performance, and c) subjective assessment on relations of 
the mill with local authorities and the community.  The process does not reflect market 
conditions and is exposed to arbitrary, subjective and potentially corrupt decision-making. 

For 1999/2000, mills applied for a total quota of 1,130,000 m3 but were allocated only 
392,000 m3, i.e., 35 percent 28 (Graph 3).  As for individual companies, allocations ranged 
                                                 
26  Vientiane Times (August 1999) quoted in http://www.laoembassy.com/ 16.02.2000 
27  There is often inconsistency among various DOF statistics, both on logging and quota data. 
28  Total quota was 500 000 m3; thus, 108 000 m3 is either unallocated or some allocations have not been 
reported 
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from 10 percent to 100 percent (only one mill) of the volume for which they applied. SOEs 
appear to have had a lowest rate of log allocation, receiving 26% of the volume requested.  
This may be due to a) grossly inflated applications; b) arrears in royalty payments from 
previous years; and c) knowledge that supplementary quotas are available.  Foreign and joint 
venture companies were more successful, as they were allocated almost 50 percent of their 
requests.  These serve to suggest the unpredictably of the quota system and the potential it 
creates for abuse and mismanagement.  

 

Graph 3 
1999/2000 Logging Quota Allocation, in percent  

Private domestic
24 %

Other foreign
22 %

Luan Fat Hong
24 %

BPKP
8 %

ADS
2 %

DAFI
14 %

Other SoEs
6 %

SoEs
31 %

Does not include quota not allocated yet  
 

   Luan Fat Hong includes Lao Ply Mill’s quota 

   Source: DOF 
 
 In October 2000, GOL introduced new policies leading to gradual phasing out of 
logging quotas. The new Order (10/PM/2000) prohibits logging in areas other than a) 
infrastructure development sites, and b) production forests with proper management plans. 
The latter allows production forest logging only in FOMACOP and LSFP areas. In addition, 
there is to be some logging in other areas during a transition period while the management 
plans are being prepared. Once the system is fully operational, logging will be based on 
management plans and annual operational plans based on the market situation. 
 

The system is still in its infancy and the first management plans are being prepared in 
three pilot areas. There are, however, not any guidelines or terms of reference issued for the 
planning teams. Whether the new approaches are go ing to improve the level of management 
would depend to a great extent on the technical quality of the plans and if they are followed.  
 

Log allocation to individual mills does not appear to have been changed by the new 
regulations. Only operating processing mills may apply for logs and log exports are banned. 
Also rough sawnwood exports are to be gradually reduced. The new regulations do not 
indicate more competitive mechanisms to be applied in log allocation (e.g. bidding). How 
this basically administrative resource allocation can be implemented together with freely 
negotiated prices remains to be seen. 
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GOL aims at reducing the excessive wood processing capacity in the country. The 
means applied are still unknown but will include mainly administrative rather than market 
based interventions. Such forced mill closures, if properly implemented, may cut the capacity 
much faster than a market based approach. It may also lessen the risk of the mills trying to 
obtain raw material through informal channels. There are other risks, however, Government 
should establish explicit and transparent criteria for selection of mills to be closed. 
 
Log Export Policy 

GOL has emphasized its aim to increase the share of value added products. The aim is 
to increase the exports of plywood and furniture instead of roundwood and rough sawnwood 
exports.  This has led to restrictions on exports to promote investments in domestic wood 
processing. The restrictions were made even more stringent by Order 10/PM/2000, which 
bans log exports and aims at reducing rough sawnwood exports. 
 

The benefits of such a policy to the Lao economy may be questioned. Although data 
limitations (see Box 3) prevent detailed analysis, the policy of promoting domestic 
processing through complex log pricing system and export restrictions has not had led to the 
desired result. The net economic revenue derived from exports may be estimated by 
subtracting the value of imported inputs from total sales revenues (logs, or sawnwood and 
processing residues). This analysis indicates that on average the benefit to the Lao economy 
per one cubic meter of logs was US$ 41 higher if the logs were exported unprocessed (with 
all royalties and taxes duly recovered) than if they had been processed locally and then 
exported.29 (Table 17) 

Table 17 
Log and Sawnwood Exports, Khammouane Province 1998/99, Economic Value  

Product 
 

Volume Value Unit 
value 

Unit 
value 
(rwe) 

Residues 
sale 

revenue 

Imported 
inputs 

Net 
export 

revenue 

 000 m3 US$000  US$/m3 US$/log m3 

 Logs 60.8 7,339  121  -10 111 

 Sawnwood 57.0 7,385 130 65 25 -20 70 

All domestic inputs (incl. extraction) excluded: rwe = roundwood equivalent: Sawmill recovery 50 percent. 

                                                 
29  The pattern could partly be explained by different species structures in log and sawnwood exports: if more 
valuable logs are exported as roundwood and lower valued as sawnwood, such a pattern of lower net export revenue 
would emerge. However, the same pattern persisted even in more detailed analysis, and in other provinces. See 
Working Paper II. 
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Box 3 - Weaknesses in Trade Data 
Foreign trade statistics are not necessarily reliable. This can be demonstrated by field observations 
and other data sources. Based on both Lao and Thai statistics, Thailand imports more sawnwood than 
logs from Laos. However, at major wood product export points (Savannakhet and Thakek), log trucks 
observations are more common than those of trucks carrying sawnwood.  This indicates that either 
there is widespread mis-reporting of product category, or that much of the exports are not reported at 
all.  

Vietnam has also become an increasingly important trading partner with Lao PDR in logs and wood 
products, and provincial trade arrangements have become common.  Vietnamese-registered log trucks 
are frequently observed on National Roads 8 and 12 going towards Vietnam.  There is no official 
information of the volumes imported from Lao PDR by Vietnam, nor are they necessarily known by 
PAFO/DOF staff either, but they have been estimated at least 100,000 m3 per year in the late 1990s. 
Only then would the national production statistics match with the reported demand.30  Trade with 
Vietnam has also been reported in Vietnamese press. 

 
Forest Management Regulations  

Forest logging rights are granted to firms under terms and conditions inconducive to 
sustainable forest management and without formats or guidelines for contracts or permits.  
Instead, short-term agreements for felling, roading and landings are applied.  Since 
companies must apply each year for an annual harvesting quota, companies seek to extract as 
much as possible while they can.  Post-harvest natural forest management is not practiced. 

Harvesting waste in the forest is excessive as the result of poorly located and 
constructed roads and access tracks, uncontrolled felling techniques, bucking of bottom and 
top logs, loss of logs, and excessive extraction damage. Waste may exceed 60 percent of 
potential extraction volume.31  There is no incentive for companies to reduce in-forest waste 
as volumes and grades of logs are not assessed or recorded until delivery to the second 
landing. Management and monitoring is lax, wasteful, and fraught with abuses by 
contractors, field officers, and officials.  Under-grading, mis-scaling and incorrect recording 
of species at the second landing are common. Under-scaling waste at forest landings has been 
quantified in a monitored operation as exceeding 20 percent.  All these lead to major losses 
of revenue to the GOL and excessive pressures on the resource base. 

