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ECOS~UC SITUATIOtJ RlPOR'I FOd LAOS 

FIHST QUART n 1972 

In November 1971 the Royal Lao Government inatitutec·. a package ot stabiliaati.on refol"lll81 
including the following measures a 

lo Twenty-percent devaluation of 
the free market exchange rate. 

2. A corresponding 20): increase in kip 
valuation of ilffporta tor tax purposes. 

)o Increased customs duty rat.ea on 
some 200 less-essential cOIIIIJOdities. 

4o Prohibition ot foreign exchan(.e 
accounts at local banks o 

S. Prohibition ot money changers. 

6. Mar datory indentificatiou and 
descr:i ption of all tree market 
exchar .ge purchases. 

7. An exchange equalization tax of 2(7,¥ 
on 1m}l0rta paid tor before devaluation. 

a. carlcellation of customs md tax 
torta:i.t ,contracts. 

9. Fniesing of IUD salaries and re­
atric1,ions on RLO- recruitment. 

I 

lOo Reintorcod contr.ols on consumer 
product ~C88o 

~1th few except.ions, the basic r\l.torm package instit,utad in November remained in force 
through end-March. In ear]¥ Aprill however, the RLG implemented a new series of 
measures designed to further stabi lze the Lao ,Jl\f. The ef !ects ot the rtovember 
reforms, taken saparataly, caJJ theretore best ·1essed b7 reference to the period 
ending March 31, 1972. Available data for th~ :tod imicatea the following main 
consequences of the November re.i'orms 1 

lo Devaluation plua hiaher custolils dut.i 
of taxable r.M3rchend1se import.so Non-go_ 

bs1;antially reduced the voluma 
tstorr• ravanues, however, increased o 

2o The end-1971 speculative surge in gold imports ceued completely during t.ba 
first quart .:r of 1972 o 

). Domestic econoud.c ativit,y, according to mos1. available ind.1catora 1 tended 
to increase in t11e months tollol-l'int tbe itovembor retorms o These increases 
were particular]¥ pronowiced in the tin and lw.lber eXpOrt industries, whose 
ratas ot t,rowtb ware well in excess ot What could be explained by seasonal 
tactors alone. 

4 o As imports tell and exports rose, total tree market exchar~e demand declined 
lJ,- between 4Q71 and 1Q72, and a greater per cet1t ot that demand was met from 
non-noF au.Jpl.7, including 8lqJOrt earnings o 

.5. The llo» rise in the RLCl'a consumer price index betwean October 1971 and 
March 1972 was litUe more than half the ~~tude or the }lovembe.r eKhange 
rate devaluation (us1~1o•s index incr.:iasad 2~ in the aarne periods 18% in 
November, end tt,. in late March) o 

6. The lWJ nonotlielass was unable to contain exponcliture !)1'8ssurea or to 
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compensate With other taxes £or t.he 1Q72 fall in gold tax revanueE, and 
therefore allowed ita inflationa?"J' .tinanoine to continue upwerdao 

During the first quarter of 1972, government revenues fell to their lonai, level 1n 
over three years. Principal.13 r&SlJOnsilJle tor this decline was the BS% full in gold 
imports between the fourth quarter of 1971 and the first quarter of" 1972. Gold 
imports bad undergone increasingly violent nuctuati ons during 1971, and it mq be 
that the fourth quarter spurt (both to make up for the trede•s interruption due to 
fiooding in the third quarter and as a speculative reaction to the kip devaluation 
in r,oV8Jllber and expectations or renewed gold/dollar convertibility 1n Decumber) 
aver-aupplitM! Laos• diminishing gold re-export market. A partial recovery or public 
con!idence in the kip in early 1972 plus the rise in world gold prices .mBilr alao have 
contributed to the dampening ot demand !or gold. Tte November 1971 refon18 appearacl 
to have been auccessf'ul in reducing mBrchandise 1mperts while protecting 1.he level 
of customs revenues a although the k1p value of taxatle merchandise 1mporto declined 
19!' ( a 25% decline in dollar value) between the fourth quarter of 1971 and tbe f'irst 
QUarter oi' 1972, non-cold customs revenues rose 6.2' in the sar.18 period. Other RLG 
revenues declined about 5% between thase two quarters. 

