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KEY MESSAGES

® Although recent media reports of a perceived “skills problem” in Lao PDR have
spurred an intense focus on the role of the education sector in creating the right
skills, this focus on skills overlooks more fundamental issues that are critical to
the future of Lao PDR’s workforce and economy.

® In order to achieve broad-based growth and poverty reduction, Lao PDR must

channel greater resources toward tackling key workforce and productivity chal-
lenges.

® Given thelarge m ajority of the p opulation thatis engaged in agriculture,
boosting agricultural productivity is a top priority f or i mproving livelihoods
and reducing poverty. Higher agricultural productivity will raise farm incomes

and will eventually free workers to move to higher-productivity, higher-paying
sectors.

® Diversification will be critical for providing better employment opportunities
for workers who are released from agriculture. Because the natural resources
sector generates few jobs, greater emphasis is needed on creating an environ-

ment that helps businesses in the employment-generating manufacturing and
services sectors flourish.

® At the same time, workers must be equipped with the basic skills necessary to
take up the higher-productivity opportunities that are available. Reforms must

focus on expanding early childhood education, ensuring literacy, and building
job-relevant technical skills.
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LA 0 S EXPANDING MANUFACTURING
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While agriculture will continue to be important to Laos, expanding the manufacturing and services
sectors is crucial for offering workers better job opportunities and for promoting economic growth.
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THE REPORT’S MAIN RECOMMENDATIONS

Given that the majority of the country’s workforce is currently engaged in agricul-
ture, raising agricultural productivity is arguably the top development priority
for Lao PDR. In the shorter term, higher agricultural productivity will help generate
better livelihoods for the 4.5 million Lao people living on farms. Over the longer term,
increased productivity on the farms would eventually lower the need for labor, freeing
up agricultural workers to move to more productive jobs in other sectors. In particular,
greater attention is needed in two areas:

® Facilitating trade in paddy and rice to encourage private invest-
ment in milling, which would help reduce milling costs and give
farmers greater incentive to increase production for export;

® Making better use of public resources supporting rice farmers,
with a more balanced approach in allocating resources for
extension activities, technology development and transfer
(including good seed), and irrigation.

As agricultural productivity increases and more workers are able leave farming,
the Lao economy will need to generate more attractive off-farm jobs to absorb
these workers. Contrary to what media reports might suggest, Lao PDR is not facing a
labor shortage, as it has a very large “reservoir” of farm workers that could potentially
move to the non-agricultural sectors; rather, Lao PDR has a shortage of attractive job
opportunities that make it worthwhile for a farmer to give up farming. To help create
more attractive off-farm employment opportunities, barriers to doing business in Lao
PDR must be removed to encourage investment and spur productivity growth in diver-
sified sectors. In particular, action is needed on three fronts:

® Streamlining and simplifying the business compliance and transaction costs associated
with dealing with government to create a more business-friendly environment;

® /mproving transparency in the provision of public sector services to business through
measures such as publication of all fee schedules, permits, and licensing requirements;
and

® Establishing a more predictable playing field for the private sector, with consistent
implementation of publicly available legislation, rules, and regulation and with
reduced bureaucratic discretion.



BUILDING CRITICAL

LA 0 S KNOWLEDGE & SKILLS

Laos should invest in manufacturing and services in order to provide more jobs. At the same time,
it should also invest in improving people’s knowledge and skills so that they are equipped to take up
these opportunities.
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THE STEPS OF SKILLS DEVELOPMENT

Literacy skills are the foundation upon which other skills are developed. By not knowing
how to read, adults will not learn skills that are crucial to getting a well-paying job.
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As greater diversification generates more productive employment opportu-
nities, it will be critical to ensure that the Lao workforce is equipped with the
knowledge and skills to be able to take up these jobs. Greater priority should
be placed on cultivating a workforce that possesses the basic foundational skills
needed to be productive. Resources need to be focused more effectively on the
critical windows of opportunity when skills are built by:

® Expanding and strengthening early childhood development and education to help
develop school readiness skills and basic cognitive and behavioral skills, which
also includes efforts to reduce chronic malnutrition which threatens cognitive

development;

® Ensuring that all children can read by the end of grade 2, making reading a national
obsession so Lao PDR can build a skilled and productive workforce; and

® Building job-relevant technical skills, with the Government taking on a more strate-
gic role in vocational skills development by developing policies, setting standards,
investing in training materials and instructors, improving public information about
the training system, and carrying out training evaluations.

In the process of planning specific reforms in these areas, it will be critical for
policies to be grounded in better information. For example, policies affecting
the workforce should be based on a complete and accurate picture of labor market
dynamics—what is happening, who is affected, what the implications of potential
policies might be. However, crucial information on sectoral employment, migra-
tion, and other labor market indicators are lacking. Instruments such as a labor
force survey could help provide essential information for policymakers to under-
stand the key challenges and design appropriate solutions. Further work is also
needed to understand the array of factors affecting the workforce-related chal-
lenges discussed above, including determining why manufacturing wages have
been rising faster than labor productivity and identifying other barriers to worker
mobility between jobs and sectors.




LA 0 S MAKING AGRICULTURE
In agriculture, Lao workers are producing fewer per hour than they would if they were working in another
sector. They are also more likely to be vulnerable and poor.

Agriculture makes up 27 %
of the GDP.
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