 
Resource Mobilization 

 
 In the context of a population that is largely rural and poor, the overriding objective 
for the use of forest resources in Lao PDR should be sustainably reducing poverty.  
Mobilizing the resource base for poverty reduction will involve a blend of measures that put 
forests directly under the control and management of local people, and appropriate taxation 
of production commercial.  While there are additional resource mobilization concerns in the 

                                                 
30  Castrén, T. and Thongleua S. (1999)  
31  These volumes are not always wasted, however, as villagers cut felled logs with cross-cut saws for 
traditional use or lumber sale on the domestic markets, circumventing the formal monitoring and revenue 
collection mechanisms. 
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sector, including the large-scale allocation of land across broad categories and uses such as 
production and protection, this section focuses on two selected concerns of special 
significance.   

Given the field- level success of village and community forestry under such programs 
as the World Bank-supported Forest Conservation and Management Project (FOMACOP) 
and the Lao-Swedish Forestry Program (LSFP), the first concern is to estimate the potential 
of village management of well-stocked forest.  This provides what could be a basis for 
eventual development of targets for village forest development, and focuses attention on the 
need for better definition of institutional arrangements for the remaining areas not suited for 
community management. The second concern is the effectiveness of arrangements for 
capturing economic rent from forest exploitation.  The limited success of the forest revenue 
system in making the proceeds of forest exploitation available for development purposes 
ought to be a critical concern, and is one additional factor in considering the merits of state 
versus community forest management. Even though equity concerns are often raised about 
village forestry, experience shows that Government has access to a variety of forest revenue 
mechanisms to allow transfer of a share of the proceeds of village forest management to 
other priorities.   

The Scope for Village Forestry  

Aside from donor-assisted projects (discussed below), Government has been pursuing 
“Land-Forest Allocation for Management and Use” as a means of promoting community 
investment in restoration of degraded lands. By 1998 land-forest allocation temporary 
permits had been granted on 329,689 ha to 24,794 families in 1,176 villages.  Concerns with 
the forestland allocation system include: 

• Consultation processes are not fully participatory; 
• Villagers are allocated forest lands for primarily non-commercial uses including 

soil and water protection, forest reserves and regeneration or are allocated 
degraded or barren land for plantation/agroforestry development; 

• Mere allocation of lands does not guarantee sustainable management;  
• Forest lands with commercial production potential are generally retained under 

the jurisdiction of PAFO/DAFO with limited benefits to villagers; 
• The extension resources and experience of PAFO/DAFO is severely limited as 

most resources are directed to production forest management; 
• Monitoring and evaluation is weak and the potential for abuses is high. 

In contrast to the “Land-Forest Allocation for Management and Use,” there is a range 
of institutional arrangements referred to as Village Forestry, sometimes called community 
forestry or joint forest management. In many countries, and as piloted in Lao PDR, village 
forestry involves written agreements between the state and members of a specific community 
who have an established traditional or other association with a specific forest area. While 
terms vary, the user group typically agrees to undertake management activities, to supply 
wood and non-wood forest products, and to protect the forest from encroachment and other 
hazards.  Similarly, the state enforces the claim of users against third parties, such as 
commercial loggers, recognizes the rights of the user group especially their commercial 
autonomy, and provides technical and other management assistance.    
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Although village forestry is a relatively new concept in forestry in most countries, as 
well as in Lao PDR, it is merely a resource sharing system equivalent to many widely used 
and long established contractual arrangements for the use of agricultural land.  Experience 
under the World Bank-financed FOMACOP clearly demonstrated that village forestry can 
introduce effective sustainable management over well-stocked forests and, if allowed to 
function, can yield benefits to both the participating community and the public treasury. 

  Annex 3 presents the geographic information systems model used to estimate the 
extent of forest areas in Lao PDR corresponding to the indicative requirements of village 
forestry. Based on forest types, rural population, access to roads, topographic considerations 
and other factors, the analysis, summarized in Table 18 and Map 3, suggests that some 54 
percent of the production forest area outside of the NBCA system has a combination of 
attributes similar to those sites with potential for successful village forest management.32   

The model estimates that a potential beneficiary population of 1.54 million people 
lives in the areas suitable for village management, making village forestry one of the most 
promising rural poverty reduction approaches available to the GOL.  Results from the LSFP 
Joint Forest Management pilot programs (JFM), and the World Bank-supported FOMACOP 
project demonstrate the potential for both the villagers and the Government.  In 1999/99, the 
first 15 villages harvested almost 4,000 m3, sold for almost US$ 400,000.  Of these, 69%, or 
US$ 275,000, was paid to Government as royalties and taxes, US$ 75,000 (19%) was spent 
in felling and transport costs, and US$ 25,000 (6%) in village forest management costs.  The 
remaining US$ 25,000 (6%), or US$ 1,700 per village, was kept by the villages (some US$ 
0.30 per person per year, assuming about 5,500 people live there).  In the JFM areas, profits 
were utilized for village development works (such as access roads, wells and water pumps, 
schools, health centers and water reservoir/fish pond).   

The main costs of introducing village forest management are the technical assistance 
to introduce the system, and transport, estimated at US$ 2.5/ha.  In addition, village 
management is some US$ 2.5/ha more expensive than the current forest management system.  
The financial rate of return of such investment and additional costs has been estimated, under 
different scenarios, at over 40% for the program at large, and at 13-17% for the Government-
funded investments.  In addition, as discussed below, village forestry assures a higher 
payment of royalties both at any given time and over the long term.  

 

 

                                                 
32  If an estimate of productivity per class is considered, the potential productivity of the sites suitable for 
village management is some 51 percent of the total annual productivity potential of the physically and legally 
accessible forests (see Table 1 for estimate of such accessible forests).   
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Table 18 

Potential Forest Area by Productivity Class which could be Allocated to 
Village (VFM) and Government (GFM) Management (000 ha) 

Productivity Class  

Non-Forest Very Low Low Medium High  Total Class 3-5 
Total Area 4,716 10,044 2,762 3,914 1,543 8,219 
Physically and Legally 
Accessible Forests 

  2,235 2,659 794 5,688 

Percent of National 
Area  (%) 

  9.7% 11.6% 3.5% 24.8% 

Close to Village 
(VFM) 

  1,437 1,358 292 3,087 

Far from Village 
(GFM) 

  798 1,301 502 2,601 

     VFM (%)   64 51 37 54 
     GFM (%)   36 49 63 46 
Productivity Estimate 
(m3/ha/year) 

  0.15 0.30 0.45  

Productivity Potential 
(000 m3) 

  335 798 357 1,490 

Close to Village 
VFM 

  215 407 131 754 

Far from Village 
GFM 

  120 390 226 736 

     VFM (%)   64 51 37 51 
     GFM(%)   36 36 63 49 

Source: Based on MRC/GTZ, See Annex 3 for description of Productivity classes and Table 1 for deduction of 
the Physically and Legally Accessible Forests 

 
This provides only an indicative scope of the potential for village forest management. 