Ql the other hand, RLO certified expenditures rose ty 6.$ from the 1'ourth quarter 
ot" 1971 to the first quart3r or 1972. ill of this increase(kip Oo)S billion) 
occurred in the ci Vil chapters of' the budget. 

The RLG budget deficit, in the face of rising expenc-ituras and <ieclining revenues, 
increased 13%, f'J'om kip 3.6 to kip h.l billion., betl-.eeu tlle fourth quartel~ of' 19n 
and the f'1rst qu.erter or 1972. To finance this larter daficit, the RID 1ncreas~d 
its rwt inf'lationary- borrow.tng by 7.'3%, from kip 3.7 to kip 4.0 billion in the 
same period., 

Despite the growth in RLO inflationary spending, tot.el expansionary f'actoPs declined 
by O.$ billion kip during the first quarter. This cecline mainly renectod the 
cessation of France's foreign exchange inputs into End kip w.l. thdroals from t .i/JF at 
end-1971, which ot.r-aet, in an accounting sense, the- increases in kip dest.eriliza­
tion by other F,J,OF donors in the first quarter ot 1S·72. The Japanese Government 
desterilized about o.S billion kip 1n January to coniplete Wat.t-o- Airport improvement.a, 
but none in ei tber Febru81'7 or March. USAID monetar-y expansion, after a substantial 
decline in the fourth quarter of 1971, returned to ebout the same level (kip 0.7 to 
o.8 billion) of preced1ng quarters. Although private credit registered a moderate 
contraction in the first quarter of 1972 ( alter a n:ry sharp increase in the r ourth 
quartar of 1971), the level ot private sector crodit remained 13% above the corres­
ponding quarter of the proVious year9 despite almost total el.irrd.uation of foreign 
exchange accounts ( against Which no reserves requ.irE1J11ents were applied) ond w1 th 
the support, or onl.7 a moderate growth in kip-danom.nated deposi ta. As a percent or 
total private depoai t.a, private sector crad1 t rose from 8~ at end-sept.ember to 
16]$ at end-December 19n, and was still 161$ at encl-March 19720 
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'l'he illlpac·t, of' the £2.ctors contracting money- sup, ],y l3clinad suostantiall1 in the 
first ouarter o! 19720 USIF letters of crJdit fell to their lowest quartarl.y level 
as the le.-Jt POL products ~ere removed frcm tJ,a cutl.~lying comr.:.odi ty listo BNL 
toraitn transactions ware only slif,htl.y contractionu-ya kip 176 million ... as bought 
by the BNL versus kip 16.$ million sold in exchAnge :or foreign currencies during 
the cuarter. f l«>F net sales, on avarai.{8, wa:i:-a wll b.Jlow lovels recorded in the 
fourth quarter of' 1971, but they incre~ed shorpl.f :Ln ~rarcho Private t1rn9 end 
savi.nis deposits moved slit)Jtly downward .ror tbe £1::-st tiroo in fiYe quartano 

bpansionary factors t.hJs continued to outweigh cont:.ractionar.r factors, snd ;1;oney 
supp],y rose by 7 .4% between end-December and .Jnd•Ma:rch., Part of this incr.,:iise in 
k:l.p holdings by the public WEiS related to co,•ano1i t:r price increases I the d.W price 
index rose by J.6<;.. (8Dd the US.AID index by 6.2%) in the same period, , bliging the 
public to incraa.CJe its :nona,r t1·ansaction balan"as b:r a correspondiOG amounto Prices 
co~ld not explain rul tl1e grol t i kip circule 1101, however, since real money 
supplY (cur1·,.mt supply deflated by the l.ili.i prico in.iex) also n.oved upwards, regaining 
by end-11arch tl1a lavel it re1,ist~r:.:td in Se1,temb..lr 1n1. before the acono1ric re!or138o 
This growth in real mone.; au1:, ly impliad en 1ncr~llS'3 in liquidity balE;nces (hoarding) 
or an expansion of raal econonic activi.t,Yo 

