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Laos is a small landlocked country located in the Indochina Peninsular with population of 6 million and a socialist
country with market-oriented economy. Currently, private sector plays key role in the economic development. During
1975-1985, Laos pursued a centrally planned economic system, which was similar to the system adopted by other
socialist countries. In 1986, the government adopted the so-called Pianpeangmai policy, which aimed at transforming
the centrally planned economy into a market oriented economic system. Thereafter, various economic policies have




been implemented to set up a market oriented economy. The banking system has also been transformed from a mono-
banking system into a two-tier system.

Currently, the economic growth remains robust and is largely driven by FDI, which is unsustainable and
vulnerable to the external shock. The banking sector does not perform its intermediary role well and the government
bond market is dormant. Also, the government’s external debt stock is very high and further borrowings would be
extremely difficult and put country at risk of insolvency. The economy needs private sector to sustain long-term
economic growth momentum. A viable securities market will provide alternative funding channel for large enterprises
having faced with increasing difficulty in getting loans from local banks to finance their large-scale investment
projects, as the banks have limited financial resources. Also, a viable securities market would facilitate the needed
State Owned Enterprise (SOE) reform and encourage development in the government bond market as well as non-
bank sector. Over the last five years, the government has tried to create a viable securities market in Laos. As the
economy is relatively small and the local banking sector does not function well yet, finding an appropriate
development strategy would be essential for the sound development of the Lao Securities Exchange (LSE), which is
the main objective of this research study. This research is organized into seven chapfers.

Chapter 1: Introduction introduces the research’s background and rationale, problem statement, objectives, scope
and methodology. '

Chapter 2: Lao Economic Transition examines economic development situation after initiating the reforms in
1986 with particular focus on macro-economy, international economic relations, government’s fiscal performance,
and SOEs and private enterprises development. It also looks at key issues occurred during the adoption of the
centrally-planned economic system after establishing new regime in 1975. The finding shows that the transition was
successful. This is attributable to the fact that although Laos adopted the planned economic system during 1975-1985,
implementation of the system was relatively short and its ideology and system were not able to completely penetrate
the society vet. Also, international environment was favorable for the reforms. After initiating the reforms, Laos
received a timely assistance from both international development agencies and western countries. Determination of
the government to transform the economic system at that time was critical and shall be credited for the success as well.

Chapter 3: Lao Financial System Analysis analyzes financial system development in Laos after adoption of the
Pianpeangmai policy in 1986. In spite of two decades of phased reforms and significant improvement in the banking
sector have been realized, it’s still characterized as rudimentary and plays a very small role in financial intermediation
to support the economic development. Still, the banking' sector couldn’t meet existing demands of the business
community and general public. Low capital mobilization has been caused by many factors such as limited outreach,
underdeveloped payment system, limited availability of alternative financial instruments, low deposit interest rates,
and low confidence in the banking system and local currency. Capital allocation of the banking sector is relatively low
and the banks have faced difficulties in providing credits to the businesses, caused by various problems such as lack
of skilled human resource, high interest rates due to inefficient management system, borrowers cannot meet basic loan
application requirements due to inappropriate accounting practice, type of collaterals required by the banks, and weak
financial situation.

Chapter 4: Macroeconomic Factors Determining the Stock Market Development in Asia and Eastern Europe
examines empirically the macroeconomic factors influencing the stock market development using a panel data of 20
countries in Asia and Eastern Europe for the period 1996-2007. The results show that the factors such as income level,
gross domestic savings, banking sector development, net private capital flows, stock market liquidity, FDI, and public
bond market are key predictors of the stock market development in these countries. Also, the relationship between
banking sector development and the stock market development appears to be changing. At early stage of development,
the banking sector is complimentary to the stock market in funding investment projects. However, as both develop,
they begin to compete with each other as vehicles for financing investment projects.