Detailed socio-economic, environmental and forest assessment field studies are necessary to 
gauge local conditions and participatory planning processes and consultative approaches to 
derive specific plans for village and community management. The analysis also highlights 
that village forest management (VFM) and government forest management (GFM) are 
complementary rather than competitive, and that 46 percent of the accessible forest area 
urgently needs to be put under effective government management.33  

Forest Revenue Performance 

Forestry and forest-based industries have been one of the backbones of the Lao 
economy.  Remarkably little of this wealth, however, has found its way to supporting 
development through public spending.  Royalties have been providing some 10-20% of the 
government revenues through most the 1990s, but even this limited share has been 
decreasing.  For fiscal year 1999/2000, a notable increase was forecast (to US$ 35 million, or 
15% of total GOL revenue, almost a twofold increase over the previous year).  Collections of 
arrears ultimately accounted for 50% of 1999/2000 revenues and seems to represent a 
particularly impressive accomplishment of the Ministry of Finance.  
                                                 
33  If productivity potential per class is considered, some 49 percent of the productivity potential of the 
accessible forests would remain under government management. 
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The main reasons for the limited contribution are low royalties, in- forest harvesting 
and extraction waste, irregularities in grading and measurement, and low collection rates.  In 
addition, there is loss due to misreported species and underestimated volumes. And of those 
low royalties assessed, only about one-half were actually collected, the SOEs being the major 
contributors to the shortfall.  Through the fiscal years 1994/95 to 1998/99, GOL received 
US$ 114 million in royalty payments, the average being US$ 22.8 million per year. However, 
the market value of the logs may be estimated at US$ 340 million for the whole period or 
US$ 68 million annually.  Therefore, only one third of the value of the resource used actually 
reaches the Treasury to finance ordinary budget items, such as social development and 
schools (Table 19).  

Table 19 
Logging Revenue Loss (average 1994/95–1998/99) 

 Revenue Loss (%) Market Value (US$ 000) 

 - of 
remaining  

value* 

- cumulative  

Market value of the harvest    67 901 

Minus:    

1) excess logging waste 20 20 -13 580 

2) under pricing 30 44 -16 296 

3) arrears 40 66 -15 210 

Net revenue actually collected   22 815 
* not cumulative 
Source: Mission estimate 

One fifth of the value of the cut trees is lost due to excessive in-forest waste. Some of 
it may be used by local communities for household use. Underpricing and arrears/non-
payment account for almost half of the estimated market value of the trees cut. Inefficient 
royalty collection benefits companies and individuals trading in roundwood. This leads both 
to loss of fiscal revenues and arbitrary resource allocation. (Graph 4) 

Graph 4   Rent Capture Loss 
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There is strong evidence that community based forest management actually has more 
efficient incentives and tools for improved revenue collection than, often under-resourced, 
state forest management. The main factors are: 

• villagers have better access which enables superior monitoring of the 
forests and their utilization 

• villagers have direct interest in the revenues 
• social capital and coherence ensures that officials are likely to protect the 

interests of the society, the large number of villagers involved hinders 
corruption 

• moving towards sustainable resource utilization ensures constant or 
increasing revenue flow both for the communities and GOL. 

 
Due to the currently unsatisfactory level of revenue collection, village forestry would 

not only redistribute royalty revenues but also increase total revenue. Assuming that 
improved forest management and utilization practices would cut the decline in forest 
structure and gradually increase average logging, increase royalty levels and, most 
importantly, increase collection rate from current 50% to 80%, village forestry would be a 
profitable investment also from GOL's fiscal perspective. 
 

A preliminary projection of GOL revenue illustrates the potential impact of 
implementation of improved revenue procedures along with expanded village forestry. Under 
conservative assumptions, described in detail in Annex 4, revenues and incremental forest 
management costs  are projected to 2020.  In keeping with the trends described in chapter II, 
without reform, annual royalty revenue is projected to fall sharply over the next five years to 
less than $10 million and ultimately to less than $6 million. With substantial reductions in 
harvests and incomes over the next few years (equivalent to an investment of over $44 
million), revenues under a reform scenario are projected to rise from a low of around $13 
million to over $22 million by 2010 and to a sustained level in excess of $33 million by 
2020. 

 
On this basis, investment in village forestry would, in pure fiscal terms, provide an 

internal rate of return of 17% making it a profitable investment for GOL. Even allowing a 
25% share of production forest revenues to be retained by the VFAs and assuming a 50/50 
sharing of incremental management costs the IRR would remain 13%. It needs to be noted 
that this estimated VFA revenue share is well above that to which VFAs in FOMACOP areas 
are entitled.  The strong anticipated revenue increase allows investments in improved forest 
management.  
 

Governance 
 

Governance is the way in which public power and authority is formed and used to 
control and manage society’s resources. Important governance concerns in Lao forestry are 
inconsistencies in the legislative framework, unsupervised and largely unaccountable SOEs 
that are dominant in logging, and local assignment of responsibilities (decentralization) that 
may be failing to provide consistent and comprehensive protection of the national interest in 
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forest management.  As one result, illicit and illegal logging and violation of conservation 
and wildlife laws are pervasive and add to the threats facing the sector. 

Legislative Arrangements 

 Legislation and regulations governing forestry are complex, incomplete, inconsistent, 
and difficult to interpret and to apply.  This creates a lack of transparency and predictability 
which severely compromises the performance of the sector.  The Forestry Law covers forest 
management and classification, timber and forest produce harvesting, forest industry, tree 
planting and forest regeneration, wildlife and forest protection and conservation, and the 
rights and obligations of forest users.  But it does not clearly address village forestry, forest 
plantations, sustainable natural forest management practices, wood industry investment, and 
the administrative functions of GOL and its relevant Ministries and Departments. 

 Other laws complement, overlap, conflict with, or contradict the Forestry Law.  The 
Agriculture Law and Land Law regulate crop and livestock lands, but these overlap with 
forests and forest lands (such as conversion for agricultural and rural development projects, 
shifting cultivation, and plantations). There seems to have been no systematic effort to make 
laws and, for example, the Instructions on Land-Forest Allocation, compatible.  Other laws 
give the Prime Minister's Office and Ministry of Commerce and Tourism duties and 
responsibilities on forest-related subjects. Importantly, the Land-Forest Allocation Program’s 
main legal basis, Instruction 03/PM, recognizes lega l rights of Lao citizens on land and 
forests including right of possession, right to use, usufruct right, right to transfer, right of 
inheritance, and right to receive compensation at requisition by the state.  

 Since the Implementing Regulations needed to implement the Forestry Law have not 
been issued, the Prime Minister’s Office (PMO) has issued  interim instructions and 
procedures for such implementation.  Order 11/PM/1999 sought to clarify the roles of the 
MAF, MCT and other agencies in regulating the sector and sector operations:  

• forest management responsibilities to MAF, DOF and PAFO 
• timber and wood products trade regulation and timber sales to MCT 
• setting the new timber pricing system and timber royalties jointly to MAF, MCT 

and Ministry of Finance (MOF) 
• revenue collection to MOF (with the cooperation of MCT) 
• monitoring of implementation of this Order to MAF and Prime Minister’s Office. 
 
It also bans the licensing of new wood processing plants. Order 11/PM/99, however, 

is not fully consistent with the preceding legislation, introduced increased centralization, and 
added to the lack of transparency in forestry.  It also states that all wood sales are to be 
conducted directly by Government, a provision which would make it impossible for VFAs to 
conduct timber sales freely and at prices approaching market levels. It also makes it difficult 
to purchase timber grown by villages and individuals.  

PMO 10/2000 is more complete than Order 11/PM/99, which it repeals.  It reiterates 
requirements in the Forestry Law concerning prohibition of logging in the absence of forest 
management plans, changes procedures for setting and collecting timber revenues, 
introducing the possibility of having some kinds of bidding at the provincial level, and 
revises the timber quota system.  But it continues with administrative controls on timber 
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allocation and does not fully allow the role of market forces on resource allocation and 
utilization. 