While the available indicators ot real economic actiVity presentad no uniform pattern, 
several did ra~ister stro11g t;ains lilhich mit::ht tend t.o eXplain the growth in real n10ney 
supp]¥. Vientiane bank clearings, alt..!r a 27/, decllne in the fourth quarter of 1971, 
moved upwards ll4:;ain by 12<;; in the .t'irst guerwr o.r 1972 o Charcoal production in• 
creased Jot, although seasonal variution in da1r.end ':'18¥ h&ve been portly iespons1bleo 
Both hog and cattle slaughtering advanced With resv3ct to the prec~ding cuart;-Jr and 
were well above levels attainttd in the sSJ'!le quarter of the pr:lvious yeare On the 
other band, local civil air tra\rel registered n aoasonal daclim,. Private construction 
also a.1peared to continue i t3 long-run declina begun in 1970, but the cou1truct1on 
data wns not concluaive due to a change in th~ statistical serieso 

The most grati!ying development, wns tl:le st.ronf. uptu;rd r.iov<r:'.'aat ot Laos's t.wo major 
export industries. lumber and tin. '!30th these acti1Tit1;js increPsed rai:,icUy tollo-:dng 
the November T devaluation er thd kip. From December 1971 to Uarch 1972 tin 
concent.rste ·product.ion aver~ad 176 NT per month• tha hi;,.h<lst r£.ta in more then tt:ree 
yer.rs and 58% above the pracGdin::; tour rr.ontha. Timbdr production in tirst quarter 
1972 incr :asJd 69% with raspact to the pr,.;coding cuarter. The declilla in local 
constructic& d~scribed above ~ndicates that ~ost, if not all, tbia increosed timber 
production wr-s axport-orien"led0 The ir,JpaCt of tliis resurf;euca or exports on Leo 
foreign exch~..--~e earuings WBS iudic: l.,O<f o~ t4e 37>, incrae.se in a.xchall[,e surrenders 
to the BNL from' ax1;,orts in tt1a first ·quart3r 01· 1972, daapit<.:t the .r~ct that the 
e:xchsni;;e los~ to a:x.i.Jort.ers from· such sur1·ontfdrs at tbtJ K2l..i.O/.!; BNL rat.a increased 
by KlOO/t in ~lover;iber wh,3n the free 1r,aricet rr.ta ro,.~e from KSOU/$ to KW0/$0 



Fsn1m EJgrumga Suppl;yCW®)a/ 
Free Market ,Supply 

• USIP L/C's 
1tiL artioial Beoeipts 

Exports 
Embassies <°re Missions 

French Embassy 
Adndn1 atration 

Ipprta 
Gold Iq,orts (kg) 

·Other Taxable lnl)orta(ltip U) 
Petroleum 
other 

Exports to Laos by: 
Japan (MUlion Yen) 

K ~ 

99r!m!m:!: 'W!A9• c np uL 
Bevenuea 
Certified Expenditures lv 
Budgetary Deticit R,/ 
Payments 
Cash Def'ioit 
.Bor1'0w1ng t"rom 1JIL 
Treasury Aseetstt 
L iva: e Seot~ 

Faatora Expanding · 

ANNUAL QUARTERLY 
1 1970 1971 71-I 71-II 71-III 71-IV 72-I 

52743 48836 50930 lJ:352 12839 12058 12681. lCMm 
478?8 4/1>59 47018 1271, 1173811283 11282 N1l 

I 1971 2230 2029 329 609 417 674 200 
2894 1947 1883 ~s 492 3,s 12, J9~ 
wl 72.0 6.46 184 20.5 117 142 i;. 

2231 963 1048 96 2/IJ 178 '34 "89 
812 720 6.)2 3 144 162 324 6 
62 264 187 28 48 63 49 112· 

32024 J,l.'7(£, 15916 62,0 2:196 7'° 6120 925 
ll488 8432 8)()J 1854 2000 1714 243S ll'Fl 

I 1048 1088 10,0 2.'J7 271 2,, 268 311 
10440 7344 6963 1657 16?9 1'-60 2168 1•• 

29'6 211)2 2190 729 471 ,79 412 161 

77,1 ?933 6'69 
16600 lf!'/67 .20~ 
8929108341~77 

1?006 18611 21610 
92,, 1067815039 
9275 9610 14,00 

372 l,X> 202 

1582 1688 1'67 
5668 fi3'35 8688 
ll)l!t ~641 ,11e 
'682 ,22, u,. 
4100 3,37 4001 
35?0 3900 4070 
109 202 21/:> 