Chapter 5: Regulatory and Institutional Framework of the Securities Market in Thailand. Since its establishment
in 1975, the Stock Exchange of Thailand (SET) has experienced many problems and managed to overcome several
financial crises. However, one basic problem, prevailing since the establishment of the SET, still remains. The
proportion of investment in the securities market is relatively small compared to the country’s aggregate savings. This
has been a key obstacle for the expansion of investor base in the SET. Strategies that the SEC used to build investors’
confidence are to 1) ensure full and fair information disclosure, 2) enhance corporate governance of listed companies,
3) ensure fair treatment to shareholders of a takeover target firms, and 4) enforce cases of corporate fraud on strict
manner. _ .

Chapter 6: Securities Market Development in Laos. Through five years of efforts, LSE has been established
formally on 10 October 2010. The regulatory and institutional frameworks are incomprehensive. The Decree on
Securities and Exchange and related regulations show certain weaknesses e.g. the scope of regulation on insider
trading is limited, the corporate and market disclosure framework is weak. Tax policies for promoting the securities
market development and reliable surveillance system aren’t in place yet. The institutional structure shows certain
deficiencies as well e.g. the SEC is dependent on the Bank of Laos (BOL) in exercising its finctions and powers etc.
All the deficiencies indicated above should be worked out to ensure that the Securities and Exchange Commission
Office (SECO) possess appropriate capacity to perform its tasks efficiently. Also, various types of investment funds
aren’t allowed to operate. Securities allowed for trading are limited to merely common stock, preferred stock, and
warrant. The Lao accounting and audit standards are not available yet, raising the question of reliability of the



financial reports. Thus, the current legal and regulatory framework should be viewed as a transitional arrangement in
need of comprehensive review and substantial strengthening over time.

Chapter 7: Conclusion and implication. To ensure successful operation of the LSE in the initial stage of
development, based on experience of Thailand and Vietnam, increasing supply of quality securities and demands for
the securities in the market appear to be critical. To increase quality supply of securities, these countries implemented
following key measures: improvement of operational efficiency of the exchanges to reduce costs associated with
listing, introduction of alternatives financial instruments, permission of private placement to enable companies raising
capital rapidly and at minimal cost, and equitaization of SOEs. To create demand for securities, these countries
encouraged establishment of more investment funds, permitted foreign investment, raised awareness of the general
public on investment opportunities available in the securities market, and raised confidence of the investors in the

local securities market.
The SECO relies on foreign resources and assistance to create a viable securities market due to lack of qualified

human resources and knowhow. Cooperation with countries having mature securities markets in the form of joint
venture companies where local partners obtain majority shares appears to be the best strategy to speed up market
development and technology transfer. In pursuing this strategy, the LSE has been formed as joint venture company
between the BOL and the Korea Exchange. All of the three securities firms are formed as a joint venture between
local commercial banks and foreign securities firms. Relying largely on foreign players in developing a local
securities market is a special characteristic of Laos, which appears to be different from other countries such as
Thailand, Vietnam, and China, where domestic firms are the key players in the securities markets. At present, there
are about 20 companies having potential to list in the LSE during the next few years. Interestingly, half of them are
joint venture companies between government agencies and foreign investors. This is different from Thailand, Vietnam,
and China, where majority of listed companies are owned by the government agencies and local private investors. It
implies that development of the Lao Securities Market won’t be realized without participation of foreign capitals and
knowhow through key market players such as investors, securities exchange, securities firms, and listed companies.
The financial globalization would make creation and development of a viable Securities Market in Laos possible.

The creation of securities market in Laos appears to have many objectives such as tapping foreign funds,
reforming SOEs, improving efficiency of the State Owned Commercial Banks and attracting funds from parallel
economy into the official securities market. This poses many challenges for the SECO. For the small country like
Laos with about USD 5.9 billion economy in 2009, the decision to create a securities market means more than just an
establishment of an exchange, it is a decision that will radically affect the course of development of the country and
bring about major changes to the financial system in Laos. :
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