Among the key provisions of Order 10/PM/2000, some of which have been discussed 
above, are: 

• logging is to proceed only in infrastructure sites and in production forests with 
approved management plans; 

• several specific forest areas (including those surrounding the Nam Theun 2 
project and resettlement areas) are closed to logging; 

• it bans the felling of standing trees of four valuable species; 
• it bans the export of logs; 
• it retains the rules and institutional responsibilities set up in Order 11/PM/99 for 

timber sales, with the important change that now MCT does not set timber prices 
but let the provinces negotiate these; GOL may let the provinces retain part or all 
of the surplus they manage to negotiate above the MCT-set minimum royalty rate.  
Local authorities are given full authority to sign wood sale contracts, a right 
previously restricted to MCT; 

• it forbids local authorities from issuing logging permits without Government 
approval, as well as logging in exchange for projects outside the Government 
plans;  

• it orders that logging shall be carried out only by state wood logging enterprises 
(an unfortunate step back towards the State Forest Enterprises abolished four 
years ago); if these are not available, provinces can create them or sub-contract 
logging to private companies; 

• it forbids the private sector to control and enter forests for logging by itself; and 
• it declares “local participation” promoted, but is explicitly restricted to the supply 

of labor. 
 

On balance these are positive developments such as the introduction of the possibility 
of negotiating timber prices and the enforcement of the Forestry Law ban on logging without 
management plans. However, they are accompanied by enhanced recourse to quantitative 
restrictions and to increased control from the center on forest management decisions. 
Probably the most important consideration is that, rather than pursuing permanent regulatory 
reform through issuance of implementing regulations, GOL continues to rely on ad hoc 
provisions subject to modification and confusion. 
 
State-Owned Enterprises 

 Three SOEs dominate the forestry sector, and logging in particular: the Agricultural 
Development Services Group (ADS), the Bolisat Phathana Khet Phoudoi Group (BPKP, or 
Phoudoi), and the Development, Agriculture Forestry Industry Group (DAFI). The SOEs are 
under the jurisdiction of the Ministry of Defense, an assignment which raises concerns about 
a possible undue role of the military in forestry. SOE operations in the forestry sector are 
disruptive as they are very large within the sector and receive preferential treatment in the 
allocation of logging, processing, export quotas and logging contracts as well as de facto 
exemptions from paying royalties. 
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Over time the three SOEs have grown increasingly independent and secretive, and are 
not monitored in any significant or transparent manner.  There have been neither audits of 
SOE accounts nor of their operative performance.  Internal financial control is supposed to be 
based on guidelines issued by MOF, but adherence to such guidelines has never been 
assessed.  MAF, DOF and PAFOs are reluctant to carry out field audits, monitor or enforce 
regulations in harvesting, utilization or marketing operations of the SOEs.   

Decentralization  

Decentralization is one of the planning principles now being introduced by GOL.  By 
setting resource allocation and decision-making closer to the field and to beneficiaries, 
decentralization is a promising strategy that could contribute towards significantly better 
development results. Order 01/PM/2000 on decentralization of the development planning 
process builds up the provinces as the focus for strategic planning, the districts as planning 
and budgeting units, and the villages as implementation units.  

Extension of the GOL planning decentralization policy to the forestry sector could 
lead to substantial improvements in forest management.  It is necessary, however, to retain 
some national level of control and authority where there are divergences between local and 
national priorities, when there are no instruments to reconcile them or when technical 
capacities are limited.  In particular, arrangements for specific areas need to be linked to the 
mandate and accountabilities of the agencies and levels of government expected to exert 
regulatory control.  

For example, where national revenue mobilization is a priority, areas need to be 
retained under central control as consolidated management units, especially where they 
cross-administrative boundaries.  Even though local considerations may need to be reflected 
in management, accountability needs to be retained in units of the national government.  The 
same principle applies in the case of National Biodiversity Conservation Areas (NBCA) and 
watershed protection, where there is a strong presumption that conservation and protection 
for not directly commercial purposes is a higher priority nationally than locally.  Independent 
agencies or authorities, like a watershed management authority or agency, could as well 
manage such assets of national importance and there are proposals to provide some important 
watersheds (like Nam Theun) with independent area-specific authority. 

The specific administrative arrangements to be adopted, and the level of 
decentralization to be implemented, would depend to a significant degree on the objectives to 
be pursued, the benefits to be expected, and the anticipated distribution of benefits and 
responsibilities among the government, the enterprises, and the rural population.  The re-
arrangement of duties and responsibilities associated with decentralization will require 
national decisions on the particular objectives attached to specific areas (or sets of areas), and 
design of appropriate arrangements.  The duplicated responsibility of PAFO and DAFO 
foresters to both provincial authorities and DOF needs to be reconciled to minimize conflicts 
of interest. 

Management of large, commercial-size, concession-type forests could be devolved to 
the Provincial governors, through the PAFOs, but would require substantial central oversight, 
as the size and worth of the contracts involved could risk waste and corruption.  Provincial 
governments could manage smaller tracts of production forests and small remaining pockets 
of production forests not suitable for village forestry. Management of as many forest tracts as 
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feasible (see above) should be decentralized to the village level, as villagers would have the 
most interest in forest development and preservation.  That should include the right to sell 
products independently and without administrative constraints.  Both commercial 
concessions and village forestry would be, of course, sub ject to the standards and procedures 
for proper forest practice determined by (technically reinforced) DOF and PAFOs. 

Application of Order 01/PM/2000 to forestry is still unclear. Apparently district 
authorities would have to prepare forest management plans and handle forest management 
budgets. Most likely, the lack the technical skills would make that a practical impossibility. 
Order 01/PM/2000, if strictly interpreted, would also seem to give district governments 
authority over timber sales, and over the funds thus generated from all local forests.  This 
would completely preempt the expansion of the successful village forest management 
experiences to new areas and jeopardize, if not destroy, existing VFM arrangements. 

Administrative Weaknesses 

DOF and the PAFOs lack the personnel, skills, equipment, transport facilities, and 
funding to carry out the effective monitoring of activities in the production forest areas and 
the enforcement of laws, regulations and contract conditions.  They do not have the capacity 
to effectively use the modern tools such as satellite imagery, forest inventories, GIS and GPS 
technology, some of which are available under the auspices of foreign-assisted projects.34  
They also lack competence on forest economics, and in natural resource economics, 
management and conservation.  For all practical purposes, the DOF does not perform any 
real role in forestry policy or forest management. MAF, and DOF in particular, as well as the 
PAFOs, need a long-term institutional building program to achieve the minimal standards to 
perform the required monitoring and enforcement functions. This, however, will only be 
meaningful and effective if there is a genuine intent to utilize these agencies under clear and 
public terms of reference. 