MorI'HLY, 1972 
Jan Feb 
402:3 2748 aNl 
J872 2,33 Nll 

0 158 42 
151 '? 187 

58 20 116 
47 29 13 
J J 0 

II, 8 ,s 

47' 
762 
178 
584 

44 

O 4,0 
538 171 
98 31 

41/J tll f 

60 ,1 

'90 472 
2018 18JJ 
142s 13,s 
17ff lHI 
1181 1380 
1070 1700 

(-4) 488 

!!!l ·Supp?, (Kip '.0 1J?98 14'704 l&:>35 .U46 4382 4533 
RLG Net Intlati~ ~ v' 9723 9006 14122 3154 ~27 3617 

,,14 5073 1981 
3724 3987 1281 

1712 1300 
1233 1483 

USAID Y::mtery Expansion w 2842 3131 21,1 793 710 750 
Private Credit Expansion 293 744 678 199 26 (-49) 

French & Japanese Desterilization 940 1023 1084 0 19 215 

r~ c-I5'3 r !;> 
-;~ 4831 483 

232 273 
247 (-J76)1 

0 0 



-ANNUAL QUAKl.'ERLY ~THLY, 1972 

in BBDkSDi CK:lp \J) 
Total Private Depositett 1965 2536 1774 2382 2767 ~,8 1774 i920 19.):) 1834 1920 

Kip Demand Deposits 1.3'6 1182 12Jl. 1165 1341 1557 1231 1.427 1374 1292 1427 
in FX Demand =ts 4>4 968 lcD 845 995 10.32 ~ 26 34 27 26 

Kip Savings Dllpoaits 14' )86 ,03 ]12 431 1M Jp7 ~ ru 
Creclit, Cui:.liri,tUXiing to Frivate Seuwr 1?98 2.5;.2 ..... ...,.. 

~ 2741 2767 2718 3220 )086 321, ).462 ~~ 
86 8 8 

171°,, iA nmin!i268-_JPl* 
ltLO Lao lb1sehold Index 

!'. 

Pi:9duotfon 
Timber Thrua8Dd iJ) 117.9 73.2 ?6.4 19.4 )1.2 12.7 13.1 2).1 7.9 7.2 s.o 
Tin Concentrate (MT) 1262 l)a) 1'73 442 3,4 .)26 451 ,22 1'79 1,, 1se 
Cbarooal (Thousm1 Mr) 13.4 10.4 10.1 2.7 3.3 2.2 1.9 2., .4 1.7 .4 
Private Construct10n V(Kip M) l..l.1.£ ~,16 ·no ~8 23, 136 91 69 56 0 13 
Private Ccmstruotion l/ (Tbowl. JP) ~.7 61.9 22.3 8.2 6.9 4.4 2.9 2.0 1.7 0 ., 

'a) 0 

Qgnpmgrl;ign 
Eleotrioity (Vientiane, Million KWH) 31..4 '37.9 48.7 11.2 13.7 12.2 10.7 I 
Petroleum Producta(!l:ll.Uan Litera)d 110., 107.3 143.8 27.1 31.3 24., ~., 

·r I Cattle Slaughtered {Thounnd) 8.6 8.4 7.'J 2.0 1.4 2.0 2.1 2.2 .6 .9 

* Level at end-of-period. 
J/ Total aupp]3 equals Free Mark&t plus USIP plus fflL receipts. ll&L reoeipta exclude SOR and investment. 

t 
proceeds. 
Subject to revision attar late reports reoeived trom praytmes. 
Net inflationary borrolt'1ng equals borrowing trom JtfL plus reduotion in Treasury aeaeta plua !Dorease 

t 
1n liabilities to private sector. 
US.AID DlD8tary expansion equals kip reoeipts 1n C0Dlle0ticm with VKCI' plus reduot1on 1n net holdings. 
Average ot two •ud-~ surveys. · u Construction data until 2 72 is trom permits to initiate vork; data thereatter is from aOIJl)letion 
reports. 

a/ Excludes deliveries on USAID caitraot to points south ot Vientiam. 
• M • lU.11.ion J iJ • Cubic litters • 

• For prior month detail, see TOA.ID .Ar-101, dated 2/2'J/72 • 