Illegal Logging and Forest Law Enforcement 

Recent World Bank missions have assessed the extent of unauthorized, illegal, 
unplanned and illicit logging in selected NBCAs and in the Nam Theun 2 watershed area 
where logging is prohibited.35  Use of satellite imagery, topographic maps, and GPS revealed 
serious logging infractions in the Nakai Nam Theun NBCA, and other areas which the GOL 
had designated as off- limits to logging. Similarly, even though logging quotas refer to the 
specific final use or destination of the timber, there are ubiquitous signs of unreported or 
underreported log exports to Thailand and Vietnam.36 

These demonstrate the tangled decision-making process and inconsistent regulatory 
framework which makes it very difficult to tell what constitutes legal, illegal, and illicit 

                                                 
34  Actually, some of this information has been utilized in a perverse way.  Often high-quality stands of 
valuable species discovered through forest inventory get logging permits within a relatively short time, as areas 
earmarked for establishment or expansion of NBCAs have been logged beforehand. 
35  World Bank/Government of Finland Supervision Mission on FOMACOP and Wildlife and Protected 
Areas Component, Aide-Memoire, February 4, 2000; and World Bank, Nam Theun Social and Environmental 
Project, Logging and Watershed Management Mission, Aide-Memoire, May 11, 2000 
36  Review mission night sights of log trucks on Route No. 8; Deutsche Presse-Agentur, “Vietnam 
importing huge amount of timber from Laos”, Hanoi, June 6, 2000. 
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logging.  Four main factors contribute to these problems.  First, the regulatory framework is 
complex, incomplete, inconsistent, difficult to apply, and not geared to supporting effective 
forest management and utilization.  Second, some entities issuing logging permits simply do 
not have the authority.  Third, inadequate field demarcation, and even definition, of protected 
areas.  And fourth, the strong pressure exerted by companies for logging permits combines 
with the opportunities for corruption that the confusing legal and administrative 
arrangements permit.  The wood and timber companies often ignore legislation, regulations 
and official decisions, but the relevant agencies do not have the necessary enforcement 
resources.  Often, it is not even clear who has, or whether anyone has, the mandate for action 
and even lawful permits are not monitored and enforced.  

Transparency, predictability, accountability, oversight and control 

Generally in the sector, procedures are not clear, guidelines not available, and criteria 
not disclosed. Agencies involved can seldom provide a clear description of the processes 
involved in setting quotas, issuing logging permits, and establishing royalties.  Different 
actors describe parts of the process known to them, but these descriptions can not be matched 
in a coherent path, and there are always blanks with regard to major decision-making.  
Besides, it was not clear to any of them by whom, how, and when the main decisions are 
taken, and why and how the final quotas or royalties officially issued do not match their 
original technical recommendations.  

 Government’s forest management and utilization policy will not be credible until 
current procedures are made transparent and predictable.  All agencies should be accountable 
for their activities and decisions, in terms of both performance and financial management; 
accounts should be regularly and independently audited; and checks for corruption put in 
place and actively enforced.  This, needs strong technically competent oversight over the 
agencies involved, and independent control over performance, budget utilization, and to 
check for non-compliance and corruption. 

Overall Assessment 
 

Against the criteria proposed in this chapter, Lao forestry is poorly equipped for the 
challenge of providing sustainable resource management.  This assessment reinforces the 
message of the previous chapter that shows that the resource base is deteriorating without 
significant contribution to national development.  The next chapter addresses selected 
elements of a potential reform program that could contribute to putting the sector on a 
sustainable path.  These priorities, which include an improved approach to production forest 
planning and management, timber pricing, land use planning, forest law enforcement and 
village forestry, could be consolidated into a sector reform program for which GOL could 
expect support from the international community.  Without a strong GOL commitment to 
reform, however, prospects for the sector are poor and the justification for successful 
international support for Lao forestry is weak. 
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IV. TOWARD A REFORM AGENDA 
 

In its forest resources, Lao PDR has a tremendous wealth which, properly managed, 
could sustain economic and social development; generate substantial employment, income 
and foreign exchange, and be the backbone of a national poverty alleviation strategy. But this 
wealth is not properly managed, and there is no awareness among the actors involved of the 
huge benefits foregone.  As discussed in the previous chapters, the way logging quotas and 
royalties are set, the lack of appropriate forest management, the weak legal and 
administrative settings, and an incentive structure which favors short-term earnings over 
longer-term sustainability, are resulting in one of the nation’s most valuable national 
resources being over-exploited at an accelerating rate. 

There will need to be many elements in a forestry sector reform program.  This 
chapter focuses attention on three priority initiatives which could form a sound foundation on 
which other actions can be built: improving production forest management and utilization; 
community participation in management of well stocked natural forests; and controlling 
illegal logging.  The actions which GOL should pursue in these areas are interlinked and 
mutually reinforcing. Pursued in concert, the production forestry sub-sector can be put on a 
sustainable path with positive spillovers for biodiversity conservation, watershed 
management, and upland agricultural development.  

This reform agenda focuses intentionally on a narrow and select set of priorities. 
Other concerns, such as development of alternative upland cropping systems, protected area 
management, shifting cultivation control, plantation forestry and non-commercial forestry 
activities, have significant roles to play in the forestry sector. However, the scope for success 
in these is currently limited by the overwhelming weakness of the commercial production 
forestry system.  It is already clear, for example, that efforts in the NBCA system cannot be 
sustained if the surrounding production forests are not brought under effective and 
sustainable management. Moreover, the basis for relatively rapid progress in production 
forestry has already been well established by a long sequence of donor-assisted projects. The 
first next step is for GOL to commit to a concerted effort to employ the lessons learned on a 
large scale.  

 
Improving Forest Management and Utilization 

 
Although it will be a demanding and technically complex undertaking, GOL must 

commit to bringing the production forest area under long-term, scientific management.  
While they are unique and poorly understood, enough is known about Lao forests, and 
internationally accepted forestry practice sufficiently adaptable, to enable immediate action. 

Define Forest Management Units and Prepare Management Plans  

As discussed in chapter II, a basic problem in the Lao forestry sector is the absence of 
a clearly defined and mapped national forest estate.  This is a fundamental obstacle to the 
introduction of forest management irrespective of objective, institutional arrangement or 
technical approach.  Much of the technical data needed for appropriate land allocation is now 
available but has not been applied to the task of delineating forest management units (FMU) 
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for the whole range of forest management objectives across the entire permanent forest 
estate.37 

Introduction of sustainable commercial production forest management will, in 
addition to definition of specific forest management units (FMU), require establishment of 
management entities with the personality and capacity to conduct operations on a sustained 
basis.  Any forest management planning system needs to conform to common environmental 
and social assessment principles, comprised of a number of inventory/survey and planning 
steps including: 

• Develop forest management unit planning terms of reference in multi-stakeholder 
forums, defining production forest management, social, environmental and 
financial planning criteria; 

• Delineate forest zones,38 based on participatory methods and broad forest resource 
and environmental inventory and mapping to define: Non-operable areas 
(biodiversity reserves, buffer zones, watershed protection areas, etc.) and Net 
operable area  by major forest type; 

• Prepare a medium-term (5-15-year) strategic management plan39 based on a 
management- level inventory, which prescribes: medium and long-term sustained 
yield; rational subdivisions; silvicultural and harvesting systems; 

• Prepare annual operational coupe plans,40 guided by pre- and post-harvesting 
forest inventories and “codes-of-best-practice”, prescribing harvesting methods 
and engineering and other standards; 

• Prepare operational block plans 41 prescribing: felling and extraction procedures; 
road and skid-trail layout and other aspects of routine operations. 

Management arrangements for other production forests could include long-term 
concessions, government management, or other systems, provided they involve preparation 
of long-term management plans, based on statistically sound resource assessments and 
inventories and guarantees such as performance bonds. Under various foreign assisted 
projects, guidelines on mapping, forest inventory, logging, and post harvest management 
have been prepared.  Government needs to specifically adopt these standards and, as 
discussed below, establish a supervisory system that will require compliance. 

Satellite photo interpretation and GIS technology and skill is available through 
NOFIP and NAFRI within MAF, to assist DOF, forest concessionaires and VFAs to prepare 
forestry land use and overlay maps to define the net operable areas for production forest 
management. Forest inventory and survey methods are well established. Demarcation of 
concession and production forest boundarie s in the field, however, are not common. The 
current planning system does not incorporate environmental and social impact assessment 
and participation by local communities affected by forest concessions is not encouraged for 
planning, management or monitoring. A severe constraint is the lack of reliable PSP data 

                                                 
37  Although issues related to non-production forests are not dwelt on here, comparable kinds of planning 
should be performed for all forests irrespective of management system and objective, including production 
forests, parks and protected areas, community forests and multiple use areas. 
38  Map scale 1: 100,000 or la rger 
39  Map scale 1: 50,000 or larger 
40  Map scale 1: 25,000 or larger 
41  Map scale 1:10,000 or larger 
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recording growth, yield and mortality pre- and post-harvest in different forest types in Lao 
PDR. Although PSPs were established under the LSFP in State Forest Enterprises 1 and 3 in 
the late 1980s and 1990s, the only reliable data is from the FOMACOP and JFM projects in 
lowland/hill evergreen forest areas only. 42  

There have been initiatives related to the certification of sustainable forest 
management (audit of the forests in FOMACOP area, development of national Criteria and 
Indicators for Sustainable Forest Management, both in 1999-2000).  GOL and forest 
authorities need to commit themselves to internationally acceptable certification schemes to 
ensure both the quality of forest management and better access of Lao producers in the 
international markets. 

The recent Order 10/PM/2000 aims at implementing the Forest Law instructions on 
logging being allowed only in areas with management plans. Effectively, it bans logging 
outside infrastructure development sites, FOMACOP and LSFP areas for some time. DOF 
has started to prepare management plans in three pilot areas. However, there are no 
guidelines for preparation of the required management plans. As discussed above, there is 
basic inventory data and technical knowledge available. This would allow adequate 
management plans to be prepared even if growth and yield data is not necessarily sufficient. 

The first management plans are still under preparation and their coverage and 
contents are still unknown. These latest regulatory changes, if fully and properly 
implemented, would solve many of the shortcomings in forest management discussed above. 
Order 10/PM/2000 does not indicate how plan preparation or other management activities are 
to be financed, and whether more resources are allocated to the DOF for implementing these 
activities. 

Strengthen the Regulatory Apparatus  

In addition to defining institutional arrangements for forest management and 
utilization, regulation is a key role for Government in the forestry sector.  As discussed in the 
previous chapter, although GOL has formally established procedures for controlling forestry 
operations, these tend to focus on financial controls rather than on actual resource 
management, and are frequently ignored.  First, the line of command between DOF and 
provincial authorities and PAFO foresters is not clear and needs to be urgently addressed if 
sound planning, monitoring and provision of support services are to be provided.  

Second, the legal and regulatory framework needs completion, clarification and 
simplification through issuance of implementing regulations. To accomplish this GOL has 
first to establish an explicit forest policy which could offer the framework for the national 
forestry strategy.  Lacking of guiding policy principles, legislative development has remained 
incoherent and has mainly been based on reactions to isolated concerns and problems. The 
GOL needs to address these issues by initiating a national consultative process where the 
priorities of a new forest policy are openly and publicly discussed. Based on this process 
needs for supplementary legislation and regulations need to be identified and acted upon.  

Third, GOL must establish an effective regulatory body capable of independently 
overseeing, on the basis of sound technical criteria (as discussed above), the execution of all 

                                                 
42 It is still possible to salvage data from the LSFP PSPs before the information is forever lost. 
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phases of forestry operations.  And fourth, investment is needed to overcome the institutional 
weakness of the DOF and the PAFO, which lack the personnel, skills, equipment, transport 
facilities, and funding to carry out effective monitoring and law enforcement. 

Steps in this direction could extend several of the positive aspects of Order 
10/PM/2000 including the specification of responsibilities with respect to controlling illegal 
logging.  Unlike Order 10/PM/2000, or its predecessor Order 11/PM/99, the regulatory 
framework needs to be strengthened through formal Implementing Regulations rather 
temporary and subsidiary orders and or instructions. Moreover, there needs to be exp licit 
consideration of the resource implications of the needed regulatory effort and explicit 
provision of commensurate budget. This would permit the regulatory program itself to be at 
least partially monitored and assessed. 

Increase Reliance on Market Approaches and Mechanisms  

While taking on additional regulatory burdens to ensure that forest management 
practices at the field level are sustainable, Government should move away from its current 
practice of intervening in wood industries and domestic and foreign trade.  As forest 
management units and entities are established, GOL needs to abstain from involvement in 
internal commercial decision-making and to remove Government intervention from the wood 
market.  In particular, Government should eliminate preferences for domestic processing 
while strengthening revenue collection procedures.  

Government has a variety of options to utilize markets to improve the workings of the 
forestry sector. Market-based procedures could be used in the award of logging and 
management rights as part of the establishment of FMUs.  Bidding and tendering systems 
have been drafted for forestry in Lao PDR and there are many international examples to draw 
upon for award of long term concession rights, shorter term logging licenses, and allocation 
of logs to different users. 

Transparent bidding and pricing of log sales would also increase rent capture and 
public revenues as transfer pricing and incorrect reporting at customs – enabled by 
administrative allocation and pricing – would be reduced.  Commercial wood sales would 
lead to diminishing barter trade – as required by Order 11/PM/99.  Another advantage of 
promoting the evolution of a significant village forestry sector would be the timber price 
information that would be generated and which could in a short time be used to guide and 
monitor public timber sales.  Development of domestic roundwood markets would enable 
development of an efficient and profitable wood processing industry. If deemed desirable, 
Government could influence the development of the industry through transparent and well-
justified fiscal interventions. 

Order 10/PM/2000 addressed some of the concerns discussed above. These abolish 
the fixed sales prices issued by the MCT and make the contract prices a matter of 
negotia tions between the buyer and provincial authorities subject to a floor price. The Order 
also reinstitutes the ban against additional provincial logging quotas for infrastructure 
development and bans issuing logging permits to retired or active civil servant s to 
supplement low pensions/salaries. The Order nonetheless, falls short of meeting the 
requirements of fully market-based resource allocation: logs are not sold through tendering 
procedures, exports are banned and only existing mills may buy logs. Wood extraction will 
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be carried out only by provincial logging units and no private sector logging will be 
allowed.43 

Restructure State-Owned Enterprises 

The privileged position enjoyed by SOEs is a serious obstacle to improved 
performance and reform.  In view of both strong demand from other enterprises, domestic 
and foreign, for Lao timber, and their poor revenue and forest management performance, 
there is little justification for the continued reliance on SOEs. Reform of SOEs in forestry can 
begin with public disclosure of audits, disclosure of non-performing loans, and release of 
data on the location and volume of recent logging activities by the respective companies.  As 
a priority part of the larger SOE reform agenda, preferential logging contracts, harvesting 
quota allocation, domestic and export market access, and their prominent role in clearing for 
forest land conversion should be discontinued.   

 
Community Participation in Forestry 

 
Village forestry has, in the universal view of the external community been 

demonstrated as a technically, socially, environmentally and economically sound 
arrangement for the management of well stocked production forest areas.  While community 
approaches to the full range of forest conditions found in Lao PDR are still to be developed, 
and while there are large areas for which village forestry will not be appropriate, there is an 
overwhelming case for village forestry as a central element of Government's rural 
development strategy.  Although the area developed to date is small, it is the only production 
forest area in Lao PDR that is under properly planned and executed forest management.  

To provide credible endorsement to a policy of treating village forestry on an equal 
basis to other institutional arrangements for production forest management, GOL needs to 
address three sets of issues: clarifying and simplifying the legislative and regulatory 
framework, observing and guaranteeing the commercial autonomy of VFAs, and improving 
village land allocation. 

 
Clarifying Regulatory Framework  

As discussed in the previous chapter, the Forestry Law provides Government scope to 
employ a range of institutional arrangements for forest resource management.  Order 
11/PM/99, however, casts a shadow over the Government's intentions and Implementing 
Regulations under the Forest Law that would provide clear direction have never been issued. 
GOL should issue Implementing Regulations that clearly specify the terms and conditions 
under which forest management responsibility will be provided to local communities.  
Building on experience, these would direct that village  communities with longstanding 
affiliations with specific forest areas, with the capacity to manage, and willing to enter into 
commercially acceptable revenue-sharing agreements be eligible  to receive management 
rights to forests irrespective of their commercial potential and standing volume.  This would 

                                                 
43  The Order is unclear if private sector companies may be hired as subcontractors to these provincial units. 
Additionally, it is not clear if the existing SOEs can be deemed as being provincial logging units. MAF and MCT will 
issue more detailed implementation instructions for the Order. 
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need to be supplemented with a large-scale promotion and dissemination program to inform 
communities of their options under the policy, and investment in the capacity of the MAF to 
rapidly provide communities with documentation supporting their management rights and 
benefits and spelling out their obligations.  These obligations would include completion, with 
assistance from any source, of technically sound forest management plans, ongoing plan 
compliance and full payment of agreed royalties.  

Observe Commercial Autonomy of Village Forestry Associations  

Implicit in the village forestry regulatory framework proposed above, is the need to 
recognize the commercial autonomy of Village Forestry Associations.  As with farmers 
producing any crop, participants in village forestry can only be expected to sustain their 
efforts if they face a conducive incentive framework and receive a fair return.  Experience 
suggests that even if VFAs are required to pay a substantial royalty for timber harvested (far 
in excess of what Government would normally receive from conventional logging 
operations) participants perceive a substantial benefit that will sustain the ir involvement.  

Government can, and should provide VFAs with market information, advise on 
contracts, and provide other technical support services. Well structured Village Forestry 
Agreements can include revenue sharing formulas that protect Government's interest in the 
resource base and in the need to capture for general public purposes a fair share of the value 
of the national asset entrusted to VFAs. Properly implemented and understood, these rent 
capture mechanisms should eliminate any concerns about the equity implications of village 
forestry by transparently capturing for public purposes a share of the rent generated from 
forest utilization. 

As part of a system to guarantee VFA autonomy, improved conflict resolution 
mechanisms are needed.  These must be both impartial and accessible in both physical and 
cost terms.  In essence, VFA and VFA members access to dispute resolution mechanisms, 
including courts should be comparable those of parties to commercial disputes in any other 
sector. 

Improve Land-Forest Allocation   

The GOL has embarked on an alternative initiative to encourage participation of 
villagers, villages and communities in joint forest management. In recognition that villagers 
rely heavily on forest resources for soil and water protection, traditional uses of wood and 
non-wood forest products, and spiritual protection, the GOL, through MAF Instruction No 
822/AF on Land-Forest Allocation for Management and Use, outlined the objectives, targets 
and methodologies for village forest land allocation in an endeavor to encourage sustainable 
forest resource management.44 The intention is to have a national allocation system for all 
types of land in villages across the country to define boundaries, land-use rights, and 

                                                 
44 Pursuant to Decrees No. 99/PM, 19/12/92, Concerning Land; No. 186/PM, 12/10/94 on Land-Forest 
Allocation for Tree Planting and Protection; No. 169/PM, 3/11/93 on Management and Use of Forest and Forest 
Land: Based on Provisional Regulation No. 22/PCM, 21/3/89 on Management and Use of Agricultural Land; 
Based on Instruction on Continuation on Implementing Land Management and Land-Forest Allocation No. 
02/PM, 25/6/96: and Pursuant to Resolution of Nationwide Review Conference on Land Management and 
Land-Forest Allocation, 19/7/ 96. 
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management guidelines. Allocation is by a provisional land management permit for 3 years, 
extendible to a permanent land title if compliance with land-use plans is demonstrated. 

This Land-Forest Allocation for Management and Use should not be confused with 
the Village Forestry Association or Joint Forest Management models.  These grant 
commercial production rights to select areas of forest.  The main focus of the Land-Forest 
Allocation for Management and Use is to allocate villages the right to use barren, degraded 
and non-commercial areas (watershed management, cultural or historical importance, 
protection etc). Commercially valuable forests are allocated to utilization by industries with 
no local participation.  The local communities benefit only through wage labor or a nominal 
logging fee paid to the community. 

Improved village level land use planning could be an important adjunct to 
Government’s rural development strategy and to the approach to village management of well 
stocked forests as proposed above.  Stronger advisory services, more effective ways of 
eliciting community participation, better linkage to investment planning, clearer guidelines 
and more serious and disciplined planning and program monitoring could make the land 
allocation program a more effective rural development tool. 

 
Control Illegal Logging 

 
One of the most striking features of the production forestry sector in Lao PDR is the 

difficulty of discerning what constitutes legal, illegal, unplanned and illicit logging. The 
issue is not only in terms of actual logging activities being legal or illegal.  It is the poor 
definition and overlapping of jurisdictions, responsibilities and capacities between different 
government bodies and authorities; the massive lack of compliance with legal dispositions 
and decisions of authority, and the absence of any enforcement capacity.  There seem to be 
no reports of unauthorized logging as such-- in fact, every logging activity in Lao PDR has 
been authorized by someone who has, or believes themselves to have, or claims to be able to 
act with authority.  Although there are clear stipulations prohibiting logging in NBCAs, for 
example, provincial authorities continue with authorizations. In some strict sense, practically 
all logging in Laos is illegal due to the lack of management plans.45  

A program to control illegal logging needs to involve specific measures aimed at 
prevention, detection, and suppression. In recognition of the weak development of forest 
management, it will be difficult for GOL to immediately launch a fully effective suppression 
effort.  Nevertheless, GOL could initiate activities, associated with other measures 
recommended above, that could quickly lead to a meaningful law enforcement program.  

Prevention 

A sound policy and legal framework is a major contributor to the prevent ion of forest 
crime.  But going beyond the general policy considerations contained in recommendation 
made above, prevention can be specifically addressed in resource management operations, 
programs and projects.  Particularly critical are activities at the level of the FMU.  The draft 
preliminary standards for forest management planning available for Lao PDR do not 
                                                 
45  Article 25 of the Forestry Law requires that exploitation be "planned in order to ensure that the 
exploitation of wood is continuous and exploitation can be repeated…"  
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specifically call for attention to forest crime or timber theft prevention.  The planning 
guidelines which GOL should issue should therefore provide for incorporating prevention 
beginning with assessment of vulnerabilities. FMU planners need to practically and 
realistically assess what forest crimes threaten the area, how these might influence the 
achievement of management objectives, leading to integration of preventative measures into 
the overall FMU plan. Government might usefully provide technical assistance, information, 
and other support to communities and the private sector in the design of prevention 
programs. 

One very specific means by which GOL can help to prevent illegal logging is by 
stopping promotion of excess wood processing capacity.  The GOL policy of encouraging 
modernization and integration of wood processing plants to maximize operating capacity and 
conversion factors mainly serves to deepen already intense pressures on the resource base. As 
noted in chapter II, installed capacity in commercial wood processing is far in excess of the 
capacity of the resource base and certainly far beyond the potential of the limited forest 
management capacity. Investors exert severe pressure on the GOL and provincial authorities 
to secure raw material supplies to operate their mills profitably – at the expense of 
sustainable management of the production forest resource.  If raw material can not be secured 
through formal channels, alternative methods are exploited. While measures are needed to 
deal with existing over capacity, as an immediate step, GOL can prohibit licensing and 
approval of new wood processing plants (as stipulated in O. 10/PM/2000).  Competitive 
bidding would also curtail capacity by driving inefficient mills out of business. 

Detection 

GOL does not have a systematic forest crime monitoring program. Even the most 
basic data on illegal activity, which by definition is difficult to assemble, is not available to 
guide priority setting and the allocation of enforcement resources.  The kinds of information 
which are needed include the geographic incidence of different crime, the type of crimes that 
are occurring, the identity or type of perpetrator and the apparent level of crime. Introducing 
effective forest management, and systematically utilizing satellite image interpretation, 
ground surveillance and other information collection methods would provide a first step to 
put logging under control.  The recent illegal logging assessment referred to above could well 
serve as a model of a national logging monitoring system that could be put into place quickly 
as Government proceeds on the long term task of instituting effective forest management. 

Order 10/PM/2000 does explicitly acknowledge the occurrence of illicit logging 
(para. 17) and instructs local authorities, the military and forestry authorities to cooperate in 
enforcement efforts.  Nevertheless, some officials fail to recognize the urgency of the need 
for a structured and explicit forest law enforcement program and there are no detailed 
instructions or programs for the collection of information, identification of enforcement 
priorities or for suppression efforts.  An explicit budget and assignment of responsibility for 
the forest crime monitoring, detection and suppression efforts is specifically needed. 
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V. MOVING FORWARD WITH CONTINUED PARTNERSHIPS 
 
This review concludes that the natural wealth of the Lao forest sector is not well 

managed and, that if present trends continue, it will soon be damaged beyond repair. To some 
extent, the poor performance of forestry is a matter of limited institutional and human 
resources capacity (including effective monitoring), and partly an issue of laws and 
regulations which are incomplete or are not geared to supporting effective management. In 
addition, decentralization has brought in a new dimension, which needs to be better factored 
into institutional arrangements and the division of responsibilities for managing the forest 
resources. More fundamentally, however, there seems to be a lack of resolve to making the 
policy choices and adopting the follow-up actions needed to put the resource to work.  

The difficulties of establishing control over a large and valuable forest resource in the 
face of poverty and strongly based special interests are widely recognized. Over the last two 
decades or more, partnerships between the GOL and international sources of assistance, 
including, the World Bank, Sida, the Government of Finland, the Global Environment 
Facility and many others, have been built around helping to overcome the problems of 
capacity and organization that limit the sector. These have been premised on the expectation 
that support would be required for an extended period and that GOL would progressively 
adopt the lessons of experience. The documented persistence of high levels of illegal logging 
and an inability to solidify and build on the successful demonstration of village forestry, 
however, casts doubt on the needed commitment.    

Government response to the policy and investment recommendations made in the 
previous chapter could signal a genuine intent to restructure the sector and could be a way to 
regain the momentum of international assistance to Lao forestry and related sectors.  
Recognizing that sectoral adjustment in forestry involves a blend of policy change, 
institutional capacity building and investment, GOL could approach the international 
community with a structured program of reform, consisting of specific monitorable actions as 
the basis for continued support.  GOL could begin to define its own proposal, through a 
national process of consultation and dialogue with key stakeholders.  Based on an extended 
and Government-owned preparation effo rt, GOL could present clear and binding policy 
commitments and a detailed and monitorable investment and regulatory development  
program that would: 

• Accelerate the mobilization of a large share of suitable land to VFA; 
• Clarify the legal and regulatory set up with completion of outstanding laws, 

regulations, and guidelines; 
• Build up a regulatory apparatus capable of administering the entire forest estate; 
• Rationalize production arrangements on the non VFA production areas. 

 
Mobilizing Support 

 
In view of the need for policy, institutional and physical investment, GOL should 

consider approaching donors with a comprehensive and innovative proposal for the 
structuring of future support to forestry development in Lao PDR.  An appropriate design 
would link Government enunciation of, and adherence to, reformed forest polices with 
provision of significant levels of unrestricted, general budgetary support.  This would reduce 
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budgetary pressures to permit inappropriate logging and would provide an ongoing incentive 
for aggressive intersectoral oversight of the forestry reform program.  To avoid problems that 
have arisen in previous policy-based programs in Lao PDR, general budget support based on 
forestry reform would need to be carefully phased and gradual, with disbursements linked to 
measurable and objectively monitorable criteria. In view of its special importance to rural 
poverty alleviation, progress in village forestry, specifically the pace of VFA establishment 
and the effective recognition of VFA commercial autonomy by refraining from interference 
in VFA timber sales, would be an objective basis for determining compliance on an annual 
basis.  As part of preparation, specific targets and tranche amounts could be proposed on the 
basis of fiscal needs, a refined estimate of the potential for VFA development and the 
realistic pace of an aggressive program of VFA promotion and establishment.  

In parallel, a complementary investment and capacity building program aimed at the 
comprehensive development of production forestry is needed.  As suggested in chapter IV, 
this would primarily address the need to institute effective, scientifically-based management 
over the production forest area. In view of the geographic concentration of production 
forests, it would be appropriate for this to be targeted first to the Central Region.  Initially, 
emphasis would be placed on land allocation and establishment of a regulatory capability 
with mobility, communications, skills, accountability and transparency.  Building on the 
results of over twenty years of intensive efforts in developing human resources in the sector, 
a disciplined and targeted program backed up by political commitment could rapidly 
revitalize the production forestry sector.  Ultimately, an effective assault on the production 
problems discussed in this report would make it realistic to expect sustainable and 
meaningful results from investments in protected areas management, plantation forestry, 
research, watershed management and other aspects of the sector.  

Preparation of such a wide-ranging adjustment program will require effective 
leadership capable of marshalling resources and commitment from a variety of sectoral and 
coordinating Ministries as well as provincial and local governments.  A senior team 
representing the Ministries assembled to facilitate preparation of this report will need to be 
mobilized, given resources and a public mandate to consult with a range of stakeholders and 
formulate, the adjustment program.  It is likely that international technical assistance could 
be mobilized to assist an appropriately structured team and that the necessary consultations 
and analytic work would require at least a year. 
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